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FISCAL POLICY AND THE ENERGY CRISIS

WEDNESDAY, JANUARY 23, 1974

U.S. SENATE,
SUBCOMMITTEE ON ENERGY
oF THE CoMMITTEE oN FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2 p.m., in room 2228,
Dirksen Senate Office Building, Senator Mike Gravel [chairman of
the subcommittee] presiding.

Present: Senators Gravel and Dole.

Senator GRAVEL. The hearings will come to order.

Today we begin our second round of hearings on how fiscal and trade
policies can be used to determine national energy programs.

First, I must apologize for the reordering of the agenda for today’s
and tomorrow’s sessions. The full Senate Finance Committee today
concluded 2 days of hearings on the excess profits tax provisions of
the emergency energy bill. These hearings were scheduled hastily so
as to have the benefit of a committee hearing record when the bill is
considered in the Senate this week and next week. Accordingly, the
hearings of this subcommittee were postponed until this hour.

I want to thank today’s witnesses for their patience and willingness
to reschedule in this fashion. William Simon, who was to have testified
this morning before the subcommittee, instead appeared before the
full committee. He has very graciously agreed to return tomorrow
morning at 9:30 so the subcommittee can have the benefit of his
wisdom on the matters before us.

There is no issue more urgent today than the establishment of a
coherent energy policy. We must look to the long-term development
of our energy resources, as well as to the short-term management of
the energy shortages.

For the long term, I have suggested a number of steps embodied in
S. 2806, the Energy Revenue and Development Act. These steps could
lead the Nation to energy self-sufficiency in a decade. Among other
things, it would create an energy trust fund, a concept that has been
advanced by Senator Marlow Cook of Kentucky.

In the course of these hearings over the next 5 days, we shall also
focus attention on the removal of price controls over the energy sector
and on the regulation of natural gas prices. We shall be considering
tax measures aimed at increasing energy supplies, sections for resi-
dential energy conservation and proposals for taxing excess profits.

In addition, we will give some attention to the situation with our
reserves and the production of energy on nonpublic lands. Another
area is the administration of a trust fund that Senator Cook and I
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hope to create and the establishment of a public watchdog panel over
energy research and development.

In the trade area, we shall devote our attention to the establishment
of a variable levy on imported energy, a quota on certain imports,
methods for negotiating the price of imported fuels, and controls on
the exports of our domestic supply.

I hope that these hearings can produce comprehensive legislation
that can come before the Senate in this session.

At this point in the record we will insert the bill, S. 2806, a summary
of the bill and my floor statement introducing the bill, and the press
release announcing these hearings.

[The material referred to follows. Oral testimony begins on p. 1031.]
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PRESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
January 15, 1974 Subcommittee on Energy
2227 Dirksen Senate Office Bldg.

GRAVEL ANNOUNCES HEARINGS ON EXCESS PROFITS TAX
AND ENERGY TRUST FUND

Senator Mike Gravel (D., Alaska), Chairman of the Subcommittee on
Energy of the Senate Committee on Finance, today anncunced that hearings on
the energy crisis will resume on January 23, 24, 25, 28, and 29, 1974, The
hearings will focus on '"The Energy Revenue and Development Act, ' introduced
by Senator Gravel and on other legislation employing fiscal and trade measures
to deal with the energy crisis.

The Senator said the hearings will devote apecial attention to the establish-
ment of an excess profits tax and an energy trust fund, among other proposals.

The following witnesses will appear:

January 23, 1974 The Honorable Marlow W, Cook
United States Senate

The Honorable William E, Simon
Administrator !
Federal Energy Office

Mr, John Miller
President
Independent Petroleum Association of America

Mr. Warren Tomlinson
Presgident
{and) Mr. Don Schnacke
Executive Vice President
Kansas International Oil and Gas Association

January 24, 1974 The Honorable John Nassikas
Chairman
Federal Power Commission

Mr, J, P, Hammond
{and) Mr. Kenneth C. Vaughan
(on behalf of)
Gas Supply Committee

Mr, John Partridge
(on behalf of )
American Gas Association



January 25, 1974

January 28, 1974

January 29, 1974
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The Honorable Dixy Lee Ray
Chairman
U. S. Atomic Energy Commission

The Honorable Walter E. Rogers
President
Interstate Natural Gas Association

Mr. J. Hilbert Anderson

Professor James C. Cox
Department of Economics
University of Massachusetts

The Honorable Carl Bagge
President
National Coal Association

Professor William E. Heronemus
Department of Civil Engineering
University of Massachusetts

Dr. Joseph Lindmayer
President
Solarex Corporation

Dr. V, Stephan Krajcovic
President
llok Power Company

Professor Robert Engler
Political Science Department
City University of New York

Professor Dale Jorgenson
Department of Economics
Harvard University

Fritz R, Huntsinger, Jr.
President
VETCO Offshore Industries, Inc.

Chairman Gravel noted that at the close of the last session of Congress
tax proposals dealing with "excess' or "windfall" profits were being voted on
by the Senate without the benefit of any hearings by the Committee on Finance.

"It is crucial, " he emphasized, '"that any excess or windfall profits tax
that is enacted be drafted so that so that energy production is encouraged."

He stated his hope that the witnesses will address the specifics of any
such tax since this isaue will be taken up by the Senate soon as the Congress
returns., The Senator's bill includes an excess profits section.
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Senator Gravel said that the hearings will also give attention to other
proposals contained in his bill, including:

*  the creation of an energy trust fund to finance the government's
efforts in energy research and development;

* the removal of price controls from the energy sector, including
the deregulation of natural gas prices;

* the establishment of a variable import levy on energy, a quota on
imports, and controls on exported fuels;

* tax measures aimed at increasing domestic energy development;
and

* residential energy conservation tax incentives.

Because of time pressures, the Subcommittee is not able at this time
to hear all those persons it wanted to have participate, However, those persons
or institutiona who wish to subuiit stateiments for the record are invited to do so.

Statements submitted for inclusion in the record should be typewritten
on not more than 25 double-spaced pages and mailed by Februvary 8, 1974
to Robert A. Best, Chief Economist, Senate Committee on Finance, 2227
Dirksen Senate Office Building, Washington, D. C, 20510.

The hearings will begin at 9:30 a, m,, Wednesday, January 23, in Room
2221, Dirksen Senate Office Building. Hearings on the 24, 25, 28, and 29,
will begin at 10:00 a.m. unless announced otherwise by the Chairman.

V/itnesses appearing at the public hearing should submit 100 copies,
one day in advance of their testimony, with a summary of the principal points.
Those who will submit statements for the record should send 5 copies plus
the original by February 8.

PR #51
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IN THE SENATE OF THE UNITED STATES

Decemeer 13, 1973

Mr. Graver introduced the following bill; which was read twice and referred
to the Committee on Finance

A BILL

To establish an Energy Trust Fund funded by a tax on energy
sources, to establish a Federal Energy Administration, to
provide for the development of domestic sources of energy

and for the more efficient utilization of energy, and for other
purposes.
1 . Be i enacted by the Senate and House of Representa-

2 tives of the United States of America in Congress assembled,
TITLE I—SHORT TITLE; STATEMENT OF POLICY
AND PURPOSES

w

LS

SHORT TITLE

=]

Sec. 101. This Act may be cited as the “Energy Reve-

7 nue and Development Act of 1973”,
II
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2
STATEMENT OF POLICY AND PURPOSES

Sec. 102. The Congress finds and declares that—

(1) It is the policy of the United States to achieve
energy independence by 1985 and to reduce progressively
the dependence of the United States on foreign sources of
energy between now and that date.

(2) The achievement of this goal is essential for the
Nation’s economic growth, full employment, balance-of-pay-
ments equilibrium, and national security.

(8) A well-coordinated and defined national energy
policy is needed to achieve energy independence by 1985.
Such a policy must be implemented by a central Federal
authority which would coordinate and define all energy
policies and programs. An independent commission of qual-
ified scientists, engineers, and economists is needed to ad-
vise and assist this authority and publicly evaluate its poli-
cies and programs.

(4) The United States, including its Continental Shelf,
has an enormous energy resource base, including an estimated
three hundred and forty-six billion barrels of oil; one thou-
sand one hundred and seventy-eight trillion cubic feet of
natural gas; three hundred and ninety-four billion tons of
coal; one and six-tenths million tons of uranium; and one
hundred and eighty-nine billion barrels of oil shale. Rapid

development of these massive energy sources is imperative.

28-243 (Pt. ) O - 74 -2
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3

(5) While developing fully these resources, the public
and private sectors must develop alternative sources of en-
ergy including solar energy, wind, geothermal energy, ocean
thermal gradients, coal gasification and liquefaction, nuclear
fusion and fission, the conversion of organic materials to
energy, and others.

(6) Achieving energy independence requires a massive
investment of capital and technology over the next decade.

(7) Adequate and assured public financing of research
and development programs requires the imposition of taxes
on energy sources and the appropriation of the revenues
from these taxes to a special energy trust fund.

(8) The private market must be allowed to operate
freely in order to attract capital for the development of
our indigenous energy resources. Accordingly, energy inde-
pendence requires that price controls be phased out on petro-
leum and petroleum products, natural gas, and coal, and
immediately terminated on essential articles needed in the
extraction, refining, and transportation of petroleum and gas
and the extraction of coal, subject to safeguards to assure
that termination of such controls does not result in excessive
profits.

(9)" Foreign energy resources have proven to be an un-
reliable-source of supply. In order to attract the capital nec-

essary for the development of secure domestic resources, it
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4
will be necessary to impose variable duties on imported pe-
troleum and petoleum products from all countries, and quota
limitations on petroleum and petroleum products imported
from foreign countries which have embargoed shipments of
petrolenm to the United States.

(10) The granting of tax incentives to stimulate the
domestic production of petroleum and coal, and the removal
of tax incentives which encourage foreign production of pe-
troleum by American companies, are necessary components
of a national energy policy.

TITLE II—ENERGY TRUST FUND; TAX ON
ENERGY SOURCES
ENERGY TRUST FUND

Sec. 201. (a) EstaBrLiseMENT OF TrRUsT FUND.—
There is hereby established in the Treasury of the United
States a trust fund to be known as the Energy Trust Fund
(hereafter in this section referred to as the “trust fund”).

The trust fund shall consist of such amounts as may be ap-

- propriated or credited to it as provided in this section.

(b) TRANSFER OF AMOUNTS TO TRUST FUND.—

(1) IN GENERAL.—There are hereby appropriated
to the trust fund amounts equivalent to the taxes re-
ceived in the Treasury under section 4496 of the Inter-
nal Revenue Code of 1954 (tax on energy sources).

(2) Meriop or TRANSFER—The amounts appro-
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5

priated by paragraph (1) shall be transferred at least
monthly from the general fund of the Treasury to the
trust fund on the basis of estimates by the Secretary of
the Treasury of the amounts referred to in paragraph
(1) received in the Treasury. Proper adjustments shall
be made in the amounts subsequently transferred to the
extent prior estimates were in excess of or less than the
amounts required to be transferred.

(¢) APPROPRIATION OF ADDITIONAL Sums.—There

are hereby authorized to be appropriated to the trust fund

........ malka avnand:

such addiiional swus as may be required to make cxpondi-

tures referred to in subsection (e) (1) of this section.

(d) MANAGEMENT OF THE TRUST FUND.—

(1) Inv GENERAL.—It shall be the duty of the Sec-
retary of the Treasury to manage the trust fund and
(after consultation with the Administrator of the Fed-
eral Energy Administration) to report to the Congress
not later than the 1st day of March of each year on

the financial condition and the results of the opera-

‘tions of the trust fund during the preceding fiscal year

and on its expected condition and operations during
each fiscal year thereafter. Such report shall include the
recommendations of the Administrator of the Federal

Energy Administration as to the amount of revenues
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6
needed by the trust fund during the following fiscal year
to meet expenditures from the trust fund during such
fiscal year. Such report shall be printed as a House
document of the session of the Congress to which the
report is made.

(2) InvESTMENT.—It shall be the duty of the Sec-
retary of the Treasury to invest such portion of the
trust fund as is not, in his judgment, required to meet
current withdrawals. Such investments may be made
only in interest-bearing obligations of the United States
or in obligations guaranteed as to both principal and
interest by the United States. For such purpose such
obligations may be acquired (A) on original issue at
the issue price, or (B) by purchase of outstanding
obligations at the market price. The purposes for which
obligations of the United States may be issued under
the Second Liberty Bond Act, as amended, as hereby
extended to authorize the issuance at par of special
obligations exclusively to the trust fund. Such special
obligations shall bear interest at a rate equal to the
average rate of interest, computed as to the end of the
calendar month next preceding the date of such issue,
borne by all marketable interest-bearing obligations of
the United States then forming a part of the public

deht; except that where such average rate is not a
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multiple of one-eighth of 1 percent, the rate of interest
of such special obligations shall be the multiple of one-
eighth of 1 percent next lower than such average rate.
Such special obligations shall be issued only if the Sec-
retary of the Treasury determines that the purchase of
other interest-bearing obligations of the United States,
or of obligations guaranteed as to both principal and
interest by the United States on original issue or at the
market price, is not in the public interest.

(3) SALE OF OBLIGATIONS.—Any obligation ac-

uired by the trust fund (exce .
exclusively to the trust fund) may be sold by the Secre-
tary of the Treasury at the market price, and such special
obligations may be redeemed at par plus accrued interest.

(4) INTEREST AND CERTAIN PROCEEDS.—The in-
terest on, and the proceeds from the sale or redemption
of, any obligations held in the trust fund shall be credited
to and form a part of the trust fund.

() Exrenxprrures From 1HE TrRUST FUND.—

(1) ENERGY PROGRAMS.—Amounts in the trust
fund shall be available, as provided by appropriation
Acts for making expenditures to carry out the provisions
of titles ITT and TV of this Act.

(2) Reruxps oF TAXES.—The Secretary of the

Treasury shall pay from time to time from the trust fund
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8 .

into the general fund of the Treasury amounts equal to

the amounts of refunds or credits of overpayments of

the tax imposed by section 4496 of the Internal Revenue

Code of 1954.

TAX ON ENERGY SOURCES

SEc. 202. (a) ImposITION OF EXCISE TAX ON ENERGY
SourcEs.—Chapter 36 of the Internal Revenue Code of 1954
(relating to certain other excise taxes) is amended by add-
ing at the end thereof the following new subchapter:

“Subchapter F—Tax on Energy Sources

“Sec. 4496. Imposition of taxes.

“Sec. 4497. Definitions; special rules.

“Sec. 4498. Certifications by Federal Energy Administrator.
“Sec. 4499. Cross reference.

“SEC. 4496. IMPOSITION OF TAXES.
“(a) ImposiTioN oF Taxps.—There is hereby im-
posed, at the rate provided in subsection (h)—

“(1) upon the extraction of oil, gas, or coal within
the United States, a tax on the Btu content of the oil,
gas, or coal,

“(2) upon the production of electricity (or other
consumable energy) within the United States using any
energy source other than oil, gas, or coal, or any
product or derivative thereof, a tax on the Btu content
equivalent of the energy source, and

¢

(3) upon the importation into the United States of
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oil, gas, or coal, or any product or derivative thereof,
a tax on the Btu content of the oil, gas, coal, product,
or derivative.
“(b) Rarms or Tax.—The rate of tax referred to in

subsection (b) is—

“For the onc-year period Per 1,000,000 Btu content
beginning on : (or Btu content equivalent) :
July 1, 1974 . 4.1 cents.
July 1, 1978 - 4.5 cents.
July 1, 3976 oo~ 5.2 cents.
July 1, 1977 o 5.9 cents.
July 1, 1978 6.5 cents.
July1,1979 __ - 5.9 cents.
July 1,1980 o ____.__ 5.2 cents.
July 1, 1981 e 4.5 cents.
July 1, 1982 - 4.1 cents.
July 1, 1988 e 3.4 cents.
July 1, 1084 __ - 2.8 cents.

“(¢) BY Waom Painp.—The tax imposed by subsec-
tion (a) (1) shall be paid by the person who extracts the
oil, gas, or coal. The tax imposed by subsection (a) (2)
shall be paid by the person who produces the electricity
or other consumable energy. The tax imposed by subsec-
tion (a) (3) shall be paid by the importer.

“SEC. 4497. DEFINITIONS; SPECIAL RULES.

“For purposes of this subchapter—

“(a) Bru.—The term ‘Btu’ means the quantity of
heat required to raise the temperature of one pound of water

one degree Fahrenheit at or near its point of maximum

density.
“(b) Bru ConTENT.—The Btu content of oil, gas,
and coal extracted within the United States, and of oil, gas,
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10
and coal, and any product or derivative thereof, imported
into the United States, shall be determined on the basis
of certifications of the Administrator of the Federal Energy
A dministration under section 4498 (a) .

“(c) Bru ConNTENT EQUIPMENT.—The Btu content
equivalent of energy sources of electricity (or other con-
sumable energy) produced within the United States shall
be determined on the basis of certifications of the Admin-
istrator of the Federal Energy Administration under section
4498 (b) .

“(d) UNrTeED STATES.—The term ‘United States’ has
the meaning given to it by section 638 (1).

“SEC. 4498. CERTIFICATIONS BY FEDERAL ENERGY AD-
MINISTRATOR.
“(a) Fossiu FuerLs.—The Administrator of the Fed-
cral Energy Administration shall—
“(1) establish classifications or grades for—
“(A) oil, gas, and coal extracted within the
United States, and
“(B) oil, gas, and coal, and products and de-
rivatives thereof, imported into the United States,
and
“(2) from time to time, certify to the Secretary or
his delegate, for purposes of applying the taxes imposed

by sections 4496 (a) (1) and 4496 (a) (3), the average
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Btu content for.each class or grade so established.

“(b) OTHER-ENERGY SOURCES.—The Administrator
of the- Federal Energy Administration shall, from time to
time, determine and certify to the Secretary or his delegate,
with respect to electricity (or other consumable energy)
produced from any source other than oil, gas, or coal, or any
product or derivative thereof, the average Btu content of
the quantity of oil, gas, or coal which would be required, if
used as the energy source, to produce the same number
of kilowatts of electricity (or the same number of units of
other energy) . For purposes of applying the tax imposed by
section 4496 (a) (2), the Btu content equivalent of elec-
tricity produced in any geographic area shall be based on
the fossil fuel energy source predominantly used for ‘the
production of electricity in the same geographic area.

“SEC. 4499. CROSS REEERENCE.

“For penalties and administrative provisions appli-
cable to this subchapter, see subtitle F.”,

(b) CrericAL AMENDMENT.—The table of subchap-
ters for chapter 36 of the Internal Revenue Code of 1954 is
amended by adding at the end thereof the following new
item:

“Subchapter F. Tax on energy sources.”,
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TITLE III-FEDERAL ENERGY ADMINISTRATION
ESTAULISHMENT

Skc. 301. (a) There is established the Federal Energy
Administration (hereinafter called the “Administration”).
The Administration shall be headed by an Administrator
(hereinafter referred to as the “Administrator”’), who shall
be appointed by the President of the United States, by and
with the advice and consent of the Senate. Under the super-
vision and direction of the President, the Administrator shall
be responsible for the exercise of all powers and the dis-
charge of all duties of the Administration, and shall have
authority and control over all personnel and activities
thereof.

(b) There shall be in the Administration a Deputy
Administrator, who shall be appointed by the President, by
and with the advice and consent of the Senate, and who
shall perform such duties and cxercise such powers as the
Administrator may prescribe. The Deputy Administrator
shall act for, and exercise the powers of, the Administrator
during his absence or disability.

(¢) The Administrator and the Deputy Administrator
shall not engage in any other business, vocation, or employ-
ment while serving as such.

NATIONAL ENERGY PROGRAM
Sec. 302. (a) The Administration, in order to carry

out the purposes of this Act, shall develop, direct, and carry
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out a national energy program involving energy research,
demonstration, development, utilization, and conservation in
order to meet the present and future energy needs of the
United States.
(b) In carrying out its functions the Administration
shall—
(1) develop the technology and information base
necessary to support development of the widest possible
range of options available for future energy policy deci-

sions of the United States by pursuing research, demon-

of energy technologies with a view to progressively
reducing the dependency of the United States on foreign
sources of energy so that by 1985, imports of energy will
be less than 5 per centum of domestic consumption;

(2) provide for the assessment, overview, and di-
rection of the energy research and development activi-
ties of the Federal Government with a view to assuring
adequate, reliable, economical, and environmentally ac-
ceptable energy systems to support the essential needs,
present and future, of the United States;

(3) encourage the conservation of limited energy
resources and maximize the efficiency of energy devel-
opment, production, conversion, and use;

(4) provide the most effective short-term solutions
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to immediate energy shortage problems which are hav-
ing serious impacts upon the Nation; and

(5) formulate and carry out a comprehensive en-
ergy research, development, and demonstration pro-
gram which (A) will advance the policies and purposes
of this Act, (B) is designed to make available to Amer-
ican consumers domestic fossil fuels, nuclear fuels, geo-
thermal energy, and the potentially unlimited reserves
of solar power, tidal power, and other unconventional
sources of energy, and (C) will insure that full consid-
eration and adequate support is given to—

(i) improving the efficicncy, conservation, and
environmental effects of the conventional sources of
energy, inclading discovery, production, conversion,
transportation, and use, and the disposal of waste
products;

(ii) advancing energy research, development,
and demonstration of unconventional energy sources
and technologies, including, but not limited to, solar
energy, geothermal energy, magnetohydrodynamics,
nuclear fusion and fission processes, fuel cells, low
head hydroelectric power, use of agricultural prod-
ucts for energy, tidal power, ocean current and
thermal gradient power, wind power, automated

mining methods and in situ conversion of fuels, cryo-
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genic transmission of electric power, electrical energy

storage methods, alternatives to internal combustion

engines, solvent refined coal, utilization of waste
products for fuels, and direct conversion methods;
and

(iii) improving management techniques and the
effectiveness of management of existing energy sys-
tems through quality control; application of sys-
tems analysis, communications, and computer tech-
niques; and public information to improve the relia-
bility and efficiency of energy snpplies and encourage
the conservation of energy resources,

AUTIHORITY OF ADMINISTRATION

SEC. 303. (a) In the performance of its functions the
Administration is authorized—

(1) to make, promulgate, issue, rescind, and amend
rules and regulations governing the manner of its opera-
tions and the exercise of the powers vested in it by law;

(2) to appoint and fix the compensation of such
officers and employees as may be necessary to carry out
such functions, and, to the extent that it determines
such action necessary to the discharge of its respon-
sibilities, to appoint, without regard to the provisions
of title 5, United States Code, governing appointments in

the competitive service, scientific, engineering, and
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administrative personnel and compensate such scientific,
engineering, and administrative personnel without regard
to the provisions of chapter 51 and subchapter IIT of
chapter 53 of such title relating to classification and
General Schedule pay rates, but in no event in excess of
the maximum rate for GS-18 of the General Schedule
under section 5332 of title 5, United States Code;

(3) to acquire (by purchase, lease, condemnation,
or otherwise), construct, improve, repair, operate, and
maintain laboratories, research and testing sites and
facilities, vehicles, quarters and related accommoda-
tions for employees and dependents of employees of the
Admipistration, and such other rcal and personal prop-
erty (including patents), or any interest therein, as the
A dministration deems necessary within the continental
United States; to acquire by lease or otherwise,
through the Administrator of General Services, build-
ings or parts of buildings in the District of Columbia for
the use of the Administration for a period not to exceed
ten years without regard to the provisions of the first
section of the Act of March 3, 1877 (40 U.S.C. 34) ; to
lease to others such real and personal property; to sell
and otherwise dispose of real and personal property
(including patents and rights thereunder) in accordance

with the provisions of the Federal Property and Ad-
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ministrative Services Act of 1949, as amended; and to
provide by contract or otherwise for cafeterias and other
necessary facilities for the welfare of employees of the
Administration at its installations, and purchase and
maintain equipment therefor;

(4) to accept unconditional gifts or donations of
services, money, or property, real, personal, or mixed,
tangible or intangible;

(5) without regard to section 3648 of the Revised
Statutes (31 U.S.C. 529), to enter into and perform
such contracts, leases, cooperative agreements, or other
transactions, and to make such grants, all in consulta-
tion with the Commission on Energy Technology Assess-
ment established pursuant to title IV of this Aet, as may
be necessary in the conduct of its work and on such terms
as it may deem appropriate, with any agency or instru-
mentality of the United States, or with any State, terri-
tory, or possession of the United States, or with any polit-
ical subdivision thereof, or with any person, firm, as-
sociation, corporation, or educational institution. To the
maximum extent practicable and consistent with the
accomplishment of the purposes of this Act, such con-
tracts, leases, agreements, and other transactions shall
be allocated by the Administrator in a manner which

will enable small-business concerns to participate equi-



Ut Ha w [\

® a3 O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

923

18
tably and proportionately in the conduct of the work of
the Administration;

(6) to enter into a contract or other agreement with
any person, firm, association, corporation, or other en-
tity, pursuant to which contract or agreement (A.) such
person, firm, association, corporation, or entity shall be
authorized to design, construct, operate, and maintain a
demonstration-type, or full-scale, commercial-size facility
to produce energy from oil shale, coal gasification, solar
power, tidal power, or other unconventional sources of
energy and (B) the Administration would be author-
ized to financially assist in the designing and construc-
tion of any such facility by means of a loan guarantee
in accordance with the provisions of section 304 of this
Act;

(7) to enter into a contract or other agreement
with any person, firm, association, corporation, or other
legal entity engaged in the prospecting, exploration, de-
velopment, or production of oil or natural gas in accord-
ance with the mining or mineral leasing laws of the
United States, pursuant to which the Administration
shall financially assist such person, firm, association, cor-
poration, or entity in carrying out such prospecting, ex-

ploration, development, or production by means of a loan

28-243 (Pt. 3) O-T74-38
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guarantee in accordance with the provisions of section
304 of this Act;

(8) to use, with their consent, the services, equip-
ment, personnel, and facilities of Federal and other agen-
cies with or without reimbursement, and on a similar
basis to cooperate with other public and private agen-
cies, institutions, and instrumentalities in the use of serv-
ices, equipment, and facilities. Each department and
agency of the Federal Government shall cooperate fully

with the Administration in making its services, equip-
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tration;

(9) to appoint, in accordance with the applicable
provisions of the Federal Advisory Committee Act, such
advisory committees as may be appropriate for purposes
of consultation and advice to the Administration in the
performance of its functions;

(10) to establish within the Administration such
offices and procedures as may be appropriate to provide
for the greatest possible coordination of its activities
under this Act with related scientific and other activi-
ties being carried on by other public and private agen-
cies, institutions, and instrumentalities;

(11) to obtain services of experts and consultants
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in accordance with section 3109 of title 5, United States
Code;

(12) (A) to consider, ascertain, adjust, determine,
seitle, and pay, on behalf of the United States, in full
satisfaction thereof, any claim for $5,000 or less against
the United States for bodily injury, death, or.damage
to or loss of real or personal property resulting from
the conduct of the Administration’s functions as speci-
fied in this Act, where such claim is presented to the
Administration in writing within two years after the
accident or incident out of which the claim arises; and

(B) if the Administration considers that a claim in
excess of $5,000 is meritorious and would otherwise be
covered by this paragraph, to report the facts and cir-
cumstances thereof to the Congress for its consideration;
and

(13) to reimburse, to the extent determined by the
Administrator or his designee to be fair and reasonable,
the owners and tenants of land and interests in land
hereafter acquired by the United States for use by the
Administration by purchase, condemnation, or otherwise
for expenses and losses and damages incurred by such
owners and tenants as a direct result of moving them-
selves, their families, and their possessions because of

such acquisition. Such reimbursement shall be in addition
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to, but not in duplication of, any payments that may
otherwise be authorized by law to be made to such
owners and tenants. The total of any such reimbursement
to any owner or tenant shall in no event exceed 25 per
centum of the fair value, as determined by the Admin-
istrator, of the parcel of land or interest in land to which
the reimbursement is related. No payment under this
paragraph shall be made unless application therefor, sup-
ported by an itemized statement of the expenses, losses,
and damages incurred, is submitted to the Administra-
tor wiithin one ycar from (A) the datc upon which the
parcel of land or interest in land is to be vacated under
agreement with the Government by the owner or tenant
or pursuant to law, including but not limited to, an
order of a court, or (B) the date upon which the parcel
of land or interest in the land involved is vacated, which-
ever first occurs. The Administrator may perform any
and all acts and make such rules and regulations as he
deems necessary and proper for the purpose of carrying
out this paragraph. Funds available to the Administra-
tion for the acquisition of real property or interests there-
in shall also be available for carrying out this paragraph.
LOAN GUARANTEES

Src. 304. (a) In order to finanecially assist any person,

25 firm, association, corporaiion, or other legal entity in carry-
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ing out any contract entered into pursuant to paragraph (6)
or (7) of section 303 (a) of this Act, the Administration
may, in accordance with the provisions of this section, guar-
antee to non-Federal lenders making loans to any such per-
son, firm, association, corporation, or entity, payment of prin-
cipal of and interest on loans, made by such lenders, which
are approved under this section.

(b) No loan guarantee under this section for any such
purpose referred to in subsection (a) of this section may
apply to so much of the principal amount thereof as exceeds
90 per centum of the cost of carrying out any such purpose.

(¢) For each project for which a guarantee of a loan is
sought pursuant to this section, there shall be submitted to
the Administration an application by any such person, firm,
association, corporation, or entity seeking such guarantce.
Such application shall contain such information as the Ad-
ministration may require to carry out the purposes of this
section.

(d) The Administration may approve such applications
only if—

(1) it is assured that the applicant will keep such
records, and afford such access thereto, and make such
reports, in such form and containing such information,
as the Administration may reasonably require; and

(2) it determines, in the case of a loan for which
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a guarantee is sought, that the terms, conditions, matu-
rity, security (if any), and schedule and amount of re-
peyments with respect to the loans are sufficient to pro-
tect the financial interests of the United States and are
otherwise reasonable and in accord with regulations, in-
cluding a determination that the rate of interest does not
exceed such per centum per annum on the principal obli-
gation outstanding as the Administration determines to
be reasonable, taking into account the range of interest
rates prevailing in the private market for similar loans

and the risks assumed by the Uulied States.

ot

i

(e) (1) In the case of any such loan guaranteed under
this section, the United States shall be entitled to recover
from the applicant the amount of any payments made pur-
suant to any such guarantee under this section, unless the
Administration for good cause waives its right of recovery,
and, upon making any such payment, the United States shall
be subrogated to all of the rights of the recipient of the pay-
ments with respect to which the guarantee was made.

(2) Guarantees of loans under this section shall be sub-
ject to such further terms and conditions as the Administra-
tion determines to be necessary to assure that the purposes of
this section will be achieved, and, to the extent permitted by
subsection (f), any of such terms and conditions may be

modified by the Administration to the extent it determines
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such modification to be consistent with the financial interest
of the United States.

(f) Any guarantee of a loan pursmant to this section
shall be incontestable in the hands of an applicant on whose
behalf such guarantee is made, and as to any person who
makes or contracts to make a loan to such applicant in reli-
ance thereon, except for fraud or misrepresentation on the
part of such applicant or such other person.

(¢) The cumulative total of the princ?pal of the loans
outstanding at any time with respect to which guarantecs
have been issued under this section may not exceed such
limitations as may be specified in appropriations Acts.

(h) With respect to any contract or other agreement
entered into pursuant to section 303 (a) (6) involving the
designing, construction, operation, and maintenance of com-
mercial or demonstration type facilities to produce energy
from oil shale, coal gasification, solar power, tidal power, or
other unconventional sources of energy, the Administration
is authorized to include as a part of such contract or agree-
ment provisions pursuant to which the A dministration agrees
to purchase any such energy so produced on a cost and
reasonable profit basis. Energy so acquired by the Adminis-
tration shall be disposed of in such manner and under such
terms and conditions as the Administration shall prescribe.

Revenues received by the Administration arising out of the
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disposition of such energy shall be deposited in the trust fund
established by title IT of this Act and shall be available for
use by the Administration in the same manner and to the
same extent as other moneys within such trust fund. Not-
withstanding any other provision of law, no energy product
produced or manufactured by any such facility with respect
to which a loan guarantee was entered into pursuant to this
section shall be exported from the United States for use in
any other cou;ltry.
PATENT POLICY AND MANDATORY LICENSING

Sec. 305. {a) {1} All research,
stration, or projects contracted for, or financially assisted by
the Administration pursuant to this Act, shall require as a
condition of Iederal participation that all information,
whetlier patented or unpatented, in the form of trade secrets,
know-how, proprietary information, or otherwise, resulting
in whole or in part from federally assisted research shall be
made available at the earliest possible date to the general
public, including, but not limited to, nongovernmental United
States interests capable of bringing about further develop-
ment, utilization, and commercial applications of such re-
sults.

(2) The Administrator, in administering patents pur-
sunant to this Act, shall make a determination, case by case,

in an on-the-record proceeding conducted in accordance with
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the provisions of the Administrative Procedure Act, as to
whether patent licenses shall be granted on a royalty-free
basis or upon a basis of charges designed to recover part or
all of the costs of the Federal research. He shall make Gov-
ernment patent rights and technological and scientific know-
how available on nonexclusive and nondiscriminatory terms
to qualified applicants.

(3) (A) Whenever a participant in any program, con-
tract, or energy research and development project pursuant
to this Act holds background patents trade secrets, know-
how, or proprietary information which will be employed in
the proposed program, contract, or research and development
project, the Administrator shall enter into an agreement
which will provide equitable protection to the rights of the
public and the participant: Provided, however, That any
such agreement shall provide that when the program, con-
tract, or energy research and development project reaches
the stage of possible commercial application, any of the par-
ticipant’s previously developed background patents trade
secrets, know-how, or proprietary information reasonably
necessary to possible commercial application of the energy
process or system developed under this title will be made
available to any qualified applicant on reasonable and non-
discriminatory license terms or in other forms which shall

take into account that the commercial viability of the total
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energy process or system was achieved with the assistance of
public funds.

(B) As employed herein, the term “background pat-
ent” means a United States patent owned or pending by a
contractor, grantee, participant, or other party conducting
research or development work, or both, pursuant to this Act
which would be infringed by the practice of any new tech-
nology developed under the research or development work,
or botb, contracted for, sponsored or cospomsored pursuant
to this Act, or any demonstration-type or commercial-size
facility federally assisted pursuant to this Act.

(b) Whenever the Administration determines that—

(1) (A) in the implementation of the requirements
of this Act a right under any United States patent,
which is not otherwise reasonably available, is reason-
ably necessary to the development or demonstration of
an energy system or technology pursuant to this Act,
and

(B) there are no reasonably equivalent methods
to accomplish such purpose, and

(2) the unavailability of such right may result in a
substantial lessening of competition or tendency to cre-
ate a monopoly in any line of commerce in any section
of the country,

the Administration shall so certify to a district court of the
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United States, which shall review the Administration’s
determination. If the district court upholds such determina-
tion, the court shall issue an order requiring the person who
owns such patent, or rights thereunder, to license it on such
reasonable and nondiscriminatory terms and conditions as
the court, after hearing, may determine. Such certification
may be made to the district court for the district court in
which the person owning the patent resides, does business,
or is found.

(¢) The Administration shall, in dctermining license
terms, duly consider and give weight to the effects of such
terms on competition and small business.

(d) Nothing in this section shall be dee'med to convey
to any individual, corporation, or other business organization
immunity from civil or criminal liahility, or to create de-
fenses to actions, under the antitrust laws.

(e) As used in this section, the term “antitrust laws”
means—

(1) the Act entitled “An Act to protect trade and
commerce against unlawful restraints and monopolies”,
approved July 2, 1890 (15 U.S.C. 1 et seq.), as
amended;

(2) the Act entitled “An Act to supplement exist-

ing laws against unlawful restraints and monopolies, and
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for other purposes”, approved October 15, 1914 (15
U.S.C. 12 et seq.) , as amended;
(3) the Federal Trade Commission Act (15 U.S.C.
41 et seq.), as amended;
(4) sections T3 and 74 of the Act entitled “An,
Act to reduce taxation, to provide revenue for the Gov-
ernment, and for other purposes”, approved August 27,
1894 (15 U.S.C. 8 and 9), as amended ; and
(5) the Act of June 19, 1936, chapter 592 (15
U.S.C. 13, 13a, 13b, and 21a).
MONETARY AWARDS
SEc. 306. (a) Subject to the provisions of this section,
the Administrator is authorized, upon his own initiative or
upon the application of any individual, partnership, ecorpo-
ration, association, institution, or other entity, to make a
monetary award, in such amount and upon sueh terms as he
shall determine to be warranted, to any such individual,
partnership, corporation, association, institution, or other
eutity, for any scientific or technical contribution to the Ad-
ministration which is determined by the Administrator to
have significant value in the conduct of energy activities.
In determining the terms and conditions of any award the
Administrator shall take into account—
(1) the value of the contribution to the United

States;
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(2) the aggregate amount of any sums which have
been expended by the applicant for the development of
such contribution;

(3) the amount of any compensation (other than
salary received for services rendered as an officer or
employee of the Government) previously received by
the applicant for or on account of the use of such
contribution by the United States; and

(4) such other factors as the Administrator shall

determine to be material.

(L) If more than one applicant under subsection (a) of
this section claims an interest in the same contribution, the
Administrator shall ascertain and determine the respective
interests of such applicants, and shall apportion any award to
be made with respect to such contribution among such appli-
cants in such proportions as he shall determine to be equi-
table. No award may be made under subsection (a) of this
section with respect to any contribution—

(1) unless the applicant surrenders, by such means
as the Administrator shall determine to be effective,
all claims which such applicant may have to receive any
compensation (other than the award made under this
section) for the use of such contribution or any element
thercof at any time by or on behalf of the United States,

or by or on behalf of any foreign government pursuant
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to any treaty or agrecment with the United States,
within the United States or at any other place; or

(2) in any amount exceeding $100,000, unless the
A dministrator has transmitted to the appropriate com-
mittees of the Congress a full and complete report con*
cerning the amount and terms of, and the basis for,
such proposed award, and thirty calendar days of regu-
lar session of the Congress have expired after receipt of
such report by such committees.

AMENDMENTS
of title 5, United States
Code, is amended by adding at the end thercof the following:
“(22) Administrator of the Federal Energy Ad-

ministration.”.

(b) Section 5314 of title 5, United States Code, is
amended by adding at the end thereof the following:

“(60) Deputy Administrator of the Federal Energy
Administration.”.
AUTHORIZATION

Sec. 308. (a) There are authorized to be appropriated
out of the Energy Trust Fund (established by title IT of
this Act) such sums as may be necessary to carry out this
Act. Sums appropriated pursuant to this scction shall remain
available until expended.

(b) Any funds appropriated for the construction of
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facilities may be used for emergency repairs of existing
facilities when such existing facilities are made inoperative
by major breakdown, accident, or other circumstances and
such repairs are deemed by the Administrator to he of greater
urgency than the construction of new facilities.

REPORTS

Sec. 309. (a) The Administration shall submit to the
President for transmittal to the Congress in January of each
year a report, which shall include (1) a comprehensive de-
scription of the programed activities and accomplishments
of the Administration in the field of energy activity during
the preceding calendar year, and (2) an evaluation of such
activities and accomplishments in terms of the attainment
of, or the failure to attain, the objectives and purposes of
this Aet.

(b) Any report made under this section shall contain
such recommendations for additional legislation as the A dmin-
istrator or the President may consider necessary or desir-
able for the attainment of the objectives and I;lll'poses of
this Act.

TRANSFER OF FUNCTIONS

SEc. 310. (a) There are hereby transferred to the
Administration, all functions (including powers, duties, ac-
tivities, facilities, and parts of functions) which were carried

out immediately before the effective date of this section, by
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the Atomic Energy Commission and which relate primarily
to the peaceful uses of atomic energy.

{b) With respect to any function transferred by this
section and exercised after the effective date of this section,
reference in any other Federal law, rule, or regulation to
the Atomic Energy Commission shall, to the extent of the
functions so transferred, be deemed to mean the Administra-
tion.

(e) In the exercise of any such function so transferred,

the Administration shall have the same authority as that

to iis transfer and the actions of the Administration, In exer-

cising such function, shall have the same force and effect

as when exercised by the Atomic Energy Commission im-
mediately prior to its transfer by this section.

(d) All personnel, assets, liabilities, property, and ree-
ords as are determined by the Director of the Office of Man-
agement and Budget to be employed, held, or used primarily
in connection with any function transferred by this section
are hereby transferred to the Administration in such manner
and to such extent as the said Director shall prescribe. Such
personnel shall be transferred in accordance with applicable
laws and regulations relating to the transfer of functions.

FUTURE TRANSFER OF FUNCTIONS

SEC. 311. (a) Subject to the provisions of this section,
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the President, for a period of thirty-six calendar months fol-
lowing the effective date of this section, may transfer to the
Administration any fuunctions (including powers, dutics,
activities, facilities, and parts of functions) of any other
department or agency of the United States, or of any officer
or organizational entity thereof, which relate primarily to the
functions, powers, and duties of the Administration as pre-
scribed by this Act. In connection with any such transfer,
the President may, under this section or other applicable au-
thority, provide for appropriate transfers of records, prop-
erty, personnel, and funds.

(b) No transfer shall be made under this section or any
other law until (1) a full and complete report concerning
the nature and effect of such proposed transfer has been
transmitted by the President to the Congress, and (2) the
first period of sixty calendar days of regular session of the
Congress following the date of receipt of such report by the
Congress has expired without the adoption by the Congress
of a concurrent resolution stating that the Congress does not

favor such transfer.

TITLE IV—COMMISSION ON ENERGY
TECHNOLOGY ASSESSMENT
ESTABLISHMENT OF COMMISSION

Sec. 401. (a) There is hereby established the Com-

mission on Energy Technology Assessment (hereinafter re-
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ferred to in this section as the “Commission”) , which shall be
independent of the executive departments. -

(b) The Commission shall consist of an Energy Tech-
nology Assessment Board (hereinafter referred to in this
section as the “Board”) which shall formulate and promul-
gate the policies of the Commission, and a Commissioner
who shall carry out such policies and administer the opera-
tions of the Commission. The Commissioner shall be ap-
pointed by the President of the United States, with the ad-
vice and consent of the Senate.

(c) The Board shall consist of twenty-two members as
follows:

(1) seven members appointed by the President of
the United States, with the advice and consent of the
Senate, who shall be persons eminent in one or more
fields of the physical, biological, or social sciences;

(2) seven members appointed by the President of
the United States, with the advice and consent of the
Senate, who shall be persons eminent in the field of
engineering ;

(3) seven members appointed by the President of
the United States, with the advice and consent of the
Senate, who shall be persons eminent in the field of

economics; and
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(4) the Commissioner, who shall not be a voting
member.

(d) Members of the Board, including the Commis-
sioner, shall receive basic pay at the rate provided for
level I1 of the Executive Schedule under section 5314 of
title 5, United States Code.

(e) The Commissioner shall be appointed for a term
of ten years. Members of the Board shall be appointed for
terms of ten years, except that, of the members first ap-
pointed (other than the Commissioner), seven shall be
appointed for terms of four years, seven for terms of seven
years, and seven for terms of ten years. Vacancies in the
membership of the Board shall not affect the power of the
remaining members to execute the functions of the Board
and shall be filled in the same manner as in the case of
the original appointment.

(f) The Commissioner shall serve as Chairman of the
Board. The Deputy Commissioner shall act in the place and
stead of the Chairman in the absence of the Chairman.

(g) (1) The basic functions of the Commission shall
be—

(A) to advise, consult with, and make recommen-
dations to, the Administration;

(B) to provide early indications of the probable
beneficial and adverse impacts of the applications of

technology related to energy;
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(C) to analyze the quality of research, develop-
ment, and demonstration contracted for by the Admin-
tration in carrying out the purposes of this Act, and
the Commission is authorized to enter into contracts
with individuals, private agencies and entities, educa-
tional institutions, and other nongovernmental sources
in making such analysis;

(D) to establish standards and goals for research,
development, and demonstration on a priority basis in
accordance with the present and future energy needs
of the United States;

(E) to engage in studies to evaluate the relative
benefits and costs of alternative forms of energy; and

(F) to construct and maintain economic models of
the energy needs of the United States economy and the
alternative means and costs of satisfying such needs cur-
rently and during the subsequent five years.

(2) In carrying out such functions, the Commission

shall—

(A) identify existing or probable impacts of tech-
nology or technological programs relating to energy;

(B) where possible, ascertain cause-and-effect rela-
tionships;

(C) identify alternative technological methods of

implementing specific programs relating to energy:
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(D) identify alternative programs for achieving req-
uisite goals;

(E) make estimates and comparisens of the impacts
of alternative methods and programs relating to energy;

(F) estimate the economic costs of alternative
energy sources and programs when technological devel-
opment has been completed;

(G) identify the availability of various forms of
energy from domestic and foreign sources and their pros-
pects as reliable continuous sources of supply in the
future;

(H) present findings of completed analyses to the
Administration, to the appropriate committees of the
Congress, and to the public;

(I) identify areas where additional research or data
collection is required to provide adequate support for
the assessments and estimates deseribed in subparagraphs
(A) through (H) of this paragraph;

(J) from time to time, take such action as may be
necessary to keep the public fully informed as to its
findings and recommendations in connection with the
carrying out of such functions; and

(K) undertake such additional associated activitics
as the Commission may determine necessary, or that the

Administration may request.
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(h) The Board is authorized to sit and act at such places
and times as it may determine, and upon a vote of a majority
of its members, to require by subpcna or otherwise the at-
tendance of such witnesses and the production of such books,
papers, and documents, to administer snch oaths and affirma-
tions, to take such testimony, to procure such printing and
binding, and to make such expenditures, as it deems advis-
able. The Board may make such rules respecting its organiza-
tion and procedures as it deems necessary, except that no
recommendation shall be reported from the Board unless a
majority of the Board assent. Subpenas may be issued over
the signature of the Chairman of the Board or of any voting
member designated by him or by the Board, and may be
served by such person or persons as may be designated by
such Chairman or member. The Chairman of the Board or
any voting member thercof may administer oaths or affima-.
tions to witnesses.

(i) In addition to the powers and duties vested in him
by this section, the Commissioner shall exercise such powers
and duties as may be delegated to him by the Board.

(j) The Commissioner may appoint, with the approval
of the Board, a Deputy Commissioner who shall perform
such functions as ilie Commissioner may prescribe and who
shall be Acting Commissioner during the absence or in-

capacity of the Commissioner or in the ¢vent of a vacancy in
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the office of Commissioner. The Deputy Commissioner shall
receive basic pay at the rate provided for level IV of the
Executive Schedule under section 5315 of title 5.

(k) The Commission shall have the authority, within
the limits of available appropriations, to do all things nee-
essary to carry out the provisions of this section, including,

but without being limited to, the authority to—
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(1) make full use of competent personnel and or-
ganizations outside the Commission, public or private,
and form special ad hoc task forces or make other
arrangements when appropriate;

(2) enter into contracts or other arrangements as
may be necessary for the conduct of the work of the
Commission with any agency or instrumentality of the
United States, with any State, territory, or possession or
any political subdivision thereof, or with any person,
firm, association, corporation, or educational institution,
with or without reimbursement, without performance or
other bonds, and without regard to section 5 of title 41;

(3) make advance, progress, and other payments
which relate to technology assessment in the energy field
without regard to the provisions of section 529 of title 31;

(4) accept and utilize the services of voluntary and
uncompensated personnel necessary for the conduct of

the work of the Commission and provide transportation
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and subsistence as authorized by section 5703 of title
5 for persons serving without compensation;

(5) acquire by purchasé, lease, loan, or gift, and
hold and dispose of by sale, lease, or loan, real and per-
sonal property of all kinds necessary for or resulting from
the exercise of anthority granted hy this section; and

(G) prescribe such rules and regulations as it deems
necessary governing the operation and organization of
the Commission,

(1) Contractors and other parties entering into con-
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nts under
involve costs to the Government shall maintain such books
and related records as will facilitate an effective audit in such
detail and in such manner as shall be preserihed by the
Office, and such books and records (and related documents
and papers) shall be available to the Office and the Comp-
troller General of the United States, or any of their duly
authorized representatives, for the purpose of audit and
examination.

(m) The Commission, in carrying ont the provisions of
this chapter, shall not, itself, operate any lahoratories, pilot
Plants, or test facilities.

(n) The Commission is authorized to secure directly

from any exeentive departinent or ageney information, sug-
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gestions, estimates, statistics, and technical assistance for the
purpose of carrying out its functions under this section.
Each such executive department or agency shall furnish
the information, suggestions, estimates, statistics, and tech-
nical assistance dircetly to the Commission upon its request.

(o) On request of the Commission, the head of any
executive department or agency may detail, with or withont
reimbursement, any of its personnel to assist the Commission
in c:u‘rying out its functions under this section.

(p) The Commissioner shall, in accordance with snch
policies as the Board shall prescribe, appoint and fix the
compensation of such personnel as may e necessary to carry
out the provisions of this section, and obtain services of
experts and consultants in accordance with section 3109 of
title 5, United States Code.

(q) The Commission shall submit to the Congress an
annual report setting forth actions taken by it during the
calendar year preceding such report in carrying out its func-
tions under this section, including its expenses with respect
thereto. Such report shall be submitted not later than March
15 of each year and shall be available to the public.

(r) For the fiscal year ending June 30, 1975, there is
authorized to be appropriated such sum, nol to exceed
& , a5 may be necessary to enable the Commis-

sion to carry out its funetions nnder this section. To enable
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the Commiszion to carry out its functions each fiscal vear
thereafter, there is authorized to Dbe appropriated out of
moneys in the trust fund established pursuant 1o title II of
this Act an amount equal to 1 per centum of woneys re-
ceived by such fund during the preceding fiscal year.
TITLE V—TERMINATION OF PRICE CONTROLS
PETROLEUM PRODUCTS, CRUDE OIL, NATURAL GAS, COAL,

AND DRILLING AND MINING EQUIPMENT

Stc. 501. Section 203 of the Economie Stabilization Act
is amended by adding at the end thereof the following new
sibsections::

“(k) Upon the expiration of one year following the date
of enactent of this subsection, or on the date provided in
section 218, whichever is earlier, the authority conferred by
this section to stabilize the prices of petroleum products,
crude oil, natural gas, and coal shall terminate, but such
termination of authority shall not affeet any action or pend-
ing proceedings, civil or criminal, not finally determined on
the date of such termination of authority, nor any action or
proceeding based upon any act committed prior to sueh date.
Tmmediately upon the enactinent of this subsection, the Pres-
ident or his delegate shall begin to make such periodic ad-
justments in ceiling prices of commodities referred to in the
preceding sentence as may be appropriate to insure that such

termination of authority may be accomplished in a manner
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which does not cause undue disruption or dislocation in the
economy or any industry.

“(1) Notwithstanding the provisions of scction 218, (he
authority conferred by this section may not be cxercised
after the date of the enactment of this subsection to stabilize
the prices of steel pipe, drilling equipment, casing, or any
other steel product which the Secretary of the Interior eerti-
fies is in short supply in the United States and is used in the
extraction, refining, or transportation of eride oil or gas, or
in the extraction of coal, but the provisions of this subseetion
do not affect any action or pending proceedings, civil or
criminal, not finally determined on such date, nor any action
or proceeding based upon any act committed prior to such
date.”.

NATURAL GAS DEREGULATION

SEc. 502. (a) Section 1 (b) of the Natural Gas Act is
amended to read as follows:

“(b) The provisions of this Act shall apply to the traus-
portation of natural gas in interstate commerce, to the sale
in interstate commerce of natural gas for domestic, commer-
cial, industrial, or any other use, and to natural gas com-
panies engaged in such transportation or sale, but shall not
apply to any other transportation or sale of natural gas or
to the local distribution of natural gas or to the facilities used

for such distribution or to the production or gathering of nat-
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nral gas or to the sale of natural gas dedicated for the first
tie to interstate commerce or rededicated upon expiration
of an existing contract on or after the date of the enactment
of the Energy Revenue and Development Act of 1973, or
produced from wells commenced on or after such date, for
domestic, commereial, industrial, or any other use, by any
person, whose principal business is not the transportation of
natural gas iu interstate commerce.”

(1) Section 2 (6) of the Natural Gas Act is amended by

striking the last two words and by inserting before the pe-

<

riod at the end thercof a comnma and the following:
to the exception in scetion 1 (b) above”.

(c) Section 2 of the Natural Gas Act is amended by
adding at the end thercof the following new clause:

“(10) ‘Affiliate’ of another person means any per-
son directly or indirectly controlling, controlled by, or
under common control with such other person.”

(d) Section 3 of the Natural Gas Act is amended by
striking from the first sentence “or import any natural gas
from a foreign country” and by striking from the second sen-
tence “or importation”.

(e) Section 4 (e) of the Natural Gas Act is amended by
inserting before the period at the end thereof a colon and the

following: “Provided, howecer, That the Commission shall
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have no power to dewny, in whole or in part, that portion of
the rates and charges made, demanded, or received by any
natural gas company for or in connection with the purchase
of natural gas exempt from this Act pursnant to section 1 (bh)
except to the extent that the rates or charges made, de-
manded, or received for natural gas by an affiliate of the pur-

chasing natural gas company exceed those made, demanded,

‘or received Ly persons not affiliated with the purchasing

natural gas company: Provided further, That the Commis-
sion shall have no power to deny, in whole or in part, that
portion of the rates or charges made, demanded, or received
by any natural gas company for natural gas produced from
the properties of that company from wells commenced on or
after the date of the enactment of the Energy Revenue and
Development Act of 1973, except to the extent that the
rates or charges made, demanded, or received exceed those
made, demanded, or received for natural gas by persons not
affiliated with the purchasing natural gas company.”.

(f) Section 5 (a) of the Natural Gas Act is amended by
inserting before the period at the end thereof a colon and the
following: “Provided, however, That the Commission shall
have no power to deny}in whole or in part, that portion of
the rates and charges made, demanded, or reccived by any

natural gas company for or in connection with the purchase
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of natural gas exempt from this Act pursuant to section 1 (b).
except to the extent that the rates or charges made, de-
manded, or received for natural gas by an affiliate of the pur-
chasing natural gas company exceed those made, demanded,
or reeeived by persons not affiliate with the purehasing nat-
ural gas company: dud provided further, That the Commis-
sion shall have power to deny, in whele or in part, that por-
tion of the rates or charges made, demanded, or received hy
any natural gas company for natural gas prodnced from the
properties of that company from wells conmienced on or af-
ter the date of the enactment of the
Development Act of 1973, exeept to the extent that the
rates or charges made, demanded, or received exceed those
made, demanded, or received from natural gas by persous
not affiliated with the purchasing natural gas company: And
provided further, That the Commission shall have no power
to order a decrease in the rate or charge made, demanded, or
received for the sale of natural gas by any person not en-
gaged in the transportation of natural gas in interstate com-
nieree or by any affiliate of such person, if such rate or eharge
shall have Deen previonsly determined to he just and reason-
able, such determmation heing final and no longer subject

to judicial review.”,
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TITLE VI—TAX ENFORCEMENT PROVISIONS
EXCISE TAX ON UNINVESTED PROFITS FROM ENERGY
SOURCES
Sec. 601. (a) ImrosiTion or Tax.—Subtitle D of
the Internal Revenue Code of 1954 (relating to miscellane-
ons exeise taxes) is amended by adding at the end thereof
the following new chapter:
“CHAPTER 43.—UNINVESTED PROFITS
FROM ENERGY SOURCES

HSee. 4060, Excise tax on uninvested profits from energy
SOUrces.

“See. 4961, Determination of tax base.

“Sec. 4962. Net investinent in energy sourees.

“SEC. 4960. EXCISE TAX ON UNINVESTED PROFITS FROM
ENERGY SOURCES.

“(a) Tax Imrosep.—There is hereby imposed an
excise tax equal to 40 percent of the profits from energy
sources of every person for the taxable year to the extent
such profits are not invested as required hy subsection (c).
This section does not apply to a public utility as defined in
section 247 (b) (1) (relating to the dividends paid dedue-
tion for public utilities) .

“(b) Prorits From IiNeray SoUrcEs.—Ior pur-
poses of this chapter, the term “profits from energy sonrees’
means profits (computed as provided in seetion 4961) de-

rived from the production, transportation, transmission, im-



© 0 1S N B W N

= Rl =
[ e [en}

b
V>

14

16
17

18

954

40

portation, and sale of consumable energy, or of fuel for con-

version into consumable energy.

“(c) REINVESTMENT OF ProriTS FroM ENERGY

SOURCES.—

“(1) INVESTMENT REQUIRED.—Profits from en-
ergy sources in excess of the profit allowance provided
in subsection (d) must be invested in qualified energy
projects by the cnd of the taxable year following the
taxable year during which such profits were earned.
An investment is made when—

«y KR
spect to a qualified encrgy projeet, or

“(B) enters into a contract under which he is
obligated to make the outlay within a 2-year period
beginning on the cffective date of the contract.

“(2) QUALIFIED ENERGY PROJECT.—To qualify
under this subsection, an energy project must further the
expansion or improvement of existing energy sources, or
must further the exploration for, research on, or develop-
meut of new energy sources, which—

“(A) are located within the United States or

its possessions (within the meaning of section 638),

and

“(B) have been determined by the Adminis-

trator of the Federal Energy Administration mate-
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1 rially to assist in the development of the domestic
2 energy resources of the United States.

3 Determinations by the Administrator under this para-
4 graph may describe projects by their general characteris-
5 tics and location and shall be published in the Federal
6 Register.

7 “(3) ADMINISTRATIVE ACTIONS.—Within 6
8 months after the date of enactment of this chapter, and
9 as frequently thereafter as may be necessary—

10 “(A) the Secretary or his delegate shall pre-
1 scribe such regulations as he may deem necessary
12 to specify the outlays which will meet the invest-
13 ment requirements of paragraph (1), and
14 “(B) the Administrator shall publish determi-
15 nations of qualified energy projects which meet the
16 requirements of paragraph (2).

17 “(d) ProFIT ALLOWANCE.—The profit of any person

18 from energy sources for the taxable year shall be reduced

19 py—

20 “(1) 20 percent of his average net investment for
2 the taxable year in energy sources (determined under
22 section 4962) for the taxable year, or

23 “(2) $100,000,

24 whichever is greater.

28-243 (Pt, 330 -74-5
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“SEC. 4961. DETERMINATION OF TAX BASE.
“(a) Prorir FrRoM ENERGY SoURCES.—The profit
from energy sources shall equal the sum of—
“(1) the taxable income derived by the taxpayer
from energy property (as defined in section 4962 (d) ),
computed with the modifications specified in subsection
(b), plus
“(2) gain realized from the sale or exchange of
energy property.
In the case of oil and gas wells and other mineral interests,
for pnrposes of this chapter, the term ‘taxable income from
energy sources’ has the same meaning as the term ‘taxable
income from the property’ has for purposes of section 613.

“(b) MobitricaTioNs.—The modifications referred to
in subsection (a) are as follows:

“(1) QUALIFIED INVESTMENTS.—A deduction or
capital loss shall not be allowed with respect to an out-
lay—

“(A) treated by the taxpayer as a qualified in-
vestment under section 4960 (c), or
“(B) attributable to an outlay which, in a

prior taxable year, was treated by the taxpayer as .

a qualified investment under section 4960 (c),
of profits from energy sources for any taxable year to

which section 4960 applied.
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“(2) CAPITAL GAINS AND LOSSES OF TAXPAYERS

OTHER THAN CORPORATIONS.—In the case of a taxpayer

other than a corporation—

“(A) the amount deductible on account of
losses from sales or exchanges of energy properties
which are capital assets shall not exceed the amount
meludible on account of gains from sales or ex-
changes of such properties; and

“(B) the deduction provided by section 1202
for long-term capital gains from the sale or ex-
change of energy property shall not be allowed.
“(3) ACCELERATED DEPRECIATION.—

“(A) LiMITED DEDUCTION ALLOWED.—In the
case of energy property which is subject to the al-
lowance for depreciation, the deduction allowable
for the taxable year for exhaustion. wear and tear,
obsolescence, or amortization shall not be allowed to
the extent that such deduction exceeds the deprecia-
tion deduction which would have been allowable for
the taxable year had the taxpayer depreciated the
property under the straight-line method for each
taxable year of its useful life for which the taxpayer
has held the property.

“(B) ReCAPTURED DEPRECIATION.—To the

extent that any deductions for depreciation have
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been disallowed under subparagraph (A) with re-

spect to section 1245 or section 1250 property, gain

taxable under section 1245 or section 1250, as the
case may be, shall be appropriately reduced.

“(4) DEDUCTIONS FOR INCOME TAXES.—A deduc-
tion shall be allowed for that portion of the taxes im-
posed by chapter 1 for the taxable year, reduced by the
sum of the credits allowable under—

“(A) section 37 (relating to retirement in-

come),
“{RB) scction 388 ({relating to investment
credit),

“(C) section 40 (relating to expenses of work
incentive program), and
“(D) section 41 (relating to contributions to
candidates for public office),
which are attributable to profits from energy sources.
“(¢) WITHDRAWAL OF INVESTMENT.—

“(1) INCREASE IN PROFITS CAUSED BY WITH-
DRAWAL.—If energy property with respect to which a
a qualified investment was made during a taxable year
to which section 4960 applies is disposed of, or is de-
voted to a nonqualifying use, the profits from energy
sources shall be increased by an amount equal to the

difference between the greater of—
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“(A) the amount treated as a qualified invest-
ment with respect to such property, or

“(B) (i) in the case of a sale, exchange, or
involuntary conversion, the amount realized, or

“(il) in the case of any other disposition, or a
nonqualifying use, the fair market value of such
property, and

the recognized gain, if any, resulting from the disposition
of such property.

“(2) NONQUALIFYING USE.—A use of energy
property is a nonqualifying use if the property as so used
would not meet the requirements of section 4960 (¢) for
purposes of a direct investment of energy profits.

“(8) Excrprions.—Paragraph (1) shall not ap-
ply to—

“(A) a disposition by gift;

“(B) a transfer at death, except as provided
in section 691 (relating to income in respect of a
decedent) ;

“(C) a transfer in which the basis of property
in the hands of a transferee is determined by refer-
ence to its basis in the hands of the transferor by
reason of the application of section 332, 351, 361,
371 (a), 374 (a), 721, or 731, except as provided

below; and
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“(D) a disposition in which gain is not recog-
nized in whole or in part under section 1031 or 1033,
except as provided below.

In dispositions to which subparagraphs (C) and (D)

apply, paragraph (1) shall apply only to the extent

that (i) the sum of the value of property which does
not qualify to be received without recognition of gain
and the amount of money which is received by the
taxpayer in the disposition, exceeds (ii) the gain
recognized.

“SEC. 4962. NET INVESTMENT IN ENERGY SOURCES.

“(a) In GENERAL.—For purposes of this chapter, the
term ‘net investment in energy sources’ means the average
amount for the taxable year of that portion of the adjusted
basis of energy property which is attributable to the equity
interest of the taxpayer.

“(b) EqQuriry INTEREST.—The equity interest of the
taxpayer in energy property shall be determined by taking

into account indebtedness incurred or continued by him which

is directly related—

“(1) to the production of profits from energy
sources, or

“(2) to the interest of the taxpayer in a partner-
ship, trust, or corporation which is primarily engaged in

the production of profits from energy sources.
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In the case of a partnership, to the extent that indebtedness
incurred or continued by the partnership results in adjust-
ments to the basis of the interest of the taxpayer in the part-
nership under section 752 (relating to the effect of partner-
ship liabilities) , the indebtedness of the partnership shall be

treated as indebtedness incurred or continued by the

taxpayer.
“(c) REINVESTMENT.—No increase in net investment
shall be allowed for purchases by the taxpayer of energy

property if a sale of other energy property was made by the
taxpayer within a period beginning 6 months before the
purchase and ending 6 months after the purchase, unless
the sale and purchase results in—

(1) a material change in the kind of energy prop-

erty held or used by the taxpayer, or

“(2) an increase in the amount of such property.
If no material change in the kind of property results from
the sale and purchase, an increase in basis allowed under
paragraph (2) shall be limited to the increase in the amount
of energy property held or used by the taxpayer.

“(d) ExercY PrROPERTY.—For purposes of this chap-
ter, ‘energy property’ means property, or an interest in
property—

(1) held by the taxpayer for, or
‘“(2) used by the taxpayer directly in,
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the production of profits from energy sources. The term in-

cludes an interest in a partnership, trust, or corporation only

if such partnership, trust, or corporation is primarily engaged
in the production of profits from energy sources.

“(e) RecuLATIONS.—The Secretary or his delegate shall
prescribe such regulations as he may deem necessary to de-
termine the net investment of the taxpayer in energy sources
by applying the rules provided in this section.”.

(b) CrerrcAL AMENDMENT.—The table of chapters
for such subtitle D is amended by adding at the end thereof
the following new item:

“Criap1rr 43. Uninvested profits from energy sources.”.

(¢) ErrrcTivi DATE.—The amendment made by sub-
section (a) shall apply to taxable years beginning after the
date of the cnactment of this Act.

TITLE VII—IMPORTS OF PETROLEUM AND PE-
TROLEUM PRODUCTS, NATURAL GAS, AND
CERTAIN DRILLING AND MINING EQUIP-
MENT

VARIABLE IMPORT DUTIES

SEc. 701. (a) The headnotes for schedule 4, part 10,
of the Tariff Schedules of the United States are amended
by adding at the end thereof the following new headnote:

“4. (a) The duty imposed by this headnote is, with re-

spect to any article described in this part—
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“(1) the amount by which the domestic price of
similar domestic articles in effect for the month in which
such article is imported (as determined and preseriled
under subsection (b)), exceeds

“(2) the price (or value) of the article (including
any duty imposed by this part, other than this headnote)
on the date and at the place of importation.

“(b) The Sceretary of the Treasury shall, at the end of
each month, determine the average price at which each of the
articles described in this part which was extracted or pro-
duced in the United States was sold duaring such month in
the United States. The average price so determined for each
article shall, for purposes of subscetion (a) (1), be pre-
seribed Dy the Sceretary of the Treasury as the domestic
price of such article in effect for the following month.”

(b) (1) The rates of duty in rate columns numbered 1
and 2 for all items in schedule 4, part 10, of the Tariff
Schedules of the United States (other than for items 475.15
and 475.70) are each amended by adding at the end thercof
“4 the duty (if any) imposed by headnote 4”.

(2) The rates of duty in rate columns numbered 1
and 2 for items 475.15 and 475.70 of such schedules are
each amended by adding at the end thereof “, except for the
duty (if any) imposed by headnote 4”.

(¢) The amendments made by this section shall apply
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with respeet to articles entercd, or withdrawn from ware-
house, for consumption on or after the first day of the first
month which begins more than thirty days after the date of
the enactment of this Act.
IMPORTS FROM CERTAIN ARAB COUNTRIES

Sec. 702. (a) The total quantity of the articles de-
scribed in schedule 4, part 10, of the Tariff Schedules of the
United States which may be imported into the United States
during the calendar year 1974 and cach subsequent ealendar
year from the countrics ennmerated in subsection (b) shall
not exceed 5 percent of the estimaied Uniied States con-
sumption of such articles for ’such year.

(b) The countries to which this section applies are
Saudi Arabia, Libya, Algeria, United Arab Emirates, Ku-
wait, Egypt, Oman, Iraq, Syria, Qatar, and Bahrain.

(c) The Secretary of the Interior (hereafter in this sec-
tion referred to as the “Secretary”) shall before the begin-
ning of cach calendar ycar estimate the United States con-
sumption of the articles described in schedule 4, part 10,
of the Tariff Schedules of the United States for such calendar
year. The Secretary may, from time to time during any
calendar year, revise his estimate of United States consump-
tion of such articles for such year. The Secretary shall pub-
lish bis estimate for each calendar year and any revised esti-

mate for such year in the Federal Register.
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(d) The President shall by proclamation limit the total
quantity of articles described in schedule 4, part 10, of the
Tariff Schedules of the United States which may be entered,
or withdrawn from warehouse, for consumption from the
countries enumerated in subsection (b) during each calendar
year to the quantity prescribed for such year under subsec-
tion (a), based upon the estimates, or revised estimates,
made by the Secretary for such year under subsection (c).
In any case in which any revised estimate results in a quan-
tity of such articles which may be imported into the United
States during a calendar year which is lower than the quan-
tity resulting from the original estimate or a previous revised
estimate for such year, the total quantity of such articles

which may be imported during such year shall not be less
than the quantity actually imported on or before the date on
which the Secretary publishes such revised estimate.

(e) The Secretary shall issue licenses for the importa-
tion into the United States of articles the importation of
which is limited by a proclamation of the President nnder
subsection (d). The Secretary shall publicly announce the
time, manner, and place for the submission of bids for the
purchase of licenses to import specified quantities of such ar-
ticles from the countries enumerated in subseetion (b). Each
license shall be issued under this subsection to the highest

responsible bidder unless the Secretary determines that no
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bid is sufficiently high or that there has been collusion among
bidders. In issuing licenses under this subsection, the Secre-
tary shall endeavor to assure, to the maximum extent possi-
ble, adequate supplies in Puerto Rico of the articles described
in schedule 4, part 10, of the Tariff Schedules of the United
States.

(f) The President may suspend any proclamation made
under subsection (d), orincrease the total quantity proclaimed
under such subsection, if he determines and proclaims that
such action is required by overriding economic or national
security interests of the United States, giving special weight
to the importance to the Nation of the economic well-being
of the domestic petroleum industry.

(g) The Secretary shall issue such regulations as he
determines to be necessary to carry out, and to prevent
circumvention of, the purposes of this section.

(h) All determinations by the President and the Sec-
retary under this section shall be final.

RELAXATION OF IMPORT CONTROLS ON CERTAIN STEEL
DRILLING AND MINING EQUIPMENT

SEc. 703. The President is requested to enter into nego-
tiations with those foreign countries which have volun-
tarily limited the quantity of steel products which may be
imported into the United States from such countries so as to

permit the importation of increased quantities of steel pipe,
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drilling equipment, casing, and other steel products which
the Secretary of the Interior certifies are in short supply in
the United States and are used in the extraction, refining, or
transportation of crude oil or gas, or in the extraction of
coal.

NEGOTIATIONS BY OIL IMPORTING COUNTRIES WITH OIL

EXPORTING COUNTRIES

Sec. 704. (a) The President is requested to enter into
negotiations with foreign countries which are major importers
of petroleum and petroleum products for the purpose of form-
ing an organization of which all countries which are major
importers of petroleum and petroleum products will be mem-
bers and which will be authorized by each member country,
in conformity with subsection (b), to represent that country
in negotiations with foreign countries which are major ex-
porters of petroleum and petroleum products.

(b) Any organization formed pursuant to the negotia-
tions referred to in subsection (a) shall be the exclusive
agent of each member country for negotiating with foreign
countries which are major exporters of petroleum and petro-
leum products, and with any organization representing all or
a portion of such countries, with respect to all matters relat-
ing to the export of petroleum and petroleum products from

such major exporting countries and the import of petroleum
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and petroleum products into member countries of such orga-
nization, and particularly with respect to—

(1) the quantities of petrolenm and petroleum
products to be exported by such foreign exporting coun-
tries to member countries of such organization, and

(2) the prices to be paid by such member countries
for petroleum and petroleum products imported from
such major exporting countries.

(¢} The Administrator of the Federal Energy Adminis-
tration shall be the chief representative of the United States
in any organizailon formed pursuani o negotiations referred
to in subsection (a). Until such an organization is formed,
the Administrator of the Federal Energy Administration
shall, notwithstanding any other provision of law, represent
the United States in all negotiations with foreign countries
which are major exporters of petroleum and petroleum prod-
ucts with respect to matters described in subsection (b).

(d) Notwithstanding any other provision of law or of
any agreement entered into by the United States, if any
foreign country which is a major importer of petroleum and
petroleum products—

(1) refuses to enter into the negotiations referred
to in subsection (a),

(2) refuses to become a member of an organization



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

969

64
formed pursuant to such negotiations, or, after becoming
a member, withdraws from membership, or
(3) while a member of such organization, fails to
abide by the decisions and actions of such organization,
the products of such country, whether imported directly or
indirectly, shall not, during the period of such refusal, with-
drawal, or failure, be accorded most-favored-nation treatment
and shall be subject to the rates of duty set forth in rate col-
umn numbered 2 of the Tariff Schedules of the United States.
TITLE VIII-EXPORT CONTROLS ON PETROLEUM,
PETROLEUM PRODUCTS, NATURAL GAS AND
COAL, AND CERTAIN DRILLING AND MINING
EQUIPMENT
DEFINITIONS
Sec. 801. For purposes of this title—
(1) “Secretary” means the Secretary of Commerce;
(2) “energy producing commodity” means any ar-
ticle described in schedule 4, part 10, of the Tariff Sched-
ules of the United States and coal ; and
(3) “essential drilling or mining article” means
any article which the Secretary of the Interior has
certified to the Secretary is used in the extraction,
refining, or transportation of crnde oil or gas, or in
the extraction of coal, and is in short supply in the

United States.
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DETERMINATION OF QUANTITIES AVAILABLE FOR
EXPORT

Skc. 802. (a) At least quarterly during any period of
nationwide energy emergency, and at least annually during
any other period, the Secretary shall determine the quantity
of each energy producing commodity, if any, and the quantity
of each essential drilling or mining article, if any, that will
be available for export during the succeeding quarter or year,
as the case may be, and shall cause such determination to
be published in the Federal Register.

(b) Such determination shall be made by estimating
the total quantity of domestic production of each energy
producing commodity and each essential drilling or mining
article and subtracting from cach such quantity the sum of—

(1) the quantity of each such commodity or each
such article which the Secretary estimates will be neces-
sary to meet domestic needs; and

(2) the quantity of each such commodity and each
such article the Secretary estimates will be necessary
for a reasonable carryover, taking into account any cur-
rent or possible future national and international emer-
gencies and the need to maintain adequate inventories.

The quantity of any such commodity or any such article
which remains, if any, shall be the quantity available for

export.
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LICENSING AND ALLOCATION OF EXPORT AUTHORITY

Suc. 803. (a) No energy producing commodity or es-
sential drilling or mining article may be exported to any for-
eign country unless the exporter has been issued a license
by the Secretary for the export of a quantity of such com-
modity or such article to such country, or unless such export
is exempt under the provisions of section 806, or section
807(3).

(b) The quantity of any commodity or article available
for export shall be allocated among foreign countries by the
Secretary on the basis of—

(1) the quantity of such commodity or article ex-
ported to such country during a representative base
period; and

(2) such other factors as the Secretary determines
to be fair, equitable, and sufficient to protect the inter-
ests of traditional trading partners of the United States.

ISSUANCE OF LICENSES

SEc. 804. (a) Upon establishing allocations under sec-
tion 803, the Secretary shall publicly announce such alloca-
tions, and shall announce the time, manner, and place for
the submission of bids for the purchase of licenses to export
specified quantities of such commodities and articles to speci-
fied countries.

(b) Each license shall be issued under this section to

<
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the highest responsible bidder unless the Secretary deter-
mines that no bid is sufficiently high or that there has been
collusion among the bidders.
ADMINISTRATIVE ADJUSTMENTS

SEc. 805. The Secretary may make adjustments in
quantities determined under section 802 and of allocations
determined under section 803 if he determines on the basis
of new information that original determinations were
eIToneous.

EXEMPTIONS

(1) the export of an energy producing commodity
or an essential drilling or mining article to a developing
foreign country with a serious need for such commodity
or article; and

(2) such action would be in the best interests of
the foreign relations of the United States and would not
have an adverse effect on the energy needs of the United
States and the program provided for under this title.
(b) The Secretary may exempt from the application of

this title or any requirement under this title the export of
any energy producing commodity or essential drilling or

mining article which he determines—
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(1) involves a temporary export for processing
purposes to a foreign country and will result in a sub-
scquent import of such commodity or article to the
United States; or
(2) will be offset by a subsequent import of an-
other energy producing commodity or essential drilling
or mining article or other matter essential to the energy
needs of the United States.
ADMINISTRATION

Snc. 807. The Seeretary is authorized to issue such

rules and regulations as may be necessary to carry out the

12 provisions of this title, including rules and regulations—

13
14
15
16
17
18
19
20
21
22
23
24
25

(1) providing for the reduction, suspension, or
termination of the allocation of any commodity or article
made under this title to any foreign country if the Secre-
tary finds that such country is reexporting all or any
portion of such allocation under circumstances that tend
to disrupt the regulatory program established under this
title;

(2) limiting or prohibiting the sale or transfer
after issuance of export licenses issued under this title
if the Secretary finds such limitation or prohibition
necessary to the orderly administration of the regulatory
program established under this title; and

(3) cxempting from application of this title any
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commodity or article the domestic production of which
the Secretary determines will equal or exceed dowestic
and foreign demand.
TITLE IX—TAX INCENTIVES FOR INCREASED
PRODUCTION OF ENERGY SOURCES
TAX CREDIT FOR DOMESTIC EXPLORATORY DRILLING AND
SECONDARY AND TERTIARY RECOVERY COSTS
SEC. 901. (a) Section 46 of the Internal Revenue Code
of 1954 (relating to amount of investment credit) is
amended—

(1) by striking out paragraph (1) and inserting in
lieu thereof the following:

“(1) GENERAL RULE.—The amount of the credit
allowed by section 38 for the taxable year shall be equal
to the sum of—

“(A) 7 percent of the qualified investment (as
defined i subsection (c¢)) for the taxable year,

“(B) 14 percent of the domestic exploratory
drilling expenses (as defined in subsection (f)) paid
or incurred with respect to qualified domestic ex-
ploratory oil or gas wells completed during the
taxable year, and

“(C) 14 percent of the costs paid or incurred
during the taxable year for the secondary and terti-

ary recovery of oil or gas from wells located in the
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United States and its possessions (within the mean-

ing of section 638).”; and

(2) by adding at the end thereof the following
new subsections:

“(f) DomEsTIC EXPLORATORY DRILLING EXPENSES—

“(1) IN GENERAL.—For purposes of this subpart,
the term ‘domestic exploratory drilling expenses’ means,
with respect to a qualifid domestic exploratory oil or
gas well, the sum of—

“(A) the intangible drilling and development
costs (within the meaning of section 263 (¢) ) paid
or incurred with respect to such well, and

“(B) in the case of a well which is completed
at a depth of not less than 1,250 feet, the qual-
fied geological and geophysical costs, not in excess
of $50,000, assigned to such well under paragraph

(3).

‘“(2) EXPLORATORY OIL OR GAS WELLS.—For pur-
poses of paragraph (1), the term ‘qualified domestic
exploratory oil or gas well’ means a well—

“(A) which is drilled within the United States
or its possessions (within the meaning of section
638) for the purpose of producing oil or gas in com-

mercial quantities,
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“(B) which has been completed to the point of
production or abandonment, and
“(C) (i) neither the bottom nor any producing
interval of which is within 2 miles horizontally from
the nearest producing interval of any well which is
or has been capable of producing oil or gas in
commercial quantities, or
“(i) neither the bottom nor any producing
interval of which is less than 3,000 feet below the
lowest part of any known commercially producible
deposit of oil or gas which Iies closer to the earth’s
surface and is penetrated by any well capable of
producing oil or gas in commercial quantities.
An offshore well which is a qualified domestic explora-
tory oil or gas well within the meaning of the preceding
sentence except that it is not drilled for the purpose of
producing oil or gas in commercial quantities may,
under regulations prescribed by the Secretary or his
delegate, be treated as a qualified domestic exploratory
oil or gas well.
“(3) GEOLOGICAL AND GEOPHYSICAL COSTS.—
“(A) QUALIFIED GEOLOGICAL AND GEOPHYSI-
CAL cOSTS.—For purposes of paragraph (1), the
term ‘qualified geological and geophysical costs’

means, for any taxable year, so much of the tax-
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payer’s geological and geophysical costs for the tax-
able year as does not exceed $50,000 multiplied by
the number of qualified domestic exploratory oil and
gas wells completed by the taxpayer dwing the tax-
able year at a depth of not less than 1,250 feet.

“(B) GEOLOGICAL AND GEOPHYSICAL
cosTS.—For purposes of subparagraph (A), a tax-
payer’s geological and geophysical costs for any tax-
able year are the expenses (not including any over-
head expenses) paid or incurred by the tazpayer, or
by any component member of the same controlled
group of corporations (as defined in section 1563)
of which the taxpayer is a member, in the scarch
for oil or gas within the United States and its pos-
sessions (within the meaning of section 638).

“(C) ASSIGNMENT OF QUALIFIED COSTS TO
weLLS.—The taxpayer shall, for purposes of para-
graph (1), assign his qualified geological and geo-
physical costs for each taxable year to qualified
domestic exploratory oil and gas wells completed
by him during the taxable year at a depth of not less
than 1,250 feet at such time and in such manner as
the Secretary or his delegate prescribes by regula-

tions.”

(b) The amendments made by sui)section (a) shall
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apply with respect to oil and gas wells the drilling of which
is commenced after the date of the enactment of this Aect.
ADDITIONAL TAX CREDIT FOR DEPRECIABLE PROPERTY

USED IN EXTRACTION, ETC., OF ENERGY SOURCES
SEc. 902. (a) Section 46 (¢} of the Internal Revenue
Code of 1954 (rclating to qualified investment) is amended
by adding at the end thereof the following new paragraph:
“(4) ProOPERTY USED IN EXTRACTION, ETC., OF
ENERGY SOURCES.—In the case of section 38 prop-
crty which is placed in service for the exploration for,

PR A

- REP IR
UL o 1

developinent, extraction, refining, storag
transportation of, oil, gas, coal, or any other energy
source, the qualified investment shall be two times the

qualified investment determined under paragraphs (1),

(2),and (3).”

(b) The amendment made by subsection (a) shall
apply with respect to property placed in service after the
date of the enactment of this Act.

TECHNICAL AND CLERICAL AMENDMENTS

Src. 903. (a) The heading of section 38 of the In-
ternal Revenue Code of 1954 is amended by inserting after
“PROPERTY” the following: “AND IN PRODUCTION OF
OIL AND GAS”.

(b) The table of sections for subpart A of part IV of
subchapter A of chapter 1 of such Code is amended by
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inserting after “property’” in the item relating to section 38
the following: “and in production of oil and gas”.

(c¢) The heading of subpart B of part IV of subchapter
A of chapter 1 of such Code is amended by inserting after
“Property” the following: “and in Production of Oil and
Gas”.

(d) The table of subpaxts for part IV of subchapter A
of chapter 1 of such Code is amended by inserting after
“property’”” in the item relating to subpart B the following:
““and in production of oil and gas”,

(e) Section 48 of such Code is amended by redesigna-
ting subsection (k) as (1), and by inserting after subsection
(j) the following new subsection:

(k) DomEestic ExPLORATORY DRILLING EXPENSES
AND SECONDARY AND TERTIARY RECOVERY Costs.—Under
regulations prescribed by the Secretary or his delegate,
references in section 46 (a) (4), section 46 (d) (1), and sub-
sections (e) and (f) of this section to qualified investment
shall be treated as also referring to domestic exploratory drill-
ing expenses and secondary and tertiary recovery costs.”

(f) The Secretary of the Treasury or his delegate is
authorized to prescribe such regulations as may be necessary
to carry out the purposes of the amendments made by this

title.
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TITLE X—MISCELLANEOUS TAX PROVISIONS

REMOVAL OF PREFERENTIAL TAX TREATMENT FOR

NEW OIL AND GAS WELLS LOCATED OUTSIDE THE

UNITED STATES

SEc. 1001. (a) Section 613 of the Internal Revenue
Code of 1954 (relating to percentage depletions) is amended
by striking out subsection (d) and inserting in lieu thereof
the following:

“(d) OmL Anxp Gas WELLs LocATEp OUTSIDE THE

States the drilling of which is commenced after the date of
the enactment of the Energy Revenue and Development Act
of 1973.”

(b) InTANGIBLE DRILLING AND DEVELOPMENT
Costs.—Section 263 (¢) of such Code (relating to intangi-
ble drilling and development costs in the case of oil and gas
wells) is amended by adding at the end thereof the follow-
ing new sentence: “The regulations so preseribed shall not
apply with respect to oil and gas wells located outside the
United States the drilling of which is commenced after the
date of the enactment of the Energy Revenue and Develop-

ment Act of 1973,
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CREDIT OR DEDUCTION FOR RESIDENTIAL ENERGY
CONSERVATION EXPENDITURES

Sec. 1002. (a) Subpart A of part IV of subchapter A
of chapter 1 of the Internal Revenue Code of 1954 (relat-
ing to credits allowable) is amended by renumbering section
42 as 43, and by inserting after section 41 the following
new section:

“SEC. 42. RESIDENTIAL ENERGY CONSERVATION EX-
PENDITURES.

“(a) GENERAL RULE.—In the case of an individual,
there shall be allowed as a credit against the tax imposed by
this chapter for the taxable year an amount equal to 50
percent of so much of the residential énergy conservation ex-
penditures paid or incurred by the taxpayer during the tax-
able year as does not exceed $1,000.

“(b) LimiTaTioN.—The credit under subsection (a)
for any taxable ycar shall not exceed the amount of the tax
imposed by this chapter for the taxable year, reduced by the
sum of the credits allowable under the preceding scctions of
this subpart (other than sections 31 and 39).

“(c) ResSIDENTIAL ENErRGY CONSERVATION ExPEND-
1ruRES.—For purposes of this section, the term ‘residential
energy conservation expenditure’ means any expenditure
otherwise chargeable to capital account, or any expense, paid

or incurred for—
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“(1) improvements or repairs, designed to reduce
heat loss in winter and heat gain in sammer, to prop-
erty used by the taxpayer as his principal residence, in-
cluding the installation of insulation, storm windows
and doors, caulking, humidificrs, and other property
designed for encrgy conservation, and

“(2) any deviee or system designed to utilize solar

cnergy to provide heating or cooling which meets per-
formance criteria established by the National Bureau of
Standards.
(d) Digction To TaKs DEDUCTION IN LIEU OF
Orepir.——This sectior shall not apply in the case of any tax-
payer who for the taxable year elecis to fake the deduction
provided by section 219 (relating to deduction for residential
cuergy conservation cxpenditures). Such election shall be
made in such mauner and at such time as the Secretary or his
delegate shall prescribe by regulations.

“{e) No ADJUSTMENTS TO BASIS.—Notwithstanding
the provisions of secticn 1016 (a), no adjustment to the basis
of property shall he made for any residential energy con-
servation expenditure which Is taken info account in com-
puting the amount of the credit allowed by subsection (a).

“(f) RecuLATIONS.—The Scceretary or his delegate
shall prescribe such regulations as may be necessary to carry

out the purposes of this section.”.
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(b) Part VII of subchapter B of chapter 1 of such Code
(relating to additional itemized deductions for individuals)
is amended by renumbering section 219 as 220, and by in-
serting after section 218 the following new section:

“SEC. 219. RESIDENTIAL ENERGY CONSERVATION EX-
PENDITURES.

“(a) ALLOWANCE OF DEDUCTION.—In the case of an
individual, there shall be allowed as a deduction so much of
the residential energy conservation expenditures (as defined
in section 42 (c) ) paid or incurred by the taxpayer during
the taxable year as does not exceed $1,000.

“(b) ErLecTIiON TO TAKE CREDIT IN LIEU OF DEDUC-
TION.—This section shall not apply in the case of any tax-
payer who for the taxable year elects to take the credit
against tax provided by section 42 (relating to credit agaimst
tax for residential energy conservation expenditures). Such
election shall be made in such manner and at such time as
the Secretary or his delegate shall prescribe by regulations.

“(¢) No ApJustMENTS TO Basis.—Notwithstanding
the provisions of section 1016 (2), no adjustment to the basis
of property shall be made for any residential energy conser-
vation expenditure which is allowed as a deduction under
subsection (a).

“(d) RecuraTioNs.—The Secretary or his delegate
shall prescribe such regulations as may be necessary to carry

out the purposes of this section.”.
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(c) Section 62 of such Code (relating to definition of
adjusted gross income) is amended by inserting after para-
graph (9) the following new paragraph:
“{10) RESIDENTIAL ENERGY CONSERVATION EX-
PENDITURES.—The deduction allowed by section 219.”.
(d) The table of sections for subpart A of part IV
of subchapter A of chapter 1 of such Code is amended by
striking out the last item and inserting in lieu thereof the
following :

“Sec. 42. Residential energy conservation expenditures.
“Sec. 43. Overpayments of tax.”.

(e) The table of sections for part VII of subchapter B
of chapter 1 of such Code is amended by striking out the last

item and inserting in lieu thereof the following:

“Sec. 219, Residential energy conservation expenditures.
“Sec. 220. Cross references.”.

(f) The amendments made by this section shall apply
to taxable years ending after the date of the enactment of
this Act.

TITLE XI—TRANSFER TO THE SECRETARY OF
THE INTERIOR OF JURISDICTION OVER THE
NAVAL PETROLEUM AND OIL SHALE RE-
SERVES; INCREASED PRODUCTION ON FED-
ERAL LANDS

TRANSFER OF JURISDICTION
SEc. 1101. (a) Effective upon the expiration of the

ninety-day period following the date of the enactment of this
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title, all jurisdiction and control of the Secretary of the
Navy (including those powers and functions conferred on
the Secretary of the Navy by chapter 641 of title 10,
United States Code, which are necessary to the Secretary
of the Interior to enable him to carry out his duties under
this title) over all properties inside the naval petroleum and
oil shale reserves of the United States (including lands cov-
ered by leases) are transferred to the Secretary of the
Interior.

(b) Except as provided in this title, the lands com-:
prising the naval petroleum and oil shale reserves shall be
administered by the Secretary of the Interior in the same
manner and subject to the same laws of the United States,
including the mineral leasing laws, as other public lands
of the United States.

(¢) Nothing in this title shall be construed as affecting
any lease, contract, or other agreement entered into prior
to the date of the enactment of this title, or the carrying
out of such lease, contract, or agreement in accordance
with the terms thereof, or to prohibit the continuance of any
production of oil and gas being carried out prior to the date
of the transfer of the jurisdiction and control of the naval
petrolenm and oil shale reserves to the Secretary of the
TInterior by this title. The Secretary of the Interior is author-

ized to exercise the powers and functions transferred to him



Do

I

14
15
16
17
18
19
20
21
22
23
24
25

986

81

by this title to the extent necessary to enable him to carry
out the provisions of this subsection, including those involv-
ing the disposition of oil and gas products (including royalty
products) from lands in the naval petroleum and oil shale
reserves and lands outside such reserves covered by joint,
unit, or other cooperative plans, for the benefit of the United
States.
COMPREHENSIVE PLANS FOR LAND USE OR DISPOSITION

Sec. 1102. On or before the expiration of the twelve-

month period following the date of enactment of this title,

comprehensive plan or plans containing his recommendations
for a program for the best and most appropriate use or dispo-
sition of the surface of the naval petroleum and oil shale re-
serves lands the jurisdiction and control with respect to which
are transferred by this title. In preparing any such plan or
plans pursuant to this section, the Secretary of the Interior
shall seek the views and recommendations of the Joint Fed-
eral-State Land Use Planning Commission for Alaska es-
tablished by the Alaskan Native Claims Settlement Act to
the extent that such plan or plans involve or otherwise affect
lands within Naval Petroleumn Reserve Numbered 4.
OLAIMS OF ALASKAN NATIVES
SEc. 1103. Nothing in this title shall be construed as

affecting in any manner or to any extent any right of, or
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claim by, Alaskan Natives to ownership of any of the lands,
or interests therein, comprising Naval Petroleum Reserve
Numbered 4.

INCREASED PRODUCTION OF OIL AND GAS ON FEDERAL

LANDS

SEC. 1104. (a) The Secretary of the Interior is author-

ized and directed to require that any oil and gas field on lands
or interests in lands owned by the United States, including

lands on the Quter Continental Shelf—

(1) be fully developed as expediently as is rea-
sonably justified;

(2) be produced at the maximum efficient rate of
production where such field has not been so developed
and produced ; or

(8) be produced in excess of its maximum efficient
rate of production if the Secretary finds that production
at such rates is necessary to eet essential national
energy requirements, except that no producer shall be
required to produce crude oil in excess of the maximum
efficient rate if production at such rate for a period of
more than one hundred and eighty days may create ex-

cessive risk of loss in the ultimate recovery of crude oil.

23 As used in this subsection, the term “maximum efficient rate”

24 means production at a rate which may be sustained without

25 damage or loss to the oil and gas reservior or the ultimate
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recovery of crude oil under sound conservation, economic,
or engineering principles.

(b) Notwithstanding any other provision of law, the
Secretary of the Interior is authorized and directed, under
such terms and conditions as he may prescribe, to unitize
or require the unitization of the lessees’ interests in lands
or interests in lands of the United States and such coopera-
tive or pooling agreements as may be necessary or desirable
for the joint operation of oil and gas fields referred to in sub-

section (a) to achieve full development and maximum pro-

(c) Subject to the rights of any party under pending
litigation, the Secretary of the Interior may, upon petition
by a lessee or on his own motion, review and reinstate any
application for permission to explore, develop, or erect devel-
opment platforms within leases on the Outer Continental
Shelf. Whenever the review and reinstatement leads to the
granting of an application or permit which had been pre-
viously denied on environmental grounds or for public pur-
poses—

(1) if the term of the lease was not otherwise ex-
tended by production of oil and gas, the period of time
during which the original application was being prose-

cuted hefore the Secretary and the Secretary’s action



989

84

contested before the courts shall be computed to extend
the primary term of such lease for a like period; and

(2) if the term of the lease was extended by the
production of oil and gas, the costs to the lessee of prose-
cuting the original application before the Secretary and
contesting the Secretary’s action before the courts may
be offset against further royalty payments due under
such lease, subject to audit and confirmation by the

Secretary.
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FLOOR STATEMENT ON INTRODUCED BiLL BY Mgr. GRAVEL
THE ENERGY REVENUE AND DEVELOPMENT ACT OF 1973

Mr. GRAVEL. Mr. President, I am today introducing legislation to initiate and
finance a national energy program, the aim of which is to develop our massive
indigenous fossil fuel resources and to assist in the development of alternative
sources of energy including coal gasification and liquefaction, solar, geothermal,
nuclear, tidal, conversion of combustible waste materials and others.

The bill I am sponsoring would establish an energy trust fund, supported by
the revenues of an energy tax—that is, a Btu tax at the source of all energy
produced in, or imported into, the United States. The trust fund would be admin-
istered by the Secretary of the Treasury and the funds would be transferred to
a Federal Energy Administration annually in accordance with appropriations
from the trust fund. The bill would also establish a Commission on Energy Tech-
nology composed of scientists, engineers and economists. Their task would be to
critically analyze the Government-sponsored research and development efforts,
and the performance of the private sector in responding to the incentives pro-
vided in this bill to meet the energy needs of the Nation. This Commission would
advise the executive and the Congress through public reports on the efficacy of
the various options undertaken and contemplated as part of a national energy
policy. The Commission would be charged with constructing an energy model
on the United States and the vital information from this model would be made
public on a monthly basis.

I am gratified that the administration has recently taken steps to create a
Federal Energy Administration by Execcutive order. I have urged such an action
for sometime, and in fact, gave a draft of the statutory language to create such
an administration to Governor Love 1 month ago, when he was still energy czar.

While 1 applaud this move, it is my conviction that a clear statutory mandate
is needed if we are fo mave our country toward a comprehensive national energy
policy designed to achieve energy independence over the next decade. The bill I
am introducing today would provide such a mandate and commit our country to
the task of becoming energy independent by 1985.

NEED: A NATIONAL ENERGY POLICY

1t is my privilege to serve as chairman of the Subcommittee on Energy of the
Committee on Finance. Qur subcommittee recently conducted a series of hear-
ings on the subject of fiscal policy and energy crisis. We heard from represen-
tatives of the administration, the Department of the Treasury, the academic
community, and the private sector. In the course of our hearings, it became clear
that our country lacks a long-term policy and program to increase the supply of
energy in the coming years. Congress and the Executive have devoted their efforts
to allocating short supplies to competing users and have centered the debate on
such issues as a gasoline tax vs. rationing. The supply side of equation has not
received the attention it deserves.

The legislation I am introducing today is designed to provide a policy and
program to develop our massive fossil fuel resources and to coordinate efforts
to reach out for ways of tapping for commercial use the ultimate sources of energy—
the sun, the tides, the heat of the earth’s crust.

What is the nature of the so-called energy crisis? How did it happen? What
does it mean to the average American? And how can we overcome it? These are
questions most Americans are asking, and questions we must answer. For a decade
or more the energy crisis has been a dark storm on the horizon.

For many reasons, but primarily because we have lacked a national energy
policy, we have been charting a steady course toward that storm. Despite the re-
peated forecasts of energy experts, despite many opportunities to change our
course, we are today faced with serious shortages of fossil fuels.

The duration and degree of the crisis for the present depend less upon remedial
public pohcxges than upon the severity of the coming winter. If the weather is
warm, we will get by without great discomfort. If the weather is cold, we face
serious shortages of heating fuels and the prospect of closed schools and plants.
For the time being we can do little more than eliminate energy waste and restrain
energy consumption. But what about the winters and years ahead? If we do not
make the critical decisions now, those winters and years will be bleak indeed.

For the longer term it is within our power to solve our energy problems—if
we have the wisdom and intelligence and will to do so. In the past, we have not
evinced those qualities, and we have not shown foresight in our use of energy. In
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my opinion, the challenge ahead of us is as great as our country has confronted
since World War 11. If we can bring our country’s finest qualities to the task, we
can convert the energy crisis into energy promise and environmental opportunity.

In my judgment, the Arab oil boycott can be a golden opportunity. They did
us a favor by forcing us to come to grips with all our divergent interests and make
the decisions necessary that will insure our economic and military viability in
the future. Had they waited until we drifted into a 50-percent dependency on
them, it would have been too late to do anything but capitulate to their demands
as we see happening in Europe and Japan. I am not suggesting the Arab position
in the Middle East is totally in error. There is probably enough finger pointing
and those situations are never black and white. But they have acted in what they
perceive to be their own self-interest, and now we must act in our own self-interest.
The fact is, even without an Arab-Israeli conflict we would have had an energy
crisis. They only brought the crisis to a head. We can make the crisis truly
advantageous to ourselves.

How the energy crisis came about is a long story—a story subject to interpreta-
tion and disagreement. Past mistakes, however, should be reviewed, not for the
purpose of fixing blame, but for their value in charting the future. The energy
crisis is a crisis of our own making, and resolving it will require the full cooperation
and finest efforts of Congress, the executive branch, private industry, and the
American people. Fortunately, the essential tools and resources are at hand; we
need only the intelligence and determination to use them wisely and well.

THE ENERGY SHORTAGE IS NOT A RESOURCE SHORTAGE, BUT A POLICY SHORTAGE

America’s energy crisis—unlike Europe’s or Japan’s—is not a shortage of
resources. Our country is endowed with enormous fossil fuel resources.

The United States has a large potential resource base of fossil fuels sufficient to
meet its needs for several hundred years at present consumption levels. What
exists today is a widening gap between energy consumption and the production
of available energy supplies.

While there is certainly room for error in estimating the size of our energy re-
sources, responsible studies have concluded that our indigenous resources are
truly massive. I ask unanimous consent to have printed in the Record a table
which compares the potential resources base with 1972 U.S. consumption.

There being no objection, the table was ordered to be printed in the Record,
as follows:

TABLE 1.—U.S. CONSUMPTION AND RESOURCES OF ENERGY FUELS .
Energy fuels Potential resources 1972 consumption
Ol Y. 346 billion barrels__...__.____. 6 billion barrels.
Natural gas *___ .- L 1,178 tnition cubic feet__.._____ 22.6 tnllion cubic feet.
Coal 2 . ... 394 billien tons.._...__.___.__. 517 million tons.
Uranum3 .. 1.6 milllontons____._________. 16 thousand tons.

Oil shale+____ e e 189 billion barrels_ ... ___.___._ None.

1 U.S. Geological Survey.

? U.S. Bureau of Mines.

3 U.S. Atomic Energy Commission. .

+ National Petroleum Council, U.S. Energy Outlook, a Mutual Appraisal.

Mr. GraveL. If we developed all oil and gas resources in this country, we
would have more than 100 times our 1973 needs. Our coal resources are 600 times
current production. But it will take many years and huge amounts of capital to
develop these resources.

In addition to these conventional sources of energy, the United States has the
technology to develop alternative sources of energy from the Sun—solar—the
wind, the Earth’s crust—geothermal—the power of the atom—nuclear fission
and fusion—and others. There are already existing facilities to “gasify” coal, and
liquefaction of coal is also possible.

A strong, well-coordinated research and development program is necessary to
develop these alternatives and to translate their technological feasibility into
commercial uses in the most environmentally sensible way possible. There are
generally considered longer range solutions and not remedies for the short-term
problem. The short-term problem, it appears, can only be mitigated by cutbacks
in U.S. consumption.
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We have huge energy resources, but we have failed to allocate the capital,
time and technology required to develop them and to bring them to the market-
place. Let me repeat: There is no shortage of energy resources in America; there
is a shortage of energy policy.

HUGE CAPITAL REQUIREMENTS NEEDED TO DEVELOP RESOURCES

Developing and marketing our energy resources in the future is going to require
greater effort and better planning than we have demonstrated in the past. It
will take money. The National Petroleum Council estimates that we will require
a capital investment of between $375 billion and $547 billion to produce our
energy needs through 1985. I ask unanimous consent to have printed in the
Record a table estimating the capital requirements of the energy industries.
Governor Love told us the costs would approach $1 trillion, while the Chase
Manhattan expert, John Winger, said that Banks studies estimated the capital
requirements at $1.3 trillion.

There being no objection, the table was ordered to be printed in the Record,
as follows:

TABLE 2—SUMMARY OF CUMULATIVE CAPITAL REQUIREMENTS, U.S. ENERGY INDUSTRIES 1971-85
[In billions of 1970 dollars]

Continuation

Initial High of current
appraisal supply Intermediate supply trends
Oil and gas:
Exploration and production 92.4 171.8 144.8 135.1 88.0
Qll pipelines. 01"!. 5 :7. 2 7. ;')‘ 7.5 1.5
Gas transport 2LC 56.6 46.9 35.8 25,5
Refining!_ _______. 20.0 19.0 24.0 30.0 38.0
Tankers, termunals_ ______________. 14.5 2.0 9.0 16.0 23.0
Subtotal . ___ ... ... 151. 4 256.9 232.2 228.4 186.0
Synthetics:
From petroleum hiqueds____________________._____ 5.0 5.0 5.0 5.0
From coal (plants only). __.__._.__. L5 12.0 4.6 4.6 1.7
From shale (mines and plants)._____ .5 4.0 2.2 2.2 .5
Subtotal . _____________________. 2.0 21.0 11.8 1.8 1.2
Coal:?
Production___________.___ . ______ 9.3 14.3 10.4 10.4 9.4
Transportation________..__...____. 6.0 6.0 6.0 6.0 6.0
Subtotal . ______ ... 15.3 20.3 16.4 16.4 15.4
Nuclear: Production, processing, ensich-
L1 S 5.0 13.1 11,0 8.5 6.7
Total, all fuels_................_ 173,7 3113 271.4 265.1 215.3
Electric generation, transmission3.______ 200.0 235.0 235.0 235.0 235.0
Water requirements___________________ ) 11 .8 .8 .7
Total energy industries. ........_ 373.7 547.4 507. 2 500.9 451.0

! Based on maximum U.S. requirements, some of which may be spent outside the United States.

2 The last 4 columns do not include capital requirements for coal production for synthetic fuels. These requirements
in billions of 1970 dollars are as follows: High supply—2.0; Intermediate supply—0.8; Continuation of current trends—0.3.

3 Condition 1, capital requirements under all 6 conditions postulated by the electricity task group are as follows:

Cumulative Investment (1971-85) in billions of 1970 dollars
Condition 1 2 3 4 5 6

Powerplant construction_.___..____..__..__ 181 183 186 169 196 163
Transmission (estimated at 30 percent of

condition 1 cumulative powerplant in-

vestment) ___________ . ... 54 54 54 54 54 54

Total ... 235 237 240 223 250 217

4 Not available.
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NEED FOR A GAME PLAN

Mr. GraveL. Achieving near energy self-sufficiency by 1985 will also take
planning. We must bring our technology to bear on the task of researching and
developing alternative energy systems and sources, including gasification and
liquefication of coal as well as solar and geothermal energy, the most plentiful
and promising energy resources we have. We have to develop a game plan to do
these things in an environmentally sensible way.

We must also find new ways to use fuels more efficiently. In the past we have
squandered our energy resources. Our demand for energy now equals one-third
the world’s consumption, and a significant portion is wasted. Our use of energy
has developed without restriction, without planning, and with little or no attention
to efficient consumption The average electric power plant wastes almost one-half
the energy potential of the coal which it consumes. Our automobiles, our appli-
ances, generally consume and waste ludicrously large amounts of energy. Air and
water pollution are often wasted energy resources.

NOTHING VALUABLE CAN BE ‘‘CHEAP”

Our past energy policies—or, more accurately, our past energy decisions—were
designed simply to keep energy cheap, to encourage its consumption, and not to
worry too much about where it was coming from. We regulated the price of
natural gas and made our most valuable source of energy our cheapest fuel. We
failed to realize that the regulation of natural gas prices drove other fossil fuels,
particularly coal, into the ground and diverted capital from energy to other forms
of investment. We foresaw the risk of relying on insecure foreign sources of energy,
but we failed to take appropriate steps to reduce the risk because we wanted
“cheap” foreign oil.

In our haste to protect our environment, we failed to develop and apply the
technology to use fuels efficiently without polluting our air and water. Now, a
1973 Vega has the same gas mileage as a 1966 Cadillac.

We shackled our economy with price controls, creating bottlenecks, short sup-
plies, a gush of exports, all to the detriment of the very consumers we were trving
to protect. .

Our tax policies discourage domestic exploration and drilling vis-a-vis foreign
investment, so the capital we needed at home fled to foreign lands in search of
‘‘cheap” foreign oil. .

We opened up our market to this oil by dismantling our import program and in
1972 imported about 30 percent of our consumption.

Now we find, however, that the oil our companies found abroad is no longer
cheap—the average cost of foreign crude is $6.50 a barrel versus $4.15 for domestic
crude—fareign prices are rising daily; nor is forcign crude available, because the
producing nations have retaliated against us for our support of Israel in the recent
Middle East crisis. .

So, today we face an energy crisis with serious social, economic, and political
ramifications. We are consuming oil at a rate of over 17 million barrels a day. We
are producing at a rate of about 11 million barrels a day, and the rate of our pro-
duction continues to fall behind the rate of our consumption. The remaining 6
million barrels of oil that we require each day must be imported. But a substantial
part of our foreign supply has been curtailed, leaving us with a shortfall of some
3 million barrels a day. If and when foreign imports again become available, we
will find that the cost of foreign oil will be a substantial drain on our balance of
payments—at least 340 billion by 1980—and on our economy unless we adopt
policies that reduce our dependency. Incidentally, that was projected to be the
drain on our balance of payments in 1985. With the changes in prices today, that
has been advanced by 5 years. We will never return to a ‘‘business as usual’”’ basis
in oil again.

If our goal is energy self-sufficiency over the next decade, we must apply our

imagination and intelligence to the task and get started immediately.
_ The first thing we must recognize is that the cost of such an effort will be high—
it will be high in terms of prices to consumers, in terms of changes in the habits of
our‘pcoplc, and in terms of trade-offs with our environmental objectives and other
na.t.lon.al goals. The energy crisis is the direct result of our decisions in the past to
artificially suppress energy prices. To resolve the energy crisis, the American
people must understand that the era of cheap, unlimited energy is over and the
free market, guarded by incentives to plow back increased earnings, must now be
permitted to work its will.

The alternative is a growing energy shortage, reduced output and the risk of
economic recession.
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NO SUBSTITUTE FOR THE MARKET FOR ALLOCATING GOODS AND SERVICES

In large measure, our present energy shortages are the result of our past, ill
advised attempts to intervene in the energy marketplace. We must realize that
there is no substitute for the law of market supply and demand. If we are to have
adequate supplies and more intelligent consumption of energy, prices must be
permitted to rise. These costs will be borne by the American public either as
consumers or taxpayers.

NATURAL GAS REGULATION

The regulation of natural gas offers the best example of the folly of our past
energy decisions. Natural gas is of such critical importance to the homeowner, the
farmer, as well as certain segments of industry that the current natural gas short-
age is in large measure the most critical energy problem facing the Nation. Yet,
this country has been following a policy whose effects appear totally inconsistent
with our energy needs—the Federal Power Commission’s regulation of the price of
natural gas at the welthead. MIT’s Paul MacAvoy and Robert Pindyck and
Harvard’s Steven Breyer concluded in their econometric studies that regulation of
gas wellhead prices has produced the natural gas shortage that we are experiencing
today.

Their study suggests that a phased dercgulation would lead to a substantial
increase in both reserves and production supply and that excess demand would be
significantly reduced in 2 years and totally eliminated by 1979. These results are
shown in table 3. The study projects that the alternative policy of strict controls—
shown in table 5—would result in an increasing gap between production and
consumption.

Mr. President, I ask unanimous consent to have printed in the Record two
tables to which I have just referred.

There being no objection, the tables were ordered to be printed in the Record,

as follows:
TABLE 3.—THE EFFECTS OF PHASED DEREGULATION

Excess
demand over
Field price on production
new contracts Additions Production Production (continenta!
_(cents per o reserves supply demand  United States
million cubic  (trillion cubic  (trillion cubic  (tnillion cubic  trillion cubic
Year feet) feet) feet) feet) feet)
_________________ 26.3 9.8 19.3 23.3 4.1
29.6 12.7 22.1 24.4 2.3
44.1 13.8 25.0 25.4 3
47.7 15.4 26.0 26.4 3
51.3 18.3 21.1 27.4 3
54.9 22.2 28.2 28.5 3
58.4 25.9 29.5 29.7 2
62.0 29.9 31.0 31.0 0
1980, i ciiiaias 65.5 34.6 32.8 32.4 3

Source: Paul W. MacAvoy and Robert S. Pindyck ‘‘Alternative Regulatory Policies for Dealing with the Natural Gas
Shortage'’, Bell Journal of € and Manag Service, vol. 4, No. 2, Autumn 1973, pp. 489 and 491.

TABLE 4.—THE EFFECTS OF STRICT CONTROLS

Excess

demand over

Field price on production
new contracts Additions Production Production (continental
(cents per to reserves supply demand  United States
miltkion cubic  (trillion cubic  (trillion cubic  (trillion cubic triltion cubic
Year feet) feet) feet) feet) feet)
26.3 9.8 19.3 23.3 4.0

29.6 12.7 22.0 24.3 2.3

30.5 13.8 22.8 25.6 2.8

31.3 15.2 23.4 26.9 3.6

32.1 16.8 24.0 28.5 4.5

33.0 18.7 24.7 30.3 5.5

33.8 20.8 25.7 32.2 6.6

34.6 23.2 26.7 34.4 7.7

35.5 26.3 28.0 36.9 8.9

Source: Paul W. MacAvoy and Robert S. Pindyck “‘Alternative Regulatory Policies for Dealing with the Natural Gas
Shortage™ Bell Journat of Economics and Management Service, vol. 4, No. 2. Autumn 1973, pp. 489 and 491.
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Mr. GraveEL. Mr. President, price controls of the past 2 dozen years have been
accompanied by a steady decline in reserves—output is not being fully ‘‘replaced”’
in the supply line by new reserves—coupled with a huge excess in demand at
the regulated prices. The underpricing of domestic natural gas distributors are
direct causes of the recent contracts with Algeria and other foreign nations to
import liquefied gas—LN G—at prices at least triple those on existing domestic
gas contracts. Profs. James Cox and Arthur Wright of the University of Massa-
chusetts earlier this year stated in testimony before the House Ways and Means
Committee:

The principal cause of the unseemly situation (the natural gas shortage) is
wrong-headed price regulation by the Federal Power Commission which has
controlled field contract prices of gas for interstate shipment since about 1955.
The FPC has held field prices so low that gas companies have not found it profitable
to develop and produce gas for interstate shipment from new domestic reserves.
Regulatory agencies at the retail level have transmitted the FPC’s underpricing
to retail markets by basing rates on field prices plus pipeline charges. . . . “‘The
solution to both the present and future shortages advanced by both industry
spokesmen-and others not open to conflict of interest, is to deregulate the field
price of gas. The major argument for deregulating, aside from doing away with
exceedingly cumbersome bureaucratic machinery, is that, on the best available
economic evidence, the field prices of natural gas were set by competitive forces
before the FPC began fixing prices. . . .

That is a conclusion from two University of Massachusetts professors, who
realize that that State as well as the rest of New England and the upper Midwest
will be the hardest hit by the natural gas shortage. The estimated shortage that
we can anticipate by region, if we adopt striet controls advocated by some, is
shown in the following table supplied to the subcommittee by the MIT energy
group.

Mr. President, I ask unanimous consent to have printed in the Record table
5, showing regional shortages from strict controls.

There being no objection, the table was ordered to be printed in the Record,
as follows:

TABLE 5 —REGIONAL SHORTAGES FROM STRICT CONTROLS, EXCESS DEMAND, BY.REGION

[In tnllions of cubic feet]

Year West Northeast Southeast North central South central Total
1.1 13 0.9 3.0 0.1 6.2
1.2 1.6 .9 3.4 .2 7.4
1.4 1.8 1.0 3.9 .4 8.5
1.6 2.1 1.1 4.3 .6 9.7

Mr. GraviL. Mr. President, since natural gas at the wellhead accounts for
only 10 to 15 percent of the cost ot the consumer, the price increases at the well-
head which can be expected from deregulating the price of a commodity in short
supply would increase consumer prices modestly. In 1972, the average annual
gas bill to the residential consumer amounted to $155.73. A recent study by
Foster Associates estimated that with deregulation of gas prices, the cost would
increase in the short term by $8.30 per year using a 55-cent field market-price
assumption and by $10.03 per year at a 65-cent estimate. Over the period to
1980, the increase in residential consumer costs owing to rising field prices would
be 2.8 or 3.4 percent per year at the 55 and 65 cent market price assumptions.
These price assumptions are consistent with the studies of MacAvoy and Pindyck
referred to above.

1 believe if Americans were given the choice of paying $10 or $20 more to heat
their homes they would gladly pay that price rather than run around looking for
hot water bottles, electric heaters, or three pair of heavy underwear.

Unless increased production is made more attractive—by lifting price controls
or by direct subsidy-—the alternative appears to involve running out of sufficient
domestic gas to heat homes and relying on Soviet or Algerian gas which, besides
the risk of interruption, is triple the domestic prices and would still be higher
than domestic prices even after deregulation.

In testifying before our subcommittee, Professors MacAvoy and Pindyck
reached the following consulsion:

The decade of price ceilings imposed by the Federal Power Commission created
1972-73 shortages of natural gas as great as 10 percent of demand.
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The operation of OPEC controls over foreign crude oil, if successful in raising
crude prices to the monopoly level, has the effect of raising the demands for
domestic gas even more. The most effective long term domestic policy response
would be to allow gas prices to increase as well—so as to add to domestic gas
production and to eliminate more elastic demanders from the combined oil-gas
markets. The simulations reported here establish that this can be done at relatively
low domestic gas prices—those on new contracts of 60 to 70 cents per Mcf equiva-
lent at the wellhead to crude oil at $3.60 to $4.20 per barrel.

That is the conclusion of independent experts, without any industry or political
ax to grind. They are MIT professors who have done their homework. Natural gas
is but one example of how price controls have distorted the efficient allocation of
resources. Another example of the importance of prices to energy supply and
demand is the case of gasoline.

During the last 2 years, the real price of gasoline has declined almost 8 percent
according to Paul McCracken, former Chairman of the Council of Economic
Advisors, whose excellent article on rationing against the marketplace, appears
as Appendix A. Is there any wonder why we now face a shortage of gasoline? The
market price for any commodity must reflect the costs of production and dis-
tribution and a reasonable profit expectation.

Recent experience with controls on the price of one product and no controls on
all costs or market substitutes and the subsequent market distortions caused
thereby should be enough evidence to question the wisdom of FPC pricing policies.
As has been widely reported in the press last summer, controls over the price
of chicken but not the cost of feed, led to the drowning of baby chickens. Similarly,
controls over the price of gas but not the cost of producing it, prevents a lot of
natural gas from being found.

DEFINING THE ROLE OF THE PUBLIC AND PRIVATE SECTOR

The ureent task confrontine the Coneress and the exceut 4~

1tran hmoanmah o

2ne genty 1asy ¢oeniren g Wit LONngréss anda vwil CRCCUNVE orancn is o
define the respective roles of the public and private sectors in carrying out a
national energy policy. In the past, government has sought to intervene unreason-
ably in the marketplace, and today we are suffering the consequences. In the
future, we must be certain that government and industry each perform the
roles for which they are best suited. The proper function of government is not
to thwart or supplant free market forces, but to supplement them, to give them
direction, and when necessary and desirable, to extend their reach.

Clearly there are functions, such as long term energy research, which are best
carried out under government sponsorship. Just as clearly, there are functions,
such as energy production, for which the private sector is best suited.

Both the Congress and the Executive need to define more clearly and realistically
the respective tasks confronting our government and our private sector. We must
appreciate the interrelationship which exists among various forms of energy. And,
we must work harder to coordinate and consolidate our many diverse and often
contrary national priorities. Above all, we must develop a comprehensive and
consistent national energy policy, a policy which recognizes the essential role of
energy in our national life and which is directed at making adequate supplies of
safe and clean energy available for our people.

TRADE POLICY AND NEAR ENERGY SELF-SUFFICENCY

Given the economic and political facts of life and the importance of energy to
our national economy and security, a ‘‘frce trade” philosophy in energy is simply
contrary to the goal of achieving near energy self-sufficiency. With over 63 percent
of the proven free world crude oil reserves in the Middle East and much lower
extraction costs in that area of the world, a free trade philosophy in oil will result
in the decimation of the U.S. domestic industry and a reliance on extremely in-
secure sources of supply. Recent experience demonstrates the folly of becoming
dependent on foreign oil. Ever since 1947 the Congress has expressed its concern
over becoming excessively dependent on insecure foreign sources of supply for a
vital raw material such as oil. A history of this concern is described in' Appendix
B, including a magnificently far-sighted speech in 1959 by the chairman of the
Committee on Finance (Mr. Lona).

The embargo by the oil exporting Arab countries in November finally brought
home what so many Members of Congress, including Senators Long, SYMINGTON,
Rosert C. BYrp, and others still in this body, had warned against for so many
years.
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If we want to have a secure source of domestic energy we are going to have
to pay more for our consumption and we are going to have to protect the industry
against excessive imports. It is just that simple.

It should be clear now that foreign sources of petroleum cannot and should
not be relied upon to satisfy any significant portion of U.S. energy needs. We
should have listened to the warnings that were raised all during the fifties and
sixties.

Instead of heeding this advice we went in the opposite direction. We began to
view the oil industry as a bunch of robber barons out to take the American public
for a ride. So we proceeded to dismantle the oil import program, cut the depletion
allowance, place price controls, bring antitrust suits, stop offshore drilling and
a whole host of other measures to cripple industry efforts to bring on domestic
sources of supply. The 1969 Tax Reform Act alone cut the capitalization of the oil
industry by $500 million, which is paid by the consumer today. As a result, two
things happened: we drove many of the independents out of business and en-
couraged the majors to invest abroad and in real estate and other ventures
totally unrelated to oil. As a result, oil companies are today becoming conglom-
orates—the ‘“oil business” is almost a dirty word in American politics. Now the
talk is to set up a Government-owned oil company to do the job that privately
owned companies allegedly cannot do. Well, if anybody has any faith that the
bureaucrats in Washington can run an oil business, he is, at best, naive.

SUMMARY OF THE BILL

The bill ¥ am introducing today would give us such a national energy policy and
commit us on the road to cnergy independence. At the center of the ‘‘Energy
Revenue and Development Aect of 1973,” is a proposal to create an energy trust
fund financed with the revenues of a tax on all fossil fuels produced or imported
into the United States. This fund would raise $50 billion over a 10-year period.
Initially, a tax of 4.1 cents per million Btu would be levied at the source of pro-
duction or importation. Thereafter, the tax would increase gradually until a
maximum rate of 6.5 cents per million Btu is reached in 1978. From 1978 until
1985 the tax would be decreased gradually per year until a tax rate of 2.8 cents
per million Btu is reached. To give some idea of what this would mean in terms
of a barrel of oil or a ton of coal or a trillion cubic feet of gas, Dr. Warren Don-
nelly of the Library of Congress, who gave us invaluable assistance in comput-
ing the tax schedule, estimated that at 5 cents per million Btu—which is 4 cent
higher than the average rate of tax in the bill—the increase in a crude barrel
of 0il would be 29 cents, a short ton of coal, $1.20, and a thousand cubic feet
of natural gas, 5 cents.

The estimated revenues from the tax are shown below:

Mr. President, I ask unanimous consent to have printed in the Record table
6 showing estimated income from energy tax, 1974 to 1985.

There being no objection, the table was ordered to be printed in the Record,

as follows:
TABLE 6.—ESTIMATED INCOME FROM ENERGY TAX, 1974-85

Estimated

national Proposed
energy input! tax rate
quadrillion (cents per
British million

thermal Birtish Tax income

Year units (101)  thermal units) (billion)

77.7 4.1 $3.2

80.3 4.5 3.6

83.4 5.2 4.3

86.0 59 5.1

89.0 6.5 58

92.0 5.9 5.4

96.0 5.2 5.0

97.8 4.5 4.4

100.6 41 4.1

103.5 3.4 3.5

107.2 2.8 3.1

116.6 2.2 2.5

50.0

1 Waiter G. Dupree and James A. West. United States Energy Through the Year 2000. Department of the Interior, 1972,
p. 7, for the years 1975, 1980, 1985. Other yearly values by graphical extrapolation.
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Mr. GraveL. Mr. President, the revenues from this energy tax would be placed
in an energy trust fund administered by a Federal Energy Administration. As with
other Federal trust funds, the Secretary of the Treasury would serve as trustee
and would be empowered to invest the fund receipts in U.S. Government securi-
ties.

The Federal Energy Administration (FEA) would oversea the formulation of a
national energy policy and undertake a national program of energy development.
Energy functions currently carried on by the Department of Interior, Transpor-
tation, Commerce, and other agencies would be transferred to the FEA. The
Federal Energy Administration would plan for the intelligent and environmentally
sound development of U.S. fossil fuel resources and the bringing on stream for
commercial uses the unconventional forms of energy—solar, geothermal, tidal,
nuclear, fusion, et cetera. The agency could provide loan guarantees to the private
sector to develop such resources as shale oil, coal gasification and liquefaction.

In order to bring about energy production and development in the most effective
way possible, the FEA would be authorized to enter into contracts with private
persons for research and development and the exploration and drilling of public
lands. These contracts would include provisions for loan guarantees, where ap-
propriate, purchase agreements for energy resources discovered or produced. These
contracts would also contain provisions imposing an excess profits tax to recapture
corporate profits exceeding 20 percent, when they are not plowed back into the
business.

Another feature of my bill, which I believe merits careful considerations, is a
provision which creates an independent Commission of Energy Technology As-
sessment (CETA).

This office, which would be composed of 21 eminent scientists, engineers, and
economists would establish standards and goals for the research and development
being conducted under the sponsorship of the Federal Energy Administration. The
CETA would also prepare cost/benefit analyses, evaluate alternative forms of
energy, and project our energy needs in the future and how these needs can most
effectively be met. It would critically evaluate all the publicly financed research
and development efforts and be a kind of watch dog to protect the taxpayers’
money from being wasted on ill-conceived projects. It would enter into contracts
with private nonprofit institutions—educational institutions and research cen-
ters—to perform advcersary studies on publicly financed programs and on the
efforts of the private sector.

The Energy Revenue and Development Act of 1973 would also phase cut,
over a period of one year, price controls on crude oil and petroleum products,
price ceilings on new natural gas, and on existing gas as the contracts come due.

Elimination of price controls would be coupled with an cxcess profits tax to
insure there is no rip off by the producers or by anyone contracting with the
Federal Energy Administration, and that the moneys are put back into the
search for new energy resources.

FOUR BASIC OPTIONS

There are basically four basic approaches to resolve the energy shortage and
they are not necessarily mutually exclusive.

THE INCENTIVE OPTION

Ont} option is to provide tax or other incentives to produce and deliver energy
supplies. Tax incentives tend to decrease price and stimulate supply (and, because
of the lower prices, also demand).

CONSERVATION TAXES

Another option is to tax production or consumption. This option could dampen
demand by increasing price. Its effect on supply depends on whether the moneys
collected are invested in the search for new energy sources.

RATIONING

A third option is to adopt rationing. This would force a decrease in demand,
but does not increase supply. It could lead to a ‘‘black market” or a ‘“‘white
market” for the ration tickets depending on how it is managed. I think the
preference of all of us in this body would be a white market, if we had to go to
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the rationing route for a period of time. But again rationing does nothing to
increase supply which is what we need to do to become energy independent.

FREE MARKET

A final option is to let the market itself allocate scarce resources. In the short
run this will increase price and reduce demand. With increased prices, there will
be an incentive by the producers to invest in new supply. As this happens prices
will settle out at an equilibrium level. This is by far the best long-term option.
It is based on the economic theories that have worked in the capitalistic system
for centuries.

Ultimately, in a shortage situation prices will increase under any system. But
if we let the market work we will encourage the enormous volume.

Unlike Europe and Japan, the United States has relatively great amounts of
energy resources which have not been developed to anywhere near their potential.
If these resources are to be developed, it will be necessary to allow market forces
to operate so that the relative prices of the competing fuel sources will be high
enough to permit the economically feasible development of such sources. Given
this current scarcity, it is reasonably clear that market forces will bring about
sufficient price increases to promote the development of these additional methods
for supplying energy, such as crude oil, coal, liquefaction, gasification, oil shale,
and so forth. It is also reasonably clear that the prospective price increases would
be sufficient to begin to encourage the great amount of capital which will have
to be invested in the industry in order to discover, develop, and produce the
required fuels.

According to several experts I have talked to, a price of $7 per barrel for crude
oil would be adequate to enable the industry to develop sufficient alternative
sources of fuel to meet much of the Nation’s needs. In terms of gasoline for in-
stance, this $7 price would translate into a price increase of approximately 10
cents per gallon at the pump. This is a reasonable price increase, and the consumer
would most likely be willing to pay such prices in order to be able to have the
fuel that he needs.

On the other hand, the industry will not be willing to spend the billions of
dollars which would be required to develop these new methods for providing
energy unless it can be sure that the price will remain at levels high enough for
the long period of time required to develop these new methods.

Given this need to maintain appropriate domestic prices, I have proposed
in my bill the creation of a variable levy system. The levies would be essentially
the difference between prevailing domestic prices and the price of imported
petroleum. At present, with foreign crude oil selling at higher than domestic prices
there would be no levy. However, with a “lifting price’’ or extracting cost as low
as 13 cents per barrel for Saudi Arabian sweet crude, there is always the possibility
that Saudi Arabia and other Arab countries could set prices well below prevailing
domestic prices so as to insure that the United States would never be able to
develop major new supplies of energy resources. The variable levy system itself
would be structured somewhat along the lines of the system utilized by the Euro-
pean Community in its common agricultural policy (CAP).

The second trade measure in my bill would establish a quota of 5 percent on
imports from nations that embargo their shipments to the United States. These
Arab nations have demonstrated convincingly that we cannot depend on them.
The import licenses for their oil would be auctioned off to the highest bidder.
This would bring in additional revenues to the Federal Government and avoid
the bureaucratic machinery and favoritism that characterized the oil import
program.

TAX INCENTIVES FOR DOMESTIC DRILLING

The subcommittee took testimony from a number of experts on the energy
situation and it became apparent that providing foreign depletion allowances and
intangible drilling expenses in countries which embargo shipments of oil to the
United States makes little sense. It also may not make much sense to provide a
foreign tax credit in those instances.

Senators RiBicoFr and MonNpaLE have introduced legislation which would
effectively end these tax incentives for income and expenses in those countries
which embargo oil shipments to the United States. These proposals should be
seriously considered.

My own proposal would end the foreign depletion allowance prospectively,
as well as intangible drilling expensing on foreign production. That seems to be
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equitable to existing investments and also tells our corporations: “Look, we
need your capital back home to invest in our own massive energy resources.” My
proposal does not affect the foreign tax credit, which is a very complex area, and
there are good arguments for avoiding double taxation by retaining the credit.

In addition, I believe that for the foreseeable future we will have Lo adopt some
kind of additional fiscal incentive to encourage domestic drilling and exploration
in the United States. Accordingly, I have in my bill a 14-percent investment tax
credit for the costs of new drilling, new refinery capacity, and the costs in transport-
ing, storing, and distributing all sources of fossil fuel energy—coal, gas, and oil.

The PresipiNg OFricEr. The time of the Senator from Montana has expired.

Mr. GriFrin. Mr. President, I ask unanimous consent that I may be permitted
to yield 5 minutes of my time to the Senator from Alaska.

The PresipiNg Orricer. Without objection, it is so ordered.

Mr. GravEL. In the long run, I believe the free market is the best incentive for
encouraging investment. However, in the short run, we may need to adopt a tax
credit for domestic investment in our own resources. This will tend to keep
prices lower than they would otherwise go and also attract capital into these
ventures.

INFRASTRUCTURE SHORTAGE—STEEL PIPE, DRILLING EQUIPMENT, RIGS, ET CETERA

It also became apparent during our hearings that there is a serious shortage of
equipment needed to explore for new domestic sources of oil and gas. I am referring
to such materials as steel pipe, rigging equipment, casting, drills, and the like. This
shortage is to a large extent the result of Government price controls and import
restraints on these products. Accordingly, my bill would direct the President to
remove price contfrols on these products and any others in short supply that are
needed in the exploration, extraction, and transportation of petroleum and petro-
leum products and natural gas. It would also direct the President to inform those
foreign nations that are restraining their exports of these produets to the United
States to remove these voluntary export restraints.

U.S. NEGOTIATOR AND A CONSUMERS UNION

There arc several other aspects of the energy problem that must be considered.
The producer countries have a very formidable cartel—OPEC—which in a sellers
market is driving petroleum prices out of sight. To counter this producers union,
two things are necessary.

First, we must appoint g high level Government official to negotiate on price,
instead of having the producing nations pick off one private company after another
and use salami tactics to drive the prices through the roof. Thus, my bill would
direct the Energy Administrator to be the negotiating arm of the United States in
dealing with the producing nations.

Second, one consuming nation, just like one private company, cannot be in a
strong bargaining position if the other consuming nations capitulate to the pro-
ducers cartel demands. Thus we need a ‘‘consumers union” of importing countries
which will bargain collectively with the producing nations. I understand that be-
cause of the relative difference in dependencies, other consuming nations are not
very interested in this approach. As an incentive to them, I would suggest that we
deny any consuming nation most-favored-nation treatment in our market unless
they join us in the consumers union. That is strong medicine, but this is such a
serious problem, the medicine is needed.

I hope this suggestion will not be misinterpreted within the Arab community.
It is a constructive suggestion. They are pursuing their policies and goals for their
own best self-interest. Certainly they are entitled to do that; but as occurs many
times in the actions of nations, things can get out of hand. They have an organiza-
tion, which is not a monolith, but certainly permits them to act in some degree of
unison. They think this is in their interest.

1 think it would be in our best interest to act similarly, in unison as consuming
nations. Collectively it would be in the best interests of all nations, the producing
and the consuming nations, to have a consumers’ union. Then we would have a
vehicle to clear disagreements and to negotiate on an even basis. Such a vehicle
would assure a reasonableness which might not otherwlse be present; the alterna-
tive would be a recourse to violence.

So I would hope this suggestion would be looked upon as & constructive proposal
to handle problems that will inevitably occur in the future.

In conclusion, Mr. President, 1 wish to emphasize to my colleagues that the
Energy, Revenue, and Development Act of 1973 offers a comprehensive approach
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to this country’s energy problems by increasing our supply of safe, clean energy.
It is designed to help bring about near energy self-sufficiency by 1985. It would
lead us to national energy policy and program and commit our country to the
task of developing our indigenous fossil fuel resources as well as alternative sources
and systems of energy including coal gasification and liquefaction, solar, geo-
thermal, and others. It is the intention of the Subcommittee on Energy to hold
hearings on this bill shortly in the week of January 14. I invite all interested parties
to submit comments for the record of those hearings. I urge my colleagues to give
this bill their careful attention, and I certainly welcome their support.

Mr. President, I ask unanimous consent that appendixes be included in the
REecorp along with my remarks. I also ask unanimous concent that speeches
made in prior years, which I have here from prior Congressional Records, also
be inserted in the Record. I think these statements demonstrate, from the his-
torical point of view, that an awareness of the problem did exist in the Congress.
A proper definition of the problem did exist at an earlier time, but, for some
reason, we did not heed the warnings of those in this body concerned with becoming
overly dependent on foreign supplies for a vital raw material.

I hope we will have the wisdom and good sense to realize these errors and
chart a course that will be in the best interests of this Nation and, I think very
sincerely, in the best interests of all human beings on this planet.

The PresiDING OFFIcER. Without objection, the sereval requests are agreed to.

The material ordered to be printed in the Record is as follows:

APPENDIX A
COUPON BOOK ECONOMICS
(By Paul W. McCracken)

During the weeks immediately ahead decisions will be made about energy that
will in quite fundamental ways shape not only our economy but also the future
course of American life. And there is an uncomfortable high probability that we
shall set ourselves on a course of action that will be difficult to reverse and bitterly
regretted.

That we confront a difficult energy problem is clear enough. We are consuming
oil at the rate of just over 17 million barrels per day. Domestic production is
about 11 million and not rising. Directly and indirectly roughly one-third of the
six million that must be imported has been coming from the embargo area. The
annual growth in demand could be expected to add roughly another million barrels
per day to our requirements, and this also would in the normal course of things
have come from the Persian Gulf because that is where the oil is.

This confronts us with a tough problem, one whose gravity is not to be mini-
mized. Looking toward the year ahead we have a shortfall in probable petroleum
supply of 159, to 209, relative to normal demand, and oil and gas in turn supply
roughly half of our energy requirements. When we remember that a spot shortage
at one point can have domino effects in other directions, the large potential that
this shortage has for disorganizing our economic life becomes apparent. But for a
nail . . . some kingdoms can be lost.

What should our energy programs do for us? What are the guidelines for
determining what we should do and should not do? Precisely because the problem
is so urgent we need to take time enough to perceive the longer run consequences
of our short run actions. We have this problem of energy today in part because
we did not take time a few years ago to think through the longer range results of
some immediate actions. In a seizure of evangelical fervor, for example, we
charged mindlessly ahead on some environmental standards that were clearly
building up requirements for oil and gas which could not be met even before the
Mideast war. The result of this theologization of environmental programs, which
tended to treat questions about consequences almost with contempt or as sin, is
that as these painful consequences now become more apparent the perfectly good
cause of having regard for our environment is threatened with being discredited.
If so it will have hard going to recover support from a public understandably sus-
picious because of having been burned once.

There will in this urgent energy problem again be a tendency to act as if the
problem is so urgent that we must mount our steed and ride instantly off at top
speed without even taking time to make sure that we are headed in the right
direction.
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SOME SOCIAL VALUES

Efforts at voluntary conservation are, of course, commendable. There are even
social values to be derived at these joint efforts for the common good, And thete
can be no doubt that habits about energy use, reflecting quite rational responses
to cheap energy prices (and not, as some comments seem to suggest, a new variant
of original sin), have led to some uses that can readily be curtailed. Indeed, it is
possible that something approaching half of our shortfall could be taken up by
such careful using of energy more sparingly.

Rationing commends itself to many as the way to handle the remainder of the
job. It seems fair because ‘‘everybody would be treated alike.”

If we do go into rationing, certain predictions can confidently be made. One is
that what starts out as “‘treating everybody alike” will be a program that each
citizen is sure is discriminating against him. For one thing there is infinite varia-
tion in people’s situations. Giving everybody X gallons per week, or even every-
body in Z category X gallons, will be just fine for the inactive family whose car
spends most of its time getting dusty in the garage; and it might be lethal for the
active family using the car for all manner of things. There is a way to use this
enormous variation in individual situations, but more of that later.

The result is that a rationing program in practice would waste gasoline and oil
because simplistic and across-the-board rules, inevitable in such a broadside
program, would put substantial amounts of these scarce products into the hands of
those for whom the need would be of secondary urgency.

A more unfortunate aspect of rationing would be its adverse effect on public
morality. If there is one lesson to be drawn from experience with these programs
it is that black markets would flourish. Thus those with “flexible”’ standards of
morality, or who have political pull, or who can work some other angle will do
relatively well, while the ordinary decent citizen will wind up with the dry gasoline
or oil tank. Economies that are managed by license and edict and coupon books
are aiso economies with pervasive corruption and graft. This is no accident. Those
possessing the authority to grant favorable decisions possess something of great
value, and there will be growing numbers who are willing to pay the price. All they
will need to do is look around them to conclude that almost ‘“‘everybody does it.”

The major weakness of the rationing approach is that it slows down the process
of curing the problem. Businesses inevitably will be reluctant to commit capital
for products that are to be sold in a rationed market. It is one thing to bet one's
ability to match wits with market forces and quite another to bet against the
vagaries of government decisionmaking.

Rationing, which starts out as a holding action during a shortage, will in-
calculably prolong the shortage.

Another approach for dealing with the shortage is the imposition of a stiff tax on
gasoline and fuel oil. This would be vastly superior to rationing. It encourages
every user to examine his own unique and peculiar combination of circumstances
for ways to use scarce, high-priced products more sparingly. There is the usual
skepticism about whether a higher price would have much effect, but the limited
factual evidence available suggests that with something like a 20-cent-per-gallon
tax on gasoline the shrinkage in use would being demand into balance with limited
supplies even with the absence of Mideast oil. And this would ‘“‘treat everybody
alike’ in the meaningful sense that the intensity of pain for the last gallon given up
in each case would be more nearly equal for all people than with rationing. It
would use these scarce resources more efficiently.

This tax approach has two drawbacks. One is that an increase in price would
hit lower income groups harder than those with high incomes. This is less certain
than seemingly obvious. A lower income family (e.g., a retired couple) may find
it easy to avoid the problem by curtailing use while a family with a larger income
and less ability to cut usage will feel the bite. Moreover, there are far more ef-
fective ways djrectly to take care of society’s quite legitimate concern about in-
come distribution than to paralyze the pricing system. In this specific case, for ex-
ample, we could have a rising deduction from income taxes going down the in-
come scale with the credit payable in cash if it exceeded the income tax liability.
The better approach, of course, would be to have a full-scale income maintenance
program.

The more serious though less obvious drawback of the tax approach is that it
does nothing to cure the fundamental need for enlarging our supply capability.
It uses the pricing system to ferret out usages of secondary importance, but it
does not use the pricing system to make a commitment of capital into energy pro-
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duction more profitable. Thus it would be a policy to allocate scarcity but not to
eliminate it.

This leads to the third approach. Ever since the pricing system was invented,
there has been a way to handle the shortage while fundamental forces are being
set to work to correct it. What Americans most need now is enough clear-headed-
ness at both ends of Pennsylvania Avenue so that higher prices for energy can
start to get us more oil and gas. This will mean higher profits for the energy
companies, but the U.S Treasury will be a majority participant in the increased
profits.

Here we so need to keep some specific facts in perspective. During the last decade
the real price of gasoline excluding taxes (i.e., this price adjusted to allow for
changes in the value of the dollar generally) declined 8%, and during the last two
years the real price of gasoline has declined almost 8%,. A change in the ever more
bargain basement character of these prices was about due in any case.

Of the three ways to regain balances between demand and more limited supplies,
an outright higher price would be most effective, and rationing at the outset
would be most attractive (and, in the end, most disappointing). We have, there-
fore, a good chance that within the next few months rationing of gasoline and
fuel oil will be adopted. Is there anything that can be done to minimize its per-
verse effects? Not much. Rationing, particularly peacetime rationing, almost
inherently works badly and encourages black-marketeering, corruption, and waste.

AVOIDING A BLACK MARKET

One modification of the rationing system would, however, be helpful if the
political process insists on going down that road. That would be to allow gasoline
coupons to be freely bought and sold. In this way gasoline would be utilized for
the most urgently felt needs. There would more nearly be equal sacrifice “at
the margin.”” There would be no black market. And demand for gasoline would
still be held in the aggregate to supplies available if the right total amount of
coupons had been issued.

After this system operated for a while, we would begin to perceive that what
we had was a free market for gasoline plus a slightly disguised income redistribu-
tion program. It might then occur to us that we should have a straightforward
income distribution program plus the straightforward superiority of the price
system in free and open markets to handle the economy’s allocations function.

If we could be sure of that result, a bout with rationing would almost be
tempting.

ArreNDIX B

History orF ConagressioNaL CoNCERN OvVER EFrFEcT oF OiL IMPORTS ON
NATIONAL SECURITY

The Congress has long recognized the need for preserving a healthy petroleum
industry in the United States. On January 31, 1947, the Special Committee
Investigating Petroleumn Reserves, set up by the Senate, concluded as follows:

“In the final analysis the reserves within our own borders are more likely than
not to constitute the citadel of our defense.

“It follows that nothing should be done to weaken the productive capacity of
domestic reserves, and that every possible step should be taken to increase these
reserves and continuously to develop them to such a degree as would occasion no
regret in the event of war.” The Committee’s report went on to say: “This Nation
now faces two alternatives:

“Either—

“1. To await with hope the discovery of sufficient petroleum within our boundar-
ies that the military requirements of the future will oceasion no concern, and in the
meantime to depend upon foreign oil and trust that war will not cut off our
im}‘)orts;

“2. To take steps to guarantee a domestic petroleum supply adequate for all
eventualities by means of:

‘‘(a) Incentives to promote the search for new deposits of petroleum within the
boundaries of the United States and in the continental shelf; and

‘“(b) The continuation of the present program looking to the manufacture of
synthetic liquid fuels to supplement our domestic crude supply.

‘’All the facts before us impel the choice of the second alternative.”’

That was back in 1947. Congress continued to be concerned with the effect of
imports of foreign oil on the national security during the 1950’s.
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In 1954, the Congress again expressed its concern over the effect of lowering

import barriers on the industry.

ection 2 of the Trade Agreements Extension Act of 1954 provided that no
action was to be taken “‘to decrease the duty on any article” if the President found
that such reduction ‘‘would threaten domestic production needed for projected
national defense requirements.” This amendment was added on the Senate floor
after the one-page 1954 Trade Extension Act had passed the House and had been
approved by the Senate Finance Committee without amendment.

The section 2 amendment was proposed by Senator Symington and passed the
Senate the following day. In the Congressional Record, the Senator briefly
expressed his reasons for offering the amendment:

“I plan to offer an amendment, which in effect would require testing tariff
decreases against defense requirements.

“I believe it should be mandatory for the administration to make certain that
no tariff should be reduced, whenever such reduction would threaten continued
domestic production necessary to meet our projected defenserequirements.

*“I refer to articles identifiable as necessary for national defense.”

In 1955, the Congress adopted the Senate Finance Committee’s national se-
curity amendment to the Trade Agreement Extension Act, which read as follows:

“In order to further the policy and purpose of this section, whenever the Di-
rector of the Office of Defense Mobilization has reason to believe that any article
is being imported into the United States in such quantities as to threaten to
impair the national security he shall so advise the President and if the President
agrees that there is reason for such belief, the President shall cause an immediate
investigation to be made to determine the facts. If, on the basis of such investiga-
tion and the report to him of the findings and recommendations made in connec-
tion therewith, the President finds that the article is being imported into the
United States in such quantities as to threaten to impair the national security,
he shall take such action as he deems necessary to adjust the imports of such

H 1 r311 t thraatnn o isnnain tha motinnal canrimides )
articles to a lovel that will not threaten to impair the national security.

On April 23, 1957, upon review of the oil import situation and projected in-
creases in oil imports, the Director of the Office of Defense Mobilization “advised
the President pursuant to section 7 of the Trade Agreements Extension Act of
1955, that he had reason to believe that crude oil is being imported into the
United States in such quantities as to threaten to impair the national security.”

On July 29, 1957, President Eisenhower approved a Special Cabinet Com-
mittee’s report establishing what became known as the “Voluntary Oil Import
Program’’.

MANDATORY OIL IMPORT PROGRAM—1959

This voluntary program continued in operation until March 10, 1959, at which
time the President established the mandatory oil import program. In contrast
to the voluntary program which covered only erude oil imports, the mandatory
oil import program covered imports of crude oil and its products and derivatives.

The Mandatory Program was established after the Director of the Office of
Civil and Defense Mobilization, in his memorandum for the President quoted
the Secretary of Commerce as follows:

““It is my considered opinion that the present rate of imports of crude oil and
its derivatives and products is a major contributing factor in the decline in drilling
operations both for exploration and development in the search for new oil re-
serves . . . Continuation of this trend will inevitably result in lowering of our
available reserves.”

The Mandatory Oil Import Program (MOIP) is an example of a trade-related
program which was conceived to achieve one purpose—to protect a domestic
industry deemed vital to the national defense—but whose implementation was
fraught with special favors and exemptions. In some respects changed economic
circumstances dictated the constant evolution of the program. But in other
respects the program bordered on scandalous and silly exemptions.
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Critics began to attack the program with increasing force in the late 1960’s,
feeling that the solution to the United States oil problem was simply to adandon
import controls. They, like most other Americans, failed to perceive that once
this nation became dependent on foreign sources for a vital raw material it would
be a sellers’ market and the imported oil would no longer be cheap.

As the program was unraveled and finally abandoned, U.S. imports shot up
dramatically, both in volume and value. With a seller’s market prices more than
doubled, the volume of imports rose by more than 50 percent between 1971 and
1973, while the value increased by more than 100 percent.

AprPENDIX C
EXPLORATION (GEOPHYSICAL CREW ACTIVITY, ACREAGE UNDER LEASE, WILDCAT WELLS DRILLED)

Crew Total acres Wildcat wells
months  leased Jan. 1

Year worked  (thousands) Total Dry Percent dry
8,675 NA 1953 13,113 10,633 79.9
7,969 315, 568 13,100 10, 389 79.3
8,240 NA 14,942 11,832 79.2
7,857 383, 863 16, 207 13,118 80.9
7,242 NA 14,714 11,904 80.9
5,731 371, 146 13,199 10,632 80.6
5, 696 382, 607 13,191 10,577 80.2
5,207 424,251 11,704 9,515 81.3
5, 024 416, 871 10,992 9,022 82.1
4,231 408, 870 10,797 8,815 81.6
4,174 387, 457 10, 664 8,686 81.5
4, 406 372, 408 10, 747 8,951 83.3
4,471 375, 306 9, 466 8, 050 84.6
3,835 350, 895 10, 313 8,705 84.4
3,496 333,858 8,878 7,361 82.9
3,390 325, 106 8, 806 7,439 84.5
3,259 332, 005 9,701 8,001 82.5
2,521 343,213 7,693 6,422 83.5
2,760 332, 647 6,922 5,834 84.3
NA 350,725 7,539 6,254 83.0

DRILLING (ROTARY RIGS ACTIVE AND TOTAL WELL COMPLETIONS)

Total well completions

Rigs -

Year active 11} Gas Dry Service Total
2,613 25,762 3,806 18,449 1,262 49,279
2,509 29,7713 3,977 19,168 1,012 53,930
2,687 1,567 , 613 20,742 760 56, 682
2,619 30,730 4,543 21,838 1,049 58, 160
2,429 8, 612 4,626 20,983 1,409 55,024
1,923 24,578 4,803 19,043 1,615 50, 039
2,074 25,800 5,029 19,265 1,670 51,764
1,746 21,186 5,258 17,574 2,733 46,751
1,763 21,101 5,664 17,106 3,091 46, 962
1,637 21,249 5,848 16,682 2,400 46,179
1,501 20,288 4,751 16, 347 2,267 43,653
1,502 20,620 4,855 17,488 2,273 45,236
1,388 18,761 4,724 16,025 1,922 41,432
1,270 16, 780 4,377 15,227 1,497 37,881
1,134 15,329 3,659 13,246 1,584 33,818
1,170 14,331 3,456 12,812 2,315 32,914
1,195 14, 368 4,083 13,736 1, 866 34,053
1,038 13,020 3,840 11,260 1,347 , 46

975 11, 858 3,830 10,163 1,449 27,330
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DISCOVERIES (NEW RESERVES ADDED)

e Natural
Liquid hydrocarbons Crude gals per
(mitlion barrels) Natural ail per new gas
gas new oil well
Crude Gas _Total (trillion well (million
Year oil liquids ligumds  cubic feet) (barrels)  cubic feet)
3,29 744 4,040 20.9 127,940 5, 480
2,873 107 2,980 9.6 96, 496 2,423
2,871 515 3,386 22.0 90, 949 6, 085
2,974 810 3,784 24.8 96,778 5,470
2,425 137 2,562 20.2 84,755 4,364
2,608 858 3, 466 19.0 106, 111 3,946
3,667 703 4,370 20.8 142,131 4,132
2,365 725 3,090 14.2 111, 630 2,696
2,658 685 3,353 17.3 125, 965 3,059
2,181 733 2,914 19.6 102, 640 3,359
2,174 878 3,082 18.4 107, 156 3,877
2,665 609 3,274 20.4 129,243 4,212
3,048 832 3,880 21.5 162, 464 4,545
2,964 894 3,858 20.4 176,638 4,650
2,962 930 3,892 22.0 193,228 6,000
2, 455 686 3,141 13.8 171, 306 ,
2,120 281 2,401 8.5 147, 550 2,082
3,089 308 3,397 11.6 237,250 3,021
2,318 7 2,665 10.1 195, 480 2,637
1,558 238 1,796 9.8 137,803 1,987

1 Excludes 9,600,000,000 barrels of curde oil and 26 trillion cubic feet of natural gas added for Alaskan North Slope.

PROVED RESERVES (LIQUID HYDROCARBONS AND NATURAL GAS)

Liquid hydrocarbons Natural
(million barrels) gas Reserve/production ratio
(trillion —

Crude Gas Total cubic Crude Total Natural
Dec. 31 oil liquids liquids feet) ol liquid gas
28,945 5,438 34,383 210.3 12.5 13.2 22.9
29, 561 5,244 34, 805 210.6 13.1 13.6 22.5
30,012 5,439 35,451 222.5 12.4 12.8 22.1
30, 435 5,902 36, 337 236.5 11.9 12.5 21.8
30, 300 5,687 35,987 245.2 11.8 12.4 21.4
30, 536 6, 204 36, 740 252.8 12.9 13,5 22.1
31,719 6, 522 38,241 261.2 12.8 13.3 21.1
31,613 6, 816 38,429 262.3 12.8 13.2 20.1
1,786 7,043 38,835 266.3 12.6 13.0 19.9
31,389 7,312 38,701 272.3 12.3 12.8 20.0
30,970 7,674 38,644 276.2 11.9 12.4 19.0
30,991 7,747 38,738 281.3 11.7 12.2 18.3
31,352 8,024 39,376 286.5 11.7 12,1 17.6
31,452 8,329 39,781 289.3 11.0 11.5 16.5
31,377 8,614 39,991 292.9 10.3 10.9 15.9
30,707 8,598 39, 305 287.4 9.8 10.3 14.8
29,632 8 143 37, 275.1 9.3 9.6 13.3
29,401 7,703 37,104 264.7 8.8 9.1 12.1
, A 7,304 35,767 252.8 8.7 8.9 11.5
26,739 6,787 33,536 240.1 8.1 8.3 10.7

t Excludes 9,600,000,000 barrels of crude oil and 26 trillion cubic feet of natural gas added for Alaskan North Slope.
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PRODUCTIVE CAPACITY (CRUDE OIL AND NATURAL GAS LIQUIDS)

[In thousands of barrels daily]

Productive capacity Crude o1l capacity

Dec. 31 Crude ail Gas liguids Total Yearly change Spare  Percent spare
7,926 744 8,670 _.___________ 1,583 20.0
8,442 778 9,220 -4-516 1,635 19.4
8,929 825 9,754 +487 178 19.9
X 850 10, 100 +321 2,080 22.5
9,493 880 10,373 +-243 2,783 29.3
9, 656 930 10, 586 +163 2,603 21.0
9,708 967 10, 675 +52 2,673 21.5
9,892 1, 041 10,933 +184 2,709 27.4
10, 081 1,049 11,130 +189 2,749 21.3
10, 169 1,080 11, 259 +-88 2,627 25.8
10, 286 1,177 11,463 +117 2,672 26.0
10, 534 1,222 11,756 +-248 , 25.9
10, 743 1,281 12,024 +209 2,048 22.8
11, 050 1, 405 12, 455 +307 2,240 20.3
11,218 1,488 12,706 +168 2,122 18.9
11,137 1,586 12,723 —81 1,899 12.1
11,013 1,676 12,689 —124 1,376 12.5
10,794 1,760 12, 554 —219 1,331 12.3
10, 246 1,789 12,035 —519 692 6.8

OIL SUPPLY (DOMESTIC PRODUCTION AND TOTAL IMPORTS)
{En thousands of barrels daily]

Domestic production Imports
Percent of
Year Crude oil  Gas liquids Total Tota! supply Total
6, 458 655 7,113 1,034 12.7 8,147
6,343 692 7,035 1,052 13.0 8,087
6, 807 172 7.579 1,248 14.1 8, 827
7,151 801 7,952 1,436 15,2 9,388
7,170 809 1,979 1,574 16.4 9,553
6,710 808 7,518 1,700 18.3 9,218
7,053 880 7,933 1,780 18.2 9,713
7,035 930 , 965 1,815 18.3 9,780
7,183 991 8,174 1,917 18.7 10,091
7,332 1,021 8,353 2,082 19.6 10, 435
7,542 1,098 8,640 2,123 19.4 10,763
7,614 1,155 8,769 2,258 20.1 11,027
7,804 1,210 9,014 2,468 21.1 11, 482
8,295 1,288 9,579 2,573 20.8 12,152
8,810 1,410 10,220 2,537 19.4 12,757
9,096 1,503 10,599 2, 20.6 13,439
9,238 1,589 10, 827 3,166 22.1 13,993
9,637 1,660 11,297 3,419 22,7 14,716
9,463 1,692 11,155 3,926 26.0 15,081
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TOTAL IMPORTS

{in thousands of barrels daily]

Percent
i of total
Crude Light Sub- Residual Total domestic
Year oil products total fuel imports  production
648 26 674 360 1,034 14.5
656 42 698 354 1,052 15.0
782 49 831 417 1,248 16.5
934 57 991 445 1,436 18.1
1,023 76 1,099 475 1,574 19.7
248 1,201 499 1,700 22.6
966 204 1,170 610 1,780 22.3
1,015 163 1,178 637 1,815 22.8
1,045 206 1,251 666 1,917 23.5
1,126 232 1,358 724 2,082 24.9
1,131 245 1,376 747 2,123 24.6
1,198 252 1,450 808 2,258 25.7
1,238 286 1,524 944 2,468 27. 4
1,225 316 1, 541 1,032 2,573 26.9
1,128 324 1, 452 1,085 2,537 24.8
1,290 430 1,720 1,120 2,840 26.8
, 40 492 1,901 1,265 3,166 29.2
1,324 567 1,891 1,528 , 41 30.3
1,681 662 2,343 1,583 3,926 35,2
2,216 783 2,999 1,742 4,741 42.4

TOTAL IMPORTS (BY COUNTRY OF ORIGIN)

{in thousands of barrels daily|
Western Hemisphere Eastern Hemisphere

Western Eastern
Hemi- Hemi-
sphere sphere
Year Canada Venezuela Other total  Mideast Africa Other total
8 451 311 770 226 .. _._..__.. 38 264
8 476 312 796 219 ... .. 37 256
48 547 344 939 27 . 32 309
123 638 349 1,170 290 ... .. 36 326
159 754 353 1, 266 2844 (... 64 308
87 699 469 1,255 361 9 75 445
161 781 473 1,355 350 5 70 425
122 832 445 1,399 332 5 79 416
193 815 491 1,499 344 7 67 418
250 906 505 1, 661 315 31 75 421
265 900 558 1,723 303 3 66 400
299 934 584 1,817 317 54 70 441
323 995 651 1,969 360 69 70 439
384 1,018 674 2,076 318 87 92 497
450 757 2,144 209 59 125 393
507 886 871 2,204 219 159 198 576
608 875 999 2,482 193 229 262 684
766 9 1,102 2,858 184 127 250 561
857 1,019 1,195 3,071 378 204 2 849
1,108 60 1,331 , 399 473 500 369 1,342
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CONSUMPTION

Petroleum demand (thousands of

Percent U.S. energy consumption

barrels per day)

- Liquid Natural
Year Domestic Export Total petroleum  gas (dry) Total
7,624 401 8,025 42.7 21.6 64.3
7,784 355 8,139 4.3 23.5 67.8
8,493 368 8, 861 43.8 23.1 66.9
8,822 430 9,252 44.4 23.4 61.8
8, 860 568 9,428 44,4 24.8 69.2
9,146 276 9,422 45.0 26.5 L5
9,49 255 9,759 45.3 21.6 72.9
9,807 202 10,009 44.8 28.9 1.7
9,985 174 0,159 44.9 29.0 13.9
10,410 168 10,578 44,6 29.5 7A.1
10,753 208 10,961 44.2 29.8 M0
11,032 202 11,234 43.5 30.3 73.8
11,523 187 11,710 43,6 30.2 73.8
12,095 198 12,293 43.2 30.9 741
12,569 307 12,876 43.5 31.3 4.8
13,404 23 13,635 43.8 31.7 75.5
14,148 233 14, 381 437 32.4 76.1
14,709 259 4,968 4.0 32.8 76.8
15, 225 224 15,449 44.4 33.2 71.6
16, 366 223 16, 589 45.5 32.3 7.8
GAS SUPPLY AND PRICE
Supply (biltion cubic feet) Prices (cents per
th d cubic feet)
Imports _——
—_—— Constant
Produc- Percent of Current 19
tion Total supply Total cents cents
8,397 8.2 15.2
8,742 10.1 16.4
405 10.4 16.7
10, 064 10.8 16.8
0.4 10,718 11.3 16.9
1.2 11,166 11.9 17.4
1.1 , 180 12.9 18.5
1.2 12,921 14.0 19.8
1.6 13,473 15.1 21.1
2.8 14,278 15.5 21.4
2.7 15,153 15.8 21.5
2.8 15, 904 15.4 20.6
2.8 16, 497 15.6 20.5
2.7 17, 687 15.7 20.1
30 18,735 16.0 19.8
3.3 19,974 16.4 16.9
3.4 21,425 16.7 19.0
3.6 22,741 17.1 18,4
4.0 23,428 18.2 18.8
22,910 1,307 5.4 24,217 19.5 19.5




1010

PRICES

Crude oil at well (per barrel)

Motor gasoline retail (cents per gallon)

Constant Constant

Current 2958 1972 Excise
Year dollars doltars dollars tax Taxes Total
2.68 3.03 4.42 21.28 7.41 28.69
2.78 3.10 4.52 21,56 7.48 29.04
2.7 3.05 4.45 21.42 7.65 29.07
2.719 2.97 4.33 21.57 8.36 29.93
3.09 3.17 4.63 22.11 8.85 30.96
0 3.01 4.39 2. 47 8.91 30.38
2.90 2.85 4.16 21.18 9.31 30. 49
2.88 2.19 4.07 20.99 10.14 31,13
2.89 2.76 4.03 20.53 10.23 30.76
2.90 2.74 4.00 20.36 10.28 30.64
2.89 2.70 3.93 20.11 10.31 30. 42
2.88 2.65 3.86 19.98 10.37 30.35
2.86 2.58 3.76 20.71 10.46 3L
2.88 2.53 3.69 21.57 10.51 32.08
2.91 2.47 3.61 22.55 10.60 33.15
2.94 2.40 3.51 22.93 10.78 33.71
3.09 2.41 3.51 23.85 10.99 34.84
3.18 2.35 3.43 24.55 11.14 35.69
3.39 2.39 3.49 25.24 11.24 36.48
339 2.32 3.39 24.46 11.67 36.13
PRICE AND COST INDEXES
{1867 equals 100}
Wholesale prices Retail prices
Crude Refined All com- Gasoline Gasoline All
Year oil products modities (ex. tax)  (incl. tax) items
98.7 85.1 94.5 89.2 91.8 91.7
98.3 90.7 94.7 88.6 91.6 92.9
98.2 93.8 96.6 91.8 94.0 94.5
98.9 97.4 99.8 95.7 96.8 97.2
100.0 100.0 100. 0 100.0 100.0 100.0
100.8 98.1 102.5 101.7 101.7 104.2
105.2 99.6 106.5 105.8 105.1 109.8
106. 1 101.1 110.4 108.9 107.7 116.3
113.2 106.8 113.9 111.9 110.0 121.3
113.8 108.9 119.1 108.5 109.0 125.3
Cost indexes (1967 equals 100) Drilling costs
0il field 0il well 0Oil field Total
machinery casing wages (thousands) Per well Per foot
93.3 88.9 89.8 2,302,864 55,023 $12.69
94.8 91.9 90.8 2,427,367 55, 820 12.86
95,2 96.2 93.2 2,401,437 60, 648 13.44
96.5 96.2 96.3 2,360,740 68, 386 14.95
100.0 100.0 100.0 2,299,178 72,903 15.97
106.4 101.2 104.0 2,409, 360 81,463 16.83
112.7 104.5 110.5 2,610,671 88, 554 17.56
118.4 109.1 117.8 2,578,682 94, 885 18.84
122.6 120.7 128.0 2,371,492 84,708 10.03
127.3 128.4 136.7 NA NA
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COMPOSITE VALUE AND PRICE OF OIL AND GAS

Composite price oil end

. gas (per barrel)
Value at wellhead (million doliars) Natural
gas price Constant
Crude Natural (per Current 1972
Year ol gas Total barrel) dollars dollars
6,321 775 7,102 0.50 1.83 3.00
6, 425 883 7,308 .54 1.86 3.03
6,870 978 7,848 .56 1.86 2.99
1,297 1,084 8, 381 .58 1.87 2.90
8,079 1,202 9, 281 .61 2.02 3.02
7,380 1,317 8, 697 .64 1.94 2.83
7,473 1,557 9,030 .70 1.88 2.70
7,420 1,790 9,210 .76 1.86 2.63
1,566 1,996 9,562 .81 1.88 2.62
7,769 2,145 9,914 .34 1.89 2.60
7,966 2,328 10, 294 .85 1.88 2.56
8,017 2,387 10, 404 .83 1.84 2.47
8,147 2,495 10, 642 .84 1.83 2.41
8,727 2,703 11,430 .85 1.82 2.33
9,375 2,899 12,274 .86 1.87 2.32
9,795 3,169 12, 964 .88 1.88 2.24
10,427 3,456 13,883 .90 1.93 2.19
11,174 3,746 14,920 .92 1.97 2.12
11, 693 4,097 15, 790 .98 2.07 2.13
11,700 4,500 16, 200 1.05 2.10 2.1p
FINANCIAL DATA
Exploration and development outlays
Rate of return (percent) (Million dollars)
All
U.S. oil manufacturing Large

Year pani pani panies Independent Total
11.5 10.3 1,855 1,770 3,625
11.8 10.5 2,104 1,961 3,975
9.8 9.9 2,180 2,120 , 300
10.2 12.6 2,383 2,292 4,675
10.5 12.3 2,621 2,454 5, 075
10.1 10.9 2,673 2,421 5, 100
7.2 8.6 2,241 1,984 4,225
8.5 10.4 2,455 1,895 4,350
8.8 9.2 2,412 ,788 , 200
8.7 8.9 2,417 1,583 4,000
8.8 9.8 2,848 1,577 4,425
9.8 10.3 2,452 1,673 4,125
10.1 11.6 2,817 1,633 4,450
11.3 13.0 2,847 1,363 4,210
12.3 13.4 2,950 1,260 , 250
12,6 11.7 3,212 1,153 4,365
12,2 12.1 , 087 1,303 5,390
10.9 1.5 3,768 1,482 5, 250
9.9 9.3 3,119 1, 665 4,775
9.3 9.7 2,740 1, 160 , 900
10.2 10.8 2,707 1,727 4,434
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APPENDIX D

ApprEss BY RusserL B. LoNG oN Marcu 26, 1959, oN THE MaNDATORY OIL
IMPORT PrROGRAM—MAaNDATORY CoONTROL OF OIL IMPORTS

The PresipING OFFICER. Is there further morning business? If not, morning
busim}ess is closed, and the Chair recognizes the Senator from Louisiana [Mr.
Loxg].

Mr. Long. Mr. President, today I should like to expand upon my remarks of
March 20 concerning the program which has recently been put into effect which
provides for a mandatory system for the control of imports of petroleum and
petroleum products into the United States. I ask unanimous consent that, in the
event there are any interruptions in the course of my remarks, they be printed
immediately following my address in the REcorp, and, furthermore that insertions
I have prepared may appear in the RECORD at the appropriate place.

The PresipiNg OrricEr. Without objection it is so ordered.

Mr. LoNg. Mr. President on March 10 the President of the United States
issued a proclamation to regulate the imports of oil and its principal products into
the United States. The basis for the President’s action was legislation passed last
year by the Congress, the so-called defense amendment, section 8 of the Trade
Agreements Extension Act, which amends the Reciprocal Trade Act to read as
follows:

“SEc. 2. * ¥ ¥

“(b) Upon request of the head of any Department or Agency, upon application
of an interested party, or upon his own motion, the Director of the Office of
Defense and Civilian Mobilization * * * shall immediately make an appropriate
investigation * * * to determine the effects on the national security of imports of
the article which is the subject of such request, application, or motion. If, as a
result of such investigation, the Director is of the opinion that the said article is
being imported into the United States in such quantities or under such circum-
stances as to threaten to impair the national security, he shall promptly so advise
the President, and, unless the President determines that the article is not being
imported into the United States in such quantities or under such circumstances as
to threaten to impair the national security as set forth in this section, he shall take
such action, and for such time, as he deems necessary to adjust the imports of such
article and its derivatives so that such imports will not so threaten to impair the
national security.

‘““(¢) For the purpose of this section, the Director and the President shall, in the
light of the requirements of national security and without excluding other relevant
factors, give consideration to domestic production needed for projected national
defense requirements, the capacity of domestic industries to meet such requirements,
existing and anticipated availabilities of the human resources, products, raw
materials, and other supplies and services essential to the national defense, the
requirements of growth of such industries and such supplies and services including
the investment, exploration, and development necessary to assure such growth,
and the importation of goods in terms of their quantities, availabilities, character,
and use as those affect such industries and the capacity of the United States to
meet national security requirements. In the administration of this section, the
Director and the President shall further recognize the close relation of the economic
welfare of the Nation to our national security, and shall take into consideration
the impact of foreign competition on the economic welfare of individual domestic
industries; and any substantial unemployment, decrease in revenues of Govern-
ment, loss of skills or investment, or other serious effects resulting from the dis-
placements of any domestic products by excessive imports shall be considered,
without excluding other factors, in determining whether such weakening of our
internal economy may impair the national security.”

At the time when the amendments of 1958 were being considered, the defense
amendment of 1955 was already in effect. The 1955 amendment gave the President
far more discretion than the 1958 amendment. Even under the 1955 amendment,
however, the President’s Cabinet Committee had already determined that an
adequate domestic petroleum industry was essential to national defense and that
the ratio of exports to imports prevailing in 1954 was the desirable level.

A voluntary control program was in effect in 1958 with the understanding that

a mandatory program would be necessary if the voluntary program failed to
achieve its objective.
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It was understood in the House of Representatives that the defense amend-
ment which they wrote into the act before the bill came to the Senate was designed
for just such a situation as existed in the petroleum industry.

I should like to call the attention of the Senate to a colloquy between the
chairman of the Ways and Means Committee of the House of Representatives,
the Honorable Wilbur Mills, and the Member of Congress from the 13th District
in Texas, the Honorable Frank Ikard, on June 10, 1958, on the defense amendment.

Let me quote from this colloquy:

“Mr. IKARD. Mr. Chairman, I would like to ask the distinguished chairman of
the committee two or three questions.

“Is it a fact that the so-called national security section of the committee bill has
as its purpose providing the executive department with a means of taking whatever
action is necessary to avoid a threat to our national security through imports and
to make such * * * that injury to a particular industry essential to the national
security will be avoided?

“Mr. MiLrs. The answer is ‘Yes'.

“Mr. IxaRp. Is it a fact that the national security amendment of the present
law was amended by the committee as reflected in the committee bill for the
purpose of improving and facilitating the operation of this provision by providing
specific critera and guidelines for use in its administration?

“Mr. MiLLs. The answer to that question is ‘Yes.’

“Mr. Ixarp. The national security section of the committee bill specifies certain
factors which would govern the Director of the Office of Defense Mobilization and
the President in determining whether imports are a threat to national security.
These are stated in the committee bill substantially as follows:

“‘The Director and the President shall * * * give consideration to domestic
production needed for projected national defense requirements, the capacity of
domestic industries to meet such requirements, existing and anticipated avail-
ability * * * products, raw materials and other supplies and services essential
to the national defense, the requirements of growth of such industries and such
supplies and services including the investment, exploration, and development nec-
cessary to assure such growth, and the importation of goods in terms of their quan-
tities, availabilities, character, and use as those affect such industries and the
capacity of the United States to meet national security requirements.’

“Mr. IkaRrp. I am interested in knowing how these criteria would relate to the
problem of excessive imports of petroleum and petroleum products. It is intended
that under this provision imports of petroleum and petroleum products be held at
levels which would permit the domestic industry to engage in a vigorous program
of exploration at a rate consistent with the demands of our economy?

“Mr. MiLus. This provision is intended to hold imports at a level which will per-
mit the United States to have sufficient oil, known, discovered, and developed as is
required to meet our national security needs.

“Mr. Ixarp. Does the committee amendment that will be offered to the na-
tional security section of the committec bill dealing with investment, exploration,
and development necessary to assure the proper growth of an industry have
any significance to the petroleum industry and other extractive industries?

“Mr. MiLLs. Yes. This amendment will be offered to the bill for the purpose of
further clarifying the committee’s intentions with respect to encouraging free
enterprise, exploration for, and the development of our natural resources at a rate
sufficient to meet the demands of our national security. If drilling and exploration
activities do not reach a satisfactory level, then under this provision the President
or his designate would have the responsibility of re-evaluating existing programs
for the regulation and control of imports to see that they meet the requirements
of the new standards in the committee bill,

“Mr. Ixarp. In the case of petroleum, is it intended that if the pending com-
mittee bill becomes law that a new study and certification would be necessary?

“Mr. MiLLs. The answer is “No.”” [ refer the gentleman specifically to the
language on page 17, lines 15 to 17, which he offered in the committee to guarantee
that the answer would be “No.”

“Mr. Ikarp. Is it intended that when the imports of a natural resource are
controlled under the provisions of the national security section of the committee
bill, and with particular reference to petroleum, that such control should take into
consideration the importation of products, derivatives, or residues of petroleum
so that these products and derivatives could not be imported in a way that would
circumvent the control of the imports of the basic natural resources?
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“Mr. MiuLs. Yes. Clearly, when a decision is taken to restrict imports in the
interest of national security it is our intention that the decision be effective and
not rendered ineffective by circumvention.”

Under these circumstances, it is difficult for anyone who sutppored the defense
amendment of 1958 to conceive how anyone could possibly argu ehe did not under-
stand that the defense amendment of 1958 would require greater protection of the
domestic petroleum industry. Certainly, those of us who served on the Finance
Committee explored this matter very carefully when the Secretary of Commerce
testified before the committee.

Much of the language which went beyond the 1955 amendment was drafted
with the petroleum industry specifically in mind. While there is no transeript of
the executive session before the Committee on Finance, I am certain that every
member of the committee recalls distinctly that the relationship of the amendment
to the petroleum industry was thoroughly discussed when the committee con-
sidered this matter.

The Senate Finance Committee broadened the language of the House bill to
strengthen the defense amendment. I should like to quote from the committee
report on this measure:

“The Finance Committee accepted the section of the House bill relating to the
national security, but amended it for the express purpose of strengthening and
increasing its effectiveness. As was the purpose when the national security sec-
tion was added in the 1955 extension of the act, the amendments are designed to
give the President unquestioned authority to limit imports which threaten to
impair defense-essential industries. Section 8 of the bill as reported grants to the
President a potentially fast-moving vehicle for guarding our national security in
this respect.

“The bill as reported provides that imports of an article, or its derivatives,
must be adjusted unless the President finds that they are not entering in such
volume as to threaten the national security, after the Director of the Office of
Defense Mobilization has indicated such a threai exisis. Language was furiher
added directing attention and providing possible action whenever danger to our
national security results fiom a weakening of segments of the economy through
injury to any industry, whether vital to the direct defense or a part of the economy
providing employment and sustcnance to individuals or localities. The authority
of the President is thereby broadened considerably, but the dangers inherent in an
economy suffering from unemployment, declining Government revenue, or loss
of skills, and investment because of excessive imports of one or more commodities,
must be recognized and avenues provided whereby they may be lessened.”

No one can read the legislative history of this amendment and have any doubt
that such a mandatory program is exactly what was intended by the bill.

Mr. President, the problem of excessive imports of our fuel supplies has not been
of concern only to the oil industry. Our coal producers supply much of our domes-
tic fuel needs and have been having an extremely difficult time as well. The order
placing residual fue! oil on the quota list should help revive that industry so vital to
our national well-being and to the economies of certain sections of our country.

The President has not been hasty in responding to the duty that Congress has
imposed upon him to limit oil imports. Many distinguished Members of this body
have been urging the administration to take this action for some time as it has
become increasingly apparent to us that the domestic industry, so vital to our
whole economy, has been driven into a dangerously low level of production and
exploratory activity.

Last year I felt it necessary to introduce an amendment which would require
the President to limit the amount of foreign oil that could be brought into this
country. I did not bring this amendment to a vote because I was assured that the
defense amendment was designed to meet the problem.

In issuing the proclamation establishing the mandatory control program, the
President said:

‘“The new program is designed to insure a stable, healthy industry in the United
States capable of exploring for and developing new hemisphere reserves to replace
those being depleted. The basis of the new program, like that for the voluntary
program, is the certified requirements of our national security which make it
necessary that we preserve to the greatest extent possible a vigorous, healthy
petroleum industry in the United States.’’

It has been contended by some that the national security argument is specious.
I do not see how anyone who is aware of the facts of the case can make such a
statement, especially in view of the position of the Commander in Chief of our
Armed Forces and the Special Committee To Investigate Crude Oil Imports,
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composed of the following Cabinet members: John Foster Dulles, Secretary of
State; Neil H. McElroy, Secretary of Defense; Robert B. Anderson, Secretary of
the Treasury-—former Assistant Secretary of Defense, former Secretary of the
Navy; Fred A. Seaton, Secretary of the Interior; James P. Mitchell, Secretary of
Labor; Lewis L. Strauss, Secretary of Commerce—also rear admiral, retired,
former Chairman of the Atomic Energy Commission.

On March 6, this special committee recommended the voluntary import program
be replaced by a mandatory program. In their report to the President, they said:

““On February 27, 1959, the Director, Office of Civil and Defense Mobilization,
reported to you that crude oil and its principal derivatives were being imported
into the United States in amounts which threaten to impair the national security.
In the light of that finding, the special committee recommends that the voluntary
oil import program be replaced by a mandatory program which will limit the
imports of crude oil and certain derivatives to such levels as the national security
requires and will allocate such imports as are authorized among companies in a
fair and equitable manner.”

Mr. President, those who argue that it is not necessary to the security of the
United States that we have a healthy domestic oil industry capable of rapidly
expanding its production in time of emergency must be of the school who believe
that any future wars will be of the pushbutton nuclear type.

Apparently they rely upon statements of some of our military leaders that a
thermonuclear war would cause such devastation that the outcome would be
decided within 72 hours. From this statement they reason that the ability to
fight a long, protracted war is no longer necessary. Hence, they suggest that
there is no real need to maintain a domestic oil industry of any real magnitude.

If the gentlemen are correct, what we say and do here will make little difference
one way or another. If there is such a a nuclear conflict, utilizing all of the weapons
that have recently been developed whose destructive power is almost beyond
comprehension the best that we could hope for is that possibly 60 million of the
enemy would be destroyed while only 15 million or 20 million of our own would
be lost. We might be able to completely destroy the enemy’s warmaking potential,
with out losses limited to perhaps 10 pereent of our population. On the other
hand, it is conceivable, and some say that it is highly probable, that civilized man
would be completely eradicated from the face of the planet in such a holocaust.

Now, let us analyze that logic for a minute. Have any of the military leaders
ever said that we do not need to have a domestic fuel industry adequate for our
needs? Not at all. Have any of our military leaders suggested that we should not
be able to fight a limited war with conventional weapons? Not that I know of.

Quite the contrary. Gen. Maxwell Taylor, the Chief of Staff of the U.S. Army,
and Adm. Arliegh Burke, our Chief of Naval Operations, both state clearly that
while we must stay prepared for a nuclear war, it is much more likely that the
hostilities in which we will be engaged will continue to be wars of a limited nature.

Since World War 1I, there have been 18 wars of various sizes. Atomic weapons
have not been used in any of them. Some of those wars were laige and extremely
significant. So was the result of the military decision.

Among them were the civil war leading to Communist victory in China, the
war in Korea, the war in Indochina, the revolutions in Indonesia, the fighting in
Greece, the warfare in the Near East, and the revolution in Hungary.

During the Suez crisis we had a good indication of the importance of a depend-
able supply of oil. England and Firance were frantic. They were fighting to protect
their lifeline to the oil in the Near East. In England gasoline was rated to approxi-
mately 7 gallons per month. Gasoline reserves were rapidly depleted in France.

It was the United States with its surplus productive capacity which was able to
maintain a position of strength and confidence. We were able to go to the aid of
our friends with large quantities of surplus oil and forgo imports from abroad at
the same time.

It is because we wish it that way that we are constantly called upon to shoulder
the heavy end of the load. Yet the truth is that aside from the oil in the United
States, the free world is in a very vulnerable position insofar as its fuel require-
ments are concerned.

This is especially true of all of our allies in Europe, Australia, New Zealand, and
even Japan. In the event of an emergency that disrupted the oil supply from
Venezuela, the Middle East, and Indonesia, over 368 million people who are our
allies would be dependent upon us for oil.

It would be extremely dangerous and unwise to permit our domestic oil industry
to wither away as a result of foreign oil imports until we were no longer able to
provide even our own requirements in an emergency.
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We know that the Government of Venezuela is friendly as of today but the
reception given our Vice President and his wife by Communist sympathizers is
enough to put us on notice that the situation there could change overnight.

T do not think our friends from New England would like to be completely de-
pendent upon the Middle East for fuel oil to keep them warm on cold winter nights.
We all are familiar with the conflicts and the basic instability of that part of the
world at present. With Nasser, Kassem, and Khrushchev all vying for supremacy,
that source could be denied us at any time.

It is difficult to see how anyone fully aware of the facts could deny that a
healthy oil industry is vital to our national security.

Recently a shipment of Rumanian oil reached the United States. Russia is now
exporting large quantities of oil to certain areas in Europe and Iceland. I certainly
hope that those opposed to a strong oil-producing industry in America are not so
foolish as to believe that we might be able to import Rumanian and Russian oil
in time of crisis.

PROBLEM OF MAINTAINING ADEQUATE CAPACITY

Those of us who understand the petroleum business are frequently confronted
with opponents whose arguments have so little foundation in fact that we have a
hard time even understanding what they are trying to say. For example, I have
found people who would presume to express an opinion about the subject who are
under the impression that an industry with proved reserves adequate to last 15
years should be able to produce all those reserves in 4 or 5 years to meet an
emergency. This fails to take into account the actual facts of the situation.

If a well is pulled too hard, the ability of the well to drain oil from the sand
where it is usually located is destroyed. Most oil is found in a strata of sand or shale
on top of an almost inexhaustible supply of salt water. If pulled too rapidly for
good conservation purposes, the salt water will be drawn into the pipe, and it
may be along ime before oil can be produced from the well again. In some cases
the well will be permanently killed.

In other cases the pressure of gas above the oil is required to force the oil to
the surface. The principle of this operation is like a seltzer-water bottle, in which
the gas is above the water and a tube extends from the mouth of the bottle into the
water. The gas pressure pushes down on the water, forcing it up the tube and out
of the bottle. In the case of an oil well, if the oil is extracted too rapidly, the gas
will be exhausted too quickly, thereby forcing the use of a pump to lift the oil.

Another method of getting oil to the surface is called water flooding. In a field
where there is no gas pressure, water is pumped into a well. The oil floats above
the water, making it possible to lift the oil by pumping or flowing it slowly.

No matter what method is used, only a certain amount of oil can be taken from
the ground each day without reducing the capacity to produce that which could
otherwise be recovered.

The present capacity of the industry is somewhat greater than 10 million barrels
per day, compared to about 7 million domestic production and 9 million domestic
consumption.

In addition to the heavy losses suffered by trying to produce oil too quickly
from a well, there must be sufficient transportation facilities to carry the oil to
the refineries where it is turned into the petroleum products that are needed.
Qil must be carried by pipleine, by water, or by the railroads. A tremendous
increase in domestic production would dislocate existing transportation facilities,
and if the domestic industry were to be further curtailed, transportation facilities
would not be adequate to meet an emergency increase in domestic production.
Transportation difficulties became a very serious problem when the industry
was called upon to expand its production during the Suez crisis.

On March 6, 1959, the above ground crude oil stocks of the United States
were estimated at 256 million barrels and petroleum product stocks were estimated
at 488 million barrels. The National Petroleum Council estimates that only 30.1
percent of the crude oil stocks are readily available and only 65 percent of the
product stocks, the rest being the fill in pipelines necessary to insure a smooth
flow, and in the bottom of storage tanks. Available crude oil is estimated at 77
million barrels, and available products are estimated at 314,894,000 barrels.
Thus, we have approximately a 10-day supply of available crude above ground
and a 30-day supply of products. This is not enough to carry us very far in case
of an emergency.

It might be asked. Why not store more above ground where it is readily avail-
able? This suggestion runs afoul two objections. First, because it is wasteful due
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to evaporation; and second, because of the excessive cost of tank storage. It costs
approximately $2 per barrel to store oil above ground. To store a 10-day supply
of 70 million barrels costs about $140 million, not including the cost of the loss
due to evaporation, which would be considerable if the oil has to be stored for a
long period. It is far more efficient and economical to keep the oil in the ground,
and to maintain at all times a sufficient number of wells capable of stepping up
production without undue loss.

WE ARE NOT RUNNING OUT OF OIL

Several Senators have recently taken the floor to argue that it would be far
better to save our own oil and import all the oil we can get, husbanding our own
supplies for an emergency.

This is the fallacious idea that the domestic petroleum industry has had to
contend with since shortly after it was founded just 100 years ago this year. The
fact that the domestic industry is 100 years old and today is stronger in terms of
reserves in the ground than at any time in its history, is proof of that.

I would like to cite a few examples of oil prophecies of the past which claimed
the hour of extinction was at hand and show the progress of the domestic oil-
producing industry despite these forecasts of doom.

First. In 1891, just 32 years after the first well was drilled successfully, the U.S.
Geological Survey stated there was little or no chance for oil to be found in Kansas
or Texas. In reality, more than 25 billion barrels of oil have been produced in these
two States since that date.

Second. In 1914, an official of the U.S. Bureau of Mines stated that a total
production of only 5.7 billion barrels of oil was possible in the United States. In
reality, 56 billion barrels have been produced from 1914 to 1959.

Third. In 1947, the Chief of the Petroleum Division of the Department of State
said sufficient oil cannot be found in the United States. From 1947 through 1958,
26 billion barrels of crude oil were produced and, in addition, 9 billion barrels
were added to our known reserves.

Fourth. As late as 1949, the then Secretary of the Interior stated that the end
of the U.S. oil supply was almost in sight. Since that date the domestic oil-produc-
ing industry has found more than 29 billion barrels of oil.

Today, total U.S. production is 7,100,000 barrels daily and the Nation’s
petroleum reserves are at an all-time high of 16 billion barrels.

In contrast to these earlier forecasts of the United States running out of oil,
however, the U.S. Bureau of Mines, in a statement before the House Appropria-
tions Subcommittee, recently set total U.S. recoverable crude oil reserves at 300
billion barrels under known recovery methods. This 300-billion-barrels figure refers
to the so-called potential reserves which cstimates the amount of oil that experience
causes us to predict we can find and produce. This does not take into consideration
increased efficiency in production or the development of better technology in the
search for and development of domestic reserves.

Neither do these figures take into consideration the U.S. Geological Survey
estimates of available oil from western shale deposits of more than 1 trillion barrels.

Thus, it should be apparent to all, that as long as we have oil producers in this
country, we will have oil. The only essential for the next 1,000 years is the oil
producer. He is the indispensable element.

This brings me to the final answer to the “running out of oil”’ song which those
who would profit most by loosening a flood of foreign oil into this country sing so
loudly.

Most of us here in the Senate are fairly well versed in the rudiments of economies.
Thus, I think we can all understand that if a producer cannot sell his product, he
soon goes out of business. The domestic oil producers do not have an inexhaustible
supply of funds, despite what we may hear to the contrary. In order to go out and
look for new oil fields, in order to drill the wells once he thinks he has found a
possible producing area, he first must sell some of the oil he has found in the past.
He must pay the debts he incurred while finding and producing his previous wells
and still have enough money left over to look for more oil. He cannot do this if
he cannot sell the oil he has already found.

That oil does him, the economy, or the national security very little good until it
is produced, sold, and processed. And, believe me, Mr. President, the oil he has
not found yet cannot do anyone any good. If you do not believe me, just ask the
Indians.

It takes from 3 to 10 years to develop a large oil field into shape so that it would
be available in time of need. Oil potentials are found and developed. They simply
cannot be found nor developed overnight, as some would have you believe.
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Some of my friends who complain about the necessity of insuring a healthy
domestic petroleum industry remind me of the little pig who built his house of
straw to keep the wolf away. They will share the benefits of our internal strength
if, like the pig who built his house of brick, we insure our security by maintaining
an adequate domestic fuel supply.

The more one explores the facets and problems of maintaining an adequate
supply of fuel to meet whatever war or emergency this Nation might face, the
more one is forced to the inescapable conclusion of the Special Cabinet Committee
which follows:

“In summary, unless a reasonable limitation of petroleum imports is brought
about, your Committee believes that: In the event of a serious emergency, this
Nation will find itself years away from attaining the level of petroleum production
necessary to meet our national security needs.” (Taken from the report of the
Special Committee To Investigate Crude Oil Imports, July 29, 1957.)

The Secretary of the Interior has correctly stressed the crucial necessity of
finding and developing additional reserves as our existing reserves are depleted.
He has pointed out that since 1956 the number of wells drilled has declined by
approximately 16 percent. Senators will note that the defense amendment, for
which they voted, placed particular stress upon just such factors. Once again I
invite attention to the last paragraph of section 8 of the Trade Agreements Ex-
tension Act which I have previously quoted.

FOREIGN TRADE: THE DOLLAR GAP IS GONE

Apart from the needs of national defense, it would be well to consider our im-
ports and exports in oil as compared to other aspects of our foreign trade. Let us
separate some of the facts of the situation from the fiction and the myth that
exist today.

In the first place, there is no longer any dollar shortage throughout the world.
Perhaps there may be a shortage of dollars in a few countries, but in the world as a.
whole foreign dollar holdings now amount to more than $16 billion. I first came to
Washington in 1948. We were told that it was necessary to pass the Marshall
plan to give away $17 billion as a contribution to the economic reconstruction of
Europe. It was contended at that time that Europc was not in a position, and
could not be in the foreseeable future, to repay the dollars which she needed from
us. We were told that it was necessary to close the dollar gap, which theoretically
represents the difference between our exports and our imports from Europc.

Ten years later we find that every year since 1948 foreign nations have received
more dollars from the United States than they have paid out. While it is true that
an American is not entitled to demand payrment in gold for his dollars, foreign
nations and foreign businesses are in a position to demand gold payments.

Much of the dominant position of the United States in international commerce
has been related to our ability to redeem our currency abroad by payment in
gold. When the great hue and cry to close the dollar gap was raised in 1948, we then
had at Fort Knox $24,400 million, in round figures, worth of gold. Foreign nations
held $7,700 million, leaving us $16,700 million in gold that we could call our own.
By the end of 1958, our gold balance had declined to $20,600 million, with foreign
nations holding $17,600 million, leaving us only $3 billion in gold not subject
to foreign claims. We were told that this is less than the bare minimum which it
is necessary to keep on hand for the protection of our own currency within the
United States. Thercfore, the fact of the matter is that, when we look to the world
as a whole, far from having a situation that requires that we place more of our
dollar holdings in the hands of foreign nations, we have, in fact, just the opposite
situation.

I am not saying that there arc not a number of ways by means of which we can
adjust our present situation in order to reverse the flow of our dollars to foreign
nations. There are a number of cxpedients which we can use to protect our posi-
tion; but, so long as we stick to present policies, we have depleted our gold reserves
as far as we can afford.

One may ask how we came to be in such an unfavorable position on trade
balances, when our exports have been exceeding our imports by more than $6
billion a year. Much of the misunderstanding in this ficld has resulted from a failure
of administration propagandists to tell the whole story. When they compute an
export figure of $17,800 million for 1958, compared to an import figure of $12,800
million for the same period, they stop at that point, without telling the rest of the
story.
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The spokesmen for unlimited imports leave out of their calculations over $3
billion of military expenditures overseas in payments for base rights and in payrolls
of servicemen.

They overlook almost $3 billion of direct aid to foreign governments.

They overlook $3 billion annually of American investment in foreign countries.

They overlook the tourist expenditures of about $1% billion annually going
to citizens of foreign countries.

When all of these factors are taken into account, it is easy enough to see why
our dollar is declining at the very time when we had been led to believe that we
would be in better shape than cver.

Therefore, let us get this matter straight once and for all. There is no dollar
shortage in any general sense. We are on the short end of payment balances.
In a general sense, it is this Nation which owes the money, not the foreign countries.

MOST INDUSTRIES EXPORT MORE THAN THEY IMPORT

Now let us further analyze the nature of foreign imports into this country’
Of $12,800 million of foreign products imported into the United States last year’
almost half of these products came in without any charge whatever for duty’
These products were on the free list. For the most part they are not produced
in the United States. I have in mind such products, as coffee, cocoa, bananas,
industrial diamonds, various metals, ores, and newsprint.

When we add to the list of imports which come in duty-free the imports which
industrial diamonds, various metals, ores, and newsprint.

When we add to the list of imports which come in duty-free the imports which
are subjcct to duty, although they are not competitive with American products,
such as chrome, nickel, mangancse, and cut diamonds, we find that more than
half of the products imported into the United States are not competitive with
those produced here. With regard to that half of our imports, we are trading in
the old and traditional sense, whereby a Nation imports the things it does not
produce and cannot produce, and exports the things it produces in surplus.
This much of our foreign-trade picture should be simple and relatively uncompli-
cated.

There is a sccond type of trade, which is generally accepted and favored by
all nations. This is the kind of trade in which a nation imports a product which
is not cssential to the security of the importing nation and which has alway
been produced more cheaply by foreign nations.

The third category of imports arc those which most nations prohibit. Those
imports would have the effect of curtailing or destroying an established domestic
industry. I have not been able to find a single instance, with the exception of the
United States of America, in which a country has permitted one of its major in-
dustries to lose its domestic market, or cven a significant portion of its domestic
market. I am sure there must be instances in which this has resulted; yet I have
challenged some of those who pose as experts in this field to cite me even one. Thus
far they have not done so. It is certainly true in a general sensc that every nation
imposcs tariffs and quotas or provides subsidies for its domestic industries hefore
it permits them to be driven out by low-cost foreign competition. In the United
States only 1'% percent of our gross national product, or 3 percent of our movable
production, is represented by imported products which are competitive with
American production.

In almost every major industry, our exports exceed our imports.

For example: Our Nation exports nearly five times as much in the field of chem-
icals and related products as it imports.

We export about 14 times as much industrial office and printing machine equip-
ment as we import.

We cexport nearly four times as much in the scientific and professional instru-
ments field as we import.

The automobile industry is an interesting example of foreign trade. At present,
we import almost four times as many cars as we export. Yet, when we compare
the total dollar volume of exports of automobiles, parts, and accessories, to the
total volume of imports, we find that our exports are well over twice our imports.

The answer to these seemingly contradictory statistics in connection with the
automobile industry is that almost three-fourths of the value of automobile exports
is composed of component parts and trucks, which are produced in this country,
but arc asscmbled in other countries. Thus, we import more finished products,
more complete automobiles; but we export far more in the way of semifinished
automobiles.
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In other words, except for sugar and wool, which industries are protected by
special arrangements under law, every other American major industry, except the
minerals and the paper industries, exports far more than it imports. This statement
is even true of the textile industry as a whole, although certain segments of that
industry do face stiff foreign competition.

Petroleum and petroleum products, therefore, constitute the principal industry
unprotected by a firm arrangement in Federal law in which imports greatly exceed
exports. In the petroleum industry, as I have said, the imports exceed exports by
over five to one.

Mr. President, I would like to have printed at this point in the REcorp a table
comparing imports to exports in certain industries.

There being no objection, the table was ordered to be printed in the REcorp, as

follows:
IMPORTS COMPARED TO EXPORTS

Exports (muliions of dollars) Imports (miltions of dollars)
-— —  Export-import

January September January Sepetmber ratio

1957 1958 1957 1958  (approximate)

Petroleum and petroleum products______ 725.0 351.0 1,365.7 1,826.0 5- 1.0

Chemicals and related produets. . __ ... 1,038.0 995.4 205.8 207.1 1- 5.0
Industrial, office, and printing machinery

industry .o 1,950.8 1,813.7 151.9 131. 6 1-14.0

Automobiles, parts and accessories______ 989. 4 803.3 221.8 387.5 1- 2.0

Textile fibers and manufactures_________ 1,322.0 1,013.2 753.7 668.5 2-3.0

Photographic and projection goods _____ 75.6 77.9 29.8 29.1 2- 5.0

Scientific and professiona) instruments.__ 77.0 75.3 21.2 20.5 1- 5.0

PETROLEUM INDUSTRY ABSORBS FAR MORE THAN ITS SHARE OF IMPORTS

Mr. LoNG. Mr, President, petroleum and petroleum products have accounted
for a steadily declining percentage of total U.S. exports. At the same time oil has
accounted for a steadily increasing share of total U.S. imports.

I would like to insert in the Rrcorp at this point, a table showing these con-
trasting trends.

There being no objection, the table was ordered to be printed in the Recorp.
as follows:

Exports of Imports of
petroleum petroleum

and products and products
as percent of as percent of
value of total total value of
exports of US. U.S. imports
merchandise for consumption

Average, 1936-40__ ___ il
Average, 194145
Average, 1946-50
Average, 1951-56
Average, 1956 _ ...
Average, 1957\ ...
Average, 1958

—_

et
W00 O~ 000w
RRSNoN
WONWREND

—

i Affected by Suez crisis.

Mr. Long. In 1958, as is apparent from this table, oil accounted for 12.9 percent
of the total dollar volume of U.S. imports. When it is rcalized that approximatcly
half of these imports are not competitive with American goods, it is apparent
that o‘i;l accounted for well over 25 percent of the dollar volume of all competitive
imports.

The petroleum industry recognizes the important role of international trade.
However, let us take a look at the relative position of oil in total U.S. foreign
trade for 1957 and compare this with 1934, the year the trade agreement program
was authorized. In 1934 oil imports were valued at about $36 million, or 2 percent
of the total value of all imports of all commodities. In 1957 these figures were
$1.5 hillion, or 12 percent of this Nation’s import trade. Obviously, o0il has already
contributed a substantial and increasing share of the total U.S. import trade.
This one industry, so vital to national security, should not be expected to con-
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tribute to increasing international trade beyond the point that endangers the
maintcnance of adequate domestic supplies.

This history shows that oil has more than done its part in cncouraging world
trade. To further the extent of contribution petroleum has made since 1939, the
date of the original Venezuela agreement, total annual dollar value of petroleum
imports has inereased more than 35 times, from approximately $40 million to
about $1.5 billion in 1957.

Comparing the first half of 1956 to the first half of 1958, we sec that the pro-
duction of crude oil in the United States dropped by 698,000 barrels daily, while
production in the Middle East increased by 502,000 barrels daily and Venezuelan
production inereased 155,000 barrels daily. U.S. production was down 9.7 percent
in this period, while Middle East production was up 13.9 percent, Venezuelan
production up 6.6 percent. Far East production up 19.2 percent, and Canadian
production up 4.6 percent.

The following chart shows changes in crude oil production from the first half
of 1956 to the first half of 1958:

Changes in crude oil production—1si-half 1958 versus Ist-half 1956
Barrels daily

Middle Bast. o - o e up.. 502, 000
Venezuela - . o o e up-. 1585, 000
Far Bast . o e e up-- 795,000
Canada . e e - up_. 20, 000
United States - - - . down__ 698, 000

Percent
Middle East. - - e e - up.. 13.9
Venezucla . . - o o o e up-. 6.6
Far Bast . - o e e mammem e up_. 19.2
Canadn _ . o e e up_.. 4.6
United States . . e ~down 9.7

Mr. President, the importation of oil into the United States has increased
tremendously 1n the last 5 ycars, as demonstrated by the next exhibit showing
the source and amount of U.S. crude oil imports from 1954 through 1958:

SOURCE OF US. CRUDE-OIL IMPORTS

|Thousands of barrels per dayj

Other Total

Western Western Eastern

Hemisphere  Hemusphere ~ Hemisphere
Year Canada Venezuela countries imports countries Total
1964 ... 7 352 47 406 251 656
1955 . . ... a6 386 43 475 307 782
1956, oo 117 456 42 615 319 934
1957 e 151 531 35 1A 304 1,622

1958 . . 84 433 29 546 407

Most industries which face stiff foreign competition have the protection of
tariffs. On goods which are protected, excluding oil, the average tariff is almost
15 percent ad valorem, compared to a tariff of approximately 3 percent in the
case of oil.

In almost every case where imports of a product exceed the exports of that
product there is a program to protect our domestic industry. Two examples of
this are sugar and wool. The level of American production of these products is
sustained by acts of Congress.

In 1958, our exports totaled $17.9 billion, and our imports totaled $12.8 billion.
In 1957 our exports were valued at $20.8 billion, while imports were valued at
$12.8 billion. Our imports have been roughly equal to two-thirds of our exports.
Only half of the goods we import compete directly with American goods. Only
about $6.5 billion of our annual imports are competitive.

Thus we see that the average ratio of exports to all competitive imports for
the last 2 years is approximately 3 to 1. Our exports are three times as large as
our imports for American industry as a whole.
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Compare this favorable ratio to the situation which exists in the oil industry,
where we import over five times as much as we export. Is it not then apparent
that the oil industry is already absorbing at least several times more than its fair
share of the burden of foreign trade?

What other American industry and its workers would be willing to give 20
percent of their market to foreign imports, and lower their tariff to 3 percent,
without the prospect of some sort of protection?

I should like to put my friends on notice that if their attitude concerning
protection for an industry, which is so vital to our national security, is one of
unrestricted free trade, we may require that they live by the same standards
they set for us.

It should be emphasized that under the provisions of the defense amendment,
the President has the power to raise as well as lower the import quotas. It is not
a one way street. If any of the fears expressed by opponents of the program
materialize, the President has the authority to increase the quota.

DOMESTIC PRODUCTION WILL PROTECT THE CONSUMER

Many fallacious arguments have been used in attacking the President’s long-
overdue action to regulate oil imports. It has been stated that the President’s
order is a major contribution to inflation.

The record of the oil producing industry refutes this statement. The domestic
petroleum producing industry has been one of the least inflationary industries
in the United States. Since December of 1947, crude oil prices have been adjusted
upward in only two instances, once in June 1953 and again in January 1957.
Both increases were nominal and insufficient to offset increasing costs. Since the
last increase, prices have been eroded away until today in many of the oil pro-
ducing areas of the United States the price is below what it was before January
1957.

In the latest 16 months, studies made by the Oil and Gas Journal indicate that
oil producers have lost $807,718 a day in income through crude price cuts, in-
volving 5,487,200 barrels a day. During this time some crudes have sustained
two price cuts.

Mr. President, the following table shows cuts in the price of crude oil, the
amount of crude affected, and the total daily dollar loss to producers:

Barrels Amount of

per day cut (cents) Totat loss
October 1957 to Aprid 1958__ __ . . . .. .. 1,845,000 131 $250, 000
May to October 1958 _____ . . ______._ PR 2,260,470 20.51 463, 000
November 1958 to med-January 1959 . _ .. ... ... .. ... 2,282,050 8.75 112,188

Mr. President, a few upward adjustments were made in this period which added
$17,470 to producers’ income.

Since 1974, this industry has absorbed more than 11 general increases in the price
of steel, which it uses by the millions of tons every year. Industry wage rates have
increased on 10 occasions, and there have been increases in the price of all of its
equipment from drill pipe to oilfield machinery.

We often hear complaints about the high price of gasoline at the scrvice station.
Yet today we pay only 2 percent more for gasoline—Iless taxes—than we did in
1926. It is true that since 1926 the tax on gasoline has increased 270 percent. The
2-percent increase in the price of gasoline is in contrast to a 63-percent inercasc
in the consumer price index for all commodities during the same period. Nor does
it take into account the tremendous improvement in the quality of the gasoline.

This history of the petroleum industry is persuasive argument that the con-
sumers of this Nation will not be the vietims of unreasonable price increases
hecause of a very modest restriction placed upon the importation of foreign oil.

It would be well to keep in mind that imports had been steadily increasing until
the President’s order went into effect and inflation had increased tremendously
during this period.

It has been mentioned in the Senate that New England has experienced an
increase of about 2 cents per gallon in the price of fuel oil within the last few
months. It was said that this was the result of the voluntary controls over the
importation of oil.
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In view of the fact that imports continued to increase until March 10, it is
difficult to sec how this raised the price of fuel oil. It is probable that the increase
in fuel oil prices was due to the increase in transportation costs.

The increase in tank-wagon prices in four Midwestern States has been criticized.
Let me say that a one-half cent per gallon increase is hardly worth commenting
on in this regard. There are frequent price fluctuations in tank-wagon prices
throughout the United States at all times. If there were not this price difference,
it is likely that someone would contend that there was an industry monopoly and
that the industry was not subject to competitive conditions.

Oddly enough, the price increase of the Standard Qil Co. of Indiana was that
which was referred to. I should like to point out that this is one of the major oil
importing companies which was not in favor of the mandatory program. When it
was pointed out in the Senate that ‘‘these oil interests could not wait for the ink to
get dry on the President’s proclamation before they started raising prices,” it
might be said that, inasmuch as Standard Oil of Indiana was opposed to the
mandatory program, they could have raised prices in order to discredit the pro-
gram and make it appear as it it were responsible for what was actually a long-
contemplated price increase.

The independents and other domestic producers would want this program to be
popular, while the large importers might well want the program to be unpopular.

When critics of this program referred to the problem of increased unemployment,
they could not be referring to the tens of thousands of oil field workers who will be
put back to work, as a result of the President’s program. As a matter of fact, a
tabulation and estimate the junior Senator from Louisiana had made as to the
effect of increased imports in Louisiana indicates that in Louisiana alone, which
is not. the largest producing State by any means, unemployment increased about
25,000 because of increased oil imports.

The increased production from domestic wells, which has long been producing
at uneconomically low daily allowables, should help to hold down the price of oil.

Foreign imports do not tend to lower the price of oil—they merely lower
Amcrican production. This is true because the importers own most of the refinery
capacity. The more they import the less domestic oil they buy. The less they buy,
the less oil the independents can produce, once the above-ground storage has been
fully utilized. At this point, State programs prorate production to prevent waste
and to permit to each producer his share of daily allowables.

It is unsound from the consumers economic standpoint to become dependent
upon foreign oil. Even if foreign sources were not susceptible to the whims of
dictators and unstable governments, it should be remembered that foreign oil
production is controlled by a handful of international oil combines. In contrast,
the domestic petroleum industry consists of thousands of individuals, partnerships,
and companies engaged in the production of petroleum. In view of these facts, is
it better for the consumers of this Nation to be at the merey of a few international
oil companies? Or is it better that they rely upon thousands of producers in this
country? The answer is obvious. The President’s order, by preserving competition,
will better protect the consumer.

The capacity of American producers is over 10 million barrels per day. They have
been permitted to produce only 7,100,000 barrels per day.

DANGER OF UNDESIRABLE CONTROL OF INDUSTRY

The objection has been raised that the order of March 10 leads straight down the
road to greater bureaucratic control over U.S. industry.

This supposition is completely fallacious. Since the first days of our Constitu-
tion, the Federal Government has regulated foreign commerce. This exercise of
constitutional authority need not, and, in fact, it cannot legally lead to controls
of prices and wages of domestic industries.

As I have mentioned previously, the action of the President to limit oil imports
is under specific provisions of law wherein the Congress has delegated responsibility
to the President. The law, commonly referred to as the national security amend-
ment, was first enacted as section 7 of the Trade Agreements Extension Act of
1957. It was further amended and clarified last year in section 8 of the Trade
Agreements Extension Act of 1958. This law gives the President authority to
limit imports in the interest of national security. The law gives the President
absolutely no authority to control prices, wages or any aspect of a domestic
industry. To attempt to do so would be outside the law. It is fantasy to speculate
that this law authorizes broadside Government eontrols of industry operations.
Any attempt to so extend it certainly would fail for lack of legal basis.
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Some Members of this body seem to abhor the thought of the Federal Govern-
ment exercising its constitutional right and responsibility to control foreign com-
merce. The fact is that until recently the few international oil companies which
control most of the foreign oil production have heen controlling oil imports to
their own liking.

For almost 4 years, the executive branch has been endeavoring to persuade
these importing companies to limit their imports. These pleas and cfforts for
voluntary restriction have been flagrantly disregarded by importing companies
with the result that imports have jumped to unprecedented levels.

CHARGE OF DISCRIMINATION UNFOUNDED

It has been charged that the President’s program is discriminatory against
regions of the United States without indigenous fuel supplies. This charge is
likewise without foundation.

The President’s order will not result in a drastic cutback in imports. It, in fact,
will permit petroleum imports at a very substantial rate. Prior to World War 11,
total petroleum imported into the United States amounted to about 5 percent of
domestic production. Following World War 11, during the period 1946 to 1950,
imports increased rapidly, averaging about 10 percent of domestic production
During the period 1951 to 1955, imports increased further, averaging about 16
percent of domestic production. The new oil import order will permit imports to
continue at a rate equivalent to a rate approximately 20 percent of domestic
production. Certainly this cannot be criticized as a drastic cutback. It is, in fact,
a most reasonable limitation.

Tt is true that the order constitutes a cutback from the rate of imports during
the past 3 years. For example, during 1958 total imports amounted to 25 percent
of domestic production. But it became obvious that such high rates of imports
were crippling the domestic industry and causing a serious decline in the explora-
tory and development efforts of the domestic industry. No one has sought to
eliminate all petroleum imports.

The President’s Special Cabinet Committee To Investigate Crude Oil Imports
carefully considered this aspect of the problem. In its 1957 report, it had this to
say:

“Domestic consumers are utilizing an increasing amount of petroleum products
for transportation, fuel, heating, and many other aspects of consumer life. In the
event of a national emergency, it is essential to these consumers that there be
adequate supplies at reasonable cost, both now and in the futurc. The low cost
of imported oil is attractive, but excessive reliance upon it in the short run may
put the Nation in a long-term vulnerable position. Imported supplies could be
cut off in an emergency and might well be diminished by events beyond our
control. This vulnerability could easily result in a much higher cost, or even in the
unavailability, of oil to consumers. It is thercfore believed that the best interests of
domestic consumers, as well as of national security, will be served if a reasonable
balance is maintained between domestic and foreign supplies.”’

During recent months the Government of Venezuela has taken action to increase
the taxes imposed upon American companies operating there. This action further
illustrates the instability of foreign oil from a consumer standpoint.

As consumers, the more we become dependent on any foreign souree, the more
we are at their mercy with respect to the price we are forced to pay. Once we
become dependent upon foreign sources, we will have no choice but to pav what-
ever price is asked. The slight savings we might temporarily enjoy could prove
very expensive a few years from now.

CANADA 1S TREATED FAIRLY

The mandatory oil import program has been criticized on the grounds that it
would complicate our relations with Canada. Let us weigh the impact of the
program upon our northern neighbor before we jump to that totally unwarranted
conclusion. It is important to realize several facts:

First, oil as such is a minute particle of our overall trade with Canada.

Second, the mandatory program makes generous allowances for Canadian oil
imports.

Third, the importing companies in the Pacific Northwest have not been filling
their allocations under the voluntary program with Canadian oil, not because of
any U.S. Government restrictions, but because these importers found a cheaper
source of supply, namely the Eastern Hemisphere.
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As to oil in the overall Canadian trade picture, it should be noted that in 1958
petroleum accounted for only 2.4 percent of the total U.S. exports to Canada and
only 3 percent of the total U.S. imports from Canada.

In 1958 the United States exported $3,400 million worth of goods to Canada.
Petrolcum accounted for $82 million of that total. We imported $2,600 million
in goods from Canada, of which $78 million was in petroleum. The following table

presents these figures:
CANADIAN-AMERICAN TRADE, 1958

Total Petroleum
exports exports Percent
(millions) (millions) of total
Canada to United States_ . . ___ ... . ... 32,600 $78 3.0
United States to Canada__ ... .. .. ... 3,400 82 2.4

This chart illustrates the obvious fact that Canada finds it economical to ship
0il to us in the west and we find it economical to ship oil to Canada in the east.

The mandatory program makes allowances for refineries in the north central
portion of the United States, which have easiest access to Canadian oil. It provides
that imports of these refiners will not be within the program. Thus, they will be
allowed to import without restrictions whatever they need in the way of imports
from Canada.

During the past year when the voluntary program was in effect, importers in
the U.S. Pacific Northwest, who historically have purchased Canadian crude oil,
began to turn more and more to the cheaper crudes of the Eastern Hemisphere.

The voluntary program did not establish the source of imports, nor does the
present mandatory program. If importers wish to purchase all their imports from
Canada, therc is nothing in the program to rule otherwise.

But let us face the facts. By and large, American importers do not want oil from
Canada. In 1957, imports into the west coast from Canada totaled 95,000 barrels
daily. In 1958, this total dropped to 25,000 barrels daily despite the fact that the
Giovernment’s crude oil allocation was more than 75,000 barrels daily for compan-
ies in that area who normally imported from Canada.

In the last quarter of 1958, imports from Canada into the west coast totaled
only 11,000 barrels daily, some 65,000 barrels below the daily allocation. This
decline took place despite the fact that two of the importing companies in the
arca have pipelines from Canada to their refinery gates.

This record shows that the President’s program does not discriminate against
Canada. If there is, or has been, discrimination, it has been at the hands of the
importing companies, not the U.S. Government.

In addition, let us examine Canada’s own record. In 1954, Canada imported
95,000 barrels daily from the United States. In 1957, this declined to 80,000
barrels daily. In contrast, during this same period, imports into Canada from the
Middle Fast and Venezuela increased from 218,000 barrels daily in 1954 to 320,000
barrels daily in 1957. As a result, about 45 percent of Canadian eonsumption is
being supplied by Middle Llast and Venezuelan oil. Canada imports large quantities
of low-cost Middle East and Venezuelan oil, rather than U.S. oil, to meet her large
eastern markets, and, at the same time, takes the position that she has an estab-
lished right to export her own production into the United States.

It might be well to take a look at our trade experience with Canada during the
Korean conflict. In 1950, we imported 108,000 tons of lead pigs and bars from
Canada. On January 26, 1951, our Government felt it necessary to impose price
controls upon lead and other non-ferrous metals. This immediately caused Cana-
dian producers to divert their lead to other markets where they could obtain a
higher price. Our lead imports from Canada were cut almost in half, In 1951,
they dropped to 57,000 tons. In spite of our great need for lead during the Korean
conflict, the incentive to sell to other markets was too great for our Canadian
neighbors to refuse.

This is not to condemn our good neighbors but merely to point out that a fair
minded Canadian has no basis to criticize an order which protects American
interests in a moderate way without discriminating against Canada.

VENEZUELA UNDERSTANDS

The fear has been expressed that this program would damage our relations with
Venezuela. It would appear that Americans are more worried about this than the
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Venezuelans. Their Minister of Mines and Hyvdrocarbons, Sr. Juan Pable Perez
Alfonzo, has stated that he does not regard the new U.S. mandatory imports
control plan as a substantial change in the situation. Sr. Alfonzo said:

“QObligatory restrictions in the United States do not modify substantially
the existing situation of the oil industry in this nation.

“For some time now, voluntary restrictions have shown the way toward
stability of markets and prices. It is this stability that we are interested in.

“Venezuela, like the United States, wants to avoid upsetting the oil industry
either here or there through undue market competition.”

It must be remembered that there has been a fantastic increase in the importa-
tion of oil from Venezuela in the last 10 years. No other nation than the United
States, eapable of producing all the oil it needs, would consider allowing as much
oil to come into the country. No other nation would have been so self-effacing.

The Venezuelans are certainly intelligent enough to recognize their good
fortune in obtaining a large share of the American market.

Our prime purpose in economic assistance to friends and allies should be to
help other nations to provide their own requirements rather than to displace
American workers.

Our good-neighbor policy of allowing excessively large imports has benefited
more than anyone else, the large oil companies. A country such as Argentina,
which has its own nationalized oil industry will find little opportunity to sell ojl
in the United States. The large integrated companies who own the tankers and
the refineries are not interested in buying oil from other sources. They will not
ship it and they will not be anxious to refine it. They can make more money pro-
ducing their own oil overseas.

Mr. President, I have felt compelled to go into considerable detail to produce
the facts and figures to put to rest a great number of uninformed charges and
statements which have been cast about this Chamber and that of the House of
Representatives in rather willy-nilly fashion. Their statements do credit to the
extremities of their imagination. Practically none of these statements had any
documentation whatever. I regret to say that a number of them exposed an
abysmal lack of information concerning even the most elementary aspects of the
petroleum industry. A great number of them would appear to rely upon the
popular misconception that the domestic petroleum producer is a powerful,
vested, special interest, gaining special advantages to which he is not entitled.

Herblock, the great cartoonist for the Washington Post, usually pictures the
typical oil man as fat and prosperous and a cigar smoker. This picture, while
extremely exaggerated, should be confined strictly to the importer. The typical
domestic producer who is not in a position to operate overseas, could more ac-
curately be pictured in khaki work clothes. Most of our small independent
producers work hard for no more than the equivalent of a decent wage, and many
go broke. A few lucky and skillful ones strike it rich, but that percentage is ex-
tremely small.

At alater date, I expect to present more information to clear up the false public
impression about the financial status of the independent oil producers. It will be
shown that earnings for the domestic industry as a whole are about the same as
for manufacturing generally.

THE FOREIGN TAX CREDIT

It is the billion-dollar American oil companies which are reaping the benefits
from foreign oil imports. These large corporations are benefited by a tax advantage
which makes the percentage depletion allowance appear very small by comparison.

The operation of the foreign tax credit has caused the large oil companies to pay
practically no tax whatever on their fantastic profits from foreign oil. As I have
attempted to explain to a number of my friends, any reduction in percentage
depletion for oil would not bring additional revenue to the U.S. Government from
the enormous income from foreign oil, because it would only result in Venezuela,
Saudi Arabia, Iraq, Kuwait, and Indonesia increasing their tax on American oil
companies to claim for their treasuries that which would otherwise escape their
taxation to the benefit of Uncle Sam.

Anyone who cared to enlighten himself on the manner in which this foreign tax
credit has been used to deny revenue to our Government could satisfy himself in
short order by reading the report drafted by the Joint Committee on Internal
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Revenue Taxation and made available to the Senate Committee on Finance. The
report explains how this type of tax avoidance was used by Arabian American Oil
Co., in pursuance of policies of the Government of Saudi Arabia.

INFERENCES OF CORRUPTION

I notice that the junior Senator from Wisconsin [Mr. ProxMIRE] told the Senate
yesterday:

“The oil industry has won a position of corrupting power and influence in our
Federal Government.”

Mr. President, that statement sounds extremely like some of those which I have
heard made by a previous junior Senator from Wisconsin. I hope very much he
will produce his evidence that the smaller and independent domestic producers
have corrupted the Congress which passed a law compelling the President to take
action or that they corrupted the President who acted, well knowing that it was
his duty. If the junior Senator from Wisconsin knows of unexposed corruption in
Government, it is certainly his duty to bring forth his evidence

During my 10 years of service in the Senate, it has been my duty to vote upon a
number of trade bills and a number of amendments affecting the petroleum indus-
try when such amendments were offered to trade bills. In some years when oil
imports were at a lower level, I have voted on the side of the major companies. In
recent years, when oil imports began to threaten the domestic industry, I have
felt it my duty to vote and fight to control foreign imports.

It has always been my feeling that both the large corporations and the small
producers were entitled to be heard by the junior Senator from Louisiana. Both
sides have very large investments in the State which sent me to the Senate. I am
prepared to testify under oath that there hasn’t ever been a single instance in 10
years during which the representatives of oil producers, either large or small, be
they foreign producers or domestic companies, have made any offer to reward or
threat of reprisal with regard to any position that I have taken or proposed to
take concerning their interest. The junior Senator from Louisiana is certainly not
one who owes his election to the influence of the oil companies. They were almost
unanimous in their opposition to me—1 mean both the independent and the major
oil producers—when I was elected to the Senate in 1948, in large measure because
I had strongly favored a very heavy increase in severance tax on oil at the State
level. If [ had known them to be less than honorable, I would not state to the
contrary.

1 helieve T have shown that the President’s order will help to preserve a domestic
petroleum industry. In preserving the thousands of small independent producers,
the President’s order will assure vigorous competition by many thousands of
competitors. Such competition is necessary if the consumer is to be protected from
monopolistic pricing.

1 believe I have demonstrated that the President’s order has not and will not
disturb our friendly relations with our neighbors or our friends throughout the
world.

Quite the contrary, it will assure our ability to go to the aid of at least a dozen of
our important friends and allies throughout the world in the cvent that everyone
clse fails them.

1 believe I have demonstrated that the petroleum industry has accepted a rate of
competitive imports compared to exports many times beyond the contribution of
other American industries.

Above all, I believe I have demonstrated that the logic of the report of the
President’s Special Committee to study this matter is inescapable, and that the
security of this Nation requires that we maintain a domestic petroleum industry
adequate to serve this Nation in times of crisis.

Those who have experienced the cold winter months of World War IT when fuel
was strictly rationed aud those who stand ever ready to make great sacrifices if
need be in time of peace as well as in time of war, would never want this Nation
to be at the merey of uncertain and undependable sources of fuel during wartime
or during national emergencies.

It is for this final reason that I am satisfied that all thoughtful Americans who
take the trouble to acquaint themselves with the problem will hail the President’s
order as a desirable one, required by act of Congress and required by his duty to
preserve this Nation.
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SECTION-BY-SECTION SUMMARY OF THE “ENERGY REVENUE AND DEVELOPMENT
AcT or 1973”

TITLE 1. SHORT TITLE—STATEMENT OF POLICY AND PURPOSES

Section 101. Short Title: Section 101 denominates the bill—the Energy Revenue
and Development Act of 1973.

Section 102. Statement of Policy and Purposes: This section contains a statement
of policy and purposes. The following summarizes the points in the statement:

1. It is the policy of the U.S. to become energy independent by 1985.

2. Achievement of this goal is essential for the nation’s economic growth,
full employment, balance of payments equilibrium, and national security.

3. Attaining the goal requires a national energy policy, and a central
authority to implement such a policy with the advice and assistance of an
independent commission of energy experts.

4. The U.S. has enormous fossil fuel reserves; it is imperative that thesc
resources be rapidly developed.

5. The public and private sectors must cooperate to develop alternative
energy sources and systems—including solar, geothermal, wind, nuclear
fusion and fission, coal gasification and liquefaction, conversion of organic
materials and others.

6. Attaining energy self-sufficiency will require a massive investment of
capital and technology.

7. Public funding of energy programs requires the imposition of taxes on
energy sources with proceeds to be deposited in an energy trust fund.

8. Private funding requires that the private market be permitted to operate
freely to attract the capital necessary for research and development of
energy. Accordingly, price controls on fossil fuels must be phased out, and
immediately terminated on articles needed in energy production. Decontrol
of prices on fossil fuels should be carried ont subjeet to safeguards to avoid
excessive profits.

9. Foreign energy sources have proved to be an unreliable source of supply.
However, because of relatively cheaper extraction costs aborad it will be
necessary to impose variable duties on petroleum and petroleum products
from all countries and quota limitations on petroleum and petroleum products
sought to be imported into the U.S. from countries which have embargoed
shipments of petroleum to the United States in order to assure a domestic
climate conducive to capital energy investment.

10. Achieving energy self-sufficiency also requires the granting of tax
incentives to stimulate domestic fossil fuel production and the removal of tax
incentives which encourage foreign fossil fuel production hy U.S. companies.

TITLE II. ENERGY TRUST FUND—TAX ON ENERGY SOURCES

Seclion 201. Establishment of Trust Fund: This section creates an energy trust
fund in the U.S. Treasury to be financed by the proceeds of an energy tax on
sources. The trust fund would be managed by the Secretary of the Treasury in
consultation with the Administrator of the Federal Energy Administration. The
trust fund would be administered and invested in interest-bearing obligations of
the U.S. or obligations guaranteed by the U.S,, as are existing trust funds. Ex-
penditures from the trust fund would be accomplished as provided by legislative
appropriation acts.

Section 202. Tax on Energy Sources: This section imposes an excise tax on all
energy sources by their British thermal unit (Btu) value including the extraction
of fossil fuel within the United States, the production of electricity, using any
energy source other than fossil fuels, and upon the importation of fossil fuels and
their derivatives. The tax on energy sources would be imposed at rates which would
vary for each year between July 1, 1974 and July 1, 1984 in order to raise revenues
consistent with projected energy expenditures requirements.

Thus, the bill imposes a tax on energy sources of 4.1 cents per one million Btu
for 1974 which ascends in stages to a rate of 6.5 cents by the year 1978 and there-
after declines to a rate of 2.8 cents by 1984, after which time the tax would be
terminated. The tax would raise approximately $50 billion over a ten-year period,
beginning in 1974 with $3.2 billion, increasing to $5.8 billion in 1978. A five cent
per million Btu tax, which is slightly higher than the average tax in the bill,
would mean an approximate increasc of 29 cents for a barrel of crude oil, $1.20
a short ton of coal and 5 cents for a thousand cubic feet of natural gas. The tax
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would be imposed on classes or grades of energy, as certified by the Federal
Energy Administration.

TITLE III. FEDERAL ENERGY ADMINISTRATION (FEA)

Seclion 301. Establishment of FEA: This section creates a Federal Energy Ad-
ministration (FEA) to be directed by an Administrator and a Deputy Admin-
istrator to be nominated by the President and confirmed by the Senate.

Section 302. National Energy Program: This section charges the FEA with the
responsibility for developing and carrying out a national energy program involving
energy research, demonstration, development, utilization and conservation. The
FEA would be charged:

1. Developing the information and technology necessary to support de-
velopment of the widest range of cnergy policy alternatives necessary to
attain energy self-sufficiency.

2. Assessing and directing Federal energy research and development to
assure adequate reliable economic and environmentally acceptable energy
systems.

3. Encouraging energy conservation and efficient energy production
conversion and consumption.

4. Providing solutions to immediate energy shortages.

5. Formulating and carrying out cnergy research and development and
demonstration programs, with full consideration of the efficiency and en-
vironmental affccts of conventional energy sources as well as middle and
long term alternative energy sources.

Seclion 303. Authorily of Adminisiration: This section authorizes the FEA to
promulgate rules and regulations and to fully exercise the powers vested in it
by law. These powers include:

1. Entering into contracts and agreements for energy research, develop-
ment and demonstration;

2. To acquire laboratories, research and testing sites;

3. To enter into contracts, leases, cooperative agreements with, and to
make grants to, educational institutions, research firms, corporations, etc.,
to construct demonstration type or full scale commercial size facilities to
produce energy from oil shale, coal gasification, solar power, tidal power or
other unconventional sources of energy;

4. To provide loan guarantees to persons engaged in the prospecting,
exploration, development or production of oil or natural gas pursuant to
contractual agreements; and other authorities.

Section 304. Loan Guarantees: This section specifies the criteria under which
loan guarantees may be made in order to raise private capital to produce energy.

Section 305. Patent Policy and Mandatory Licensing: This section provides that
the technology arising from all energy projects undertaken by or under the
authority of the FEA be made available at the earliest possible date to the general
public. The FEA would determine in public proceedings whether patent licenses
should be granted on a royalty-free basis or on a basis designed to recover part or
all of the cost of federal research. Other provisions of Section 305 contain the rules
and guidelines to be followed by the FEA in assuring that the technological fruits
of its energy programs are immediately and properly made available to the private
sector.

Section 306. Monetary Awards: This section empowers the FEA to make mone-
tary awards, within carefully proscribed limits, to persons deemed to have made
significant contributions to energy research and development.

Section 807. Technical Amendmentss This section provides statutory titles of
Administrator and Deputy Administrator of FEA.

Section 308. Authorizalions: This section authorize that funds may be ap-
propriated out of the trust fund to carry out the purposes of this Act.

Section 309. Annual Reports: This section requires that the FEA report to the
Congress annually on its activities.

Section 310. Transfer of Functions: This section transfers to the FEA all func-
tions previously carried out by the Atomic Energy Commission which relates to the
peaceful uses of atomic energy.

Section 311, Future Transfer of Functions: This section authorizes the President,
for a period of 36 months following the date of enactment, to transfer energy
functions from other agencies to the FEA.
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TITLE IV. COMMISSION ON ENERGY TECHNOLOGY ASSESSMENT (CET;\)

Section 401. Establishment of Commission: This section creates an independent
Commission on Energy Technology Assessment, consisting of 7 scientists, 7 engi-
neers, and 7 economists. The Commission will be directed by a Commissioner
who shall be appointed by the President with the advice and consent of the
Senate. The Board members shall be appointed for a ten-year term in office
staggered to assure continuity and independence.

The basic functions of the Commission will be to advise and make recommenda-
tions to the FEA regarding the qualities of research, development and demon-
stration undertaken under the FEA sponsorhsip and generally to critically
cvaluate national energy policy and its implementation.

Economic Models: The gommission would also construct and maintain economic
models of the energy needs of the United States, and the alternative means and
costs of satisfying those needs currently and during cach subsequent five-year
period. The information would be made available to the public.

Adversary Studies: The CETA would also perform ‘‘adversary studies’’, critically
evaluating the merits of government-sponsored R & D efforts, and the perform-
ance of the private sector in developing energy supplies.

Independent Funds: CETA would be funded by a portion (one percent) of the
trust fund monies received during the preceding fiscal year.

The Commission will have its own staff of cxperts and will make periodic
reports to the Congress and to the public.

TITLE V. TERMINATION OF PRICE CONTROLS

Section 501. Petroleum Fossil Fuels and Infrastructure: This section amends the
Economic Stabilization Act to phase out price controls on prices (over a one-year
period) of petroleum products, including oil, natural gas, and coal. In addition,
Section 501 immediately would terminate price controls on steel pipe, drilling
equipment, casing, or any other steel products certified in short supply and used
in fossil fuel extraction, refining, and transportation.

Section 502. Natural Gas: This section amends the Natural Gas Act to deregulate
the prices on new natural gas in interstate commerce and, as contracts expirc it
wo]l;ld deregulate natural gas for use in interstate commerce produced in existing
wells.

TITLE VI. TAX ENFORCEMENT PROVISIONS (EXCESS PROFITS TAX)

Section 601. Excise Taz on Uninvested Profils from Energy Sources: This section
would impose an excise tax on excess profits from energy sources to the extent
that such profits are not reinvested in qualified energy projects. The tax would be
40 percent of the profits from energy sources. The profit allowance from energy
sources for any person is set at 20 percent of his average net investment for the
fiscal year or $100,000, whichever is greater. Profits in excess of that amount
wou'd have to be reinvested in qualified energy projects, or they would be subject
to the tax.

TITLE Vil. IMPORTS OF PETROLEUM, PETROLEUM PRODUCTS, NATURAL GAS AND
CERTAIN DRILLING AND MINING EQUIFMENT

Section 701. Variable Import Duties: This section would impose variable import
duties on petroleum and petroleum products imported into the U.S. The duty
would te equal to the amount by which the domestic price of the commodity
exceeds the price of the article sought to be imported into the United States.

Section 702. Imports From Certain Arab“Couniries: This section would impose
a quota limitation not to exceed 5 percent of domestic consumption on petroleum
and petroleum products imported into the U.S. from the Arab countries which
have embargoed exports to the U.S.

Section 708. Relazation of Import Controls on Certain Steel Drilling and Mining
Equipment: This section would request the President to enter into negotiations
with countries which have voluntarily limited their exports of steel products to
the United States for the purpose of importing increased quantities of steel articles
certified in short supply and used in fossil fuel extraction.

Section 704. Negotiations by Oil Importing Couniries with Oil Ezxporting Countries:
This section would request the President to enter into negotiations with other oil
consuming nations to form a “‘consumers union’’ organization which would bargain
collectively with the foreign producing nations. The Federal Energy Administra-
tor would be the chief representative for the United States in negotiating on
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price and quantities of imports, and would represent the United States in all
negotiations with major oil exporting nations prior and subsequent to the forma-
tion of a consuming nation organization. Consuming countries which refuse to
enter into such an organization with the United States shall not be accorded
most-favored-nation treatment by the United States.

TITLE VIII. EXPORT CONTROLS ON FOSSIL FUELS, DRILLING AND MINING
EQUIPMENT

Seclions 801-807.—These sections would impose export controls on petroleum,
petroleum products, fossil fuels and certain drilling and mining equipment. The
Secretary of Commerce would be directed to determine quarterly the quantities
of such articles that would be available for export and would issue export licenses
according to historical patterns of such exports. There is built-in flexibility in the
administration of this provision.

TITLE 1X. TAX INCENTIVES FOR INCREASED PRODUCTION OF ENERGY SOURCES

Section 801. Tax Credit, Exploratory Drilling, Secondary and Tertiary Recovery
Costs: This section amends the Internal Revenue Code to create a double invest-
ment tax credit (14 percent) for domestic exploratory drilling expenses and secon-
dary and tertiary recovery costs.

Section 902. Tazx Credil, Depreciable Property Used in Extraction, elc. of Energy
Sources: This section provides an additional tax credit (14 percent) for depreciable
property placed in service for the exploration for, or the development, extraction,
refining, storage or transportation of domestic fossil fuels, or any other energy
source.

Section 903. Technical and Clerical Amendmenits.

TITLE X. MISCELLANEOUS TAX PROVISIONS

Section 1001. Foreign Percentage Deplelion and Intangible Drilling Expenses:
This section would repeal prospectively the percentage depletion allowance and
intangible drilling and development costs provisions for oil and gas wells located
oulside the United States.

Section 1002. Credit or Deduction for Residential Energy Conservalion Ezpendi-
tures: This section would permit individual taxpayers to credit against their in-
come taxes an amount equal to 50 percent of their expenditures for residential
energy conservation, such as storm windows costs, but not to exceed $1,000. In
lieu of the tax credit the individual taxpayer could deduct up to 31,000 for such
expenditures from their taxable income.

TITLE XI. NAVAL PETROLEUM RESERVES; INCREASED PRODUCTION
ON FEDERAL LANDS

Section 1101. Transfer of Jurisdiction: Under this section, all jurisdiction of the
Secretary of the Navy over U.S. naval petroleum and oil shale reserves would be
transferred to the Secretary of the Interior, ninety days following the date of
enactment.

Section. 1102. Comprehensive Plans for Land Use or Disposilion: This section
directs the Secretary of the Interior to report to the Congress, within 12 months,
exploration, development and production of fossil fuels from the Naval petroleum
and oil shale reserves by the private sector under U.S. mineral leasing laws.

Section 1103. Claims of Alaskan Natives: This section protects all rights and
claims by Alaskan natives to lands comprising naval petroleum reserves in the
State of Alaska.

Section. 1104. Increased Production of Oil and Gas on Federal Lands: This section
authorizes and directs the Secretary of the Interior to require that oil and gas
fields in lands owned by the United States, including the outer Continental Shelf,
be fully developed and produced at a “maximum efliciency rate,” i.e. a rate that
could be sustained without damage or loss to the oil and gas reservoir or
the ultimate recovery of crude oil under sound conservation, economic and
engineering principles.

Senator GravEL. We have a distinguished group of witnesses.

That group is led off by none other than the person who has espoused
the concept of an energy trust fund and a person for whom I have
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great personal respect and friendship. It is, of course, the distinguished
Senator from Kentucky, Senator Cook.

Senator Cook, we are happy to have you here. Please proceed at the
speed you wish.

STATEMENT OF HON. MARLOW W. COOK, A U.S. SENATOR FROM THE
STATE OF KENTUCKY

Senator Cook. May I thank the chairman very much.

It is difficult for good friends to talk about Senators and chairman-
ships and so on and so forth.

May I say, Mr. Chairman, we have a number of inserts which I
will not take the time to stop to put in the record. They are in my
remarks. We will do it afterward, so I will go right through this, as
1 understand you have got quite a docket this afternoon yourself.

Mr. Chairman, all of us here are deeply concerned over the shortage
of energy fuels. We hear a great deal of rhetoric today concerning the
magnitude of this shortage, and it also seems to be popular to partici-
pate in blame fixing. While I agree that it is important for the Con-
gress to determine the circumstances which led us to this undesirable
condition and take appropriate action, I submit that what we must
do with all urgency 1s to develop solutions to our problems and
provide the farmer, the businessman, and all citizens of the Nation
with the fuels they need to heat their homes, cook their food, plant
and harvest their crops, conduct their commerce, and preserve their
way of life.

1 believe that we have made a very substantial beginning, partic-
ularly regarding the allocation of the available fossil fuel. However,
while the allocation of shortages is important we must act to provide
additional fuels in usable form.

To take the next step and provide these fuels, we must first deter-
mine very accurately just where we are as regards requirements and
assets—not where we wish we were, not where we could have been had
we acted more prudently—but where we are. And, gentlemen, this in
itself 1s no simple task.

As I believe that positive action to deal with our energy problems
is the purpose for which you are conducting these hearings, Mr.
Chairman, I congratulate you and Senator Dole and am very pleased
to participate and offer my support.

In attempting to determine just where we are, let me refer to a
document entitled “Report to Richard M. Nixon, President of the
United States, Submitted by the Chairman of the Atomic Energy
Commission.” This report 15 dated December 1973, and the first
finding states:

Present energy problems stem, in large part, from lack of a coordinated national

energy research and development program over the last 20 years. Only nuclear
power has received sustained support at adequate levels.

I would call attention to the two words “‘sustained’’ and “adequate’
as they are contained in this finding, because to me they are the foun-
dation upon which we must build our program. Any research and
development program designed to provide the energy required by this
Nation is doomed to failure unless it includes sustained adequate
funding. I therefore am in complete agreement with this finding, and I
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submit that we can ill afford to delay further the adoption of a viable
program so funded.

The AEC study also recommends that the energy research and
development administration, ERDA, be established mmmediately so
that ‘1t can be operational by July 1, 1974.” 1 also agree with this
finding.

I suggest that the necessary legislation to implement both of these
AEC recommendations was introduced in the Congress on November
13, 1973, by this Senator for himself, Senator Baker, and Senator
Bartlett. I refer to S. 2694. I request that a copy of this bill, along
with the introductory remarks, be included in the committee record.!

It was my conviction then, and I repeat:

We in this country solved our highway problems with the Highway Trust
fund—no one doubts that this would never have been accomplished without such
a trust. R. & D. in the energy field will never solve the problems of this nation
without the essentials of a uniform facility to attack the problem and a specific
energy trust to allow such a massive program to unequivocally meet a deadline of
absolute accomplishment.

I would also call attention to the fact that on July 13 of last year
for myself, Senator Robert Byrd, and Senator Baker, I introduced an
earlier version of the trust fund concept in S. 2167, and I request that
this bill and the attendant remarks also be included in the record.?

My argument remains that:

In 1956 when the decision was made to undertake the construction of 40,000
miles of super interstate highways, we recognized that in so doing we were tackling
the greatest construction project in the history of man. We recognized further that
to achieve our goal that we must have assured funding over a continued period. We
realized that we must remove the uncertainties inherent in dependence on annual
appropriations.

The decision was made by the 84th Congress and President Eisenhower to
establish a Highway Trust Fund for this purpose. Public Law 627 came into being.
The fund derived its assets from taxes paid on fuels, tread rubber, tires, tubes,
buses, trucks, and other highway use sources. In this way the user paid the cost of
the highway. We now enjoy a highway network which I question would exist had
we not created this fund.

As we seek the best solution to funding required R. & D. programs for energy,
I think we would do well to consider our previous action. The requirement exists
for assured and continuous funding of our R. & D. program. What better way to
provide this funding than the creation of a Federal energy research and develop-
ment trust fund? This fund could act as a repository for funds of a prescribed
amount and expenditure could be made from the fund to meet requirements as
they occurred over a continuous time period.

I suggest a sum of $2 billion would be paid into the fund annually. I would not
restrict or require that a specific amount be expended over a fiscal year and would
permit the administration to expend the available funds over a continued period
to meet requirements. Experience hass hown that R. & D. projects usually begin
with small initial funding requirements, and their requirements over succeeding
periods are dictated by their success or failure.

In considering the source of revenue for this fund, I suggest that we again adopt
the user approach. However, rather than revenue from the tax placed on the user
I suggest that we utilize the revenue from the assets of the user. In this instance,
the user is most certainly the public, you and I. And the asset of which I speak is
our public land and more specifically that public land which lies on the outer
continental shelf, OCS. For many years we had these assets but we did not con-
sider them to be of any great value because the supply far exceeded the demand.

Let me digress just a moment, Mr. Chairman, about the President’s
remarks at 1 o’clock today. He asked that we increase the leases of our

1 See p. 1039.
2 See p. 1051,
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public lands and offishore resources from the present 3 million acres
that have been allocated from 1956 to 1973 to a figure of 10 million
acres, which is really an increase threefold.

Therefore, I feel that it fits well within the confines of being able to
finance this trust, purely and simply because under the basic concept
this last year we have produced a lease sale of almost $5 billion, aad
with a threefold increase, $2 billion would not decrease the utilization
of or the necessity of depending on current revenues from that source.

Senator GravEL. Would you permit me to interrupt you, because,
unfortunately, T have to leave in about 20 minutes to attend a cere-
mony for signing the permit for construction of the Alaskan pipeline.
This pipeline will mean a great deal both for Alaska and for the country
in increasing domestic energy supplies.

Before that, let me just say from what I understand to be your
testimony thus far, I think you are very much on track in contributing
to our efforts to create an effective, long-range energy policy. However,
I wonder if I might ask, with respect to the funding possiblity, what
your feelings are with respect to the workability of a BTU tax?

Senator Cook. May I say, Mr. Chairman, I have read your bill and
I have read your schedule. I do not want to get into a long discussion,
because you have to leave. But I would like to sit down with some
committee staff at a later date to determine how you developed your
percentages of tax; particularly the variance between July 1974 and
July 1984 and your estimates for these figures.

Senator GRAVEL. May I briefly say that we conceived of the problem
as similar to the space situation. The need for capital would go on a
bell-shaped curve. That is, it would take some time for us to be able to
raise and effectively use the large amount of funding required to
meet our objectives. Then activity would increase with a crescendo
effect, reach a peak and gradually come back down again.

The major purpose for the BT U tax is, one, to establish something
that is equitable for all. T agree with you that there will be substantial
revenue from OCS. The difficulty I have with financing the trust fund
by lease bonuses is that [ believe bonus bidding on leases should be
discontinued. I will shortly introduce legislation to change this system.

When we require a bonus bid sale, as in Alaska, and in the State
sector and the Federal sector, we get a large chunk of money placed
up front by the oil companies. To me, this seems just a little ridiculous.
Here, on one hand, we make the oil companies put up such a fee, right
at the beginning, before they can drill one well. This is money that
comes from their coffers. That causes them to go into unusual specula-
tion.

Then we take that money, put it into a trust fund, and then turn
around and provide them moneys to develop a prototype of activities,
be it gasification, liquefaction, or other pure R. & D. It seems to me
we are cycling the same kind of money.

I would hope that we would realize this and go to the British
approach; that is, have no big bonus fees that the oil companies have
to pay to get hold of the land to drill it. Instead we would have an
agreement with the oil companies that they provide funds for explora-
tion and if and when oil is found there, the American people share
more generously than would have been the case in the more specula-
tive approach. In this way we do not recycle the money. We get the
oil companies moving very smartly.
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Senator Cook. I have no disagreement with the theory, Mr. Chair-
man, but suggest that the theory has to be put in the form of legisla-
tion. We should not have it both ways. We should not attempt to
eliminate the competitive basis by which leases are now made on the
theory that they are still going to have to pay for those leases while
at the sume time impose a tax on them. Such action obviously doubles
the TOSt of whatever resource is made available to the American
people.

If we could allocate these leases by some system other than by our
present system of competitive bidding, it should be considered. I am
concerned that if we eliminate our present system that we could get
ourselves in trouble. For example one company could have more of
an opportunity than another and we might find an imbalance.

Let me repeat that T would not want to have the high lease charges
and also have the BTU tax.

{ may say there are some problems in the BTU tax aspect. I am
not sure that I glean from your bill that you have an equal tax on
what is utilized. For instance, would you impose that same tax on a
TVA or an individual who produces a great deal of power? Do you
get into the public-owned segment?

Senator GRAVEL. As we view it, the tax would be placed on the
source of energy, whether the source be oil, be gas, a BTU rating of
a hydrogenerator or an atomic generator, or a BTU rating of a ton
of coal. The tax would be paid proportionately on that unit basis.
In this way, you do not reward the inefficiencies that exist within
our energy system; you reward the efficiency of the energy by the tax
being at the source with everybody using whatever kind of energy
is most advantageous. We could tax it at the source so when a ton
of coal comes out of the ground it is rated. _ )

Senator Cook. May I say to the chairman we a.e also very much
in the ballpark with our $2 billion figure because in the President’s
remarks today he talked about an expenditure of $1.8 billion a year.

Senator GrRavEL. You have offered a vehicle to finance what other
Senators are talking about. Until somebody puts up the money, it is
only talk. That is the reason you deserve credit.

Senator Cook. We have problems that we can certainly work out.

I recognize that your approach at least does not consider the sale
of public lands or the lease of public lands and the lease of offshore
reserves as the only source of revenue. I think there are problems we
can work out and that can be resolved.

Senator Graver. If you will excuse me, I will leave it in the able
hands of the ranking member of the committee.

Senator DovLg [presiding]. The Republicans are finally in coatrol,
Marlow. Go ahead.

Senator GraveL. That is for a very brief period.

Senator Cook. ‘“Today we find that these OCS assets have indeed
increased in value. The irony in this increase is that it has come about
by an energy shortage, particularly oil and gas, which threatens to
destroy many of our much more tangible and recognizable assets.”

Subsequent to the introduction of these bills and on December 5, I
appeared as a witness before the Government Operations Committee
during the hearings being held on S. 2744 to establish the Energy
Research and Development Administration. I request that a copy of
this statement also be included in the committee record.®

3 See p. 1054,
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Senator Coox. At this time I again suggest that a trust fund be
used in combination with ERDA.

For these reasons, Mr. Chairman, I am particularly pleased that the
legislation we are discussing this morning, S. 2806, which was intro-
duced by Senator Gravel, also provides for a trust fund.

I understand that there may have been some reluctance on the part
of the executive branch to establish an energy trust fund. My early
fears have been somewhat dispelled by the announcement by the
Secretary of the Treasury on December 19, 1973, that one of the
primary uses for the tax revenue produced by the proposed windfall
profits tax would be to support an energy development trust. I think
that the executive branch’s recognition of the requirement for a fund
1s most significant.

During the 92d Congress I was pleased to support legislation which
would have acted to deregulate the controls over natural gas as
exercised by the Federal Power Commission. During the 93d Congress
I continue to voice this opinion. In October of last year, in a statement
before the Senate Commerce Committee, a copy of which I would
like to include in the record, I stated that we must take decisive
action concerning Federal controls and as a minimum permit new
natural gas to seek its own price in the energy marketplace.*

I am pleased to see that S. 2806 proposes to accomplish this
deregulatian.

I would digress again & moment, Mr. Chairman, to say that we
do have some problems that the committee should seriously think
about in this regard. First of all, as you well know, we have long-term
contracts for the utilization of gas. If we move into the field of de-
regulation, we find ourself in a position where termination of con-
tracts may well find the producer looking for a new buyer for that
gas. I think we have to permit the original contractor something
in the nature of a first refusal, I might say such action is very much
contrary to my legal background because in essence what we would
be saying, is that one has the right of first refusal or one has the right
of first option to acquire that same gas that he has been acquiring.

We must recognize however that we would have a problem if we
ran into a termination of a contract and a deregulation. It’s con-
ceivable that a company which is now supplying X with a trillion
feet of gas a day could divert that gas to another part of the country
purely on a price basis. As you well know, we now have adequate
machinery before the Federal Power Commission whereby one gives
the notice of renewal of that contract. I think it would be wise to
look into just what exactly will occur if we do deregulate in regard
to the present status of the hearings before the Federal Power Com-
mission on the utilization of that gas which is under an expiring
contract.

There is another question that you would have to look into and
look into rather seriously. I refer to the treatment given to producers
affiliated with the purchaser or purchasers and the production half.
I suggest that they should be given the same treatment as independent.
producers.

I also believe that the establishment of the Federal Energy Ad-
mmistration 1s essential. We have too long been without a national

¢ See p. 1058.
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energy policy. I understand that I will be followed tomorrow by Mr.
Bill Simon, who now occupies the Federal Energy Office created by
the President. I would add that I believe that he has made an ex-
cellent beginning, and that he has impressed us all with his vigor
and determination to get on with the job. However, he can implement
only that which the Congress enacts. The Congress, then, must face
up to its responsibility with the urgency our Nation demands.

Mr. Chairman, I have not attempted to comment on all 11 titles
of S. 2806, but rather to limit my remarks to a few specific comments
on this proposed legislation. I think that S. 2806 contains many
desirable features and I shall follow with much interest the record
you develop here during the hearings.

In a way we can compare the hearings on energy R. & D. with
R. & D. itself. In many areas we have proven R. & D. programs and
are now ready for the next step, which is demonstration. I would
certainly like to see the Congress now place its efforts in the next step
and demonstrate its sincerity by enacting meaningful legislation.

Senator DorLEe. Thank you, Senator Cook, and I apologize for being
a little late. I am aware of the fact that you were a piloneer of the
trust fund concept. In fact, I think in the testimony this morning
Mr. Simon acknowledged again the administration’s interest in the
trust fund, and it appears to me there is support growing for it in the
full Finance Committee.

Of course, I am aware of Senator Gravel's efforts to refine it and
examine it to see what we can come up with. Apparently the admin-
istration and a considerable segment of the members of the Senate at
least, are thinking the same, and it may well happen.

Senator Coox. May I say, Mr. Chairman, that I am disturbed in
2806 with the language on page 7. I say this to the majority staff,
starting on line 20, energy programs. ‘‘Amounts from the Treasury
shall be made available as provided by appropriation acts.” That does
bother me, purely and simply because I think one can create a trust
and one can move away from that trust.

If in fact we are not going to allocate on a report from the Agency
to the Congress relative to what its needs for research, development
and demonstration really are, and then accept or reject that program
without them saying that we shall have an appropriation act, then I
al not sure what we are really doing. I think in effect we are saying
what we have got to do is come back every year and have an appro-
priation act out of the trust.

We find in many instances in the past when this has been done—
let’s take coal liquifaction. Suppose it is slow. Let’s take onsite
gasification, whereby we cap off a coal seam and produce the gas directly
from the ground. Suppose these things run into difficulty. I am
concerned that the Congress may get impatient with the research
and development and then not appropriate the funds required. Then
we find these trusts broken. Everyone who needs funds and everyone
who needs resources for other programs looks at this trust and says
let's break it.

Senator DovLe. I understand. That is the same language in the
highway trust fund.

Senator Cook. You know what has happened there. May 1 say,
as a matter of fact we constructed highways that for a long time
ended up in the middle of a field. It seems to me that after all we do
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learn by experience. It seems to me that having watched a great deal
of the trusts being held up for a long period of time, we are here
fighting absolutely what I consider to be a deadline. That deadline
is to see that within a very, very small percentage, that this Nation
becomes self-sufficient in the energy field.

It bothers me that we see this trust and we have to have an act
of Congress to appropriate from it every year, rather than the crea-
tion of the trust, then submit a program of research and development
into the Congress to accept.

Senator Dove. Thank you, Senator.

[Attachments referred to by Senator Cook follow. Hearing continues
on page 1060.]

[From the Congressional Record, Tuesday, Nov. 13, 1973]
SENATE
By Mr. Cooxk (for himself, Mr. Baker and Mr. Bartlett):

S. 2694. A bill to establish an Energy Research, Development, and Demon-
stration Administration, and to reorganize, consolidate, and supplement within it,
Federal responsibility, authority, funding, and financiug for conducting a national
program for scientific research, development, and demonstration in energy and
energy-related technologies designed to resolve critical energy shortages. Referred
to the Committee on Interior and Insular Affais.

Mr. Coox. Mr. President, I am cosponsor of S. 1283, introduced by Senator
Jackson, an energy conservation measure. On review, however, 1 find that this
bill makes no permanent requirements for funding, thus leaving it to Congress to
appropriate at any level of funding after the first year, or at no level of funding at
all

Second, it fragments the research as follows:

Coal gasification, $6 million per.year for 10 years.

Coal liquification, $7,500,000 per year for 12 years.

Geothermal, $8 million for 15 years.

Advanced power cycle development, $6,500,000 per year for 10 years.

Shale oil development, $5 million per year for 8 years.

Each category has its own corporation and functions independently of the
others. On reflection then, the Jackson bill has two serious shortcomings:

First. No trust is established, and funding is thus left to succeeding Congresses.

Second. Separate corporate structures to accomplish the same end is cumber-
some, and will not work.

We in this countiy solved our highway problems with the highway trust—mno one
doubts that this would never have been accomplished without such a trust.

R. & D. in the energy field will never solve the problems of this Nation without
the essentials of a uniform facility to attack the problem and a specific energy
trust to allow such a massive program to unequivically meet a deadline of absolute
accomplishment.

Therefore, Mr. President, on July 13 of this year for myself, Senator Robert
Byrd and Senator Howard Baker, I introduced S. 2167, a bill to accelerate energy
research and development by providing adequate funding over a continuing
period of time through the creation of an energy research and development fund.
The fund would draw its support from those moneys received by the Federal
Government from its lease sales of public lands on the Quter Continental Shelf.
I reasoned that as it was the shortage of energy which now enhanced the value
of these public assets, this new revenue should in turn be used to find relief to
the energy problem itself. I still believe that this reasoning is sound and am more
than ever convinced that we will never achieve our R. & D. goals by year to year
financing and must adopt some type of trust fund concept. However, there is
good argument for broadening the base of this fund by including receipts from
Federal lease sales and all other sales or grants of development rights of energy
sources on Federal lands.

It has now been 4 months since I introduced this bill and while I have been
promised by the chairman of the Senate Interior Committee that hearings will
be held at an early date, this date has as yet not been set.

In my original concept 1 envisioned that the fund would be managed and co-
ordinated by the Interior Department. However, in my introductory remarks,
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I recognized that new organizational concepts were being considered and suggested
that should the President’s reorganization reach fruition, that there may be a
new office better suited for this purpose.

In his address to the Nation last Wednesday, the President put forward several
programs to deal with the immediate energy problems we face today. I support
his intent and applaud the rapid action being taken by the Interior Committee
to develop the necessary legislation to implement these programs. However, as
necessary as these programs are, they are all in the form of a fire fighting stop
galp nature and do not address the long-term problem which this Nation must
solve.

One program advanced by the President is of particular interest to me and
this is the creation of an Energy Resource and Development Administration to
control the Nation’s efforts in this area. The idea is not new as it is found in the
President’s earlier program to create a Department of Natural Resources. What
is new is the suggestion that we remove R. & D. from the proposed department
and create a new independent administration. I think this is sound and I support
it.

The President has compared the need for such an effort to the Manhattan
project of World War II, which made this Nation the major nuclear power at
that time. He also compared this need to the space program of the 1950’s which
made America the first nation to put a man on the Moon.

I might say there is one that he forgot, Mr. President, and that is that when
World War II started, we all thought there was not going to be an automobile in
the country that could get any more rubber tires.

It took this Nation 1 year to come up with synthetic rubber, and the only thing
we care about rubber trees for today is that they give somebody shade somewhere
in the world.

As the President expressed it:

“Whenever the American people are faced with a clear goal and they are
challenged to meet it, we can do extraordinary things.”

This then is the backdrop for the initiation of ‘“‘project independence.”” However,
much as I agree with the stated objectives of energy sufficiency by 1980, I am not
convinced that the proposal as now being considered can attain this goal. I still
hold that we need the energy trust fund. I believe that we need an independent
agency to manage this fund and insure that we direct our efforts to programs
ranging from the exotic—such as wind and tidal or ocean current power, to the
realizable—such as coal gasification and liquefaction whether our goal is energy
self-sufficiency by 1980 or 1985, this Nation’s efforts must be wide-ranging and
broad in scope. We must not overlook any possibility, however remote or far
fetched it may seem.

Accordingly I am today introducing a bill which will accomplish these long-
range goals and at the same time incorporate the vital trust fund concept contained
in 8. 2167. I go one step further, because I do not think that we can reach our goals
by research and development alone. I believe that we must include the all im-
portant demonstration step in the process.

From my own personal experience I have found that when the R. & D. phase of
energy production has been reached there is not adequate provision to support
the demonstration phase so necessary to prove or disprove the R. & D. scale model.
1 suggest that with the creation of the Energy Research Development and
Demonstration Administration—ERDDA—supported by adequate trust fund
we have a fighting chance of locking our energy problems.

1 ask unanimous consent that the bill along with the brief explanation attached
be printed at the conclusion of my remarks. I solicit the support of my colleagues
and urge that the Senate take prompt action to effect this legislation.

There being no objection, the bill and explanation were ordered to be printed
in the Record, as follows:

S. 2694

Be it enacted by the Senate and House of Representatives of the United States of
America in Congress assembled, That this Act may be cited as the “Energy Re-
search, Development, and Demonstration Administration Act.”

TirLe 1
STATEMENT OF FINDINGS AND DECLARATION OF PURPOSE

Sec. 101. The Congress hereby finds—
(a) The nation is currently suffering a critical shortage of environmentally
acceptable forms of energy.
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(b) A major reason for this energy shortage is our lack of an aggressive
research, development, and demonstration (referred to hereinafter as ‘‘re-
search and development,” in accordance with Section 117) effort to develop
a national capability for energy self-sufficiency by proper utilization of our
large reserves of domestic fossil fuels, nuclear fuels, and geothermal energy,
and the potentially unlimited reserves of solar power, nuclear, and other
unconventional sources of energy.

(¢) Many current uses of our limited basic energy resources, including the
conversion of basic energy to an alternate form are highly inefficient.

(d) Current levels of funding by the Federal Government for energy
research and development are inadequate and too fragmented to develop a
program of the scope needed to insure efficient use of existing sources and to
identify and develop the most technically, environmentally and economically
feasible methods for utilizing energy from domestic resources.

(e) The capital requirements of a total energy research and development
program of the magnitude needed are beyond the means of private sources.

(f) The nation’s critical energy problems can be timely solved only if a
national commitment is made now to accord the highest priority, to dedicate
the necessary financial resources, and to enlist our unequaled scientific and
technological capabilities to meet the national energy needs, conserve vital
resources, and protect the environment.

Sec. 102, (a) The general welfare, the common defense, and security urgently re-
quire and it is Congress’ purpose here to undertake a national commitment to
resolve the energy shortages and provide the means for achieving a national
capability for energy self-sufficiency through socially and environmentally
acceptable methods for producing, conserviag, and utilizing all forms of energy.

(b) To effectuate that commitment it is Congress purpose to consolidate and
strengthen existing and initiate new Federal programs for energy research and
development, in an Energy Research, Development, and Demonstration Admin-
istration, established hereinbelow and authorized and charged with exercising
central responsibility for policy planning, coordination, support, and management
of research and development programs, including commercial-sized demonstra-
tion plants, and respecting all forms of energy sources.

(c) The Congress further declares and finds that it is in the public interest
that responsibility for all Federal energy research and development programs be
transferred to the Energy Research, Development, and Demonstration Admin-
istration, and that this transfer be effected in an orderly manner assuring ade-
quacy of technical and other resources necessary for the performance of such

programs.
TrirLe II

ESTABLISHMENT AND ORGANIZATION OF ENERGY RESEARCH, DEVELOPMENT, AND
DEMONSTRATION ADMINISTRATION

Sec. 103. There is hereby established, as an independent establishment of the
executive branch of the Government of the United States, the Energy Research,
Development, and Demonstration Administration (hereinafter referred to as the
““ Administration”” or “ERDDA”).

BOARD OF GOVERNORS

Sec. 104, () The management and direction of all the affairs and interests of
ERDDA shall be vested in a Board of Governors (hereinafter referred to as ‘‘the
Board” or ““the Governors’”), composed of 15 members.

Eight of the Governors shall be Government officials, as follows:

1. As Chairman of the Board, the official designated by the President as
having primary responsibility for energy policy (subject to Senate confirma-
tion if not already confirmed for his primary office);

2. The Director of the National Science Foundation;

3. An Assistant Administrator of the National Aeronautics and Space
Administration, designated by the Administrator of that Administration;

4. An Assistant Secretary of Defense, designated by the Secretary of
Defense;

5. A member of the Atomic Energy Commission (proposed herein below
to be renamed the ‘“Nuclear Energy Commission”), designated by that
Commission;

6. A member of the Federal Power Commission, designated by that
Commission;
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7. A member of the Council on Environmental Quality, designated by
that Council;

8. The Administrator of ERDDA, appointed to that position in accord-
ance with Section 107(b) beilow.

Seven Governors shall be appointed by the President with the advice and
consent of the Senate, as follows:

1. A person with high qualifications and responsibilities in the coal industry
whose appointment shall be made from a list of recommendations by the
principal national organizations representing the coal industry;

2. A person with high qualifications and responsibilities in the nuclear
power industry whose appointment shall be made from a list of recommenda-
tic()ins by the principal national organizations representing the nuclear power
industry;

3. A person with high qualifications and responsibilities in the natural gas
industry whose appointment shall be made from a list of recommendations
by the principal national organizations representing the natural gas industry;

4. A person with high qualifications and responsibilities in the petroleum
industry whose appointment shall be made from a list of recommendations
by the principal national organizations representing the petroleum industry;

5. A person with high qualifications and respongibilities in the electric
industry whose appointment shall be made from a list of recommendations
by the principal national organizations representing the electric industry;

6. A representative from the public at large with high qualifications and
responsibilities for environmental concerns; and

7. A representative from the public at large with high qualifications and
responsibilities for consumer concerns.

(b) The terms of the government members of the Board shall coincide with
their terms in the offices here qualifying them to serve on the Board. The terms
of the seven nongovernment members shall each be for 4 years subject to prior
removal by the President, for cause, except that in order to provide staggered
terms, the terms of 2 initial Governors, designated by the President, shall be for
3 years, the terms of 2 shall be for 2 years, and the term of 1 shall be for 1 year.
Any Governor appointed to fill a vacancy occurring before the expiration of the
term for which his predecessor had been appointed shall serve for the remain-
der of such term. Each Governor shall be reimbursed for travel and reasonable
expenses incurred in attending meetings of the Board.

(c)1. The Board shall meet quarterly and on call.

2. Vacancies in the Board, as long as there are sufficient members to form a
quorum, shall not impair the powers of the Board.

3. The Board shall act upon majority vote of those members who are present,
and any eight members present shall constitute a quorum for the transaction of
business by the Board; except that a favorable vote of an absolute majority of the
Governors in office shall be required for the approval of annual budgets, and for
the appointment, removal, and setting of compensation for the Administrator and
Deputy Administrator.

ADMINISTRATOR; DEPUTY ADMINISTRATOR

Sec. 105. The Administrator of ERDDA, appointed Pursua.nt to_Subsection
107(2) below, shall serve as the Chief Executive Officer of the Administration, in
accordance with Subsection 107(c) below. The Deputy Administrator, appointed
under Subsection 107(a) below, shall be the alternate Chief Executive Officer.
He shall act for and exercise the powers of the Administrator during his absence
or disability.

GENERAL COUNSEL; ASSISTANT ADMINISTRATORS

Sec. 106. There shall be within the Administration a General Counsel, and such
number of Assistant Administralors as the Board shall consider appropriate. The
General Counsel and the Assistant Administrator shall be appointed by, and
serve at the pleasure of the Administrator.

TirLe 111
FUNCTIONS

Sec. 107. (a) The Board shall appoint the Administrator of ERDDA from a
list of people recommended by the National Science Foundation, the National
Academy of Science, and the National Academy of Engineering as highly compe-
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tent to administer the important and complex energy research and development
responsibilities of ERDDA. The Board shall also appoint the Deputy Adminis-
trator, and it shall have the power to remove the Administrator and the Deputy
Administrator, and it shall fix their pay and terms of service.

(b) The Board may delegate its authority to the Administrator under such
terms, conditions, and limitations, including the power of redelegation, as it
deems desirable, and it may establish such Committees as it determines appro-
priate to carry out its functions and duties; such delegations shall be consistent
with other provisions of this Act, shall not relieve the Board of full responsibility
for carrying out its duties and functions, and shall be revocable by the Board in
its exclusive judgment.

(¢) The Administrator, as Chief Executive Officer of the Administration, shall
be responsible to the Board for implementation of this Act and administration of
ERDDA. He shall present an annual budget to the Board of Governors for their
review and approval. After the Board has approved a budget, the Administrator
may obtain specific moneys within it, from the fund established in Section 114
hereinbelow, by notice to the Secretary of the Treasury that such moneys are
needed as of a certain date to carry out the program and budget approved by
the Board.

(d) The Administration shall exercise central responsibility for policy planning,
budgeting, initiation, coordination, support, and management of research and
development programs respecting all forms of energy sources, including but not
limited to those specified in Subsection (e) below. It shall be responsible for
assessing the requirements for research and development in regard to various
forms of energy sources in relation to near-term and long-range needs, for policy
planning, and for budgetary and expenditure control to meet those require-
ments, for retaining, supporting, and where needed, strengthening effective
existing programs, and for initiating new programs as needed for the optimal
development of all forms of energy sources, from research through ecommercial-
sized demonstrations, for providing appropriate priority and balance among
nuclear, fossil fuel, geothermal, solar, and other energy research and develop-
ment responsibilities, for managing such programs, for terminating them when
their purpose has been accomplished or when they are no longer feasible, and for
disseminating information resulting therefrom.

(e) The Administration shall have all the authority incidental, necessary, or
appropriate to implementing its responsibilities, including without limitations,
authorization:

1. To ensure that full consideration and adequate support is given to advancing
energy research and development of efficient and environmentally acceptable
energy sources, technologies, and techniques including but not limited to:

(i) coal gasification;

(ii) coal liquefaction;

(iii) solvent refined coal;

(iv) improved extraction methods and in siiu conversion of fuels;
(v) advanced power cycle development;

(vi) shale oil development;

(vii) geothermal energy;

(viii) thermally-actuated heat pumps;

(ix) fuel cells and other direct conversion methods;
(x) solar energy;

(xi) hydrogen as an energy form;

(xii) nuclear breeder processes;

(xiii) fusion processes;

(xiv) magnetohydrodynamics;

(xv) use of agricultural products for energy;
(xvi) utilization of waste products for fuels;
(xvii) cryogenic transmission of electric power;
(xviii) electrical energy storage methods;

(xix) alternative to internal combustion engines;
(xx) wind power;

(xxi) tidal power; and

(xxil) ocean current and thermal gradient power.

2. to prescribe such policies, standards, criteria, procedures, rules, and regula-
tions as it deems necessary or appropriate.

3. to enter into such contracts and agreements, including grant agreements,
with public agencies and private organizations and persons; to make payments
therefor (in lump sum or installments, and in advance or by way of reimbursement,
and with necessary adjustments on account of overpayments and underpayments).



11043

4. to engage in joint projects of a research, developmental, and demonstration
nature with public agencies and private organizations or individuals in the orga-
nizational form deemed appropriate, and to perform services with or for them on
matters of mutual interest, the cost of such projects or services to be apportioned
equitably by the Administration,

5. to acquire any of the following described rights if the property acquired
thereby is for use by or for, or is useful to, the performance of functions vested in
the Administration:

(i) copyrights, patents, and applications for patents, designs, processes,
and manufacturing data;

(ii) licenses under copyrights, patents, and applications for patents;

(iii) releases, before suit is brought, for past infringement of patents or
copyrights; and

(iv) use of Federal lands (except lands preempted for other use by Federal
statutes) which contain energy sources which ERDDA determines are
necessary to carry ont its research and development funetions and programs.
The responsible officials of such other departments or agencies which have
jurisdiction over Federal lands are hereby authorized and directed to make
such lands available to ERDDA under terms and conditions promulgated by
them to protect the environment and other resource values of lands involved.

6. to make special studies concerning matters within the special competence of
the Administration; to prepare from the records of the Administration special
compilations, lists, bulletins, or reports; to furnish transcripts or copies of such
studies, compilations, and other records; to provide copies of charts, maps, or
photographs, and to provide services incident to the conduct of the regular work
of the Administration. The Administration shall require payment of the actual or
estimated cost of such special work in accordance with regulations prescribed by
the President.

7. to exercise, in relation to the functions transferred herein, to the extent
necessary or appropriate to perform such functions, any authority or part thereof
available by law, including appropriations Acts, to the official or agency from which
such functions were transferred.

(f) The Administration shall utilize or acquire the facilities of existing Federal
scientific laboratories engaged in energy research and development; it shall also
establish and operate additional facilities and test sites; and it shall utilize such
services of contract agencies as it considers necessary to effectuate the purposes
of this Act.

(g) The Administrator shall, as soon as practicable after the end of each fiscal
year, submit a Report to the Board, and the Board shall submit a Report to the
President for transmittal to the Congress, on the activities of the Administration
during the preceding fiscal year, with a full accounting of receipts and expenditures,
projects terminated and initiated, and plans and progress made in developing new
energy supply and in attaining the capability of energy self-sufficiency from do-
mestic resources.

(h) The President, in the ninth year after the effective date of this Act, shall
report Lo the Congress his evaluation of progress under it and his recommendation
for continuance of the Federal energy research and development programs.

TirLe IV
TRANSFERS

Sec. 108. There are hereby transferred to and vested in the Administration such
Federal energy research and development functions and programs as are essential
to ERDDA’s fulfilling its obligations under this Act. Without limitation, such
transfer shall include:

(a) All energy research and development functions and programs of the
Atomic Energy Commission and of the Chairman and members of the Com-
mission except those pertaining to nuclear weapons or military use of nuclear
power. The Atomic Energy Commission’s research and development functions
related to such military purposes shall be transferred to the Department of
Defense, and the Secretary of Defense and ERDDA shall establish a special
liaison committee to provide coordination, cooperation, and economy between
the Department of Defense and ERDDA as to their prospective research and
development programs.

The remaining functions of the Atomic Energy Commission shall continue
as provided in Section 115 below.
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(b) All energy research and development functions and programs of the
Secretary of the Interior, the Department of the Interior, and officers and
components of that Department.

(¢) The energy research and development functions and programs of such
other Federal departments or agencies, including without limitation those in
the Departments of Commerce, Transportation, Housing and Urban Devel-
opment, and those in_independent agencies such as the General Services
Administration, the National Aeronautics and Space Administration, the
National Science Foundation, and the Tennessee Valley Authority, as in
ERDDA'’s judgment are necessary or appropriate for it to fulfill its respon-
sibilities under this Act.

(d) Authority for reviewing and coordinating all other energy research
and development functions and programs in Federal departments or agencies
in the Executive Branch.

(e) Unexpended balances of appropriations, authorizations, allocations,
and other funds relating to the functions transferred hereby to ERDDA
shall be transferred as determined by the Director of the Office of Manage-
ment and Budget in accordance with Section 109 below and with Section 202
of the Budget and Procedures Act (31 USC 581 (c)).

Sec. 109. (a) During the transition of transfers every effort shall be made to
not in any way impede or impair the progress of current Federal energy research
and development programs.

(b) Transfer of nontemporary personnel shall not cause any such employees
to be separated or reduced in grade or compensation for one year after such

transfer.
TiTLe V
SAVINGS PROVISIONS

Sec. 110. All orders, determinations, rules, regulations, permits, contracts,
certificates, licenses, and privileges which have been issited, made, granted, or
allowed to become effective by the President, any Federal department or ageney
or official thereof, or by a court of competent jurisdiction, in the performance of
funetions which are transferred by this Act, and which are in effect at the time
this Act takes effect, shall continue in effect according to their terms until modi-
fied, terminated, superseded, set aside, or revoked by the President, the Admin-
istrator, or other authorized officials, a court of competent jurisdietion, or by
operation of law.

Skc. 111. (a) The provisions of this Act shall not affect any proceedings pending
at the time it takes effect before any department or ageney, or component thereof,
functions of which are transferred by the Act, but to the extent such proceedings
relate to functions so transferred, they shall be continued. Orders shall be isssued
in stich proceedings, appeals taken therefrom, and payments made pursuant to
such orders, as if the Act had not been enacted; and orders issued in any such pro-
ceedings shall continue in effect until modified, terminated, superseded, or revoked
by a duly authorized official, by a court of competent jurisdiction, or by operation
of law. Nothing herein shall be deemed to prohibit the discontinuance or modifi-
cation of any such proceeding under the same terms and conditions and to the
same extent that such proceeding could have been discontinued if the Act had
not been enacted. ‘

(b) Except as provided in Subsection (d)—

1. the provisions of this Act shall not affect suits commenced prior to the
date this Act takes effect, and

2. in all such suits proceedings shall be had, appeals taken, and judgments
rendered, in the same manner and effcet as if the Act had not been enacted.

(c) No suit, action, or other proceeding commenced by or against any officer in
his official capacity as an officer of any department or agency whose functions are
transferred by the Act shall abate by reason of enactment of the Act. No cause of
action by or against any department or agency, functions of which are here trans-
ferred, or by or against any officer thereof in his official capacity shall abate by
reason of the enactment of this Act. Causes of actions, suits, actions, or other pro-
ceedings may be asserted by or against the United States or such official as may be
appropriate and, in any litigation pending when this Act takes effect, the court
may at any time, on its own motion or that of any party, enter any order which will
give effect to the provisions of the Act.

(d) If, before the date on which this Act takes effect, any department or agency,
or officer thereof in his official capacity, is a party to a suit involving any function
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of such department, agency, or officer transferred by this Act to the Administra-
tion, then such suit shall be continued as if this Act had not been enacted, with the
Administration substituted.

(e) Final orders and actions of any official or component in the performance of
functions transferred by this Act shall be subject to judicial review to the same
extent and in the same manner as if there had been no transfer. Any statutory
requirements relating to notices, hearings, action upon the record, or administra-
tive review that apply to any function transferred hereby shall apply to the per-
formance of those functions by the Administration, or any officer or component.

Sec. 112. With respect to any function transferred by the Act and performed
after its effective date, reference in any other law (including reorganization plans)
to any department or agency or any officer or office the functions of which are so
transferred shall be deemed to refer to the Administration or officials thereof in
which this Act vests such funections.

Sec. 113. Nothing herein shall be construed to limit, curtail, abolish, or termi-
nate any function of the President which he had immediately before the effective
date of the Act; or to limit, curtail, abolish, or terminate his authority to perform
such funetion; or to limit, curtail, abolish, or terminate his authority to delegate,
redelegate, or terminate any delegation of functions.

TrrLe VI
FUNDING

Sec. 114, (a) There is hereby established in the Treasury of the United States
a trust fund to be known as the Federal Energy Research, Development, and
Demonstration Trust Fund (referred to herein as the ‘fund”). The fund shall
consist of such amounts as may be credited or appropriated to it as provided in
this section, and moneys so credited or appropriated are hereby made available to
ERDDA for carrying out the purposes of this Act including the administration
thereof, without fiscal year limitations.

(b) Commencing with the fiscal ycar ending June 30, 1974, and each fiscal year
thereafter, all revenues (except so much thereof as may be already obligated under
the provisions of other legislation such as Section 2(c)(2) of the Land and Water
Conservation Fund Act of 1965 (16 U.S.C. 4601-5) due and payable during each
such fiscal year to the United States for deposit in the Treasury as receipts from
Federal lease sales of all energy sources, as well as royalties and other revenues
derived from operations on, or the use of, such Federal leases, shall, up to
$2,000,000,000, be credited to the fund.

(¢) In addition to the moneys credited to the fund pursuant to Subsection (b)
of this section, there is authorized to be appropriated to the fund for the fiscal
year ending June 30, 1974, and each fiscal year thereafter, such amount as is
necessary to make the income of the fund $2,000,000,000 for each such fiscal year.

(d) (1) It shall be the duty of the Secretary of the Treasury to manage the fund
and (after consultation with appropriate officials of ERDDA) to report to the
Congress not later than the first day of March of each year on the financial
condition and the results of the operations of the fund during the preceding
fiscal year and on its expected condition and operations during each fiscal year
thereafter. Such report shall be printed as a Senate and House document of the
session of the Congress to which the report is made.

(2) It shall be the duty of the Secretary of the Treasury to invest such portion of
the fund as is not, in his judgment, required to meet current withdrawals. Such
investments may be made only in interest-bearing obligations of the United States
or in obligations guaranteed as to both principal and interest by the United States.
For such purpose such obligations may be acquired (A) on original issue at the
issue price, or (B) by purchase of outstanding obligations at the market price.
The purpose for which obligations of the United States may be issued under the
Second Liberty Bond Act, as amended, are hereby extended to authorize the
issuance at par of special obligations exclusively to the fund. Such special obliga-
tions shall bear interest at a rate equal to the average rate of interest, computed
as to the end of the calendar month next preceding the date of such issue, borne
by all marketable interest-bearing obligations of the United States then forming a
part of the public debt; except that where such average rate is not a multiple of one-
eighth of 1 per centum, the rate of interest of such special obligations shall be the
multiple of one-eighth of 1 per centum next lower than such average rate. Such
special obligations shall be issued only if the Secretary of the Treasury determines
that the purchase of other interest-bearing obligations of the United States, or of
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obligations guaranteed as to both principal and interest by the United States on
original issue or at the market price. is not in the public interest.

(3) Any obligation acquired by the fund (except special obligations issued ex-
clusively to the fund) may be sold by the Secretary of the Treasury at the market
price, and such special obligations may be redeemed at par plus accrued interest.

(4) The interest on, and the proceeds from the sale or redemption of, any
obligations held in the fund shall be credited to and form a part of the fund.

TrrLE VII
NUCLEAR ENERGY COMMISSION

Sec. 115. (a) The Atomic Energy Commission shall retain its functions per-
taining to uranium and thorium reserve assessment, and its functions pertaining
to the licensing and related regulatory functions of the Chairman and members
of the Commission, the General Counsel, and other officers and components of
the Commission performing such functions, which functions, officers, and com-
ponents are not included in the transfer to the Administrator by section 108 above.

(b) The Atomic Encrgy Commission is hereby renamed the Nuclear Energy

Commission.
TmrLe VIII
EFFECTIVE DATE AND INTERIM APPOINTMENT

SEc. 116. The provisions of this Act dealing with title IT (sections 103, 104, 105,
and 106) shall take effect on the day of enactment. All other provisions shall take
effect thirty days thereafter. Funds available to any department or agency (or
any official or component thereof), any funetions of which are transferred to the
Administration by this Act, may, with the approval of the President, be used
to pay the compensation and expenses of any officer appointed pursuant to this
subsection until such time as funds for that purpose are otherwise available.

TiTLe IX
DEFINITIONS AND ADMINISTRATIVE PROVISIONS

SEc. 117. (a) As used herein references to:

1. “function” or “functions’’ include references to duty, obligation, power,
authority, responsibility, right, privilege, and activity, ot the plural thereof,
as the case may be; .

2. “perform” or “performance’” when used in relation to functions, include
the exercise of power, authority, rights, and privileges;

3. “research and development’ include all phases of Federal energy
research, development, and demonstration, ranging from the conception of
scientific and engineering principles appropriate for attaining a particular
technological objective through the demonstration of their practical utility
on a commercial scale, except to the extent they are for military purposes;

4. “demonstration’ refer to that stage of a research and development
program which typically follows the pilot plant stage and the objective of
which is to establish the commereial feasibility of a particular process before
it is put into commercial use;

5. “energy sources’’ include fossil fuels, geothermal energy, nuclear energy,
solar energy, tidal energy, and other unconventional sources of energy;

6. person’ include any individual, association, institution, corporation, or
other entity, any state or political subdivision, or agency or institution
thereof, and any Federal department or agency;

7. “the Act” or “this Act” refer to the ‘“ Energy Research, Development,
and Demonstration Act” enacted herein;

8. ‘“the Administration” or “ERDDA’ refer to ‘‘the Energy Research,
Development, and Demonstration Administration” established herein; and

9. “fund” refer to the Federal Energy Research, Development and Demon-
stration Trust Fund established herein.

Any reference to any provision of law shall be deemed to include, as appro-

riate, references thereto as now or hereafter amended or supplemented.

(bg) The Administrator is authorized to accept, hold, administer, and utilize
gifts, and bequests of property, both real and personal, for the purpose of aiding or
facilitating the work of the Administration. Gifts and bequests of money and pro-
ceeds from sales of other property received as gifts or bequests shall be deposited
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in the Treasury and shall be disbursed upon the order of the Administrator.
Property accepted pursuant to this section, and the proceeds thereof, shall be
used as nearly as possible in accordance with the terms of the gift or bequest. For
the purpose of Federal income, estate, and gift taxes, property accepted under this
section shall be considered as a gift or bequest to the United States.

(¢) The Administration shall cause a seal of office to be made of such device as
the Board shall approve, and judicial notice shall be taken of such seal.

TirLe X
SEPARABILITY

Sec. 118. If any provisions of this Act, or the application thereof to any person
or circumstance is held invalid, the remainder of the Act, and the application of
such provision to other persons or circumstances shall not be affected thereby.

A BiLL To EsSTABLISH AN ENERGY RESEARCH, DEVELOPMENT, AND DEMONSTRA-
TION ADMINISTRATION

The attached proposed legislation is based on the conviction that a substantially
increased centralized, and sustained energy research and development program,
including demonstration, is indispensable to development of the nation’s domestic
energy sources, and thereby its energy self-sufficiency, through socially and
environmentally accepted methods for producing, conserving and utilizing all
forms of energy. Accomplishment of this vital effort requires a fresh new organiza-
tion independent of existing organizations and procedures, and charged with overall
and]speciﬁc accountability for coordination, streamlined administration, and
results.

The bill accordingly provides for the establishment of a new independent agency,
the Federal Energy Research, Development, and Demonstration Administration
(“ERDDA"). Responsibility is consolidated therein for coordinating and admin-
istering all existing, and for initiating, coordinating and administering extensive
new, energy research and development functions and programs applicable to all
forms of energy—except those undertaken for military purposes. Commensurate
authority extends from overall policy planning and budget control, to all stages
of particular projects, from initial conception through design, construction,
operation and maintenance of commercial-sized demonstration plants, such
aperations to be carried on internally with ERDDA’s own facilities, or by suitable
arrangement with contract agencies. .

A 15-member Board of Governars, composed of Government Officials qualified
in energy and energy research and development, and of experts from the private
sector, is responsible for overall supervision of ERDDA. The daily operations of
ERDDA are to be directed by an ““ Administrator,” who must be outstandingly
qualified in those fields, and their management. He will serve as Chief Executive
Officer responsible to the Board for carrying out the Board’s policies consistent
with the objectives and purposes of the Act.

To carry out this effort, the bill provides for funding through a special trust
fund composed of receipts from Federal lease sales and all other sales or grants of
development rights of energy sources on Federal lands, up to $2 billion a year.
The payments to the Federal Government for energy development rights thus
earmarked for development of new energy sources would provide the sustained
continuity indispensable to a project of this nature.

{From the Congressional Record, Friday, July 13, 1873}
STATEMENTS ON INTRODUCED BiLLs aND JOINT RESOLUTIONS
By Mr. Coox (for himself, Mr. Robert C. Byrd, and Mr. Baker):

S. 2167. A bill to authorize the Secretary of the Interior to conduct research,
development, and demonstration projects in the fields of energy sources and tech-
nologies. Referred to the Committee on Interior and Insular Affairs.

Mr. Cook. Mr., President, on Tuesday, July 10, I was pleased to join with my
colleagues in a colloquy on the energy problems which this Nation faces. I be-
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lieve most sincerely that in addition to focusing attention on these problems, we
also have to come forward with sensible and workable solutions.

At the conclusion of my statement I again expressed my belief that we must
solve our problem by the production and use of our domestic resources. I proposed
that we expend every effort to improve our research and development efforts to
a degree that we arc no longer dependent on a foreign power for our energy fuels.
In so doing we could insure our status as a world power.

1 referred to the President’s second energy statement as well as various pieces
of legislation before the Congress.

The President has now concluded that the present program for funding energy
R. & D. is not adequate. There are many of us who have held this view for some
time and 1 am pleased to sec this new approach the President is now taking.
His announcement that $10 billion should be funded for energy R. & D. over the
next 5 years beginning in 1975 follows very closely the proposal contained in
Senator Jackson’s bill, S. 1283, of which I am a cosponsor.

8. 1283 would establish a national program for Research, Development and
Demonstration in Fuels and Energy and for the coordination and financial sup-
plementation of Federal energy research and development. The bill would cost $20
billion over a 10-year period.

Mr. President, regardless of the course we decide to follow I believe that the ob-
jective can be achieved anly if there is assured financing over a continuing period.
If we permit the R. & D. program to be dependent on an annual appropriation
we most certainly risk attainment of our goal. The question then arises as to how
this assured and continued funding can best be provided.

In 1956, when the decision was made to undertake the construction of 40,000
miles of super interstate highways we recognized that in so doing we were tackling
the greatest construction projeet in the history of man. We recognized further
that to achieve our goal that we must have assured funding over a continuing
period. We realized that we must remove the uncertainties inherent in dependence
on annual appropriations. The decision was made by the 84th Congress and
President Eisenhowcr to establish a Highway Trust Fund for this purpose.
Public Law 627 came into being. The fund derived its assets from taxes paid on
fuels, tread rubber, tires, tubes, buses, trucks, and other highway use sources.
In this way the user paid the cost of the highway. We now enjoy a highway net-
work which I question would exist had we not created this fund. As we seek the
best solution to funding required R. & D. programs for energv. I think we would
do well to consider our previous action.

The requirement exists for assured and continuous funding of our R. & D.
program. What better way to provide this funding than the creation of a Federal
Energy Research and Development Trust Fund. This fund could act as a reposi-
tory for funds of a prescribed amount and expenditure could be made from the fund
to meet requirements as they occurred over a continuous time period. I suggest a
sum of 82 billion would be paid into the fund annually. I would not restrict or
require that a specific amount be expended over an fiscal vear and would per-
mit the administration to expend the available funds over a continued period
to meet requirements. Experience has shown that R. & D. projects usually begin
with small initial funding requirements and their requirements over succeeding
periods are dictated by their success or failure,

Insuggesting $2 billion as an annual sum I realize that this amount is a quantum
jump in R. & D. expenditure. For the period fiscal year 1970; fiscal year 1974 only
$2.753 billion was funded. These figures were included in the President’s first
energy message, and I ask unanimous consent that a copy be printed in the
Record.

There being no objection, the tables werc ordered to be printed in the Record,
as follows:

FEDERAL ENERGY R. & D. FUNDING

Fiscal

year
Agency 1970 1971 1972 1973 1974

Coal:
Resources development_ .. ____ .. . ___.____.._ ... _. 30.4 49.0 73.5 94.5 119.9
Production and utilization R. & D. in- DOI, OCR_.__. 13.5 18.8 30.3 43.5 52.5
:}'ﬂ%ng gasification, liquefaction, and

) DOI, BOM. __. 13.2 15. 4 14,7 19.8 18.1
Mining healt and safety research___.____ DOI, BOM___. 3.7 14.8 28.5 31.2 28.3
Interior central fund (part)__________.__ [ 701 U 21.0
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FEDERAL ENERGY R. & D. FUNDING—Continued

Fiscal

year
Agency 1970 1971 1972 1973 1974
Petroleum and natwal gas__ ... _______ . . ... 8.8 1.5 12,y 12.8 9.1
Petroleum extraction technology. - .. .. DOI, BOM. .. 2.7 21 a2 31 3.1
Nuclear gas stimulation AEC 3.7 6.1 7.1 7.2 4.0
Ol shale. .. ... ... 2.4 2.7 2.6 2.5 2.0
Nuclear fission______ ... ... .. 283.4 295.2 358.0 4120 475.4
Liquid metal fast breeder reactor_____.. . 144.3 167.9 23.0 269.0 320.0
TVA . i .2 3.0 3.0
Other civihan nuclear power..______._.. AE . 108.5 96.6 86.8 98.0 90.5
Nuclear materials process development 30.6 30.7 35.0 42,0 61.9
Nuclear fusion_ . ... .. il 31.5 42.2 52.8 65.5 88.5
Magnetic confinement__ . ____._____.... AEC.__...._. 34.3 32.2 3.3 39.6 47.3
Laser __ .ol AEC_ . ... .. 3.2 10.0 19.5 25.9 41.2
Solarenergy. .. . .. . ... NSF_ e 1.7 4.2 12.2
Geothermal energy. - .. .. iai... .2 .2 1.4 3.4 4.1
T .7 1.4
.7 2.5 2.5
S DOFBOM. e .2 .2
Electrical generation, transmission and 2.2 4.9 41

storage.

.5 1.3 2.4 .9
.8 .9 1.0 1.0
_________________________________________ L5 2.2
Contro! technology (stationary sources). ... . . L ... ... 28.6 38.1 47.5
Air pollution control technology. . _..___. EPA._.__ ... 19.8 17.4 24.5 29.5 21,5
SOX removal_.__.._. __.._ T . 1.1 3.0 18.0
Thermat effects .7 1.0 1o
2.3 4.6 7.0
Miscellaneous . . - ...l 6.3 6.9 11.0
Systems and resource studies_..._.._.__ NSF s 4.4 5.3 5.3
Energetics research_._____._ . . 1.9 1.6 1.7
Interior central fund (party ... DOl i 4.0
Total research and development. ... ________.___.__. 382.4 419.2 531.4 642.3 7718
AEC . il 326.1 345.3 420.0 487.8 574.1
R 20.6 18.0 25.2 30.5 22.5
5 . 14,2 215

. 10,
35.7 55.4 8(1)

wwo
—
1=

;W
o
-
w
N
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Agency codes: AEC—Atomic Energy Commission; DOI, BOM—Department of the interior, Bureau of Mines; DQI, GS—
Department of the interior, Geologicai Survey; DOI, OCR—Department of the Interior, Office of Coal Research; NSF—Na-
tional Science Foundation; TVA—Tennessee Valley Authority,

Mr. Coox. In analyzing these figures it is interesting to note that $2.110 billion
or 76.6 percent of this total was funded for atomic energy. The remaining sum—
$642 million was divided over all other R. & D. projects related to energy.

I take no issue with the amount funded for atomic energy as I believe that we
will benefit from this important program. I do regret the paucity of funds—$642
million—which has been shared over the past 5 yecars by programs related to:
coal, oil, gas, geothermal, solar, and other miscellaneous systems. We must correct
this deficiency. I believe that the establishment of a fund in the amounts suggested
will meet this requirement.

Let us consider the source of these funds. I again suggest the user approach.
However, rather than revenue from the tax placed on the user I suggest that we
utilize the revenue from the assets of the user. In this instance the user is most
certainly the public—you and 1. And the asset of which I speak is our public land
and more specifically that public land which lies on the Outer Continental Shelf—
0OCS. For many years we had these assets but we did not consider them to be of
any great value because the supply far exceeded the demand.

Today we find that thesec OCS assets have indeed increased in value. The
irony in this increase is that it has come about by an energy shortage, particulary
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oil and gas, which threatens to destroy many of our much more tangible and
recognizable assets.

The revenue comes to us through the lease bonuses paid by the energy industry
for permission to explore for and produce oil and gas from our public land. The
use of funds collected by the Government in our interest from the energy industries
for the use of our land would seem to me to be a most logical source of funds for
Government funded R. & D. programs to solve our energy problem. Projections
for the adequacy of such funds seem most favorable.

I have received information concerning the OCS lease sales and request that
it be printed in the Record at this point.

There being no objection, the table was ordered to be printed in the Record,

as follows:
OUTER CONTINENTAL SHELF LEASE SALES

1st-year

Leased Bonus rentals

Year tracts Acres (miltions) (mitlions)
197 934, 167 $1, 346 $3.0

40 114, 283 112 1.1

136 591, 040 944 2.1

11 37,222 96 .4

178 826,195 2,251 2.5

104 600, 000 1,598 1.8

666 3,102, 907 6, 347 10.9

1 Preliminary estimates. 0. & G. Journal, June 25, 1973. In addition a lease sale of about 800,000 acres is scheduled for
December 1973.

Mr. Cook. If we take the period of calendar year 1968-72 and the first few
months of 1973 we find that $6.347 billion have been collected in lease bonus
payment by the energy industry. This is considerably more than was expended
for the R. & D. during a similar period. I also remind the Congress that the
President has announced his intention to increase by threefold our previous lease
sales and has announced one additional lease sale of considerable size for December
of this year. Judging from the acreage involved the revenuc from this sale could
well exceed $1 billion. This total sum for this year would be over one-half billion
in excess of that required to support the funding for the proposed trust fund.

Mr. President, on July 10, 1973, I announced my intention to proposc legislation
to provide the necessary funds for energy reaserch and development. I am today
introducing a bill for Senator Baker of Tennessee, Senator Robert C. Byrd of
West Virginia, and myself to establish in the Treasury of the United States a
trust fund to be known as the “Federal Energy Research and Development Trust
Fund” and ask unanimous consent that the text be printed in the Record at the
conclusion of my remarks.

The AcTing PRESIDENT pro tempore. Without objection, it is so ordered.

(See exhibit 1.)

Mr. Cook. Commencing with the year ending June 30, 1974, and each fiscal
year thereafter, all revenues up to $2 billion except as otherwise obligated, due
and payable during each such fiscal year to the United States for deposit in the
Treasury as miscellaneous receipts under the Quter Continental Shelf Lands Act
shall be credited to the Fund. In the unlikely event the leasing program does not
generate sufficient funds: sufficient funds would be authorized as necessary to
make the annual income of the Fund $2 billion.

In announcing his cosponsorship of this bill Senator Baker suggested that an
attempt be made to broaden the base of contributions to this Fund and that one
possible method might be incorporated in a user’s utility tax. He further stated
That he intends to offer something concrete along these lines in the near future.
I welcome Senator Baker’s suggestion as I believe that it has considerable merit.
It follows very closely the intent of the bill in that the Fund would be supported
by the user. I believe that this matter could be considered in detail by the com-
mittee to which it is referred, and I so recommend. Certainly we would want to
make an ample provision for the necessary funds.

It is my intent that the Secretary of the Interior or, if the Congress so chooses,
the Secretary of the Department of Energy and Natural Resources, would use the
Fund to conduct research, development, and demonstration projects.

I might suggest at this point, Mr. President, that it might even be considered,
in the event the trust were to be established to the full extent, that if it were
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necessary, the Federal Government could even go into the business, as we did in the
atomic energy crisis, and as we did in the NASA crisis, as we did prior to World
War II and during the course of World War 11, and that if it is necessary it might
even be considered that it would be prudent to the extent that the Federal Gov-
ernment would go into the business of the establishment of refineries, the estab-
lishment of pipelines, or whatever was necessary to solve and create a logical
energy program for the United States, so that we would not be dependent on
foreign sources.

Therefore, Mr. President, on this basis, the Government could enter into con-
tracts and agreements with any person for conduct by such persons of these
projects in all fields of energy sources and technologies.

Mr. President, the 93d Congress is making progress in solving our energy
problems. I urge that it continue this progress and support the passage of this bill.

Exuisit 1
S. 2167

Be it enacted by the Senate and House of Represenlatives of the United States of
America in Congress assembled, That the Secretary of the Interior is authorized,
utilizing moneys in the Fund established by section 2 of this Act, to conduct re-
search, development, and demonstration projects in, and to enter into agreements
with any person for the conduct by such person of research, development, and
demonstration projects in, the fields of energy sources and technologies. In carry-
ing out the provisions of this Act, the Secretary of the Interior is authorized to
make grants, and to enter into contracts, leases, or other arrangements.

(b) As used in this scection, the term—

(1) “energy sources” includes fossil fuels, geothermal energy, nuclear
energy, and solar energy, tidal energy, and unconventional sources of energy;
and

(2) “person” includes any individual, association, institution, corporation,
or other entity, any State or political subdivision, or agency or institution
thereof, and any Federal department or agency.

Sec. 2. (a) There is hereby established in the Treasury of the United States a
trust fund to be known as the ‘“ Federal Energy Research and Development Trust
Fund” (hereafter referred to in this section as the ‘““Fund”). The Fund shall con-
sist of such amounts as may be appropriated or credited to it as provided in this
section. Moncys credited or appropriated to the Fund pursuant to this section are
hereby made available to the Secretary of the Interior for carrying out the pur-
poses of this Act without fiscal year limitations.

(b) Commencing with the fiscal year ending June 30, 1974, and each fiscal year
thereafter, all revenues (except so much thereof as may be obligated under the
provisions of section 2 (¢)(2) of the Land and Water Conservation Fund Act of
1965 (16 U.S.C. 4601-5)) due and payable during each such fiscal year to the
United States for deposit in the Treasury as miscellaneous receipts under the
(?luter Continental Shelf Lands Act shall, up to $2,000,000,000, be credited to
the Fund.

(c) In addition to the moneys credited to the Fund pursuant to subsection (b)
of this section, there is authorized to be appropriated to the Fund, for the fiscal
vear ending June 30, 1974, and cach fiscal year thereafter, such amount as is
necessary to make the income of the Fund $2,000,000,000 for each such fiscal
year,

(d) (1) It shall be the duty of the Secretary Treasury tof the o manage tFu ndhe
and (after consultation with the Secretary of the Interior) to report to the Con-
gress not later than the first day of March of each year on the financial condition
and the results of the operations of the Fund during the preceding fiscal year and
on its expected condition and operations during each fiscal year thereafter. Such
report shall be printed as Senate document of the session of the Congress to which
the report is made.

(2) It shall be the duty of the Secretary of the Treasury to invest such portion
of the Fund as is not, in his judgment, required to meet current withdrawals.
Such investments may be made only in interest-bearing obligations of the United
States or in obligations guaranteed as to both principal and interest by the
United States. For such purpose such obligations may be acquired (A) on original
issue at the issue price, or (B) by purchase of outstanding obligations at the
market price. The purposes for which obligations of the United States may be
be isstied under the Second Liberty Bond Act, as amended, are hereby extended
to authorize the issuance at par of special obligations exclusively to the Fund.
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Such special obligations shall bear interest at a rate equal to the average rate of
interest computed as to the end of the calendar month next preceding the date of
such issue, borne by all marketable interest-bearing obligations of the United
States then forming a part of the Public Debt; except that where such average rate
is not a multiple of one-eighth of 1 percent, the rate of interest of such special
obligations shall be the multiple of one-eighth of 1 percent next lower than such
average rate. Such special obligations shall be issued only if the Secretary of the
Treasury determines that the purchase of other interest-bearing obligations of the
United States, or of obligations gnaranteed as to both principal and interest by
the United States on original issue or at the market price, is not in the public
interest.

(3) Any obligation acquired by the Fund (except special obligations issued
exclusively to the Fund) may be sold by the Secretary of the Treasury at the
market price, and such special obligations may be redeemed at par plus accrued
interest.

(4) The interest on, and the proceeds from the sale or redemption of, any
obligations held in the Fund shall be credited to and form a part of the Fund.

Mr. RoserT C. Byrp. Mr. President, will the Senator yield?

Mr. Cooxk. I yield.

Mr. Rosert C. Byrp. Mr. President, 1 congratulate my distinguished friend
from Kentucky (Mr. Cook) on the foresight that he is demonstrating in intro-
ducing this legislation.

We in this country have been living in a energy-cheap era. We have been
wasteful, we have been thoughtless, and we have lacked the vision and foresight
that we should have shown, and are paying for it dearlv now and will continue to
do so. For too long administrations—Democratic and Republican—have failed
to budget sufficient moneys for energy research, and particularly in connection
with coal. The problems we are having in the 1970’s derive in great measurc
from the fact that we failed to act in the 1960’s to provide adequate funds for
coal, oil, and gas research.

As a member of the Senate Appropriations Committee, for 15 vears I have
sought to secure increased appropriations for coal research. When I was a Member
of the other body, and served there with my distinguished friend the junior
Senator from Montana (Mr. Metcalf)-——who is now presiding over this august
body—we sought to establish an Office of Coal Research, and after several years
of persistent efforts, Congress enacted legislation to provide such an office. But
the administrations, as I say, both under Democratic leadership and under
Republican leadership, have in my judgment failed over the years to provide
the necessary funding requests to adequately deal with the energy problem
through research.

Tt is true, as the distinguished Senator from Kentucky pointed out, there has
been a considerable amount of money spent in the nuclear energy field, but coal,
the most bountiful fossil fuel resource we have in this country, has consistently
come up on the low end of the totem pole. There has long been a serious imbalance
in funding for research in the energv field. Over the years, I have tried to add
moneys for coal research in appropriation bills. It has been like trying to wring
water out of a dry towel—a drop here and a drop there—we get a little monev
from the subcommittee, and then the full committee. It comes to the Senate. It
goes to conference and there it gets cut in half. It has been a severe trial to tryv
to add moneys for coal research when the administration fails to request sufficient
funds for such in the budget. The very best we can do is too little.

I believe that the able Senator from Kentucky has come up with an idea here
which, patterned after the highway trust funds which have been so successful
and without which we would not todav have the broad network of cxcellent
interstate highways in this countrv, will provide adequately for the funding of
energy research. I want to congratulate him. I appreciate his adding my name as
a cosponsor. I trust that we will have the support of other Senators for the
legislation.

I hope that the legislation the Senator from Kentucky has introduced will
receive speedy hearings and expeditious action.

Mr. Cook. Mr. President, I want to thank the distinguished Senator from
West Virginia. Through the efforts of the distinguished Senator from West
Virginia in his position as a Senator from West Virginia and his position on the
Appropriations Committee, the funds for the Office of Coal Research this vear
are $113 million, which is almost twice the amount the administration requested.

The point T am trving to make is that the Senator from West Virginia has
helped me ever since I came here. The Institute for Surface Mining, established
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at Berea College in Kentucky, is the only institute of its kind in the United
States. We have been able, by hard work, to get it funded at an approximate
level of $300,000 a year, vet it has been used in almost every coal State in the
United States, including the State of the distinguished Senator from Montana
{(Mr. Metcalf), now the Presiding Officer of the Senate.

I might also say that it was through the efforts of the senior Senator from
West Virginia, in approximately 1955 or 1956, that the first monev was put in
the budget for coal gasification and the institute was established and started
work on coal gasification. Yet because it was a budget item that had to be re-
newed on a year-to-year-to-year basis, within 2 years it was dropped from the
budget. The pioject was stopped. We lost all that time between 1956 and now
on coal gasification, coal liquification, and desulfurization of coal.

Look where we are now. I might say that both Senators from West Virginia
(Mr. Randolph and Mr. Robert C. Byrd) have been working on this matter far
longer than T have. So that I can only say there is only one way to get rid of this
frustration that we have to fight every year, and that is by the establishment of
a trust so that we know there can be continuing and ongoing funds available, so
that we do not have to fight every year for coal research to try to solve the various
problems that need to be faced in the energy field.

Mr. Roserr C. Byrp. I again compliment the Senator from Kentucky. It has
indeed been frustrating to try to squeeze out a dollar here and a dollar there for
coal rescarch. I was able through great effort to secure moneys to establish a
pilot plant to produce high-octane gasoline at Cresap, in Marshall County, W. Va.
It was a pilot plant, costing $10 million to $12 million. Its purpose originally
was to conduct research in the effort to produce high-octane gasoline from coal.
I think we achieved our goal. At least it was proved that such gasoline can be
produced from coal at prices that are almost competitive with other fuels. But
the plant has been in mothballs now for some time. Tet, the country needs a
low-sulfur-content fuel oil and this plant could be utilized for that purpose.
The Department of the Interior is supporting the use of this plant for that purpose.
I feel that it soon will be put to that use.

But we continue to spend billions of dollars for oil coming to our country from
overscas which affects our balance of payments adversely, which affeets our
balance of trade adversely, whereas if we could spend a comparatively few pennies
here, if we had spent a comparative few dollars 10 years ago, a few dollars in
comparison with the high cost of importing oil coming into this country now,
we would not now have this trade deficit, we would not now have such a balance-
of-payments deficit, and we would not have to lean on other countries for the
energy so important to our security. We would not have the problems in our
own country with respect to blackouts, brownouts, and the other energy shortages
that we are confronted with today and which we will be increasingly confronted
with for a while.

I congratulate the Senator from Kentucky again. He has demonstrated tre-
mendous foresight and I hope that the Senate will act favorably and soon on this
legislation.

Mr. Coox. May I associate myself with the remarks of the Senator from
West Virginia.

Mr. President, it is an amazing situation we find ourselves in in this country
that 6 percent of the world’s population is now using between 35 and 40 percent
of the world's fossil fuel resources. We now use 5 million barrels a day of imported
crude oil. It docs not take anyone long to figure out that a 42-gallon barrel—all
we have to do is take a 42-gallon barrel and multiply it 5 million times, and if we
continue at the rate we are increasing now, and we are increasing our utilization
by 4.5 percent a year, that means that unless we do something between now
and 1985, we will be importing into this country 15 million barrels of crude oil a
day.

We cannot let that happen to this Nation. We have got to have a program. It
is amazing that we have watched the increase in prices of various fuels and various
items of fuel, yet we find out that one of the increases is a direct result of the
competitive element of bidding for leases from the U.S. Government and one of
the major costs that has to be put on the books by the companies is the fantastie
result of the millions and millions of dollars that they have to bid for the leases
and the money goes into the Treasury instead of into a trust fund to solve our
energy problems.

Mr. RoserT C. Byrp. It is a repetition of the old story, “For want of a nail,
the shoe was lost. For want of a shoe, the horse was lost. For want of a horse,
the rider was lost.”
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Mr. Coox. I thank the Senator from West Virginia.

The AcTiNg PRESIDENT pro tempore. The time of the Senator has expired.

Mr. StevENs. Mr. President, I have a feeling that one of the reasons we have
the opposition to the off shore drilling is that the States that are on the shore
with the proposed activity have no interests. I have not seen the Senator’s propo-
sal and I wonder whether it contains any concept of payments to the States, af-
fected by the increased activity offshore as we do in connection with the develop-
ment of public lands or development of the forests in counties where they are
located.

Mr. Cook. To answer the Senator’s question bluntly, it does not. But we gave
that serious consideration, and I would hope that the Senator from Alaska would
hope that the Senator from Alasks would pursue it. If he feels that there should
be a particular percentage, because of the tug of war that has gone on through
the years between the Federal Government and the respective States relative to
offshore drilling, I hope he would collaborate with this Senator at least, in trying
to find a percentage or trying to find a formula by which a percentage of the
trust would be utilized for the State of Alaska, the State of Florida, the State of
Louisiana, the State of Texas, the respective eastern shore States and Western
shore States, to resolve the problem that the Senator from Alaska presents.

Mr. StevENs. I would be happy to work with the Senator from Kentucky on
that.

In connection with the developments of the offshore drilling in the Cook Inlet,
where there are now a series of platforms that are producing oil and gas from
under the Cook Inlet, we can demonstrate fully the impact of those operations
on both the State and what we call the borough, and what the Senator would
call the county governments, and the city governments in the area; the cost of
schools; increased roads, docks, and everything else associated with that develop-
ment—all of which comes out of those local governments—and they have no
associated income if the drilling is outside the State’s jurisdiction. I would be
pleased to work with the Senator on that.

I do not think Maryland or the east coast is going to allow drilling off the
east coast until they can see that it iz in their financial interest to do so, because
of the fantastic cost associated today in connection with environmental protection.

I think the Senator has a good proposal, and I am happy that 1 was here
when he presented it. But I think we are going to have to do something to protect
the interests of the States and local governments involved.

Mr. Cooxk. I thank the Senator from Alaska for raising the point, because we
did raise it in our discussions, At that stage of the game, we had the informa-
tion we really wanted for the establishment of the trust. I say to the Senator
that we had no way of pinpointing a percentage. We had no way of determining
logically and with sound reasoning an equitable formula. I think we can move
in that direction, and we should. I am delighted that the Senator from Alaska
raised that point.

Mr. StevENs. I thank the Senator.

STATEMENT BY SENATOR Cook Berorre THE GOVERNMENT OpPERrATIONS CoM-
MITTEE CoNCERNING ERDA, DECEMBER 5, 1973

Mr. Chairman, recently in an editiorial, a well known commentator stated that
although it sounded perverse, he found himself half hoping that the Arabs would
cut off, not five percent, but all oil to the United States. He reasoned that when it
had to, the United States is capable of miracles, and while the cutoff now would
merely provide us with a miserable winter, that the crisis would provide us with a
necessary incentive which seems to be lacking by the people and its leaders to
provide and implement the necessary programs so that this Nation would no
longer be dependent on a foreign power for its energy fuels. He was fifty percent
right in that the Arabs have embargoed oil shipments to the United States. I
think he may make the other fifty percent as we will solve this problem.

While 1 am much concerned over the hardship that some of the people of this
Nation will face as a result of our situation today, I am nevertheless in sympathy
with this comment, as I believe it has taken this erisis to shock the people, the
Congress, and the president into taking action which is long overdue.

I am also in complete agreement with the President’s recent comment:

“Whenever the American people are faced with a clear goal and they are
challenged to meet it we can do extraordinary things.”
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The challenge is very clear. We must find ways to produce and to use the
abundant domestic natural resources with which nature has provided us so that
we are no longer dependent on foreign powers for our energy fuels. We must
accept these natural resources in the form in which they exist—not in the form in
which we wish they existed. It is our problem to effect the desired conversion from
so-called ‘‘dirty’’ fuel to clean fuel and to harness the many energy forces of nature.
In this way we can meet our energy requirements. However, I hasten to add
that in so doing, we must not sacrifice our goals of establishing and maintaining a
healthful environment for all the people of this Nation. This is not an impossible
task, and we are taking important, if belated and minimal steps to see that this
is accomplished.

Mr. Chairman, to me such a goal can be achieved only through a dynamic
research and development program. To this end, on July 13, of this year for
myself, Mr. Robert C. Byrd, and Mr. Baker, I introduced S. 2167, which would
establish such a program, but more importantly it would provide adequate funding
for this program by the establishment of an energy research and development
trust fund. I am convinced that if we permit the research and development
program to be dependent on annual appropriations, we must certainly risk attain-
ment of our goal.

To me the situation is comparable to that which we faced in 1956 when the
decision was made to undertake the construction of more than forty thousand
miles of super inter-state highways. We recognized then that in order to
achieve our goal we must have assurred funding over the continuing period. We
realized that we must remove the uncertainties inherent in dependence on annual
appropriations. The decision was made by the 84th Congress and President
Eisenhower to establish a highway trust fund for this purpose. Public Law 627
came into being. We now enjoy a highway network which I question would
exist had we not created this fund. As we seek the best solution to funding re-
quired research and development energy programs, I think we would do well to
consider this example.

On November 13, following the announcement by the President that he was
recommending to the Congress the establishment of an independent agency, the
I'nergy Research and Development Administration, to manage our energy
research and development efforts, I introduced for myself, Mr. Baker and Mr.
Bartlett, S. 2694, a bill to establish the energy research development, and demon-
stration administration. This proposal differs from the President’s proposal,
which was subsequently introduced by Mr. Ribicoff and is the bill which we are
considering here today, S. 2744, in that it provided specifically, not only for re-
search and development, but also for the very important demonstration phase.
From my own personal experience, I have found that when the research and
development phase has been reached there has not been adequate provision for
the demonstration phase to prove or disapprove, with a larger model, the validity
of the research and development which has been completed. As I study S. 2744,
and its companion bill in the House, H.R. 11510, I note that while demonstration
is not included in the title of the bil}, it is provided for adequately within the bill
itself. I also understand that it will be included with the House report. I therefore
take no real issue with this particular point, only to say that demonstrations are
vital to the success of energy development programs, and without adequate pro-
vision for this phase, the program itself is incomplete.

There is also a difference in my bhill concerning the actual organization and
functioning of the administration itself. This difference stems basically from your
determination that it is more desirable for the ERDA to have an advisory board
rather than a board of governors as provided in S. 2694. Here again, I take no
real issue and I believe this is a detail which can be worked out to the agreement
of all concerned.

There is also the consideration of the exact placement of nuclear weapons
research. In my bill I have not included this type of research. However, 1 can
see a very good reason for doing so if it is the desire to remove from the Atomic
Energy Commission all research and development activity, and leave only those
functions concerning licensing and related regulatory measures.

There is, however, one basic and very important, and to me a vital difference
in the bills we have been discussing. As I stated earlier, I hold that we need the
energy trust fund. Without such fund our energy research would be built on a very
chancy proposition. It would be subject to the whims and the desires of each
successive Congress, and as such it would be hampered severely in its efforts to
provide us with the answers to our problems,
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I think we all accept the proposition that we need a dynamie research and
development program or we would not be here discussing it today. As anyone,
who has been involved in major research and development programs will tell you,
success is dependent on assured and continuous funding. Therefore, I say to my
colleagues, what better way to provide this funding than the creation of a federal
energy research and development trust fund. This fund could act as a repository
for funds of a prescribed amount and expenditure from the fund could be made to
ineet requirements as they occur over a continuous time period. I suggest a sum
of two billion dollars would be paid into the fund annually. I would not restrict or
require that a specific amount be expended over a particular fiscal year to support
a particular program. Such determination would be made by the administrator
to permit him to expend funds to meet requirements. It is vital to our purpose
that we are prepared to support a scientific or technological breakthrough as it
occurs and without reference to specific limitation imposed by a system of cor-
porations.

In suggesting $2 billion as an annual sum I realize that this amount is a quan-
tum jump in R & D expenditure. For the period fiscal year 1970; fiscal year
1974 only $2,753 billion was funded. These figures were included in the President’s
first energy message, and I ask unanimous consent that a copy be printed in the
record. (Enclosure 1)

In analyzing these figures it is interesting to note that $2.110 billion or 76.6
percent of this total was funded for atomic energy. The remaining sum—$625
million was divided over all other R & D projects related to energy.

I take no issue with the amount funded for atomic energy as I believe that we
will benefit from this important program. 1 do regret the paucity of funds—
$625 million—which has been shared over the past five years by programs re-
lated to: coal, oil, gas, geothermal, solar and other systems. We must correct
this deficiency. I believe that the establishment of a fund in the amounts suggested
will meet this requirement.

Now let’s consider the source of these funds. I again suggest the user approach
as was adopted for the successful highway trust fund. However, rather than
revenue from the tax on oil, gasoline and other goods and services placed on the
user I suggest that we utilize the revenue from the assets of the user. In this
instance the user is most certainly the public—you and 1. And the asset of which
I speak is our public land and more specifically that public land which lies on
the outer continental shelf —OCS. For many years we have had these assets
but we did not consider them to be of any great value because the cost of pro-
ducing fuel far exceeded the price which it could command in the market place.

Today in a fuel deficient market we find that these OCS assets have indeed
increased in value. The irony in this increase is that it has come about by an
energy shortage, particularly the shortage of oil and gas, which threatens to
destroy many of our much more tangible and recognizable assets and reduce our
standard of living.

The revenue comes to us through the lease bonuses paid by the energy industry
for permission to explore for and produce energy fuels from our public land. The
use of funds collected by the Government in our interest from the energy indus-
tries for the use of our land would seem to me to be a most logical source of funds
for government funded R & D programs to solve our energy problem. Projcctions
for the adequacy of such funds seems most favorable.

I have received information concerning the OCS lease sales alone and request
that it be printed in the record at this point. (Enclosure 2)

If we take the period of calendar year 1968-72 and the first few months of 1973
we find that $6.347 billion have been collected in lease bonus payment by the
energy industry. This is considerably more than was expended for the R & D
during a similar period. I also remind the Congress that the President has an-
nounced his intention to increase by three-fold our previous lease sales and has
announced onc additional lease sale of considerable size for this month. Judging
from the acreage involved the revenue from this sale could well exceed $1 billion.
This total sum for this year would be over one-half billion in excess of that re-
quired to support the funding for the proposed trust fund.

While the income from the outer continental shelf would be adequate in itself,
I would also include the receipts from Federal lease sales and all other sales or
grants of development rights of energy sources on Federal lands. In this way, I am

convinced that we would have more than adequate source of funds to meet our
requirements,
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Mr. Chairman, before leaving this subject, I would like to recognize that when
S. 1283 was introduced by Senator Jackson as an energy conservation measure,
I co-sponsored the bill. On review, however, I find this bill makes no permanent
requirement for funding. Thus leaving it to the Congress to appropriate at any
level of funding after the first year or at no level of funding at all. In addition, it
fails to contain the very important element of creating a separate ageney to manage
our total research and development effort and limits funds to specific projects.
Such limitations would defeat the flexibility and responsiveness so necessary in this
type legislation. I therefore cannot support S. 1283.

In conclusion, Mr. Chairman, I am encouraged that this committee is conducting
these hearings on the vital issue of establishing ERDA with or without the extra
““D” in the name but most certainly with adequate provision for demonstration.
I hope most sincerely that you will take that extra and vital step of including a
trust fund to insure that the administrator of ERDA will have available the
necessary funds over a continuing period of time to cnable him to accomplish the
task ahead.

Let me close on an encouraging note: The unity of this nation has been frag-
mented by events of the past few months. I now see concrete evidence that the
people are becoming unified by the impact that the energy crisis is having on them
as individuals and on the Nation itself. Let us hope that from the hardships we
will be facing this winter, that a stronger, better and a more unified Nation will
emerge and that by our efforts here that we will have made a significant con-
tribution to this unifieation.

[Enclosure 1)

FEDERAL ENERGY R. & D. FUNDING

Fiscal
year
Agency 1970 1971 1972 1973 1974
Coal:
Resources development. ... .. ... _______ ... 30.4 49.0 73.5 94.5 119.9
Production and utilization R. & D. in- DO, OCR_____ 13.5 18.8 30.3 43.5 52.5

cluding gasification, liquefaction, and
MHD.

14.7 19.8 18,1

Mining health and safety research_.. . _. 3 . 28.5 3.2 28.3

Intenior central fund (part)_.____..__... DOV i 21.0

Petroleumn and naturat gas__ ... ... . ... __._ ... 12.9 12.8 9.1

Petroleum extraction technology - - 3.2 3.1 3.1

Nuclear gas stimulation__ .___ 7.1 7.2 4.0

Oilshale. . _.____._..__._.._. 2.6 2.5 2.0

Nuclear fission____....____.____.__. 358.0 412.0 475.4

Liguid metal fast breeder reactor_ _ 236.g 263.8 32g.g

Other civilian nuclear powers. __ 86.8 98.0 90.5

Nuclear materials process developm 35.0 42,0 61.9

Nuclear tusion___....._...._. 52.8 65.5 88.5

Magnetic confinement 33.3 39.6 47.3

aser ... ._..._.. 19.5 25.9 41.2

Solar energy . «o.oooweo i e 1.7 4,2 12.2

Geothermal energy 1.4 3.4 4.1

.1 .7 1.4

7 2.5 2.5

...................... .2 .2

Electrical generation, transmission and 2.2 4.9 4.1
storage.

2.4 .9

1.0 1.0

1.5 2.2

Control technology (stationary sources).. ... ... . ... ..ceooio.o.._.. 28.6 38.1 47.5

Air pollution control technology_________ EPA___..___. 19.8 17.4 24.5 29.5 215

SOX removal T 1.1 3.0 18.0

Thermal effects .7 L0 L0

2.3 4.6 7.0
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FEDERAL ENERGY R. & D. FUNDING—Continued

Fiscal

year
Agency 1970 1971 1972 1973 1974
Miscellaneous. . ... .- 6.3 6.9 11,0
Systems and resource studies 4.4 5.3 5.3
Energetics research .- 1.9 L6 1.7
Intertor central fund (part). ... ... __ DOl e 40
537.4 642.3 771.8
420.0 487.8 574.1
25, 30,2 22,5
10.0 14.2 21,5
80.9 103.8 132.7
1.3 6.0 21.0

Agency codes: AEC—Atomic Energy Commission; DOI, BOM—Department of the Interior, Bureau of Mines; DOI, GS—
Department of the Interior, Geological Survey; DOI, OCR—-Department of the Interior, Office of Coal Research; NSF—Na-
tional Science Foundation; TYA—Tennessee Valley Authority.

|Enclosure 2)

QUTER CONTINENTAL SHELF LEASE SALES

1st-year

Bonus rentals

Year Leased tracts Acres (millions) (millions)
197 934, 167 $1,346 $3.0

40 114, 283 112 1.1

136 591, 040 944 2.1

1 37,222 96 .4

178 826, 195 2,251 2.5

104 600, 000 1,598 1.8

666 3,102,907 6,347 10.9

D‘ Prelljimin;ry estimates. 0. & G, fournal, June 25, 1973. In addition a lease sale of about 800,000 acres is scheduted for
ecember X

STATEMENT BY SENATOR MarLow W. Cook, BEFORE THE SENATE COMMERCE
COMMITTEE

Mr. President, this Nation needs natural gas.

It needs this natural gas now, and it needs it in volumes which are sufficiently
large to meet the requirements of the people of this land to heat their homes, cook
their food, operate their commercial establishments, and build their industry.

I would hope that throughout these hearings and our subsequent deliberations
that we keep this one thought upper most in our minds. We need natural gas.

This shortage of natural gas is not a situation which may happen six months
from now, but rather one which is happening today. If anyone in this audience
does not believe that this shortage is real, I wish that he could have been in my
office last week when 28 members of the community of Somerset, Kentucky, met
with me to express their very real concern for the threatened loss of 3,000 jobs in
their community which will materialize this fall if more natural gas is not made
available now.

The tragedy here is that we have seen this problem coming for several years.
We proposed legislation, held our hearings and came up with a dry hole.

When the Natural Gas Act was passed by Congress in 1936, it provided that the
regulation imposed thereby would not relate to the production of natural gas for
sale in interstate commerce. In 1954, in a five-to-four decision, the Supreme
Court ruled otherwise, and since that time an effort has been made by the Federal
Power Commission to regulate the wellhead price of natural gas. In spite of the
continuing efforts of that Commission to regulate this wellhead price, the experi-
ment has not been successful, and we have certainty had adequate time in nineteen
vears to see if such regulation would work.
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When announcing my co-sponsorship in the 92nd Congress of S. 2467, the so-
called sanctity of contract legislation, I questioned the logic of regulating and
restricting the gas industry to a greater degree than we have other segments of the
energy family. It did not seem reasonable to me then, nor does it seem reasonable
to me now, to restrict natural gas from seeking its price in the marketplace in the
same manner in which we permit oil or coal to seek their price Jevels.

Federal regulation of natural gas has resulted in maintaining the price of natural
gas at an artificially low level. While the prices of other and less desirable fuels
have increased with the price of other commodities, the price of gas has remained
low: And, as a result, the demand skyrocketed and it has been used in the past
and is being used today for many purposes that could have been satisfied with
coal and other fuels. Likewise, the low price has discouraged the exploration for
and development of new reserves since the cost of searching for such gas, particu-
larly in offshore areas, has skyrocketed over the past many years.

History may well record that our own greatest contribution to our own energy
crisis may have been our creation of this artificial price for natural gas.

1If we can believe even our most pessimistic natural resource surveys, well hidden
under the surface of our continent as well as our Outer Continental Shelf are sig-
nificant volumes of potential energy. If this is true, and I believe sincerely that it
is true, then it’s fair to ask why we don’t explore for and produce this valuable
natural resource. If I could answer this question with one word that word would
be incentive.

The growth and power of this Nation’s economy is founded in free enterprise.
My son Webb mows a neighbor’s lawn because he gets a couple of bueks for it.
He’s spurred on to find another lawn by the promise of additional dollars. I don’t
think this enthusiasm would continue if he were prevented from charging his
customers enough to make the mowing worth his while. Webb’s situation is not
unlike the one in which the natural gas industry finds itself today. I believe that
we must increase the incentive to explore for and produce more gas.

Others argue that incentive is not the real answer. One thing for certain the
issue is highly emotional. Nobody is neutral. Everyone has strong views.

There are those who seem to think the shortage is caused by the oil industry.
Others place the whole blame on the Federal Power Commission. The truth
probably lies somewhere in between.

T also have some firm views. T know, for example, that before the Federal Power
Commission began regulating wellhead prices, drilling activity was on the up-
swing, the industry was finding more gas than the Nation was consuming, and
there were adequate supplies for anyone fortunate enough to be close to an inter-
state pipeline.

Since the Federal Power Commission began setting wellhead prices, drilling has
been depressed, we have consumed more gas than we have found and many
consumers—including some in my own State—are having their natural gas service
cut back.

One point on which most seem to agree is that the natural gas shortage is very
genuine, but it is probably more severe than most Americans realize. I am also
convinced that many of our other fuel problems—including shortages of propane
and heating oil—are dircctly related to the shortages of natural gas. When people
have their natural gas service restricted—which is becoming increasingly preva-
lent—they turn to propane and then to heating oil, thus causing a domino effect
right down the line.

We must come to grips with the natural gas problem. We face the spectre of
increasing dependence on foreign supplies and gloomy prospeets of fuel shortages
at home. We sce plans for foreign gas coming into the United States at $1.25/Mecf
and more. Yet we seem to be unable to decide whether the well-head rate for
natural gas produced right here in our own country should be $.24 or $26/Mcf.

The shame is that even as the nation is threatened to go cold~—and I don’t
think that statement is a bit too strong—people are still trying to find someone
to blame.

Regardless of who else must share the blame, much of it belongs right here in
Congress. We have too long condoned a regulatory process which just does not
work. It must be measured by the record it has made. That record indicates the
consumer and the country have not been served adequately.

We must take decisive action to remedy the situation. The dosage must be
strong, it must be the right kind, and it must be given quickly. In the case of our
total energy problem we are at one minute before midnight.
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Mr. Chairman, my operating philosophy is quite simple. When something
doesn’t work, you don’t expand it or extend it. You change it. I think this is
what we must do in the case of well-head prices.

That we must increase the well head price of natural gas is to me academic.
By how much—and by what means remains a question.

Certainly there should be no argument concerning new gas. It is argued that
so called old gas may not be entitled to these increases. I can understand this
argument as exploration and production costs have already been provided for.
However, it would seem to me that we must arrive at some solution which would
permit an increase in old gas to provide the funds required to finance new explora-
tion and new production. This scems to be the most logical way to generate
sufficient cash flow to permit producer to provide the gas we need.

There are those who would characterize such action as being anti-consumer.
As the ranking minority member of the consumer subcommittee of this committee,
I have a particular responsibility to the consumer and I believe that price incen-
tives would be in the consumer’s interest. As we deny the consumer the product
he needs we reduce his standard of living. As we curtail his industrial expansion
we create economic loss. To me the reduction in living standards and the economic
loss resultant from such curtailment is anti-consumer.

But it is important to weigh very carefully the impact that these increases will
have on the consumer.

In August of this year the foster associates released a study concluding that if
the field price of all natural gas not under contract immediately rose to 55 cents
per thousand cubic feet, the average householder would pay only $8.30 more per
year for his supply starting next January 1. This would be an increase of only
5.3 percent on an average yearly bill of $155.73. By 1980, the price increase would
amount to $33.06 annually. (The average price of natural gas now sold in inter-
state commerce is about 21 cents per thousand cubic feet.)

The study shows that price increases to the householder would be gradual and
minor for two reasens:

—DMost of the gas now being sold is under fixed price contracts, generally for
periods of twenty years.

—Only seventeen percent of the consumer’s bill consists of the field price of
natural gas. The rest goes to pipe line companies and local distributors.

The study also lists the increases the consumer might expect if the field price
went ?o other assumed levels, either higher or lower than 55 cents per thousand
cubic feet.

I am concerned, Mr. Chairman, as you apparently are, as to what happens if
well-head prices are deregulated in a time of shortage. I am also concerned that
the increased revenues resulting from deregulation are directed back into domestic
exploration and development. I plan to study these issues very carefully over
the next several days.

But T am primarily concerned that we solve the natural gas shortage. And I
think this can best be done by relying more heavily on the forces of the private
market system, than by relying on the forces of the regulatory process.

These hearings are extremely important, and I hope as a result of them we can
move forward with legislation to solve the gas shortage.

Senator DoLE. I have been asked by the subcommittee chairman,
Senator Gravel, if it is satisfactory to Mr. Miller that he be preceded
by Mr. Tomlinson. Senator Gravel wants to be back to question Mr.
Miller, plus Mr. Tomlinson is a Kansan and I am a Kansan. There
is no one else here to call the witness.

So we are pleased at this time to have the statement of Warren
Tomlinson, president of the Kansas Independent Oil & Gas Associa-
tion, from Wichita. I would say at the outset, Warren, that I have
read your statement, and I know you have been listening to some of
the other hearings this morning. In addition to your comments on
the specific legislation, S. 2806 it might be a good time to discuss any-
thing else that would be helpful to the full Finance Committee or this
subcommittee, because, as I think, as you already know, in Washing-
ton or in Congress everyone is going to be having energy hearings.
It is a good time to make a record.
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You know our industry in Kansas. You know what it means to
our economy, S0 you are not confined to your statement, if you want to
digress.

STATEMENT OF WARREN E. TOMLINSON, PRESIDENT, KANSAS
INDEPENDENT OIL & GAS ASSOCIATION, WICHITA, KANS.

Mr. TomrinsoNn. Mr. Chairman, my name is Warren E. Tomlinson,
of Wichita, Kans. I am president of Tomlinson Oil Co., with head-
quarters in Wichita. I am here representing the Kansas Independent
Oil & Gas Association, a 1,400 member association of independent oil
and gas producers and related interested persons, founded in 1938.

I have been an independent oil producer for 23 years. My company,
Tomlinson Oil Co., was founded in 1957, and currently has 40 em-
ployees, with active exploration and production operations in Kansas,
Oklahoma, Texas, and Louisiana.

I would like to stress the word independent producer as contrasted
with major companies and major producers. The independent pro-
ducers are the backbone of the oil and gas industry in Kansas. We are
small businessmen drilling 85 percent of the oil and gas wells in our
State. The crude oil pruchasers in Kansas buy the oil we find and
produce and send it to their refineries for processing into the many
petroleum products. The point is that the independent producer has
only one opportunity to recover his investment and make a profit
and that is when he sells his crude to the purchaser. The purchasers,
mostly major companies, are vital to the petroleum industry but, just
as important, is the need to preserve the role of the independent pro-
ducers in exploration and producing more oil and gas at this critical
time in the history of our country.

Oil and gas production in Kansas has been declining for the last 15
vears. As the crude oil price remained static over the years, the price
of oil field tubular goods and cost of labor continued to rise dramati-
cally. Today, Kansas refineries have had to look to other sources for
crude oil. Now, much of the crude refined in Kansas is imported from
Canada. These factors have led to a dramatic reduction in the number
of independent operators in Kansas as well as the rest of the Nation.

To emphasize the need for incentives to stimulate the oil and gas
industry in Kansas, the Kansas Legislative Senate Committee on Con-
servation and Natural Resources, has introduced legislation to increase
the allowances for depletion for working interests in oil and gas pro-
duction from 22 percent to 30 percent and with the limitations on net
income increased to 75 percent of taxable income. We would endorse
similar tax reform at the Federal level.

Our industry in Kansas has also proposed State legislation that
would provide a tax credit or incentive for new production, by not
taxing oil and gas leases the 1st year of production.

We believe that if the independents were left unhindered for a period
of time, perhaps for 2 years, with a reasonable price for crude oil
and natural gas, and with other suitable incentives, that a substantial
improvement in the supply of domestic crude oil and natural gas will
be achieved.

We have reviewed S. 2806, the Energy Revenue and Development
Act of 1973. We believe it is a fine attempt to come to grips with an
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enormous challenge to our country. There are statements in the bill
that are encouraging, such as:

The private market must be allowed to operate freely in order to attract capital
for the development of our indigenous energy resources.
Also we concur with creation of tax incentives to encourage domestic
production and with the culmination of price controls.

We have selected key topics contained in S. 2806 on which to make
specific comments we think will be helpful in developing this legislation.

Tue ExErcYy TrustT Funp

The establishment of a tax based on the British thermal unit content
of oil and gas should be carefully considered as to its effect on future
production and conceivably it could be counter-productive in that it
would tend to discourage marginal producers and cause many wells to
be abandoned prematurely. There are situations where operators of
old gas wells are compelled to sell gas at such a low wellhead price
that the proposed tax on British thermal unit content would result in
an extremely high tax of approximately 50 percent on the gross well-
head selling price of such gas. Under many old life-of-lease gas con-
tracts there are no new tax passon provisions; and, likewise, no pro-
vision for renegotiation of the wellhead gas price.

The result would be abandonment of such wells rather than opera-
tion at a loss. Unless crude oil is priced on a British thermal unit
basis, & tax based on British thermal unit would be inequitable.
Lower gravity oil has a higher British thermal unit but it brings a
lower price. This gravity price penalty was included in the petroleum
allocation regulations recently published by the Federal Energy
Administration.

TueE FEDERAL ENERGY ADMINISTRATION

We understand the need for this feature of the bill, but we want to
urge the stimulation of existing and experienced private enterprise
rather than reliance on a massive Federal bureaucracy. We applaud
the desire to establish price and tax inventives, which the industry
has not had in the past. We understand the need for extensive research
and development activities to develop new alternative energy sources,
when the economic feasibility of such new resources are 1dentified.

Tue CommissioN oF ENErRGY TECHNOLOGY ASSESSMENT

In our opinion there is a role for government to provide reliable
resource material and direction to the industry by skilled and knowl-
edgeable persons. We believe a working partnership between the oil
and gas industry and government, who must reflect the welfare of
the consuming public, can and should be established.

Exp or Price CoNTROLS AND DEREGULATION OF NATURAL (as

. We endorse the phasing out of price controls on crude oil. This will
increase economic incentives for oil exploration and production and
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stimulate the initiation of secondary and tertiary recovery projectsr
We also endorse the proposal to deregulate natural gas. Highe.
wellhead gas prices are needed to stimulate exploration for domestic
gas.

Excess ProriTs

We have heard a lot about so-called “windfall profits’” and we are
concerned that the petroleum industry has been singled out for undue
criticism in this regard. Perhaps we are naive, but we always thought
the Internal Revenue Service tax regulations are designed to intercept
excessive profits. In the past, the independent producers have been
able to show only minimal profits, and the unfortunate result has been
reduced domestic exploration. Is it wise now that profits show the
first promise in many years of attracting sufficient exploratory in-
vestment capital, to impose a tax which will deter that investment?
Naturally, we do not believe any industry should reap unconscion-
able profits to the detriment of the consuming public. Here again, we
believe the independent producer should be distinguished from those
in the petroleum industry who may have the opportunity to make a
muldtiplicity of profits from the oil purchased from the independent
producer.

The profit picture affecting the independent producer is directly
related to his risk of exploring for new resources; the cost of completing
a producing well; the repayment of his bank loans and risk capital.
Our profit is directly related to the price of oil and gas sold, and it has
only been in the last 60 to 90 days that we independent producers have
been sufficiently encouraged with a price that warrants increasing
gxploration activities and the development of marginal and older

elds.

We agree with a concept for the reinvestment of a portion of profits
into additional and new development. Depletion of our reserves by
production requires continued reinvestment. It frightens us to think
that some suggested procedures might withhold cash flow so essential
for financing continuing operations.

InvesTMENT Tax CREDITS

The 14 percent investment tax credit for exploration drilling is
needed in our industry and we support your proposal. We urge you to
include development drilling in your definitions and broaden your
definitions of what is meant for exploratory drilling so that it will be
flexible enough to apply to the varying conditions throughout the
United States. S. 2806 is very restrictive in definition as it relates to
what is customarily followed in Kansas. The definition of a wildcat
or exploratory well should be left to the State regulatory agency regu-
lating oil and gas activities.

REsipDENTIAL CONSERVATION

We applaud your attempt to encourage conservation. As a repre-
sentative of independent producers, we think this is in the national
interest to do everything possible to conserve and prevent waste of
energy wherever it can be 1dentified.
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FEperarL Lanp Propucrion

We are in favor of increasing production from Federal lands, pro-
viding that it is done with sound engineering judgment and practices
and not in a way that might damage the reservoirs involved.

Mr. Chairman, in closing, I would like to say that I am grateful to
have the opportunity to appear before your committee. We know
Kansas is well represented on your committee with Senator Dole,
and he knows, and we want you to know, we are available to assist
you in any way possible in developing this legislation.

That is the end of my testimony. I would like to make one or two
points here. I listened to Senator Mondale today discuss prices, and
he obviously feels that we are getting plenty of money for our product.
You have to remember that the expertise involved mn finding new oil
has to be financed by small producers with our “old” oil. That “old”’
oil has to pay for the increased costs of exploration.

Kansas peaked out in 1956. In 1956 we produced 124,467,000
barrels of oil. In 1973, we produced 73,743,000 barrels of oil, primarily
because we have had no increase in the price of our product.

I have to agree that some of the prices have gotten completely out
of control. I certainly do not think that the $5.25 a barrel that we
are receiving now for old oil is excessive. I think that also, when you
do consider the Btu tax concept here, you will recognize that the
prices paid for the praduct are not excessive with reference to the
amount of Btu found in a gallon. T think you have been furnished
that information.

Senator Dorr. With the reference to price, I think if you just
consider the price increase by itself then there might be some room
for at least skepticism. But, if you add to that the increased costs
that you pay, I assume for everything, nearly everything, and the
fact that you cannot even obtain tubular goods in some areas

Mr. Tomrinson. Tubular goods, for example there are no new
tubular goods in Kansas. The 5% inch casing which is the normal
pipe we use in casing, has been selling from $1.50 to $1.90 a foot. The
cheapest T have seen it purchased for in the last 2 months, is $5.50 a
foot. It is completely out of line. You cannot afford to complete a
marginal well, even at today’s prices, when you pay that kind of
price for your casing.

The prices of drilling have gone up. A year ago, a fair price for
rotary rigeing in Kansas was $3 a foot. Now it is $3.75 to $5 a foot.
I am talking about the easy drilling, not the more difficult drilling in
central Kansas, but where ihe greater portion of Kansas oil has been
produced, where most of the wells have been drilled over the past
20 years.

Senator Dorg. I should know, but how many rigs do we have
operating now?

Mr. Tourinsox. We have 41 rigs operating in Kansas at the
present time.

Senator Dove. That is an increase?

Mr. Toxrinson. We are up about 5 rigs. We do have more rigs in
Kansas than the 41. The only reason we are not drilling more is because
there is no casing.

I think there have been two good efforts made, Misco, a supply
company supplying the midcontinent area, has come up with a wildeat
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pooling situation where they will furnish extra quota of pipe to the
imndependents that are drilling wildeats. We never start drilling a well
thinking we are going to have a dry well although most of them are.
But if we wanted to drill this wildcat well and did not have the string
of pipe, we would not start.

If we know there is a stockpile of pipe over there, then we can
drill that well, and if we do get a commercial producer, then we can
call on it.

The same thing has been done on a larger scale by Lone Star in
Texas, they have made pipe available through all the suppliers in the
country. Their proposal is that they intend to furnish a string of pipe
a day, 365 days, which would assure a local supply for the independ-
ents. This really goes to the independents and to the people without
history with the supply company or steel company. They are new in
the business. I think it will encourage younger people and new people
in the oil business to maybe get actively involved in exploration for
new oil and gas reserves.

Senator DoLe. Do you see any danger in the price of oil from the
stripper wells and the new oil under the Cost of Living Council’s
two-tier system getting too high, so somebody may be looking at
that as an example of an artifically high price? Has it reached that
point yet, do you believe?

Mr. TomrinsoN. 1 do not think it has. I do not see how it could
happen in Kansas. The average production in Kansas is five barrels
per well a day. It would be hard to think that you could show up with
windfall profits if you were getting $10 to $12 a barrel for the oil.

In my own company, when the price of stripper oil reached $7.50
a barrel, according to our engineers, it extended the life of our pro-
duction 6} years. This is o1l that we normally would have left in the
ground. It does not make any difference to the refiner how much it
costs to produce that oil as long as he can keep his refinery capacity
running at 100-percent capacity.

What we do is, we lengthen the life of all the wells in Kansas, and
produce more Kansas crude for refiner’s use over a long period of time.

Senator Dorg. I think that is one of the difficulties with the so-
called excess profit provision that was in section 110 of the energy
bill discussed this morning. I think the general public has a feeling
that it applies to “the big companies” whoever they may be—l1
could not name them. As Mr. Simon has said today, and as one of
the former Chiefs of the Internal Revenue Service said yesterday,
the excess profits provision, as drafted by the House Commerce
Committee which now appears to be hanging up the entire energy bill,
covers anyone who touches the product from the wellhead to your
gas tank, wherever it might be.

If the service station operator, for example, has a greater profit
this year than he had in the base year from 1967-71, and he would be
subject to the excess profits tax as well as some ‘“major’”’ company.

In addition, the profit margin of independents, is less than that of
major oil-producing companies as I understand it?

Mr. Tomprinson. Very much so. I think you can probably count on
one hand all the independent producers in the State of Kansas that
are making profits, any profits, really during that base period 1967-71.
That was really a period of recession and depression as far as the
independent oil operator was concerned in Kansas.
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Senator DoLe. Your profit margin is less. I am not suggesting
what the profit margin of the “majors” may be. There have been
different figures cited by different people.

Mr. Toyuinson. As I said before, we only have one level that we
make a profit on. I think we have been held at a ridiculouasly low well-
head price because oil has been cheap in the past. You did not see any
of these price increases show up until foreign crude became more ex-
pensive than domestic crude.

Really, we have a long way to go just to pay back the money that
we owe our reservoirs. I have not seen an oil man, an active oil man of
my acquaintance anyway, that does not spend probably three times
what he makes, reinvesting in the ground. The minute you start pro-
ducing a barrel of oil, you are starting to go out of business on that
lease. You have to find other reserves to replace them.

Senator DoLk. Do you share the view that we ought to have-—and
I think Mr. Simon indicated this morning—the option of either paying
the windfall profit tax or using the plowback provision? -

Others say that if you make a profit, you should not need any added
incentive as far as any plowback of earnings are concerned.

Mr. Tomrinson. I think you have to have all these incentives, par-
ticularly for the independents. I have to keep going back to the inde-
pendents because they are the ones who are doing most of the wild-
catting in the United States. Because this is such a risky business,
we have to look for ontside capital. So we have to have some incentives.

The very best incentive we can have is a good price for our product
which is really what we have been looking for. You also have to think
that when you build a warehouse, or a manufacturing plant that is
there as long as you can keep it going, you can depreciate that. But,
in an oilfield, the minute you find that oilfield, and you start making
your sales, you start going out of business.

If you intend to stay in the oil business, you will be reinvesting
those profits in exploration. I would say maybe the only profits you
will get out of this might be your depletion. All the rest of the money
would be reinvested in exploration. I say that “might” be. You will
notice we have referred to increasing depletion, or keeping depletion,
with the working interest part, not particularly the royalty interest
part. They have no investment, no continuing investment, they are
losing one of their resources from the land they own, but they have not
ha(}i1 to take the risk, they have not had the cost of producing a product
either.

Senator DorLg. We also had an expert testify yesterday that at the
same time when you have the prices going up you are still providing
more incentives. He suggested that we consider doing away with
the intangible drilling expense provision, and that we at least consider
repealing the depletion allowance. Then taking a hard look at foreign
tax credit.

That is not a view shared by some of us; at least he raised the
question, that was the purpose. | am not in the oil business, but there
are a lot of people dependent on the oil business for their livelihood
in the State of Kansas and in many other States. It has been a sick
industry—I think you said in the last 15 years it has gone down more
than 100 percent?

It appears that the best way we can keep it on the ailing list is to
take away the incentives then to let it just trail off into nothing in
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another decade. It is certainly something that affects—as I keep
trying to wunderline, or underscore—more than the major o1l
companies.

I have u feeling that most Americans, and most Kansans are not
looking at the independents, and are not aware of the fact that sec-
tion 110 of the bill applies to every aspect of the petroleum industry,
including the service station operator. Somewhere along the line, we
are going to have to make this distinction and hopefully the American
people will understand that we do not want to kill the industry in an
effort to correct some of the abuses.

Mr. Tosmrinson. Senator, we have had all of these incentives.
We have had the intangible drilling costs; we have had depletion.
Despite all of those, there are only 25 percent of the independents
still around that were here 15 years ago. So I do not see how you can
create any incentives or try to find more oil if you start taking these
things away from them the very minute everybody starts getting
exploration-minded again.

If this is such a great business, how come there are not more people
in the oil business?

Senator DoLEk. I think those on the outside view it as a rich man’s
game, with everyone in it of course having a great deal of money.
They do not recognize that there are a great deal of risks. Of course
some people have made money in the oil business.

Mr. Toarinson. That is right. You only hear about the winners.
You never hear about the losers. The winners stay around. The losers
go out and fine another job and do something else.

Senator DoLE. You refer in your statement to the difficulty you
might have with the statutory definition of “wildeat” or “‘exploratory
drifling.” T think you indicated that it best be left (o State regulatory
agencies,

Although this is not my bill, this might be an area that it might be
helnful if vou clarified that.

Mr. Tomuinson. I would like to. T think every geological area has
its own problems. Not necessarily caused by boundaries or States,
but you have geological provinces and you have reservoirs that can
be drained on 80-acre spacing and reservoirs that can be drained on
40-acre spacing; some reservoirs have to be drained on 10-acre spacing.
There are many sizable reservoirs and I speak primarily of Kansas
because that is where my experience is, that do not cover 640 acres
that have produced millions of barrels of oil, and because of a dry
hole or two, or a fault, the topography at the time of deposition or
what have you, have caused a barrier there.

It might be that only half a mile away there is another oilfield, but
it is not indicated by the one that you have producing. I do not think
that you can just arbitrarily say that a well has to be 2 miles from
production before it constitutes a wildeat. Certainly in Kansas, it
cannot be a vertical difference of 3,000 feet. There are places in
Kansas that we reach the basement at 3,000 feet. Most of our pro-
ducing areas where most of our production has been to date is on the
central Kansas uplift. If you had to go 3,000 feet below where we are,
you would be 2,500 feet into granite and nobody can get there.

That is why [ think that possibly not the State regulatory body,
since you have to recognize the geological province that you are in,
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the type of reservoir that you are draining, and what your different
traps are before you can really define a wildcat well.

Sometimes a wildcat 1s 40 acres away, sometimes it is 2 or 3 miles
away. Both of these oilfields could be wildcat oilfields.

Senator DoLE. There has also been some discussion—again, this
does not have direct reference to the bill but I think that it does
cover the problem before the American people—about how do we
find more 01l? There is a great deal of it, of course, in the ground now,
and through secondary or tertiary recovery methods, 1t might be
extracted. In some cases, the holes that we know that the oil is there,
there have been all sorts of estimates about how much may be there
across the country and in our State of Kansas.

As you see it what would be the best approach either from a tax
standpoint or an incentive standpoint, to encourage secondary and
tertiary recovery?

Mr. TomuinsoN. Price is the No. 1 incentive. Whenever you get
into secondary recovery, you are spending practically all capital
dollars, there is not any tax incentive in secondary recovery or
tertiary recovery.

If you had investment credit tax, then you would have an incentive
to go into secondary recovery. I think that probably would be the
meam thing. As I understand it when you drill an input well in 2
secondary recovery project, that is all capital investment. If you are
drilling an oil well you would be able to write off your intangibles.
These intangible costs are one-time occurrences.

On an input well, or a disposal well, those are all capital invest-
ments. If they could be treated like a regular development well, that
would be one way to help. But, I think a fair price for the product—
and you have to recognize when you start recovering oil by secondary
methods—that it becomes much more expensive to lift that oil. As
you start removing the water you have injected in there along with
your oil, then your lifting cost becomes greater and greater as you
start to flood out your reservoir.

So you reach the economic limit much quicker than you do on a
well that is produced under primary reservoir pressures. Tertiary is
something that we have not really done a whole lot with, yet. There
is a lot of research to be done with it. There has been a lot done on
it and the major companies have done a lot. The service companies
have worked on this considerably, Dow Chemical for example, as
well as other major service companies have all gotten involved.

We have, I think, millions of barrels left in Kansas that are low-
gravity oils in low-permeability sands. They will not waterflood.
They have not reacted too well to our fire flood. There is enough oil
there that I think eventually with enough dollars, someone will figure
out how to get it out.

Senator DoLE. Do you think it is worthwhile pursuing?

Mr. ToMLinsON. Definitely. I think Dr. Preston and his group are
really working on it.

Senator DoLE. As I understand it, the position of—I cannot say
all independents, but I can say, generally—your association would
be in opposition to section 110, the so-called excess profits renegotia-
tion mechanism?

Mr. TomLinsoN. Very definitely. I think all the independent asso-
ciations take the same view.
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Senator DoLE. I do not know how—I think that Chairman Long
has expressed the difficulties of trying to write some provision—to
correct, call it abuse, or whatever, an unconscionable profit, without
doing some damage to those who are just normally engaged and pay
taxes based on that profit they make.

Mr. TomuLinson. That is right. But you have to recognize the fact
that the oil business is still a very risky business. If you are allowed
to take the revenues you get from your wells, as I say, practically
every independent will reinvest that money in looking for new re-
serves. There are not going to be any, I think, unconscionable profits
from that. It might be that he goes and spends his money, but he is
Sﬁendiﬁlg it looking for more reserves. He may not find as many as he
thought.

B(;glieve me, all the easy oilfields have been found. The ones we
are looking for now, they are probably bigger, but old Mother Nature
has hidden them much more carefully then she did with the first
ones that she let us have. They are around. They are going to be
below 10,000 feet, which most of the independents have not been
able to finance. It has been above their economics.

Senator Dotk. I think, in addition, if we are going to look at it
from the standpoint of one industry, I do not either defend or other-
wise comment on it. There are other prices that have skyrocketed
in other industries, in the products that they produce. So if we are
looking at a windfall profits tax, maybe we ought to make it broad
enough to cover not just the one industry. I think some that do
not produce oil and gas in their States might produce some of the
other things. We might end up with a more reasonable provision
that would be responsible.

If you do not have an oil and gas industry in your State, and you
do not have 20,000 or 30,000 people employed in that industry, and you
are not going to be affected by 1t at all, as some are not and some on
this committee are not, it is quite easy to raise the hammer. And I
do not suggest in some cases that it should probably be raised. If we
broaden the base of the tax to include other products of some other
industries from some other area, maybe we can do justice and still
not kill off the industry.

Mr. Tomuinson. I agree 100 percent. This is the very first time,
and I have yet to see any of those checks come through with the
windfall profits.

Senator DoLe. [t does not say windfall profits check on it or
anything?

Mr. Tourinson. No, it does not. None of it indicates enough to
pay off my bank loans yet. But having been involved over 20 years
in raising risk capital and we have had to go every 4 or 5 years to
raise funds. There is a different facet of industry that is making
money, so that is where the oil man goes to get somebody with some
tﬁx dollars to risk in looking for oil and gas reserves. That is a natural
thing.

1t all goes back to the same thing that we have harped on time and
time again. We are all spoiled, we really are, in the cheap energy
that we have become accustomed to. The fact that natural gas has
been so cheap for so long that we bypass so many of the other fuels
that we should have been using while we were exhausting these
natural gases.
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You asked about propanes today. The primary source of propanes
is from wet natural gases. If we were producing more natural gas
we would be producing more propane. When we cut off the use of
natural gas to certain areas, the number one substitute is propane.
Then it causes an immediate shortage of propane. You can only get
it two places, either out of the refinery or out of a gasoline plant that
is taking propanes out of natural gas.

Senator DoLE. As an aside, in some communities you could buy
Skellgas for 79 cents and the other across the street, the same propane,
was 38 cents. I had a lot of public meetings; the 79-cent people never
came to my meetings, and a lot of the others did not.

Mr. TomrinNsoN. I am sure they did not.

Senator Doire. It is almost impossible to resolve it. I am not sure
Mr. Simon can. But I think under the regulations they are adding on
t%e cost of other byproducts to the propane, so hopefully that can be
changed.

I appreciate your testimony, Mr. Tomlinson. I am sorry Senator
Gravel was called away, but he is returning. If there is anything else
you would like to add to the record, we would be happy to have it.

Otherwise, I think I will proceed to Mr. Miller, and he can proceed
with his statement. By the time he finishes, maybe Senator Gravel
will be here.

Mr. TomuinsoN. I thank you again, Senator, for giving us a chance
to testify.

Senator DorLE. Thank you.

STATEMENT OF C. JOHN MILLER, PRESIDENT, INDEPENDENT
PETROLEUM ASSOCIATION OF AMERICA

Mr. MiLLER. Thank you, Senstor.

This has been a unique experience for me. T have been singled out
by being an oil man; I have been singled out by being an independent
oil man. I have never been singled out for not being & Kansan, and I
enjoy the distinction.

Senator DorE. I was not trying to single anybody out, because under
the new registration laws it would not take you long to become a
Kansan. So I did not mean it critically. I know Senator Gravel wanted
to be here because you had some comments on his bill.

Mr. MitLeR. I know you did not, and I appreciate, of course, being
a good friend of Warren’s also I have no problem at all with it.

I am pleased to be here. I appreciate greatly the opportunity to
appear before you and to give the views of the Independent Petroleum
Association of America,

This picture, appeared in last night’s paper, and identified the eight
major oil companies has caused me some great concern because, from
the reporting that has been going on over the last few weeks, I am
afraid that perhaps the general public has been led to the belief that
there are no other oil companies other than those being identified and,
in some cases, attacked because of proposed or supposed profit
pictures.

I would like to point out that in the statement that I will be giving,
at the back of it, there is a chart which I think calls attention to some-
thing that should be vitally important to this committee and to every
U.S. citizen. That is, if you exclude the eight largest crude oil pro-
ducers, 57 percent of the industry is made up by other people, so-called
small and medium sized companies.
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If you exclude the eight largest producers in other industries, such
as steel mills and aircraft and tubes and tires and motor vehicles,
et cetera, you see a tremendously diminishing picture. So I think it is
very important that we recognize that the oll and gas industry is not
alone made up of the so-called eight large companies.

Senator Dore. 1 think that is important. T have been trying to
suggest that in the hearings, not these, but the full committee hearings,
as there is that feeling. I do not know where the separation point is
between major and minor, whether we are talking about oil companies,
big or small farmers, big or small businessmen. 1 know there are some
arbitrary definitions from time to time.

T think it was last week on CBS I learned about an oil company
that I had not heard of, I think Murphy Oil Co., that ranks 20th or
27th. They are drilling around the world, and they have, I think, an
interest in Saudi Arabia. They are doing offshore drilling. I do not
look upon them as an independent the way I view an independent
coming from Kansas. Neither are they one of the eight major
producers. I just do not know where the dividing line is.

It seerns to me, as I have said to Mr. Tomhnson and others, the
oi] industry is in for a rough year—when we say “industry,” we in-
clude everyone—unless it can be seen in a proper perspective and
unless we can come up with something that takes care of any abuses
or unconscionable profits and still preserve the industry.

Mr. MiLrEr. Interestingly enough, Senator, the definition of the
eight large companies i1s derived from the U.S. Department of Com-
merce definition and, also, I think in some instances the Justice
Department uses this for some of their definitive work. However, if
we were to drop down and take off the 30 largest producers, we would
still find that the oil and gas industry is represented to the extent of
35 percent by those remaining.

If you did the same, take off the 30 largest producers or owners
of the other industries that we have cited, there would be no one.
So, again, I think it points out very graphically that the oil and gas
industry is made up of a multitude of competitive forces, and I think
this falls in with some of the hearings on monopoly that-we have had
here recently also.

Senator Dovk. Before you start, let me say this. Of course, you can
read the statement; or you can summarize and it will be made a part
of the record as though given in full. In either event, we have a rollcall
vote in progress. I need to run over and vote and come right back.
I should be back in 5 or 6 minutes. Or we can go ahead and proceed
until the next bell rings, whatever you would care to do.

Mr. MiLLEr. Whatever is your pleasure.

Senator DoLe. We will then recess.

[A brief recess was taken.]

Senator GrRaVEL (presiding). The committee will come to order.

Those present may be interested to know that through a very fine
ceremony signing the Alaskan pipeline permit have gone and have
received a check and everything is in order.

I am very happy to see you, Mr. Miller. I asked Senator Dole to
alter the sequence as I did not want to miss the opportunity to hear
your testimony. Would you please proceed at your own speed on the
subject matter. I look forward to your remarks.



Mr. MiLLER. My name is C. John Miller, I am & partner in Miller
Bros. at Allegan, Mich., an independent oil and natural gas explora-
tion and producing organization. I appear here as president of the
Independent Petroleum Association of America, a national organiza-
tion of domestic independent oil and gas producers and explorers with
some 4,000 members in every producing area of the United States.

We welcome and appreciate the opportunity to express the view-
point of the independent segment of the domestic petroleum producing
industry. Our comments will be addressed to those aspects of the
“Energy Revenue and Development Act of 1973, S. 2806”” which would
particularly affect the operations of independent producers and vitally
affect exploration for and development of conventional petroleum, oil
and natural gas, fuels indigenous to the United States.

At the outset, I would like to briefly discuss the vital role of the
Nation’s independent explorers for, and producers of, oil and natural
gas. Traditionally thousands of independents in the industry have
accounted for 75 to 80 percent of the exploratory or “‘wildcat” drilling
directed at finding new reserves of these fuels. It should be recognized
that our country achieved a position of energy sufficiency because,
on balance, Federal and State laws and policies served to encourage
thousands of independents to participate in petroleum exploration
and development.

The United States became the largest oil and gas producing and
consuming country primarily because of this multiplicity of effort by
thousands of independent explorers.

The evidence now is persuasive that Government’s policies since the
mid-1950’s, directed at holding oil and gas prices unrealistically low,
have been the primary influence in discouraging exploration and de-
velopment, bringing on worsening shortages of natural gas and un-
necessary dependence on remote and vulnerable foreign oil supplies.

Government economic policies such as Federal price regulation of
natural gas and direct and indirect oil price controls, had several
predictable results. They caused a prolonged flight of capital from
domestic exploration. The ranks of active independent explorers and
producers were thinned by about half, dropping from approximately
20,000 in the mid-1950’s to about 10,000 who remain in the industry
today. The result has been an unnecessary shrinking of our producible
petroleum reserves.

Just as the declining activity by independents, who traditionally
have performed the lion’s share of domestic exploration, has been a
major factor contributing to our worsening energy supply position,
we believe efforts to revitalize and encourage the independent sector
offers the most effective and least costly means to achieve the basic
intent of S. 2806—regaining energy independence for the United
States.

As recognized by this legislation, this country has the resource
base, the technology and know-how, and the will to solve its energy
problems. The lacking ingredient has been progressively eroding
economic incentives. From its abundant remaining but undeveloped
sedimentary basins, the United States has the potential to develop
significant new conventional o1l and natural gas resources. These
petroleum fuels can be developed far quicker and at a much lower
enst than any alternative energy resource. For the short term of the
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next 10 years or so, our reliance for energy will continue to be primarily
filled by oil and gas. During this near term period, therefore, we have
no greater potential for meeting our energy needs than by providing
the public policies and incentives to assure maximum efforts to ex-
plore for and develop the oil and gas deposits in the lower 48 States.

Again, I emphasize that if we are to maximize development under
such policies, the independent now active, and potentially active,
will and must play a major role, as they always have. In this con-
nection, the traditional role of independents has been a tremendous
competitive influence in the domestic petroleum industry. This is
illustrated by your attached chart, “Percent of U.S. production by
medium and small companies, 1971,” which shows that medium and
small companies in domestic crude oil production control a far greater
percent of production than do their counterparts on other basic
industries.*

Senator Gravel, we observed this chart, discussed its meaning,
while you were absent. The point that we were particularly interested
in making is that the oil and gas industry is not made up of just the
eight largest companies but that 57 percent of the production is
controlled by other than those companies. And the comparison to
other industries is well-illustrated on the chart.

Senator GraVEL. That is an excellent chart. I am glad that you
made that comparison.

Mr. MiLLEr. Thank you.

Many of the basic policies in S. 2806, including removal of price
controls and new tax incentives for domestic development, would go
far toward reactivating the thousands of independents and in ac-
celerating exploration and development in the lower 48 States.

I would like now to summarize our position on some of the policy
questions covered in S. 2806:

I. DereGguLaTioN oF CrUDE O1L AND NaTuraL Gas Prices

Government has imposed price controls directly on natural gas
at the wellhead since 1954. Since 1959 it has limited domestic crude
oil prices indirectly through “jawboning” and has controlled these
prices directly under economic stabilization programs in effect since
August 1971. Government policies of holding wellhead prices of
petroleum fuels unrealistically low since the mid-1950’s have been a
primary cause of present domestic shortages of petroleum fuels.
Removal of these controls is essential, because their continuance
would frustrate all other policy innovations to revitalize energy re-
source development.

II. Tax INcENTIVES FOR DoMESTIC DEVELOPMENT

The concept of tax incentives to encourage domestic energy develop-
ment is meritorious and commendable. Two specific proposals which
we support are, one, enactment of tax credits covering expenditures
for o1l and gas exploration and development, as well as secondary and
tertiary recovery projects; and, two, removal of the 50-percent hmita-
tion on percentage depletion, which primarily would help the marginal

*See p. 1071.
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small producer. The first of these is covered in S. 2806, and we would
hope the committee would consider adding the second. Any new taxing
mechanisms directed at producers, such as the Btu and excise tax
provisions of S. 2806, would have the effect of discouraging new
development and, therefore, should be weighed cautiously.

III. LiMiTiINg DEPENDENCE ON UNRELIABLE ENERGY SOURCES

The current embargo on Arab oil shipments, which has affected
the economics of all major consuming nations, has demonstrated
clearly the need for the United States to extricate itself from such
dependency. In July 1971 our association recommended to the
President the concept of establishing a “peril point” for limiting U.S.
dependence on imported oil. This involved setting policy goals of
achieving a level of oil import dependence which would be tolerable
in the event of any substantial curtailment of imports. We believe,
therefore, that the goal set forth in S. 2806 of progressively reducing
U.S. dependence on foreign energy requirements to less than 5 percent
of requirements is laudable and consistent with actions we have
advocated as essential national policy.

IV. GovERNMENT’S ROLE IN RESEARCH AND DEVELOPMENT

S. 2806 would empower the Federal Energy Administration to
acquire, own, and operate facilities to conduct energy research, demon-
stration, development, utilization, and conservation programs on an
unprecedented scale. While the broad powers of the FEA are specified,
no clear limits on its powers are set forth. The IPAA believes present
circumstances warrant expanded energy research and development by
Government, including broader programs to improve recovery of
crude oil, but that commercial development should be left to private
industry. Accordingly, we believe the legislation should be explicit
in limiting the role of government.

Before discussing these policy areas in more detail, I would like to
comment briefly on the scope of the challenge of restoring energy
independence for the United States.

In 1974 total U.S. demand for liquid petroleum fuels will approxi-
mate 18 million barrels daily. Our production of all petroleum liquids
will be about 10.6 million barrels a day. Our dependence on foreign
oil, therefore, exceeds 7 million barrels daily, representing a doubling
of Imports since just 5 years ago; the previous doubling in our import
volume took 13 years.

It is clear from these facts that the United States has a monumental
job of “catching up” in development of its energy resources. The
decline in reserves and availability has stemmed from 17 years of
declining exploration for these fuels. We did not get into our energy
supply dilemma overnight; we cannot get out of it overnight. Our
capacity to produce crude oil has dropped for 6 consecutive years.
We cannot overcome that much lag time in only 1 year or 2 years;
even under ideal conditions.

While policy decisions hang in limbo, demand for energy continues
unabated. Total demand for petroleum liquids is growing at about a
million barrels daily per year. To the extent that natural gas demand
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is unfilled, that energy requirement also is transferred to foreign oil,
further accelerating our dependence upon others for essential fuel
supplies.

Our deteriorating energy supply position has been recognized and in
the talk stage in Congress since the first natural gas shortages emerged
in the winter of 1968-69. In these 4 years, there have developed
no meaningful improvements in the policies which contributed to
our worsening energy supply gap. The only significant policy change
was an adverse one, the 1969 reduction in the percentage depletion
rate which increased the tax burden on the domestic industry by
about $650 million annually and, more important, reflected a willing-
ness on the part of government to depend increasingly on imported
oil.

Because we are beginning from a minus position, with a dependence
on foreign supplies for about 40 percent of our liquid petroleum needs,
the challenge of regaining energy independence is & monumental one,
requiring massive capital expenditures and Government policy
incentives that will serve to induce such expenditures. Recent invest-
ments in domestic oil and natural gas exploration have approximated
$5 billion annually. This level of expenditure ought to be doubled and
increased each year.

Providing the political and economic climate that will encourage
expenditures of these dimensions is the challenge that Congress
hopefully will face up to in this session. Further delay will only assure
that the Nation’s current energy shortage will become an intolerable
energy famine with far-reaching effects that could cripple our entire
economy.

Now I would like to speak to the specific policy questions sum-
marized earlier.

CrupE O1iL AND NaturaL Gas Price CoNTROLS

In the mid-1950s, Government began to substitute its judgment for
competitive market disciplines in determining the wellhead prices for
oil and gas. Under a Supreme Court mandate in 1954, natural gas
prices have been rigidly regulated by the Federal Power Commission
since 1954. A condition of the oil import quota program initiated in
1959 required ‘‘surveillance” of domestic crude oil prices which re-
sulted in effective price restraints by persuasion and coercion under
successive administrations, both Democratic and Republican.

As a result of these Government-administered prices, the real price
of domestic crude oil in constant dollars declined 77 cents a barrel or
18.5 percent in the period 1959-72, and the combined price of both oil
and natural gas at the wellhead, with gas expressed in crude oil
equivalent, declined 60 cents a barrel or 22 percent. Confronted with
these persistently eroding real prices during a period of rapidly
accelerating costs, independent oil and gas producers progressively
curtailed their activities and thousands simply chose to sell out or
quit.

Onshore exploration and development expenditures by independent
producers dropped almost 50 percent since 1956, and the number of
exploratory wells drilled reflected this decline, also decreasing about
50 percent. As a result, the Nation has a growing gap between its
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demands for oil and natural gas and its capacity to produce these
essential fuels.

Effective Government efforts to hold down domestic fuel prices
were accompanied by demands for increased use of and dependency
on low-cost foreign oil. Current events demonstrate the folly of this
approach. Actions by Middle East and North African countries have
resulted in the embargo on oil shipments to the United States. Prices
for Middle East-North African oil have quadrupled in 1 year’s time.
Other exporting nations have followed suit, including Venezuela,
Ecuador, Bolivia, Indonesia, and Nigeria, among others. Canada
last fall instituted an oil export tax of 40 cents per barrel on oil ship-
ments to the United States and progressively increased that export
tax to $6.40 per barrel, effective February 1, 1975.

The notion that we can somehow solve our energy problems while
still maintaining Government-dictated price controls for natural gas
and Federal Energy Office controls on the bulk of our domestic crude
oil production is a false concept. It is the same concept that has led
us 1nto our present intolerable and worsening dependency on others
for essential oil and gas supplies.

The unreality of such policies is illustrated by the fact that foreign
supplies of both oil and natural gas are entering the marketplace,
and the United States, at prices far above domestic prices. Liquefied
natural gas, for example, delivers in the United States at prices four
times the city gate prices of domestic gas approved by the Federal
Power Commission. Imported crude oil is being delivered in this
country at as high as $12 or more a barrel, while the bulk of domestic
crude oil production is controlled at an average of $5.02 a barrel.
Canadian crude oil at about $11 a barrel, starting in February, will
be more than double the price that Michigan producers are permitted
under FEO regulations.

There is no better example of misdirected Government policy than
the disastrous experimentation with regulation of wellhead natural
gas prices over the past two decades. One of our mistakes today is
that we still are compartmentalizing the ‘‘energy problem.” Natural
gas regulation is looked upon as a problem separate and apart from
the oil supply problem. This is a mistake for many obvious reasons,
the first being that oil and gas are joint products often occurring in
the same reservoirs. They are found as a result of petroleum explora-
tion programs conducted by the same people. And at the consumer
end, the availability or unavailability of gas affects the supplies and
prices of all fuels. The insufficiency of domestic natural gas has, in
fact, been a primary factor in accelerating our dependency on Middle
East crude oil.

If the Congress would restore the competitiveness of the domestic
energy market by removing wellhead price controls on natural gas,
I am convinced there would be a significant resurgence in the search
for gas, limited only by availability of materials, equipment, and
labor. Recent increases in the price of domestic crude oil and natural
gas already have brought forth an increase in the activities related
to domestic petroleum exploration. The number of rotary rigs active,
for example, had risen to 1,440 in mid-December compared with
1,256 in the like period last year, an increase of 15 percent. And there
have been numerous reports, in the traditional producing areas of the
country, of former producers who quit the business during a 15-year
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“‘private recession’’ experienced by independents now getting back into
active exploration programs.

Typical of such reports was a story in the Tulsa, Okla., World on
January 13, 1974, detailing an extensive deep-well exploration program
by a partnership composed of two men who earlier quit domestic
exploration because the rewards did not justify the effort. This story
went on to say that one of these partners drilled 40 exploratory well
a year in the 1950’s but quit in the 1960's for economic reasons. The
other drilled his last U.S. well in 1962 then moved to Canada, where
he thought incentives were far better. Now, because of improved
prices for domestic oil and gas, these former wildcatters are back
working at their craft very aggressively.

Such examples as I have just recited illustrate a fact that industry
experience has proved over and over again, that there is a clear
relationship between oil and gas prices and levels of exploration and
development. This shows the industry will reinvest the funds from
increased prices without any Government requirement to do so.
This relationship, over a 19-year span, is illustrated in the chart,
“U.S. Petroleum Exploration and Development Expenditures versus
Combined Price of Oil and Gas, 1952-71,” which is attached to and
made a part of this statement, Senator.
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I believe that chart very graphically illustrates that the flow of
dollars into the oil and gas business is directly related to the price
of the product. We may comment on that a little later, if you care to.

Senator GRAVEL. Is that real dollars you are talking about?

Mr. MiLLERr. We are talking about 1970 dollars, and we are also
talking about the price per barrel expressed in 1970 dollars.

Senator GRAVEL. So the inflationary factor has been taken out?

Mr. MiLLER. Yes. _ _ _

It is our conviction that if the objective of oil and natural gas
price deregulation, set forth in S. 2806, were implemented by Congress,
that this story of the returning wildcatters would be repeated over
and over again, resulting in significant increases in domestic petroleum
supplies. ) )

The effects of price controls on oil and natural gas were summarized
succinctly in a recent speech by Prof. Edward J. Mitchell of the
University of Michigan as follows:

To create a shortage, you simply depress the market price below the level that
equate supply and demand; to eliminate the shortage, you frec the price and allow
it to rise to equate supply and demand once more. To create a surplus, you raise
the price above the market-clearing level; and to eliminate the surplus, you let it
fall back. We always have three options: a market-clearing price; a price that gives
us shortages; a price that gives us surpluses. Qur representatives in Washington
are presently opting for energy shortages. If we are all decided in retrospect that
this was a bad choice, we have the means to change it.

I believe that crude oil and natural gas price controls by the Federal
Government have been the most disastrous aspect of past energy
policy. I further believe that restoration of a free market would go
far toward bringing forth the tremendous capital investments required
to close our total energy supply gap. And I believe the market would
function effectively to determine competitive and proper prices and
to allocate different fuels to their most productive uses.

I believe, in short, that crude oil and natural gas price decontrol
would be the most important single contribution that Congress
gould make toward regaining energy independence for the United

tates.
Tax INCENTIVES AND DISINCENTIVES

Tax incentives have proven to be an effective means of increasing
investments of venture capital in the high-risk endeavor of petroleum
exploration. Since the 1920’s the Congress has recognized the need
and justification of differential tax treatment which compensated
for the hazards and capital intensive nature of petroleum explorations.

We are concerned that S. 2608 attempts, in its various tax provisions,
to go in two directions at the same time.

For example, the concept of an exploration tax credit, an idea
that already is applied in other industries to encourage capital in-
vestment, would be a useful and effective means of encouraging
needed exploration and development. The object of stimulating
exploration and encouraging implementation of secondary and tertiary
recovery in existing reservoirs is commendable and constructive.
With current shortages, it makes sense.

On the other hand, there are two important tax provisions in this
bill which would more than negate the benefits to our industry of the
investment tax credit. These provisions are the excise tax on unin-
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vested profits from energy sources and the tax on energy resources,
a so-called B.t.u. tax.

These tax provisions could result in removing significant quantities
of capital from the domestic petroleum industry. Thus, with less capi-
tal to invest, there could well be a decrease in domestic exploration
activity at a time when these expenditures need to be at least doubled
if we are to achieve an acceptable level of energy self-sufficiency in the
near future.

As to the excise tax, we feel that private industry should be en-
couraged to reinvest its profits through the maintenance of the proper
economic climate. The domestic petroleum industry has a remarkable
record for reinvesting the internally generated profits in energy related
fields in the United States. Therefore, there is no need for a coercive
approach to the reinvesting of such funds.

The British thermal unit energy tax would, we feel, create particular
inequity in its application to different fuels. Under the maximum tax
anticipated in the 10-year schedule, for example, the tax on natural gas
would equate to about 7 cents per 1,000 cubic feet, while it would be
about 37 cents a barrel on crude oil. At the moment, a 7 cent tax on
natural gas sold at the wellhead at an average of about 21 cents per
thousand cubic feet would equate to a 33 percent tax. On the other
hand, a 29 cent tax on a barrel of oil, or the B.t.u. tax on a ton of coal
at $1.58 a ton, would represent far different tax burdens with different
effects. Lower cost fuels would be heavily discriminated against.

This is but one of the pitfalls of these innovations. Accordingly, the
IPAA cannot support the two main tax provisions of this proposed
legislation.

ELIMINATING DEPENDENCY ON Foreign OiIL

Recognition in S. 2806 of the unreliability of foreign energy supplies
and the objective of limiting and ultimately eliminating dependency
on remote and insecure oil supplies controlled by unstable and often
hostile government, are commendable and hopefully will gain wide
support in Congress.

Independent producers have repeatedly warned for many, many
years, before committees of Congress and elsewhere, that declining
exploration and development persisting for 17 years would lead
inevitably and regrettably to overdependence on foreign oil. We
warned repeatedly that so-called cheap foreign oil would be available
and cheap only so long as we did not have to have it. For many years,
the IPAA letterhead carried the imprint, “There is no security in
foreign oil for the defense of our own borders.” These warnings, for
the most part, were not heeded.

It serves no useful purpose to say “We told you so.” Nevertheless,
we welcome the increasing but belated awareness now evident of the
difficult problem that now is confronting the Nation. The tragedy of
it is that it need not have occurred.

When the current embargo is brought to an end, the tendency may
well be to fall again into a national lethargy about our dependency on
foreign oil. There will be many whose counsel will be, “forget and
forgive.” It should be clear by now that such a course would be fool-
hardy. Since World War II there have been more than a dozen dis-
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ruptions in the flow of foreign oil. All had an adverse impact at certain
points. Only one, the current Arab oil embargo, adversely affected the
economy and consumers in the United States.

In previous serious oil crises, the United States went to the aid of
other consuming nations. In the 1956-57 Suez crisis, more than 600,000
barrels daily of crude oil from the United States were shipped to
Europe for a period of 3 months. As recently as the 1967 Arab-Israeli
war, U.S. crude oil production was increased by 1 million barrels
daily to offset the disruption of the flow of Arab oil. Because
we then still had spare producing capacity, few Americans were even
aware of the disruption,

But our spare capacity is not there any more. Domestic crude oil
producing capacity is declining, not increasing. Clearly, if our country
1s to regain a position of strength from which it can exercise a role of
leadership, its self-sufficiency in energy must be regained.

We are encouraged that S. 2806 recognizes, we believe correctly,
that the United States has adequate energy resources, conventional
and nonconventional, to permit the Nation to restore its long-held
position of energy independence. We believe the target date of 1985
for reducing our overall dependence on foreign energy resources to
less than 5 percent of our requirements is realistic and attainable.
In fact, given sound and consistent Government policies, we believe
a substantial degree of independence can be restored far in advance
of 1985.

GOVERNMENT RESEARCH

Both industry and Government have increasingly challenging and
costly roles to play in basic energy research. There are many research
frontiers in both conventional and synthetic fuels, as well as exotic
energy forms. In the years ahead, these research opportunities will
require imaginative management teamed with all our known resource
and technological sciences.

In the past, most Government research funds have been directed
at energy forms other than oil and gas, with petroleum research funded
primarily by private industry. The research objectives most discussed
m relation to Government’s role omit or ignore the possibilities in
improved petroleum exploration development, and recovery technol-
ogy. An encouraging exception is S. 2806, which not only includes
but emphasizes fossil fuel research.

Our exploration tools and techniques are directed toward identifying
underground structures which, more often than not, are empty of oil
or natural gas. Improvements in our tools and techniques for locating
oil and gas, which would improve the odds for success in our costly
drilling operations, would provide a great stimulus to increased
exploration. Improvement in drilling technology and well completion
techniques could lower unit costs of reserves found and permit more
rapid proving up of potential reserves.

A research area with immense potential for increasing proved
reserves of oil in the United States is the recovery factor for oil already
found. At the present time, our production or recovery of oil is only
about one-third of the oil in place in the underground reservoir. In
other words, for every barrel of oil produced, there remains two
barrels in the reservoir which are unrecoverable with present tech-
nology. If we could merely increase the rate of oil recovery from 30 to
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31 percent, a gain of 1 percent of total oil in place, we would add 4
billion barrels to our available supply, and each additional percent
would do the same. The needed improvement in oil recovery rates
requires additional research and development effort by both Govern-
ment and industry.

While we believe Government funds should not be expended for
commercial energy development and production, we support expanded
use of Government funds, both directly and in grants to universities
and research organizations, to advance all forms of energy research.

That concludes our statement, and again, I wish to express our
deep appreciation for the opportunity to express our views on these
important matters.

Senator GraveL. I want to say, Mr. Miller, your statement is as
fine as anything we have had, and certainly has a wealth of knowledge
concerning the problem.

Let me now go to some specific questions. Let me first address
myself to a philosophical point in the approach, so you can have some
feeling as to the approach that we are trying to take in the bill that
was introduced.

In one part, I think you are very optimistic about the awareness
of the American people as to the fact that we have a problem and that
the problem is being solved. The Congress, in my mind, mirrors the
American people, since we all stand for election; the general practice
is you find out what the people are thinking and to follow the people,
which is very safe, politically.

Dr. Mitchell points out in his statement that we are moving toward
a policy of shortage which means that the Congress, based upon the
rhetoric we have heard, is going exactly the opposite direction of what
you recommmend in your whole thesis.

Your thesis, as I view it, is based upon facts and actual experience.
So I think we must move from the area of what we hope is the situ-
ation to the area of what actually is the situation. And I am terribly
chagrined when I see in the Gallup polls and the like that 90 percent of
theﬁpeople think that the oil companies are all ripping off windfall

rofits.
P This situation causes Members of Congress who are effecting policy,
to take an adversary role against the industry. All the facts that you
put before them seems to go to naught, and we are faced with still
another dilemma.

That is the dilemma of what perceptions are, not necessarily what
the facts are. And the bill that I introduced was more in concert with
the perceptions, because I think the facts are as you point out.

So, when we talked in terms of having to place an excess profits tax
in the bill, I came across the same problem in looking at the total bill.
Here we are structuring something that is to provide incentives to do
a job in the profit sector, and to meet the finanacial obligations needed
needed to do a job in the public sector. Then, we have a section which
in fact could rob all the other sections of their import. It makes no
sense to try to provide an incentive here and take it away there. That
is why the excess profits tax section was so difficult to handle.

Realizing the perceptions that exist in the Nation today, not the
knowledge of the facts, I'm afraid that you and I could stand here
until doomsday and proclaim the facts. But if nobody chooses to
accept them, we will only be able to coin the phrase at the bottom of
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page 11 in your statement ‘it serves no useful purpose to say we told
ouso.” ‘

Y I put statements in the record from industry and from the chairman

of the committee, Russell Long, 10 years ago where they were saying

exactly what we are saying now, what you are saying now.

It does not do us any good to say we told you so, you told us so.
We deal with democracy where people have misperceptions. We em-
ploy policy on the basis of those misperceptions. I would hope that
your organization could exercise a new judgment in reanalyzing what
we are trying to do. That is, that it will serve nobody’s ends if we
merely sit there and say this is the right way to do it, that is all there
is to it.

Policy will not be effected that way. We will see this Nation com-
mitted more and more to mistakes and errors of policy. It almost
looks as if we are in a situation where people want to see the free
enterprise fail so they can turn around and socialize the whole industry.

I think that if you and I and others let that happen, we would be
derelict in our duty. Realizing the situation, realizing that Congress is
bent upon passing an excess profits tax, we must work to convince
the American people of the pitfall of the excess profits tax. To show
you how real that is, right now we are locked in a battle on this sub-
ject that is going to have a cloture petition facing the Senate.

The House and Senate have already agreed, through committees
and floor votes, to excess profits tax. The only way we can overcome
it is by showing how terrible a monstrosity it is.

We are not even talking about passing an intelligent excess profits
tax. We are just fighting to stop a monstrosity from passing. We have
not even gotten to the constructive side of this problem. We are just
trying to save ourselves from disaster. That is the reason why we
had those hearings this morning and yesterday. I do not know how
the vote is going to come out. I do not know if we will be able to
persuade our colleagues in the Congress that what we are doing is
counterproductive.

But it seems in the demagogy that is going on, that people are just
clawing forth. They want to beat on somebody and they want to
hate somebody, they want to blame somebody for the mistake. Who
is being blamed right today? You and your industry. To recite the
facts over and over again does not change this perception.

We have to employ a new tactic. So, in the design of this excess
profits tax, what we have done is say we will permit you the same
profit that most healthy, vigorous industries are exercising. We are
getting some data to determine what some rates of profitability are,
but the cutoff we used was 20 percent.

Your industry has not seen that kind of profitability.

We received testimony from Chase Manhattan Bank that an 18-
percent profitability would permit your industry to finance itself in
its customary fashion in order to reach certain goals. That is, as you
point out, if you can get enough profit, it will be worthwhile to operate.

The industry will reinvest profits into productive capacity because
(tlhis is what they know best. If they can make a profit at it, they will

o 1t.

But, if the industry which will benefit from this proposal does not
back it up, there will be nobody who is pushing for what might be
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an acceptable, livable type of excess profits tax. If there is nobody
for it, 1 know it is not going to pass.

This is the dilemma I propose to you, sir. There is going to be an
excess profits tax. It can be a bad one, or it can be a good one.

Can you live with the one that I am trying to suggest in this bill,
that is, with a base of 20-percent profitability? The first 20 percent
you can do whatever you want with. But, above that 20 percent, you
have to reinvest it; otherwise there will be an increase in the rate of
taxation which would be somewhat severe, to try to discourage you
from doing that.

Does this seem unreasonable? Is there any chance that we could
get support within the industry for this kind of situation?

Mr. MirLer. If I may, let me make a couple of observations on
your statement, and not necessarily directly to the statement you are
making, but observations of your other colleagues of recent dates.

You direct a question, can I live with it. Senator, I would like to
assure you that I could probably live with anything you come up
with, or your colleagues come up with, because I do not have to be in
the oil business.

I think the bigger question, and the one that I hope some of your
colleagues would address themselves to, is can the United States live
with what they propose?

Because I would like to see some statesmanship exhibited by some
of those persons, rather than political devices that they have been
employing. It is extremely disheartening to me to see statements
taken out of context when the facts are so readily available in many
instances. These things are played up to the media with no apparent
attempt to try to discern what needs to be done to answer our prob-
lems today.

I am not here pleading for John Miller or Miller Bros., or necessarily
for the independent sector of the United States, insofar as the Inde-
pendent Petroleum Association of America is concerned. We are trying
to make what we feel is a factual presentation. This is a capital-intense
industry. We need more dollars. You can reduce this thing to a simple
equation, you have to have more money to find more oil and gas. We
have taxing mechanisms which are about right, now. If it is felt that
the oil business is so highly profitable, what has made people get into
the oil business?

I will pursue that on through. It was a desire to succeed. If the
development of oil and gas is going to be highly profitable, it would
follow then that as the profits are made it would continue to be plowed
back to make more profits. As this plowback goes ahead, yes, there will
be profits. But there will also be the development of the oil and gas
that we vitally need to operate as a country.

The other thing is, so frequently the directing approach here is
only to consider those eight companies or some larger group pre-
defined, when 85 percent of the wells in the United States are drilled
by the independents. So when we devise a tax we have to have it
structured in such a way that in the attempt—if that is the attempt
of some of Congress, to cut the legs off the major oil companies—that
we do not decimate the entire industry at the same time. I am not here
to defend the major oil companies per se. I think they can defend them-
selves well enough. But I do believe that we need to look at the priority
here, and the priority, if I understand it correctly, is to try to develop
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the natural resources of the United States to a point where we might
become self-sufficient or as near to that goal as possible. And to do
this we have to afford them the best cconoinic climate.

What I am saying here, is to remove those things that detract from
the economic incentives to go out and find additional oil and gas,
and as those are found with a proper price we will also find the other
fuels coming, shale oil, coal gassification, et cetera. Then we will make
strikes. But, if we are trying to find ways to diminish the economic
incentives, we are not going to make any appreciable gains in the
development of our resource base. That is my concern.

Senator GravEL. I share that total concern.

Let me just state that I appreciate that you, your company, and
the whole industry have been successful and at any point can branch
into other fields. I do not think that this would be in the best interest
of this Nation. I think that we do pick up a lot of technology, a lot, of
expertise, a lot of talent from people who devote their lives to this
activity. What this Nation needs, as you pointed out, is more people
who have this talent. I would hope that we might develop some
understanding on the part of the oil organization as to what we face,
those of us who are going to be characterized as sellouts or defenders
of the oil companies like myself.

I sat here, and Mr. Simon was very complimentatry in his statement
that I was the only one who was willing to challenge the statements
made concerning the profitability of Exxon. They just had their annual
meeting today, and they released their figures. These figures were not
windfall profits. It is not our desire to just get the major oil companies.
That is a mistaken perception as to what will solve the problem that
this Nation faces.

Unless we can understand that perception and compromise, you
and I do not have a chance to get policy going in the right direction.
If it goes in the other direction, it will wipe out the energy industry
as you and I know it. I do not think that is in the best interest of our
country. So when I put forth an excess profits tax, it is only with the
realization that if I do not take the initiative to put forth something
that can work and permit industry to expand under our concepts of
free enterprise. Otherwise we will be saddled with an excess profits
tax that will do exactly the opposite of what we are trying to do; that
is, increase the capital.

I could not agree more with you that it is as simple as you say. You
want oil. It costs money to get oil. There are two ways we can do it as
a country. We can turn around and let you do it within the spirit of
private enterprise, or we can nationalize the companies, buy out
your rigs. You will have to get out of the business with no profits. The
Government will then take the rigs over. They will hire bureaucrats
who will work for the Government. They do this in the Soviet Union.

This is where I think the Nation is at the brink, and I think is it
very, very serious.

Mr. MiLLER. May I insert here, Senator?

You cited the Soviet Union. They happened to have, of course, a
somewhat different political philosophy than espoused in this country.
But outside of that illustration, there are other countries that have
also nationalized their oil business. It would be interesting to follow
those trends to see how close they become to self-sufficiency or even
operative.
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Senator GRaVEL. They have been total failures.

Mr. MiLLER. Yes, sir. They have been excepting but one place.
If we are willing to buy that total concept it is entirely possible that a
Government oil company would be successful. But short of that

Senator GRAVEL. What place is that that you know of?

Mr. MiLLER. The Soviet Union.

Senator GrRavEL. That is if you want to change your economic
system.

Mr. MiLLER. If we are not going to buy that total concept of
economic life, then we will not have a nationalized oil industry that is
successful, either.

I would like to point out in 1963, in January, I sold oil for the
identical price that I sold it for in January 1957. Strangely enough,
during those years no one called a hearing to understand the plight
of the oil producer, or whether or not we were going to be able to
sustain any degree of self-sufficiency.

I am looking at a chart here that indicates in 1959 in actual dollars,
not reduced by anything—inflation, or anything—in 1959, U.S. crude
oil prices at the well, per barrel, $2.90; 1960, $2.88; 1961, $2.89;
1962, $2.90; 1963, $2.89; 1964, $2.88; 1965, $2.86; 1966, $2.88; 1967,
$2.91; 1968, $2.94. I do not want to belabor you and take your time
but we all know what happened to other costs during that time, and
here we were locked into that particular price position.

I have already discussed the gas pricing mechanism during that
same period of time. I would submit to you today, and to the rest of
the people who are concerned about the cost of gasoline and other
products derived from petroleum resources, that if they crank that
into the mill compared with the comparable cost to other things that
they are enjoying today, clothing, food, transportation, homes, salary,
they will find that gasoline is not overpriced at 60 or 70 cents a gallon.
Gasoline is not overpriced in that comparison. Last year a survey
indicated that if you took the average wage earner’s hourly rate—I
think, it was $3.81 an hour—last year—that wage earner could buy
more gallons of gasoline per hours wage earned than at any previous
time. We are not overpriced to any degree.

We have lived in a fictitious never-never land for 17 years. Now we
are having to face reality. This is a painful experience. It is painful for
everyone.

Senator GraveL. How do we tell the public that we are still in
never-never land and at the same time trying to chart public policy?

Mr. MiLLEr. At one time I thought progress was being made.
This was up until about 3 weeks ago. Since that time, there has been a
tremendous turnaround on the part of many Members of Congress.
I wish I could explain where the failure is. Undoubtedly, it has some-
what to do with the industry’s failure to tell the story. We have
attempted to, but apparently, we have not been successful in our
communications.

As to your proposal on the British thermal unit tax, I would like to
comment on that. That tax, if I understand how it is structured, is set
up in such a way that it is a tax that would be applied to the producers
at the point of severance, is that correct?

Senator GrRAVEL. Yes. Let me expand on it for a moment. The tax
would apply to all types of energy. The concept behind it is that if we
are going to do something in the public sector that involves cost and
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moving forward in energy, we apply this tax equally. Here again,
there 1s a lot of talk on Capitol Hill about a tax. This in my mind
seems eminently fair.

With regard to the point that you raise in your statement concern-
ing the cost of gas, I have a view that this will reward efficiency
because if you take a British thermal unit cost and apply it to
gas. As gas 1s more efficient to oil, then in point of fact the consumer
would be paying less for a more efficient fuel in terms of tax. I do not
see any reason why we should just talk in terms of taxes on fossil
fuels, because this British thermal unit tax will also apply to TVA
hydro generators.

You take a hydroelectric generator such as the the Bonneville Dam
and the British thermal unit ability of that generator which is not a
difficult thing to do. As it produces British thermal units, you would
then affix the tax to it.-So the person who is paying for this electricity
in his home that comes from the Bonneville power generator, will be
paying a British thermal unit tax on energy. If there is a nuclear
generator in Chicago or Detroit, that nuclear generator is selling
power to the local utility company. At the nuclear powerplant,
you will give the generator a British thermal unit rating. Based upon
that rating—every second it is producing those British thermal
units—a tax will be applied right there at the generator. Therefore,
the person who is paying for the electricity bill will be paying for that
British thermal unit cost.

Mr. MirLer. It is a passthrough, Senator?

Senator GRAVEL. Of course. I assume all taxes are passthrough.
My economic training tells me that people are in business to make a
profit. If they do not make a profit, they go bankrupt. If they go
bankrupt, then they do not get the opportunity to hang on, and to
passthrough the next time around.

Mr. MiLLEr. As it was structured, and as I read it, perhaps
erroneously, I thought it was a producer-paid tax. I did not under-
stand the passthrough concept.

Senator GrRavEL. I would not make that proposal if it could not be
passed through. If the British thermal unit tax passed without
deregulation, I would oppose it on the floor of the Senate. It would
make little sense to tack a tax on the source, and then turn around to
stop the utility or industry from passing it on through to the
consumer. In my mind that is a sure way to strangle the industry.
It is ridiculous, and I would not propose it. It has to be passed
through.

Mr. MicLer. There are some peculiarities in the British thermal
unit tax concept on crude oil production. I assume they could be
worked out. One of the peculiarities is, of course, that lower gravity
crude oil suffers a price disparity because of the lower gravity as
opposed to higher gravity crude oil.

SENaTOR GRAVEL. On crude oil we would evaluate the oil. And I
think you know more about this than I. But as it was explained to
me, we have a type of well that produces oil which can be rated on a
British thermal unit basis. Thus that two wells may both produce, let
us say, 1,000 barrels a day. But because of the type of oil they produce
they may retain different taxes based on the British thermal units.
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The oil would be rated so that the tax per British thermal unit would
be consistent.

Mr. MiLLeR. My point is this. Let us use 40 gravity as an illustra-
tion. If 40 gravity oil is priced at $5.02, and another oil is 32 gravity,
the differential from 40 down to 32 will make a price for 32 gravity oil
less, just to use an illustration, say from $5.02 to $4. Normally, the lower
gravity crude oil has a higher British thermal unit content per barrel.
It is one of the peculiarities. So here would be a lower price crude,
then, suffering a higher taxation.

Senator GravEL. The tax would be less, as we have it written here.
You are enlightening me. Let me see if I understand you. You are
saying that a 40 gravity, as opposed to a 30 gravity—has a lesser
British thermal unit content?

Mr. M1LLeEr. Yes. But yet, in the marketplace—let us use a
$5.02 again for the 40, and say $4 for the 30. With a lower price
you are going to be netting lower amounts of money for that disparity
in gravity, yet it has a higher British thermal unit content, if I under-
stand your concept right.

You would have a multiple going on that British thermal unit
content that would make your $4 oil actually subject to more tax
than your $5 oil.

Senator GraVEL. If your lower gravity produces more British
thermal units and you tax it on a British thermal unit basis, then it
would make no difference at all. The consumer actually would have
the advantage that if he bought the lower gravity—though the tax
would be the same on a Btu unit basis on an efficiency basis he would
be better off. It would just be the other way around. If both taxes on
the 40 and the 30 for a barrel were the same—Ilet us say it amounted
to $1 for one bariel—when you carry that forward, the consumer is
paying more tax for an inefficient product on a higher gravity. But
under the proposal that we have, the tax would be scaled into the
British thermal unit rating, so in point of fact you would be paying—
correct me if I am wrong—Ilet us say, if he is paying $1 a barrel for 40
maybe a barrel of 30 would be $1.20. That would be the total tax,
because it is producing more British thermal units.

Mr. MiLLER. Let us go at it this way. If you take $5 oil, 40 gravity—
let us assume, then, you are equating this tax to 1 million British
thermal units.

Senator GraVEL. Let us say $5 oil and it has a million British
thermal units.

Mr. MiLLer. What is your tax going to be per barrel?

Senator GRAVEL. Let us say that the tax would be, 2 cents per
British thermal unit, just for the 3ake of computation; 40 gravity oil
with a lesser British thermal unit rating would have a lesser tax.

Mr. MitLer. That is my point, the lower gravity oil has more
British thermal units and it is going to be priced lower in the market-
place. So on an equation here you could end up paying a higher per-
centage and a greater net tax on the lower priced oil than you would
on the higher priced oil.

Senator GRAVEL. Let us stay on this a minute because if you can
discover where a mistake is being made, we will change it. I want to
make sure we understand what we are doing.
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Let us go back to the chart again. On one hand we have a 30 gravity,
$5 a barrel, a million British thermal units per barrel oil. The British
thermal unit tax is applied on all units at 2 cents per British thermal
unit. On the other hand we huve 40 gravity oil with 800,000 British
thermal units per barrel. It means the total tax oun that of 40 gravity
barrel is less than it was on the other barrel.

Mr. MiLLEr. What you fail to take into consideration is the point
I am making. They would not be priced at the same dollurs per
barrel. Because of the lower gravity, that oil would already have
suffered a price disparity. It is & markdown. If 40 gravity oil is going
to sell at $5, 30 gravity oil, let us say, is going to sell at $4.

Senator GrRAVEL. In this example we have here, since we have
priced 30 gravity at $5, what would 40 gravity sell for?

Mr. MiLLeg. The price differential I think it is about 2 cents per
degree. It is more than that now, 3 cents per degree of gravity. It
would be 30 cents differential for the 10-degree gravity differential.

Senator GraveL. Let us say 50 cents. The barrel of 40 gravity
would sell for $5.50 and 30 gravity for $5. From the British thermal
unit rating point of view the 30 gravity has a million British thermal
units, and the other one, the 40 gravity has 800,000 British thermal
units. So if the tax is constant on a British thermal unit, you
just multiply the number of British thermal units by 1 wmillion,
and the other by 800,000. Tt is not altered by the sale price of oil.
In fact, we are not even concerned with that, since we have evaluated
the tax on the basis not of price, but on the basis of its heat unit.

This 30 gravity barrel of oil here would pay more tax. This would
generate more tax revenue because we are getting more heat out of
it. The constant applies to the British thermal unit. It does not go
any further than that. So though there is a disparity in the industry
because of gravity, it does not affect our problems of taxation, nor
does it affect any discrimination on the better or lesser quality. So
in the field when we want to apply this tax, you ask, what is the gravity
of oil and what is the British thermal unit content, and 1 am sure
that they can tell us. When it is evaluated, you can compute what
it is really worth.,

Mr. MiLLeEr. What T would like to do is get some specifics for yon,
gravity differentials and particular fields and price disparities, crank
in your factor, and see if we can illustrate this.

Senator GravEL. I would appreciate it if you would do that for the
record because this was the only problem in our own discussions where
we had some difficulty.

We understand it very clearly, but that does not mean that we are
right. If there is a hole in our thinking, you will do us a service, to
let us know before it gets to the floor of the Senate.

Mr. MiLLer. We will attempt to furnish you that information by
tomorrow.

Senator Graven. If you need additional consultation, certainly
Mr. Best would be available. We view the tax on that basis.

[Mr. Miller subsequently submitted the following:]
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INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA,
Washinglon, D.C., February 8, 197/.
Hon. M1kt GRAVEL,
Chairman, Subcommitlee on Energy,
Washington, D.C.

Drar SENaTOR GRAVEL: On January 23, 1974, during my testimony before the
Energy Subcommittee, T requested permission to submit additional information
concerning the inequity of the Btu tax on heavier crude oils relative to lighter
crude oils as proposed in Section 4496 of S. 2806.

Crude oil is valued by purchasers (refiners) for its content of the lighter and
more valuable petroleum products namely, gasoline, jet fuel and middle distillates
including diesel fuels used in transportation. For this reason, the lighter gravity
crude oils command a higher price than do the heavier gravity crude oils even
though the lighter crude oils contain fewer Btu’s per barrel than the heavier
crude oils. The posted price schedules for crude oil, in most instances, contain a
penalty of from 2¢ to 5¢ per degree of gravity differential below the stated crude
posting for say 35 to 40 gravity crude oil.

Following is an example comparing the Btu content for a 20, 30 and 40 gravity
Wyoming crude oil together with the posted price for the different gravities. In
this casc, the gravity differential is 5¢ per degree for crude oil below 29 gravity;
4¢ per degree for oil from 29 gravity to 36 gravity; and 2¢ per degree for oil from
36 to 40 gravity. The Btu tax used for each million Btu namely, 4.1¢ is as proposed
in S. 2806 as of July 1, 1974.

Btu tax Btu tax
But's per per barrel  Posted price  as percent of
barrel (cents)t per barrel price
Gravity degrees API:
20 6, 220, 200 25.5 $4.34 5.9
5, 955, 600 24.4 4.83 5.0
5,703, 600 23.4 5.15 4.5

1 4.1 cents per million Btu.

The 20 gravity crude oil in this example sells for $4.34 per barrel and the Btu
tax would amount to 25.5¢ or 5.9 percent of the posted price. The 40 gravity crude
has a posted price of $3.15 even though this oil contains less Btu's than the 20 grav-
ity oil. Accordingly, the Btu tax on the 40 gravity oil would be 23.4¢ per barrel
or 2.1¢ per barrel lower than the cheaper priced 20 gravity oil and would equal
only 4.5 percent of the posted price.

If the crude oils contained sulphur, and undesirable element in crude oil which
classifies a crude as ‘“‘sour’” rather than “sweet”’, the tax inequity would be com-
pounded since the sulphur content raises the Btu's per barrel. The Btu tax paid on
this less desirable “sour” crude would therefore be higher than similar gravity
sweet crude which carry a higher wellhead price posting.

I trust that this explanation of certain inequities in the Btu tax proposal
contained in S. 2806 will be helpful in the consideration of the Btu tax proposal.

Sincerely
’ C. JouN MILLER.

Senator GraveL. The basis of the test is to pay for the public
effort. Here again there is a lot of rhetoric about spending money,
but I found if you do not put up the money, it does not get spent.
It just becomes window dressing.

Your statement did hit some new ground and facts that I have not
seen and facts that we intend to use in debate. In fact, I am going to
use the Mitchell quote tommorrow in our caucus because there is
going to be an effort made to try to get us to go on record for a price
rollback. I think that Professor Mitchell, whom you quote from
Michigan State, states the alternatives most succinctly.
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What is the average cost of producing oil in the United States today?
Do you have any idea?

My, MiLLER. Naturally I would have to use an estimate. You are
talking about domestically produced oil?

Senator GRAVEL. Yes.

Mr. M1LLER. T think at this time our estimate of average U.S. crude
oil prices would be in the range of $6.50 per barrel.

Senator Graver. The cost of producing?

Mr. MiLLER. The cost of producing? 1 do not have a number for
that.

Senator GraveL. Is that something you could acquire? We need
somebody to get that to us so we have it in the record. If you could
help us out in that regard, we would appreciate it.

Mr. MiLLER. Anything that T could find T would be glad to furnish
for you. I do not know if T have that type of information.

Senator Graven. Perhaps what we could do is this.

Realizing the lateness of the hour, 1 do not want to keep you any
Jonger as you have been very kind and patient. 1 would like to submit
to you a list of questions that will be of a technical data nature. If
your organization can answer them in a reasonable period of time, and
within your reasonable cost constraints, it would be most helpful.

So, if you are willing, we will send a list of these questions to you
by tomorrow morning, so we can expand our own record here.

Mr. MLEr. We would be pleased to develop all, or any of the
answers, that we could do.

Senator Graver. This would be of service to us. As you know, we
are trying to make a case for intelligent policy and we can only do
this with continued repetition of the old facts and new facts more
interestingly presented.

We will be submitting questions the way we are receiving them so
we can put them forth in that way.

[The following subsequently received for the record]

RESPONSES BY THE INDHPENDENT PHTROLEUM ASSOCIATION OF AMERICA TO
QuEsTIONs SUBMITTED BY SENATOR GRAVEL ON JAN. 23, 1974

Question. What is average cost per barrel of producing oil in U.8.?

Answer. There are order of magnitude figures on the industry’s costs. For ex-
ample, the Joint Drilling Cost Survey of the IPAA, APT and Mid-Continent Oil
& Gas Assn. discloses that the domestic industry spent $10.677 billion for ex-
ploration, devclopment and production in 1972, These expenditures were made
to find, develop and produce both crude cil and natural gas.

Real difficulty arises in attempting to attribute costs Lo natural gas production
vis-a-vis erude oil production. Individual producers have not found an acceptable
means of allocating these joint costs, much less the entire industry. Another proh-
lem arises in that there is never an accurate measure of how much oil and/or natural
gas has been found in any given vear. Newther the government nor the mdustry,
thercfore, has been able o determine on a per barrel basis the average cost of
finding, developing and producing a barrel of domestic crude oil.

Question. How do you aceount for the decline in exploratory drilling sinee 19567

Answer. The decline in domestic petroleum cxploration can he attributed pri-
marily to government's efforts to hold the prices of petroleum fuels, oil and natural
gas, very low. Since 1954 prices have been controlled directly in the case of natural
gas. As a condition of the Oil Tmport Program inplemented in 1959, dowestic
crude oil prices were coutrolled by government coercion under both Democratic
and Republican administrations.

These long years of depressed and inaddquate prices brought two predietable
results. (1) they aceclerated demands for ol and natural gas and (2) precipitated
a constantly declining search for replacement reserves of both of these fuels.
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Inadequate prices, held down deliberately by government action, have been widelv
rec?gnized as a primary influence in bringing about shortages of these essential
fuels.

Question. 1low important is the depletion allowance vs. intangible drilling as an
incentive for independents to drill?

Answer. The percentage depletion provision and the option to expense intan-
gible drilling costs are both highly important to the independent oil and gas
producer. These two tax provisions serve entirely different purposes. Deduetions
for intangible expenditures cover only non-recoverable capital outlays expended
by producers in drilling and well completion operations. Thus these deductions
arc rightfully intended to cover lost and non-recoverable capital expenditures, a
principle by no means exclusive to the petroleum industry. The percentage deple-
tion provision, on the other hand, is intended to return to the successful producer,
untaxed, a portion of his ecapital resource represented by oil and gas in place in
the underground reservoir. This provision sets aside a portion of the producer’s
revenues which ean be used in new exploration to develop new resources replacing
those currently being produced and consumed.

In the operations of independent producers, both of these tax provisions are
vital, and both have repeatedly been examined and justified by the Congress.

Question. What is current ~ituation on availability of rigs, pipe, casing, cte?

Answer. The situation now counfronting the domestic petroleum producing in-
dustry is similar to that which occurred immediately following World War I1: In
response to improved economic conditions, a resurgence of exploration and drilling
is under way and producers, as a result of this intensified activity, are experiencing
some shortages of pipe, rigs and equipment. These arc not, however, insoluble
problems. If the increased level of exploration and drilling is maintained, these
shortages will be satisfactorily resolved, just as they were following World War
I1, when well completions in the United States increased sharply, rising from
24,600 in 1945 to 58,160 in 1956, an increase of 136 percent. In increasing its
activities on this scale, the industry experienced shortage situations, but none
which was not overcome. Concern about material shortages should not now be a
major concern in expanding our resource development in the future.

Question. What is current labor supply situation in producing arca?

Answer. In drilling and exploration, the domestie petroleum industry is experi-
encing some labor shortages which vary from area to arca. The decline in industry
activities since the mid-1950s has been accompanied by a tremendous loss in
skilled personnel in the petroleum producing industries. For examnple, employment
in oil and natural gas producing industries in the United States declined from a
total of 344,000 in 1957 to about 261,900 in 1972. While personnel problems arc a
concern, they will, like the current material« shortages, be resolved over time.

Question. Do you feel the present bonus bidding procedures for federal lands
make sense? How much offshore drilling is done by indepencents?

Answer. The Independent Petroleum Association of America has studied federal
procedures for leasing federal lands on the OQuter Continental Shelf, but has not
arrived at any firm recommendations for change. However, many in the independ-
ent sector believe that the present bonus bidding procedures (a) tend to make
offshore drilling the almost exclusive preserve of the large industry units and (b)
remove from the industry large eapital sum< which could—in view of existing oil
and gas shortages—be more productively put to use in petroleum exploration and
development. Up to this point in time, participation by independent producers in
offshore ventures has been minimal. Those independents who have participated
have done so through joint bidding ventures involving eight or more companies.

Senator GrAvVEL. In closing, Mr. Miller, let me thank you very,
very much. T would also like to readdress myself to the point that
we moved away from when we talked on British thermal units. You
have stated facts that exist. Some of them are immutable. I see those
same facts, and realizing that we are in a danger of making wrong
policy decisions. However, we are trying to effect a compromise here
and this may seem unreasonable. But realizing what is going to happen
if we do not try to effect a compromise, we may have to be satisfied
with a less than perfect settlement.

And that is only a partial solution but important because I want to
see you stay in the oil business. I want to see you prosper in the oil
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business. I want to sec your whole industry prosper because I think
these people and you have developed the expertise to serve our free
enterprise system in this Nation well, even with the poor policy that
we have experienced in the last 15 years.

Mre. MitLer. Thank you. We are equally concerned about the
possible passage of the windfall profits legislation. T hope that someone
pays attention to the facts that have been developed on this, and the
input that has been given.

There is no way that we will ever become even reasonably close o
sell-sufficiency in the energy field with that type of legislation. It
is not possible.

Senator Gravir. I would like you to take back to your organiza-
tion the proposal T have on the excess profits tax with that 20 percent
profitability and canvass them on their opinions concerning it. 1
happen to think it would be better for the industry and better for
the American people than the proposal that has been put forth by
the administration, Their proposal still relates to price, not profita-
bility. But it is from profits that we are going to finance and receive
the capital to do the job.

So, I hope your organization could take a look at it. T can only say
if we do not have their support, we will not see any compromises
that could be beneficial.

Mr. MioLer. Thank you, Senator.

Senator Graven. Thank yon, Mr. Miller, for your efforts and your
time and your statement which is going to be very valuable in our
deliberations.

Mr. MiuLer. Will we be able to seenre those questions this evening?

Scnator GraverL. We will be able to give you some or most of
them right now. Mr. Best will give them to you, and you could have
1 week or 10 days to respond.

Mr. MitLeR. Thank you very much,

Senator GraveL. Thank you very much,

The hearings will be in recess until 9:30 tomorrow morning.

[Whereupon, at 4:50 p.m., the subcommittee recessed to reconvene
at 9:30 a.m., Thursday, January 24, 1974.]



FISCAL POLICY AND THE ENERGY CRISIS

THURSDAY, JANUARY 24, 1974

U.S. SENATE,
SuBcOMMITTEE ON ENERGY
oF THE COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 9:45 a.m., in Room
2221, Dirksen Senate Office Building, Senator Mike Gravel (chairman
of the subcommittee), presiding.

Present: Senators Gravel and Dole.

Senator GRAVEL. The hearings will come to order.

These hearings are concerned with the use of fiscal policies to shape
an energy program for this Nation. There is no task presently facing
the Congress that is more important than determining a policy to
guide our energy production and consumption.

Right now, we seem more concerned with laying blame than we
are with solving the problem. The mistakes of the past should be
studied. They can provide a lesson for the present and for the future.
But we must be watchful that this preoccupation with blame does not
become a substitute for finding solutions.

In my view, the mistakes of the past fall with almost equal burden
on both the corporate and governmental policymakers. In reality,
neither Government nor business have ever made policy. Instead,
they have made decisions based only on the considerations of the
moment.

Our Nation’s policy, if it can be called such, is designed only to
keep energy cheap, to encourage consumption, and not to worry about
where it 1s coming from.

We are now paying the price for these decisions. For the Congress
to blame the Executive or for the Executive to blame the industry
is irrelevant. There is more than enough blame to go around. It
rightfully rests with all of us. Let us accept it and get on with the task
of assuring that we do not make such mistaken decisions again.

In formulating a national energy policy, we have one basic choice
to make before all others. Who will pay the bill?

Ultimately, of course, the American people in our dual roles as
taxpayer and consumer will bear the burden. The question is whether
the attainment of the goal of energy self-sufficiency rests with the
efforts of Government or with the efforts of industry.

There are some who say that private industry has so botched the
job that Government must step in and take over. There are others
who are willing to place their future completely in the hands of
industry.

We cannot afford the luxury of such an “either-or” choice. Real-
istically, there are some tasks that we cannot expect of private
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industry that Government will have to handle entirely. But there are
others that industry is well equipped to handle. I, for one, do not want
to see the U.S. Government get into the oil business.

In shaping our energy policy, we must give attention to both the
role of Government and the role of private industry. That policy must
include provisions to assure that the work of private industry will be
consistent with national goals and with the Government’s own efforts.
Only a policy that meets this criteria will make the nation reasonably
self-sufficient in energy within a decade.

Our policy must look to the intermediate and long-range develop-
ment of our energy resources, as well as the short term management
of the crisis. Administrator Simon has been doing a magnificent job
of managing the enormously complicated problems facing us
immediately.

We should now start focusing our attention on the crisis beyond
this winter. For the long term, T have suggested a series of steps
embodied in the S. 2806 that can provide the financial basis for an
energy policy.

That proposal would establish an energy trust fund to finance the
Government's efforts in energy development. 1t would be managed by
the Federal Energy Administration which would have overall re-
sponsibility for coordinating energy policy. There would be a public
watchdog panel to oversee the Government’s efforts.

The bill, through a number of items, would enccurage the private
sector to develop domestic energy resources without allowing excess
profits. Walking a tightrope between encouraging the private sector
to produce and discouraging excess profits will require the wisdom of a
Solomon, or a Simon. But we must be certain that our necessary steps
to keep profits in Jine do not have the unfortunate effect of discouraging
energy development.

We have a distinguished group of witnesses appearing during the
next few days. The first on our agenda today is the very able admin-
istrator of the Federal Energy Office, William Simon.

STATEMENT OF HON. WILLIAM E. SIMON, DEPUTY SECRETARY OF
THE TREASURY AND ADMINISTRATOR, FEDERAL ENERGY
OFFICE; ACCOMPANIED BY GERALD PARSKY, EXECUTIVE ASSIST-
ANT TO THE ADMINISTRATOR; JOHN SAWHILL, DEPUTY ADMIN-
ISTRATOR; AND FREDERICK HICKMAN, ASSISTANT SECRETARY
FOR TAX POLICY, DEPARTMENT OF THE TREASURY

Mr. Sivon. Thank you, Mr. Chairman.

I want to compliment you on the first portion, especially, of your
opening comments, and I would ask your permission to be able to
plagiarize portions of that because I think that bears repeating and
repeating. Unfortunately, we do have to repeat ourselves quite often
with respect to the blame syndrome that seems to have captured
everyone today, and 1 think the important job that we have is lo
say, all right, let’s take cognizance of what occurred. Hopefully it
will not occur again when we realize what the facts of this very com-
plex matter are. Let us not lose sight of the job that has to be done
right now.
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I am pleased to be here today to discuss the Energy Revenue and
Development Act of 1973 and, beyond this, how the administration
plans to resolve the long term energy problems facing our Nation. The
bill is a comprehensive piece of legislation and I plan today to identify
those features of the bill which we support and those about which we
have some reservations or modifications.

Before doing this, T think it would be useful to outline, briefly, the
five-fold approach we are taking with respect to energy policy.

First, we must establish a central energy organization in the Gov-
ernment. The creation of the Federal Energy Office is the first step
toward bringing all energy policy under one roof. We certainly neeed
a statutory base for this organization and the pending FEA bill, which
has already passed the Senate, will provide it. However, we must press
forward in the creation of a cabinet level Department of Energy and
Natural Resources to bring together all energy-related responsibilities.

Second, we must establish a permanent conservation ethic in this
country. We have been too extravagant in this country; with but 6
percent of the world’s population, we consume 35 percent of the
world’s energy. The recent embargo has forced us to reduce this
consumption, and we must be sure that an attitude of conservation
becomes a permanent part of our lives.

Third, we have to push forward in the development of our domestic
energy resources, through Project Independence. This includes further
development of oil and gas in Alaska and the Outer Continental Shelf,
greater utilization of coal, of which we have a supply unmatched by
any other country in the world, further development of oil shale and
nuclear power, and added efforts toward development of geothermal
and solar power.

Fourth, we must forge a new relationship between Government and
industry. Our energy policy calls for a joint effort between Govern-
ment and industry as we seek to develop our domestic resources.
Further, we need industry cooperation in providing adequate informa-
tion about the energy situation. The information we now have to
work with 1s not adequate and its reliability cannot be checked.

We must develop a permanent energy information system with a
built-in auditing program on every aspect of the energy situation,
reserves, refining operation, inventories and production costs, so that
we will then be 1n a better position to assure the American people that
our energy data is accurate and not subject to the charge that it can
be manipulated by industry.

Fifth, we must establish a framework of international cooperation
among producing and consuming countries. The potential impact of
shortages of energy supplies on the world economy is staggering and
we must strive for a compatibility between our domestic policy and
international relations. Thus, we must seek international cooperation
with respect to comservation efforts, research, and development, and
pricing policy. We must work together in developing energy resources
and maintaining a healthy world economy in which energy exporting
and energy importating nations prosper together.

DEVELOPMENT OF SELF-SUFFICIENCIES

With this general framework in mind, let me turn to the specifics of
our energy policy and the relationship of this bill to that policy. Our
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Nation has become aware of energy shortages in an atmosphere of
crisis. That is not to say that there were not adequate warnings. Many
have been warning about the potential shortage for years and I have
been testifying with many others and giving speeches about it for
months, but it took the embargo to wake us up. Because of that
embargo, we have had to consider emergency taxes, we have had to
allocate petroleum and petroleum products, we huve had to institute
many voluntary or mandatory conservation measures and we have
had to put into place a standby rationing program.

Although the current embargo and the resulting shortage has thus
awakened us, it is important to realize that our energy shortages have
been developing over the past two decades. Let me briefly review
with you how this happened.

For many years the United States has been the leader in the
development of energy sources. We were among the first countries to
apply nuclear power and have since exported our nuclear technology
to scores of countries. American equipment and manpower are used
for drilling, processing, refining, and delivering oil throughout the
world. Yet, in recent years, domestic supply has not kept pace with
demand. Demand has been rising at an annual rate of 4 to 5 percent.
However, domestic exploration peaked in 1956 and domestic produc-
tion peaked in 1970. There are a number of reasons for this.

The exploration and development of both the North Slope and the
OCS has been delayed in part because of the failure by the Government
to expedite leasing and in part because of litigation which not only
prevented timely construction of the Trans-Alaskan pipeline but also
prevented OCS lease sales for 2 years.

Until April, 1973, the Mandatory Oil Import program’s volumetric
quota system discouraged construction of refineries in the United
States. Further, environmental restrictions have delayed construction
of refineries.

Most of our natural gas resources lie unused and, in many cases,
unexplored as the result of Government regulation of the well-head
price of natural gas.

Nuclear power, in which rested so much hope a decade ago, still
provides only 1 percent of our energy needs after 30 years of develop-
ment. It could provide 10 percent by 1985 if we make the necessary
commitments now.

Perhaps one of our greatest failures is that this Nation, with 53
percent of the world’s coal reserves, has not properly exploited this
wealth, largely because of economic factors as well as environmental
constraints.

We need not continue as we have. Our Nation has always risen to
meet serious challenges to our economy and sccurity. The experience
of the United States with synthetic rubber during World War II
provides an appropriate example. The United States was consuming
upwards of two-thirds of the total world consumption of rubber. The
UK, which controlled 75 percent of the world’s rubber, instituted
export restrictions. By holding back on exports, they were able to
raise dthe price paid for rubber from 14 cents per pound to $1.23 per

ound.

In 1941, the Government and industry undertook a massive effort
to develop synthetic rubber, and by 1944 not only was the total annual
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output enough to satisfy demand, but the quality of the products was
far superior.

Just as in 1944, we can now demonstrate again that a genuine
industry-Government commitment can bring us self-sufficiency.
There is no reason why we cannot achieve this. We have the technical
competence. We have the natural resources. What we need is leader-
ship and funding to launch a concerted long-term program that will
increase our production and conserve our use of energy.

This program must be a two-pronged attack. In the short run, we
must both expand production and exploit untapped reserves of
existing energy sources. Longer range solutions will be provided by
the development of new technologies to utilize untapped resources of
new and existing fuels.

Specifically, this program should include the following:

We have to find ways to exploit our coal reserves more effectively.
We have 1 trillion 500 billion tons of identifiable coal reserves, or
half of the non-Communist world’s reserves, 425 billion of these are
cconomically recoverable now. We must develop ways to utilize this
abundant resource.

We must develop techniques for mining surface coal that do not
destroy the landscape. We must also develop ways to deep mine coal
that protect the health and safety of miners. Until we achieve these
breakthroughs, we should avoid measures that could seriously weaken
the coal industry and lessen coal production. In particular, amend-
ment 612(b) to S. 425, the strip mining legislation that recently
passed the Senate would prohibit surface mining of federally owned
coal where the United States does not own the surface rights, thus
effectively preventing development of 63 percent of our low-sulfur
western coals.

We have talked for years about the development of our oil shale.
We have an estimated 1 trillion 800 billion barrels of oil shale resources
in the United States, and just those reserves that we presently know
are exploitable could satisty our needs for oil for decades. The prob-
lem is that we need further research and development that will yield
techniques to extract this oil in environmentally sound ways. What
we need is an increased effort toward the development of this poten-
tially productive resource.

I am especially encouraged by recent progress in the in situ proc-
esses for extracting shale oil.

We also have to push forward in the development and utilization
of nuclear power. The administration will soon submit legislation to
expedite the licensing and construction of nuclear powerplants which
are an essential part of our program for achieving energy self-
sufficiency . —

There have been many problems relating to the construction of
energy facilities, and we are going to submit expanded legislation in
this area shortly.

We have also talked for years about development of such relatively
distant alternatives to fossil fuels as fusion and geothermal and solar
energy. These alternatives are still very much in the R. & D. stage
of growth and they could not come into widespread use until after
1990. Although we have to invest in the development of these alter-
natives, our primary focus now must be on nearer term measures for
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expanding energy supplies. We must focus heavily on coal and oil
shale. Also, we must concentrate on commercial development, and
not just long-term research.

All of this will require a significant commitment of both private
and Government resources.

Further, we cannot concentrate solely on expanding our energy
sources. Over 30 percent of our energy is wastéd in one way or another,
wasted in conversion from one form to another, wasted in transmission,
and wasted in unnecessary usage. As a part of our long-term program
for self-sufficiency, we must establish a permanent conservation ethic
and mount a major attack on waste. Over the long term, conservation
of energy will require investment in insulation of homes and offices,
use of more efficient automobiles, development of mass transit,
changes in methods of handling freight, et cetera.

In the meantime, we are asking the American people to make tem-
porary sacrifices, to drive less and to keep their homes cooler in
winter and warmer in summer. We have found an encouraging
response by the American people to our requests.

In New England, for instance, consumption of heating oil by homes
has been 16 percent below normal in December after adjusting for
degree days.

In order to assist the American people in knowing how much
energy various products require to operate, we will submit legis-
lation requiring all major appliances and automobiles produced or
imported into the United States be clearly labeled to indicate their
energy use and efficiency.

Enercy Trust Funp

The energy trust fund proposed by this bill offers one approach in
a national effort to achieve the ability of self-sufficiency in energy.
Such a fund could help to assist in the commercial application of new
sources of energy and a major investment program in energy con-
servation. In connection with the administration’s proposal for an
emergency windfall profits tax, we suggest the possibility of an energy
development bank to accelerate the pace of technological change
and capital investment to provide new energy supplies.

However, there are problems inherent in the creation of any broad
scale trust fund, for priorities do change and maximum flexibility is
always desired. Still there is no question that a massive commitment
to the development of energy resources is needed—a commitment
comparable to the synthetic rubber experience in World War II or
the Manhattan project—and I welcome the opportunity to discuss
this approach, as well as others, with you.

Tax on ENERGY SOURCES

Section 202 of the bill would impose a British thermal unit tax on
the extraction of oil, gas, and coal and on the production of electricity.
We have to consider carefully the merits of such a proposal and I
would like to point out some of the problems.

The apparent purpose of the tax is to raise revenue for the energy
trust fund. Your staff estimates that the tax would produce revenues
averaging $5 billion a year over the next 10 years. However, it is
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important to point out that such a tax would cause an initial price
increase of approximately 5 percent in the case of oil and in the
neighborhood of 13 percent in the case of the less expensive grades of
coal. These major amounts would have significant impacts on the
relative uses of different fuels and would generally be passed on to
consumers. Moreover, during the period when imported oil is more
costly than domestic oil, the proposed tax would weigh more heavily
on domestic oil.

There is some appeal to the thought that those presently using
energy should pay for the cost of the energy research. However, the
beneficiaries of this R. & D. will be future generations and not present
consumers, and any benefits will be diffused among the population
as a whole.

Further, certain energy users should not be taxed at all. For example,
we should not levy a tax on a taxpayer who generates electricity from
solar power. Such a taxpayer would not be taking any energy scurce
away from any other taxpayer, and in developing and installing such
a system, he would doubtless have already paid handsomely for
research and development whether incurred by himself or others.

Similarly, we should not tax users of coal when we are, in fact,
trying to promote use of that fuel in perference to other fuels. A tax
on British thermal units would typically represent a greater percentage
increase in the price of coal than in the price of oil, thus discouraging
the very thing 1t is hoped to promote.

Finally, the $5 billion a year revenues from such a tax are very
large. In fact, they are equal to about 2 percent of the total revenues
presently collected by the Federal Government. Although energy
R. & D. is extraordinarily important, and we should see that it is
adequately funded, we must not be wasteful. Like any other Govern-
ment activities, the R. & D. operation should be subject to the normal
budgetary discipline of choosing which expenditures are worthwhile
and which are not.

TeERMINATION OF PrRICE ConTrROLS ON NATURAL Gas, O1L, anp O1L
Propucets

The bill also provides for deregulation of new natural gas and a
gradual phasing out of price controls on petroleum and petroleum
products. Further, it provides for termination of price controls on steel
products used by the energy industry.

Natural gas 1s an ideal fuel. Its combustion causes virtually no
pollution. There is minimal loss in transit, and it is relatively easy to
clean and store. Unfortunately, control of the wellhead price of natural
gas, imposed after the Phillips decision in 1954, has been very damag-
mg to our Nation’s welfare. Diilling for new gas has fallen steadily
since peaking in 1961. Production has declined since 1970. Yet, we
have trillions of cubic feet of gas both onshore and offshore which
remain unutilized. Here we have a good example of well-meaning
Government intervention having undermined what was once a
healthy industry.

Natural gas is seriously underpiiced. New natural gas, controlled
by the FPC, now sells at a price of about 45 cents. If you converted,
on a British thermal unit basis, an amount of new natural gas equiva-
lent to a barrel of imported crude, the gas would sell for about $2.70.
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A barrel of imported crude oil now sells under contract for about $9.
Is there any wonder why investors have been discouraged from drilling
for new natural gas?

It is important to emphasize that if the price of new gas were
decontrolled, it would not mean a sharp increase in the price paid by
the consumers. New gas would account for only a small proportion of
all natural gas produced each year. It would take 5 to 10 years before
the consumer felt any substantial impact from the price increases.
Additionally, it is important to note that the wellhead price consti-
tutes only a small fraction of the price paid by the homeowner in most
areas. The bulk of the rate charged is for transmission and distribution
expenses, which should not increase as a result of wellhead deregula-
tion. The deregulation of new natural gas prices is urgent and we
support it. We also support a provision authorizing the Federal Power
Commission to establish limits on absolute price increases.

With respect to the decontrol of petroleum prices, I am concerned
that decontrol within 1 year could result in a very substantial price
increase. I would favor a provision decontrolling petroleum prices after
several years. The President should have the discretion to advance this
time schedule if conditions warrant it. Tt will take at least 3 years to
build the refineries and pipelines and to produce the crude oil necessary
to increase supply significantly. Nevertheless, any decontro! of
petroleum should be structured in such a way as to provide incentives
to industry expansion while, at the same time, avoiding excessive
prices and profits at the expense of the consumer.

With respect to deregulation of products used by energy industries,
there is no question that we are faced with a general shortage of steel
for many of the same reasons that we are faced with a general shortage
of energy. Again, any decontrol must be structured carefully and the
Cost of Living Council is carefully considering this issue.

WinpraLL ProriTs Tax

At the same time that we need to encourage the development of our
domestic energy resources, we must not allow the petroleum industry
to profit at the expense of the consumer. To be sure of that, we pro-
posed the emergency windfall profits tax on December 19, 1973. In
lieu of the tax proposed in section 601, I strongly urge the committee’s
consideration of the administration proposal.

The emergency windfall profits tax is designed to deal effectively
with the problems which exist; it is coordinated with a total energy
program; and it is workable.

I am concerned that the tax proposal in section 601 is focused on
an elusive concept of excessive profits rather than the real culprit,
excessive crude oil prices. Profits, we all know, can be up or down be-
cause of the level of revenues and the level of expenditures. We want
to encourage energy producing expenditures, but not wasteful expend-
ltures aimed at keeping taxes down. Prior excess profits tax laws did
encourage wasteful and inefficient expenditures.

I am even more concerned that the tax proposal in section 601 will
be a very real economic as well as psychological barrier to much needed
increases in energy producing investments. A 40-percent excise tax,
which does not phase out or have a time limit, on top of a 48-percent
corporate income tax rate would be enough to discourayge any investor.
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The credit for qualifying reinvestment goes a long way, to be sure,
toward reducing that discouragement, but the iules for how to get
credit for the qualifying reinvestment and when the credit has to be
viven back have to be so complex to be workable and fair that they
will have o substantial deterrent effect on Increased investment in
energy producing facilities. And if additional investments to produce
additional supplies are not fortheoming, oil prices can only esealate
further as conswmers bid up the prices tor the existing supplies.

Furthermore, our experts in the field of tax luw administration be-
lieve that the proposal would be very complicated to administer
because it requires an alloeation of income and expenses of taxpayers
between energy items and nonenergy items. In the case of many tax-
payers, this allocation would be very complicated. Taxpayers would
find it difficult to comply with the law and the Government would
find it difficult to enforee the law.

The administration’s emergeney windflall profits tax proposal would
provide a much more satisfactory solution to the problem of high
crude oil prices since it focuses directly on the problem by taking
away the windfall part of the price increase in crude.

It phases out over the period during which energy supplies will be
increased, thus not discouraging the needed new investment to obtain
additional supplies.

1t falls on the producer, not the consumer, since it merely takes
away unexpected profit rather than adds costs which must decrease
expected profit or be passed on.

It is simple to administer. It involves no complex caleulations, no
complex returns, and no complex concept.

At this critical time we must be sure that any solution devised for
windfall profits does not work at cross purposes with the geal to achieve
independence from foreign supplies. The emergency windfall profits
tax is consistent with our goals.

ForeEiecN DEPLETION ALLOWANCES

In addition to the need for a windfall profits tax, we must review
carefully our policy with respect to the tax treatment of foreign
operations. U.S. companies that produce oil overseas have been
granted the same 22 percent depletion allowance abroad that is
granted to U.S. companies producing oil in the United States. Both
allowances provide an incentive for oil production. As we move
toward U.S. self-sufficiency in energy, however, we want to encourage
greater development of U.S. energy resources rather than foreign
resources. Therefore, the President has asked the Congress to eliminate
these foreign depletion allowances, while retaining the depletion
allowance for domestic oil production.

However, we cannot support the provision calling for repeal of
intangible drilling allowances. Unlike percentage depletion, intangible
drilling costs are real costs—the money has actually been spent—and
a deduction should be allowed at some point. It is not really a question
of total disallowance but of when the tax is imposed.

To some cxtent, what we do with intangible drilling expenses for
U.S. purposes makes little difference for foreign production, for the
same reason that depletion is largely irrelevant on foreign production,
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namely, because foreign governments can be expected to tax at a
level sufficient to absorb the full U.S. tax.

Nevertheless, there are some situations where abuses are possible
and in April of last year, the administration made proposals, which
are carefully tailored to such problems and I would urge that such an
approach be considered by the committee.

Further, although not specifically addressed in this bill, it is impor-
tant to point out that a very large portion of the amounts which are
paid by international oil companies to the countries in which they
produce are designated as income taxes and therefore give rise not to
a deduction but rather to a credit against their U.S. taxes.

We think this subject needs to be addressed in view of the changing
world conditions. The total amounts of these payments have grown
so large that it appears unrealistic to continue to treat them entirely
as a tax. Obviously, however, the oil producing countries, like any
other country, have the right to impose taxes and some reasonable
portion of the payment should be treated as a creditable tax. We are
working on legislative proposals which would cause a part of these
amounts to be designated as tax and the balance to be designated as
deductible payments.

Sections 901 and 902 double the investment credit from 7 to 14
percent on plant and equipment invested in encrgy facilities and
extend the credit to intangible drilling costs, secondary and tertiary
recovery costs, and geological and geophysical expenses up to $50,000
per well.

We proposed, last April, an exploratory drilling tax credit structured
to reward success by offering a higher credit for a productive well. In
part, such a credit was devised because of the high degrec of risk
mvolved in exploration.

At this point, we would not recommend the expansion of such a
credit beyond exploratory uctivities where no extraordinary risk
factors are present. As to the plant and equipment, I believe the 7-
percent level pertaining to industry generally is adequate, but T would
welcome any special evidence you may have suggesting u different
conclusion.

REsipeENTIAL ENERGY CONSERVATION

The proposed tax credit for residential energy conservation ex-
penditures poses many problems. Almost any home improvement
could be designed to include energy conservation features and, there-
fore, become eligible for the 50-percent credit.

There is a high risk of abuse of this provision and its benefits would
go mostly to the middle and upper income homeowning group. We
therefore would oppose this provision as both difficult to administer
and inequitable.

ConTroL on IaiPoORrTs

Section 701 provides for duties on petroleum and petroleum products
imports to the extent that the average domestic price exceeds the
price of the import for that month. This provision would be inoperative
today because virtually all petroleum imports are more expensive than
domestic production.

In the future, however, it might become necessary to assure the
investors in domestic resource development that the government
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would not allow future domestic prices to be undercut by foreign oil,
which because of its lower costs of production, could be sold at reduced
rices.

While the purpose of this provision is commendable, if it proves to
be necessary, the same result could be achieved under the license fee
system of our existing mandatory oil import program without raising
many of the basic trade policy and tariff negotiation problems that
would be inherent in tariff legislation.

Insofar as providing necessary assurances to encourage investment,
un alternative approach may be a governmental price guarantee to
those willing to undertake commercial development of new technology.

Moreover, the bill’s proposed restrictions on imports from particular
Arab countries are not desirable. We are determined to move rapidly
toward self-sufficiency in energy and this will ultimately mean a
reduction in our dependence on o1l from the Arab countries. However,
an outright legislative restriction on future Arab imports would work
against both our long-range goal of building a stable relationship with
the Arab producers as well as the shorter term objective of expanding
Arab production so that United States and world demand 1s met.

If we legislate a 5 percent limit on Arab imports within the United
States now, we will in effect mandate continued shortages, with all
the attendant economic consequences, since over the next 3 to 5 years,
U.S. oil demand can only be met by expanding Arab oil imports
beyond the 5 percent limit.

Necoriations Wit Oiv-lIaiporTiNg CoUNTRIES AND RELAXATION
oF InmporT CONTROLS

President Nixon has invited other major oil-consuming nations to
come to Washington on February 11 for the purpose of explaining
those actions which might be taken to stabilize the world oil situation.
This conference will lead to a meeting of both oil-consuming and oil-
producing nations. The present Arab embargo has highlighted for us
all the interdependence of oil-consuming and producing countries. We
must seek to avoid an aura of confrontation or coercion among or
between consumers and producers. To this end, legislation which
would appear to threaten those nations that did not abide by the U.S.
viewpoint might be misinterpreted and could lead to a rejection of
the diplomatic initiatives already undertaken. I would recommend the
deletion of section 704.

Export CONTROLS

We already have authority under the Export Administration Act to
fimit exports of any product which would adversely affect the national
security. This legislation, therefore, is not necessary because it gives
us authority which we already have.

We have looked closely at monitoring of oil exports through the
export licensing system administered by the Department of Commerce.
Our total level of oil exports is about 235,000 barrels per day. This
represents less than two-tenths of one percent of our total petroleum
consumption. Morcover, most of these exports are shipped to countries
from which we import larger amounts of petroleum and petroleum
products. Further exports of crude and major petroleum products
amounted to about 40,000 barrels per day for the period from January
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to June, 1973. To cut off our low level of exports of petroleum to other
countries in the face of our dependence upon them for petroleum
imports could result in a net overall reduction in our petroleum
supplies. We will continue to monitor the flow of petroleum exports
and will not hesitate to impose controls to limit exports to historically
low levels. In the case of distillates, residual fuel oil, motor gasoline
and aviation fuel, such controls are already effective.

Exports of drilling and mining equipment during the last six months
were higher than during the entire fiscal year, 1973.

However, the Department of Commerce informs us that the indus-
try is expanding and that it should soon be capable of meeting both
our domestic and foreign requirements.

A cutoff of exports means not only reduced employment, but also
the possible loss of future markets for American industry. For this
reason, I would hesitate to take any action that would encourage or
force other nations to develop this capability. Restricting exports of
mining and drilling equipment should be a last resort. I do not feel
therefore, that title VIII is necessary and urge that it also be chopped
from the legislation.

INncrEASED PropucrioNn oF ENERGY FROM FEDERAL LANDS

We have asked repeatedly that Congress open up Naval Petroleum
Reserves No. 1. We are faced with a major threat to our security and
well-being and, for this reason, now is the time to bring these reserves
into production, and an administration bill for this purpose, has
passed the Senate. I hope the House will act on this promptly.

The Elk Hills reserve is able to produce 100,000 barrels per day
within 60 days and 160,000 barrels per day within 90 days, and to
maintain a level of production of nearly 300,000 barrels per day over a
5-year period. If opened to the public, this source of crude could help
alleviate oil shortages on the west coast.

Naval Petroleumn Reserve No. 4, in Alaska, is virtually unexplored
and Senate Joint Resolution 176 would provide this. The potential of
this reserve is enormous. However, the Navy estimates that adequate
exploration to prove the amount of oil in this reserve would require
about 10 years and would cost $200 million.

The oil lost to the Government from opening up Elk Hills could be
replaced in an emergency by the Government’s royalty oil. Production
of this royalty oil has been averaging about 220,000 barrels per day.
It would have the advantage of being readily available, rather than
potentially available as is the oil from our existing NPR.

CoMMISSION ON EnErGY TECHNOLOGY ASSESSMENT

The provision calling for a commission on energy technology assess-
ment has much to recommend it. However, there appears to be con-
siderable duplication between this commission and the Energy Re-
search and Development Administration which we hope will be
established in the very near future. We expect that both the Federal
Energy Administration and the Energy Research and Development
Administration will conduct the kind of studies and provide the in-
depth reports that are contemplated by the provisions of Title IV.
The establishment of a third group, we think, represents needless
duplication in a field already crowded with over-lapping bureaucracies.
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ESTABLISHMENT OF THE FEDERAL ENERGY ADMINISTRATION

Finally, as I said, there is need for a permanent organization to
coordinate energy policy and implementation. The FEA is a needed
first step and gives us needed authority to do the job before us. We
must also press for the creation of a full cabinet-level Department of
Energy and Natural Resources.

In conclusion, I would say that this bill is a comprehensive legisla-
tive approach to many of our energy problems. It should set the
framework for needed discussion. I believe that we all share common
goals with respect to energy policy. We all want a strong domestic
energy industry, and I hope that we can work closely with your com-
mittee in developing legislation that will further this goal. 1t is only
through such cooperation that we can move our Nation toward
self-sufficiency.

Thank you, Mr. Chairman.

[The following tables were submitted by Mr. Simon:]

EXPORTS BY PRODUCT TYPE

Barrels per
Barrels
Crude ol il 133,007 735
Unfinished oils S 9, 369 52
AVerage §as. ..l . 37,764 209
Gasoline ... lllll_...... 464,984 2,569
Kerosene . .. ... .- 522, 602 2,887
Distillate . . ... . o 609, 068 3,365
Residual fuel oil e el .. 5,200,333 28,731
tubnicatmg oals_ ... . ...... 4,634,718 25, 606
Miscetlaneous nonfuel, nonlube otls_ __ .. ... . _______ 3,363,178 18, 521
Butane. ___ . . . . ____ ... . 295, 837 1,635
Propane. . ..___ L. . 1,833,410 10,130
Natural gas hiquids. . .. ... __________ ... 3,290,218 18,179
Petroteum piteh__._.___ ... ... _____.... .. 281,104 , 553
Petroleum coke_ . o 17, 328, 996 95,734
Asphalt . 8, 442
Miscellaneous grease, waxes, and petroleum. ... __.____ .. __________._...._..__ 4,525, 000 25,000
Total . e 42, 668, 085 235,731
Imports Exports
Indonesta. L. . 186, 468
Japan_____.. 5,983
Malaysia___.. ...
SINBAPOI. ... oo ...,
Algena_ ...
Angola_ _____.
Egypt. . ... _.
Ghana____ ... ____
Libya__.____
Nwgera_ ...
TUmISIB. ol
Australia_..._.___...
had.___ . __.___
South Africa.__ ... ..
Philippines___.

Fr P istands_....._.. ...

US. ternitories_. ... __ B
Hawaii, FTZ ... _. .. . R
Puerto Rico___.___....___ _. 99, 866

Virgin bslands . L 332,455 .. ____.

Total 210,731
Miscellaneous products (not eisewhere classified)_ . _._._._____________. . 25,000

Total__.__.._.__.._ el L 235,731
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Senator GRavEL. Mr. Simon, that is an excellent statement and an
excellent analysis of the bill, and I have gleaned some things that will
cause me to change my approach in it.

But there are a couple of items that I would like to pursue with you
because I think that there may be some misunderstanding as to the
intent or effect of these items.

Going backwards in your statement, the last item that I would like
to call your attention to is the Commission on Energy Technology
Assessment. There would be a built-in redundancy, there is no question
about it. But one of the problems that I think we face in Government
is that Government, as much as the private sector of our society,
takes a proprietary interest in an area and is capable of making mis-
takes from myopic vision as a result of this proprietary interest.

What we are talking about here is not a redundancy in a normal
sense. What we are talking about is setting up an adversary group that
will immediately cause studies to be made from an adversary point of
view. I do not think that the AEC or our entire atomic energy ap-
proach would be in the trouble it is today if it had this objective assess-
ment. It has not had it and we have had the Government, in concert
with the private sector, vectoring in on one goal with nobody funded to
intelligently take an adversary approach to that goal. And I think that
our society is the loser when we do not permit an automatic check and
balance to take place.

And to do this properly, it needs some funding and not have to rely
upon the largesse of wealthy individuals, or foundations who may think
it is a good idea or not & good idea. So that is the only proposal of this
Commission, would be to sort of be outside of Government, as critical
of Government as it is of the private sector, but funded so that it can
get its information.

Mr. Snon. Well, as I said, Mr. Chairman, we found it an interesting
concept, and certainly we have not a closed mind to this idea at all.
But we are looking at something that potentially we feared might
complicate and prolong the effort in getting at the goal of self-suffi-
ciency.

I have always favored the adversary approach. We have this type
of committee with the scientists that Guy Stevers chairs, and it is
extraordinarily and very wonderfully critical of many things. I think
it is a useful approach.

Senator GRAVEL. Very well, and I would just commend that for
further attention because that kind of critical analysis will not take
place as a matter of course because of the nature of Parkinson’s law
a?dhthe Peter principle of which I am sure you are familiar, with both
of them.

Mr. SimoN. I am operating under it. [General laughter.]

Senator GRAVEL. You are handling it awfully well. We could well
learn some lessons from you.

The other item is Petroleum Reserve No. 4. The administration—
and I appreciate your stating the administration’s position in this
regard—supported the passage of Senate Resolution 176. As I under-
stand it, all we have done with this resolution is put up a pittance of
money to permit the Navy, of all people, to go in and do some addi-
tional minor—and I underscore minor—exploratory drilling.

You talk in terms of $200 million over 10 years. We do not have 10
years as I see it, and I think it is ridiculous to think in terms of 10
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years when the President talks of self-sufficiency within a decade.
That means that we have to have something like Prudhoe Bay on
line, which we will in 3 years, and Pet 4 on line within 5 years.

Thus, if it is going to take the Navy 10 years to just prove up Pet 4,
we are talking about an additional 3 to 5 years to get the oil to the
market. I think this is ridiculous.

[ have run into this syndrome with the Navy and with the Depart-
ment of Defense, and T want to go in on record with the statement I
mude yesterday: the only conspiracy of withholding product from the
American people that I know is Pstroleum Reserve No. 4. It could be
leased like any other public lands. There is nothing sacrosanct about
this land. There is no reason why it could not be leased in the private
sector. The private sector would spend a billion dollars in a year
proving and developing this property, not $200 million over 10 years.

And I think—and I would ask your comment—that this is the first
step toward socialism. Whether or not we have a man in uniform in the
field doing the drilling, we have put the Navy in the oil business.
There were some Navy people at the last API convention in Houston
telling other oil people that they were now in the oil business, too, and
asking the other oil people how to do it. I think this is ridiculous and
I think it is the first step toward a federally owned oil company.

The Navy comes up here seeking budgets for a nuclear defense
capability, and yet they are hoarding—hoarding is the word—hoard-
ing our oil, oil that, if released, could lower the price of oil paid by the
American consumner.

Now I know the administration is not taking an aggressive position
in developing these reserves. In fact, it has been so unaggressive that it
has been no position. When I hear you telling me in your statement
that there is no further elaboration, I think Department of Defense
still has sway at the White House with respect to satisfying the oil
needs of the country. Is that a fair assumption? Or am I being unkind
to the Navy and the Department of Defense?

Mr. Sinon, Well, the Department of Defense obviously has some
national security problems with the proposals involved. But the
administration has really, I think, been quite aggressive in recent
tinmes, in Pet 1, in utilizing the moneys from Pet 1 to prove out Pet 4.

And, as I say, we have supported it through the Senate and are
pushing for it in the House

Senator GRAVEL. Mr. Simon, that will take us 10 years or more at
that rate of cash flow.

Mr. Styon. I agree with you, it should be done quicker, Mr.
Chairman.

Senator GRAVEL. Could T then address myself to the point you
raised, which is a point put out by the administration on national
defense, or put out by the Defense Department. We have just had a
crisis. We have had an oil embargo? We have fleets in the Pacific and
the Mediterranean, and in the Atlantic. Would you tell me where
they got their oil during that crisis?

Mr. Siyvon. It was from us. They got their allotment from

Senator GraveL. It was from the American people. The whole
inventory that is available to us. They got it from Gulf Oil, they got
it from KExxon, they got it from Texaco—-

Mr. Snaon. It was the domestic supplies.
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Senator GrRavEL. Right, they got it from the domestic supplies of
our companies. They got it from the companies; is that correct?

Mr. Snon. Yes, sir.

Senator GRAVEL. Does it make any sense for the military to keep
reserves and not use them during an emergency? To keep reserves
that decrease the total oil stocks available to all Americans and, dur-
ing a crisis, to not draw on those stocks but to commandeer oil from
the stocks available to American consumers which the military has
already reduced through holding reserves?

Mr. Smyon. Oh, no, we have no trouble with that, in the adminis-
tration, whatsoever, as far as the opening up of Pet 1 and Pet 4. I
guess we could define what. “aggressive’” means, and the definition of
“national security.”

If there is one statement that I have made hundreds of times in
the past 14 months that T have been testifyving on this, the term
“national security” has been redefined. The energy problem has
started to redefine the term ‘‘national security’” from military to
economic and political.

Senator Graver. Well, T could only add by way of comment, be-
cause I do not think you would be in a position to confirm it, that in
this crisis, during the course of our embargo, our conventional defense
capability outside of the United States became dependent upon for-
elgn governments.

This would mean that if the NATO countries, chose not to supply
our fleets with oil, then our conventional capability would have been
almost nothing. I think this is an unfortunate situation. This is the
policy that we have been sold, the policy of self-sufficiency for defense
purposes.

Mr. Snon. The reasons that you just mentioned are illustrative
of the compelling need to open it up as quickly as possible for storage.
et cetera.

Senator GravieL. Would you not think that as we do have a track
record in this country with the frec cnterprise system, maybe the best
way to immediately develop Pet 4 would be to lease it as we do all
other public lands? Lease it to the private sector? Does it have to be
a bonus bid? Maybe because we know there is oil there, we could get
a bigger cut for the American pcople. Would that not make more
sense?

Mr. SnioN. I would favor that approach; yes.

Senator GrRaVEL. Thank you, Mr. Simon.

On the negotiations with the oil importers, I think your statement
was well taken. Probably our position is a little too harsh, but I hope
that the position we take in the bill will serve as notice to foreign
governments, particularly Libya, which according to this morning’s
papers, suggested to Japan and Western Europe that they not attend
the conference called by President Nixon. I think the conference
called by President Nixon is the only intelligent course of action that
the free world can take to defend itself in the midst of the disruption
that is taking place.

I think that if we can establish a vehicle to counsel and to negotiate
with OPEC nations, we have less chance of a violent flareup as the
result of this problem.

So, I take note of your statement. I do not disagree with it, but I
also feel that the Libyans and the Syrians are demonstrating their
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lack of understunding us to what can be achieved through negotiation
rather than unilateral price gouging.

Aunother point is on the British thermal unit tax. I want to thank you
and let you know that I deeply appreciate your espousing the concept
of the need of u trust fund method. I appreciate your underscoring
the inflationary impact of the tax since the cost of this tax would be
carried through to the consumer.

1 know of no tax that is not carried through to the consumer. In
fact, if people who are in business do not carry through to the con-
sumner, they do not stay in business. That is one of the immutable
laws of economics. To stay in business you must make a profit.

We have to assume that the tax would be carried through. I think
thut the point you raised is a sound one, that is, should we pay as we
eo? Does that have a lesser inflationary impact than deferring through
some device, and T do not know what that device is, deferring payment
to some future time so that those who enjoy the benefits from R. & D.
will also carry the burden of payment?

1 do not understand how that would take place in the future, but 1
am sure that your team could come up with a concept to do it. But I
cannot help but feel that since we are the generation, together with
prior generations, that have been wasteful, it is not too much to ask
s Lo pay as you go to correct that wastefulness. We have to recognize
that.

Pay-as-you-go will also have u dampening effect on consumption,
which in the eyes of many environmentalists is a virtuous and desirable
activity. It would be a legitimate dampening. We have heard comment
that we ought to have a tax to cause people not to consume so much.
And, in addition, if we say, let us have a tax that pays for what we are
going to do, intelligently and as we go, I think in point of fact that it
will not add to inflation but will help control inflation. If we do not, we
will see aberrations in our economy where we might, for a few months
or a year, not contribute to inflation, but really play into the hands of
disastrous inflation by not paying as you go.

I think the best example of that was the Vietnam war, when we
thought that victory could be surgically accomplished in a short period
of time, and then the costs sort of silted in and hung on us like a
plague. And, of course, it is a cause of a great deal of our economic
woes today.

I would like to request, Mr. Simon, that you relook at the possibility
of a carry through, of some way we could defer this cost for the R. & D.

Mre. Svmoxn. T think, Mr. Chairman, you make strong, good argu-
raents on the first point as far as the British thermal unit tax is con-
cerned. You have to look at what is tax equity, or fairness, as far as
the people who are paying it. Aund, in one sense, all taxes eventually
do get passed on through to the consumer. But there is no doubt that
the British thermal unit tax would be passed on immediately and it
would have some reduction of demand effect.

But another way to obtain revenues for a fund, or whatever vehicle
Is put into place, is the windfall profits tax. The incidence of this tax is
producer-oriented, rather than consumer-oriented.

Senator GraveL. Could I interrupt you, sir?

The problem [ have with the windfall profits tax is that we have a
dual purpose. We want to get capital, not only into the hands of the
public sector through the trust fund, but also into the hands of the
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private sector so that they can pay their share of the capital cost of
making us energy self-sufficient. If you take money from the private
sector of our energy industry and put it in the public sector, you will
indeed pay for the public activity, and the American people will not
be faced with an increase in tax, but then where is the money going to
come from for the private sector? The additional money will have to
come through increased prices. Then, again, the consumer will pay.

So, would it not, from an accounting point of view, be better to
rectify the accounts and say here is what it costs to do that, let us
pay it straight out and look at if. And here is what it costs in the
private sector to raise the capital, let us look at that, and pay that.

Mr. Sivon. One option for Congress to consider, which was
mentioned in the windfall profits tax proposal, was to give full or
partial tax rebates for qualifying reinvestment, and that could be used
for R. & D. for future development.

Senator GraVEL. For the private sector or the public sector?

Mr. Snron. For the private sector.

Senator GRAVEL. Right. Then you have to come back to the British
thermal unit tax for the public sector. You cannot have your cake and
eat it too. If you are going to spend that money once in the private
sector, fine. But you cannot spend it in the private sector and the
public sector both.

Mr. Siaon. You could also use ceneral revenues, or a combination
of general revenues and the windfall profits tax.

Senator Graver. Well, T agree with that.

Mr. Smron. Let us make the commitment. The important thing, I
think in this whole dialog, is to make the commitment now that would
guarantee self-sufficiency in this country. We have all seen too many
times where something that has a great sense of urgency in this country
today, that 2 years from now, or maybe even 6 months from now, we
are going to be arguing about the next crisis. And in the process—the
appropriations process, et cetera, which I happen to believe in, the
disciplines of appropriations in this country, we are indeed in danger
looking down the road of not matching the goal of self-sufficiency and
forgetting some of the important lessons we are learning today.

So, Mr. Chairman, I agree with you in structuring this vehicle. Let
us get the job done in the fairest possible way.

Senator GRAVEL. Mr. Simon, I unfortunately must absent myself.
As you recall, yesterday Mr. Mondale said he was going to offer in
the Democratic caucus a resolution to roll back prices. I do not think
that would be in the best interests of the energy problems facing the
American people.

I want to go do battle on that issue right now in the caucus and I
will leave you with my distinguished colleague, Senator Dole.

I again want to say that I think we are blessed to have a person of
your talent to help carry us through the crisis. I think the American
people are sophisticated enough to see the benefits of your activities
and will come to realize it costs money to do things; and that people
who promise to do something for nothing, usually give them nothing.

Thank you, Mr. Simon.

Mr. Stvon. Thank you, Mr. Chairman.

Senator DoLE (presiding). Well, Mr. Simon, I will not take much
of your time. But rather than talk about Senator Gravel’s bill, which
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I think has great merit—which you have discussed, I think, quite
well—I want to take just a few minutes to at least raise some questions
that can be answered very briefly.

I held about 50 public meetings in Kansas during the congressional
recess, and one question I was asked at almost every stop, as you have
been asked many times, is how can there be an energy crisis today if
we were in a full-scale war in Southeast Asia 2 years ago? That is part
one.

And second, if we, in fact, have such a crisis, what has this done to
us insofar as our defense posture is concerned? In the event of an
emergency or conflict would we be prepared to engage in such a
conflict?

1 ask the question to at least pose the questions that are on the
minds of a great many Americans, millions of Americans who are not
yel convinced that there is an energy crisis because of conflicting
reports coming from Congress and the executive. Perhaps what you say
on the record might be helpful in this area.

Mor. Sivon. Well, of course 2 years ago, Senator Dole, we did not
have the embargo. Let us remember in the background my comments
here that many people have been reminding the American people for
many years, especially in the last few years, of the probable conse-
quences of increases in petroleum demands of 4 to 5 percentin this
country each year for the past 40 years. At the same time our produc-
tion was peaking, and our exploration peaked 18 years ago.

With this background, foreign governments embargoed oil exports
to us from the Mideast. Some people argued about the effectiveness of
such an embargo. They said that oil was a fundible, tradeable, barter-
able commodity, and could not be effectively embargoed.

But the embargo has worked extraordinarily well, with a lag—there
is a lag because there is a lot of oil in the pipeline. For the last 2 weeks,
our petroleurn situation has been right on target with the reductions
we expected in imports from the Arab nations, the European refineries
and the refineries in the Carribean whose source of crude was the
Mideast.

There has been great suspicion in this country that no shortage
actually exists. Tt is difficult to explain our supply situation because of
the complexities of the industry and the lack of verification, if you will,
as far as the inventory data of the companies.

The source of the inventory data is the oil industry, as I explained
yesterday, but that is not surprising since we get all our data for any
mdustry in this country from the industry itself. From the outset, I
explained that even an approximate 3 million barrel a day reduction
in oil supplies in this country that would normally consume 18 million
barrels a day (and in the wintertime upward of 19) was a manageable
shortage. We waste an extraordinary amount of energy in this country
and if we would just be a little more thoughttul, we could save those 3
million barrels and not change our lifestyles that terribly much, by
conservation methods.

In the fourth quarter of 1973, we had the effect of the embargo
gradually taking its bite. We had some leakage in the embargo also.
We had great conservation on the part of the American people. And
we had a good break in the weather.

The result of all this was to raise the level of inventory, so we were
able (o go into the first quarter of 1974 with larger inventories. And
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this has enabled us to draw down inventories faster than we would
have if the inventories had been at a lower level.

When the oil companies reported their inventories were up, for the
reasons just mentioned, everybody said, sce, there was no shortage.
Well, T will guarantee vou, Senator, that if this embargo continued
another 6 or 9 months, the experiences that are being felt in New
York City and in Oregon, in Arizona, and the other spot shortages—
because shortages do not occur evenly in this country due to our
complicated distribution systems— the bite of the shortage would
begin to be felt.

Traditionally, the oil industry has kept about 40 to 45 days of
inventory.

Now you know, did you ever stop to think how expensive carrying
that inventory is? Especially when you compare interest rates of 10
percent or higher to carry inventory with normal margins of profit?
It is prohibitive really to carry terribly much more than that. T
would think, running a business as they do, that they would keep the
minimum amount of inventory on hand that would allow for the
contingencies of bad weather and increased demand and seasonal
demand, et cetera.

The inventories fluctuate from higher gasoline as they build it up
in the winter to meet spring and summer demand, to lower gasoline
when they switch over to the heating oil as the winter season ap-
proaches, to heat the homes in America. This is just commonsense
economics of running a business.

For a dramatic illustration, maybe we nceded to have our total
supply cut off from around the world, which satisfied 38 percent of
demand, just preembargo. Maybe that would have brought home to the
American people that regardless of whether we have got 45 or 50 days
of inventory in this country, a real shortage exists.

And the shortage is clearly illustrated in the fact that we would
normally consume 18% to 19 million barrels a day in the wintertime—
that is what our demand would have been this year—and we only
produce, in this country, 11 million barrels a day. Well, the balance
of it has to come from some place, and it comes from these foreign
countries—Venezuela, Canada, the Mideast. All of our incremental
demand over the next 4 or 5 years, until additional production comes on
line, and our demand is estimated to increase at 4 to 5 percent per year,
is going to come from the Mideast nations.

This does two things. It subjects us to a cutoff in the middle or end
of this decade when, if our demands continue to increase as they have
in the past, we will be importing 50 percent of our consumption with
consequent, economic damage. Now just think about the pricing side
of the equation which has been so dramatically illustrated since the
OPEC nations announced the increase in posted price in December.

We are going to spend, this year, in the area of $20 to $22 billion
for our foreign supplies. Now can we continue to afford to do this? We
can afford it better than any other nation in the world because we
import less than obviously the lesser developed nations and Japan.
This represents a true shortage.

What we cannot produce here that we yet demand we must pay
foreign nations for. This is very simple to me, but we have to just
keep repeating it and repeating it. 1s 1t a good idea for us to continue
to send $20 billion to $25 billion per annum to foreign nations for oil,
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when we could spend much less than that to develop our domestic
oil and our domestic alternate supply sources. With our super abun-
dance of natural resources that we have been blessed with and tech-
nology in this country, we could keep that money here at home as a
spur to our domestic economy.

{)_have probably talked too long, Senator, but I get exercised on that
subject.

Senator DoLe. I am going to send that answer out to a lot of people.

Mr. Smvon. I used to think that I could articulate, but I have lost
confidence in myself on this subject.

Senator Doug. 1 think it is & very serious question when we ask the
American people to sacrifice. They have heard so many conflicting
reports-—some based on conviction, some based on political expe-
diency—I assume, that they have grave doubts.

You indicated that the embargo now is almost totally effective. Is
t here any hint of an early relaxation of the embargo?

I note the same stories that everyone notes about Libya and their
feelings about continuing the embargo, but is there any evidence that
there might be some relaxation soon?

Mr. SivoN. I just go completely on what Secretary Kissinger has
sald since he arrived home from the Mideast the other day. But the
suspicions of the American people, unfortunately are fueled by many,
many irresponsible and unknowledgeable comments on the part of
many people. If they looked beyond their nose they would find the
facts. Before they started talking about tankers coming off shore, they
should have investigated as we have investigated the tanker activity
and what indeed is being imported into this country. You know, the
Customs Department does charge a fee for all oil that comes in this
country, and the Customs Department in the Department of the
Treasury—well, I will not give you my prejudices on the Treasury
Department, but they do an extraordinarily professional job. Imports
are monitored—customs collected and thus we have a daily check, an
instant monitoring system, on ships and imports in this country. We
know what is coming in and out. Our customs reports give us hard
numbers, not assumptions. To have a plane fly over and take a picture
of a bunch of tankers that are in New York Harbor, which is one of the
busiest ports if not the busiest in the world js not a responsible in-
vestigation of the facts. I would assume there would be tankers coming
in and out of there all day. As some people have observed, the draft on
some of these tankers in the picture is rather high. I just think that was
terribly irresponsible investigation, and especially people in high places
with responsibility ought to investigate some of these things before
they make these charges.

I have a responsibility. I also have an accountability. My account-
ability is to you, Senator, and to the American people as a member
of this Government. A lot of these people think they have a responsi-
bility, but unfortunately they have no accountability.

Senator DoLe. Well, the question of tankers was raised and also
in my State the question I think in my State was raised about a $100
million or $300 million loan to Algeria for a pipeline for liquified natural
gas. When we talk about our self-sufficiency policy and project Inde-
pendence, it is difficult for me to respond to that question. Maybe it
was made with total justification.
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Of course, the Eximbank has its own policies on loans, but it is
hard for the average consumer to understand that if we really have
all of this problem, that we are supplying other countries with money
to increase their fuel availability.

Mr. Simon. We have a great deal to do with Eximbank policy and
loans in the Treasury Department, and obviously there are many
reasons why the Export-Import Bank would give credits. The credits
are a spur to exports, which are very important as far as the balance
of payments and the strength of the dollar are concerned. The credits
permit construction of American ships to bring fuel, such as LNG,
tons, from Algeria. This guarantees us an alternate energy source,
if you will, just as the Russian deals will if they become economic.
1t does not overly concentrate all of our needs, our future needs in
one area at reasonable prices. And John Nassikas, who obviously
must have approved the pricing on that deal can expand on it when
he arrives.

Senator Dovk. He has arrived. In fact, he will be there in a minute.

- For the record, it might be helpful to have documentation on the
major oil companies, or oil companies—I do not know how you
define major from minor, but oil companies—expenditures over the
last 5 years for the production of oil in the Mideast as compared to
production in this country. The obvious question is whether the oil
policy in this country is made by the major oil companies.

I am not suggesting that is the case, but it is a question raised, and
perhaps this information would be helpful.*

Mr. Smton. One might also say that the Congress writes the tax
laws, and other laws providing these economic incentives and disin-
centives. Let’s go back to the 1950’s when exploration peaked, when
they could drill a well at relatively shallow depths, and it cost any-
where from $50,000 to $75,000 to get a fairly productive well. Explora-
tion was cheap, and that was fine.

And then as they began to find all of the easy oil and gas in this
country, they had to add secondary and tertiary recovery methods
which were more expensive. They began to drll deeper wells and
explore the Outer Continental Shelf and the North Slope, which
obviously were going to produce much more expensive oil. So, the oil
industry did what anybedy else would have done. They went abroad
where the oil was shallow and plentiful and cheap to produce. That is
the primary reason they went abroad, but they were spurred by many
other disincentives that I mentioned in my testimony at another time.

Senator DoLEg. I share your views with reference to depletion allow-
ance for foreign oil producers and also that we should not eliminate the
intangible drilling costs. But I think there are areas where Congress—
and we are, of course—should be addressing our tax policies generally
with reference to the oil and gas industry.

I will ask Mr. Nassikas later about the effect on deregulating
natural gas prices on the consumer. I think you spelled it out very
clearly in your statement that there would be a period of 5 or 10
years over which gas prices might rise and that you are not convinced
that 1t 1s going to mean a skyrocketing price in a short time. In fact,
you do not believe it would happen.

*At presstime, Mar. 28, 1974, the information referred to had not been received from the Federal Energy
ce.
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Mr. Sruox. No, because transmission, distribution and other expen-
ses obviously are not going to go up because you deregulate natural
gas prices. But one thing was not in my statement which will be in it
the next time I give it, tomorrow, and that is the interstate-intrastate
natural gas sale problem. In the natural gas producing States today,
contracts are being written at 65 or 80 cents, prices per M ft?; and in
one recent case, a long-term contract was signed at $1.25 for intrastate
sales. Now what is the incentive for interstate sales to supply New
England or other areas with regulated prices per M ft? 25 or 30 cents?
I think that is a ridiculous situation.

If this situation continues, there will be continued curtailments of
service, and all of the new supply is going to be kept in the State
where it is produced. It will be priced there so that people will treasure
it as a natural resource, as we have never done before in this country,
instead of wasting it and burning it under boilers, which is ridiculous.

Senator DoLE. I do not recall the network, but there was a rather
good piece on television with reference to intrastate and interstate in
Texas just about 10 days ago. It indicated that the price had risen to
90 cents for intrastate sales. I do not know what 1t was interstate,
perhaps 30 cents. This does, of course, raise a fundamental question
m gas producing States like Kansas, for example. Should we be
anxious for interstate shipments under the current price structure
when we can also keep the fuel in our own States.

Mr. Siyon. That was the ‘“Today Show’ and I hope it helped con-
vince Frank McGee on that program about the problems of natural
gas.

Senator Doik. I do not say this in any partisan sense because this is
not a partisan issue—but right now, somewhere in the Capitol, the
Democrats are meeting on rollbacks. And to be quite candid, I have an
amendment drafted myself which would roll back the price of pro-
pane. I have been in my State, and I understand the politics of a
rollback, or at least of lower prices. It would be quite popular if we
could reduce the price of gasoline and diesel. The truckers are demand-
ing a rollback too.

Propane prices in Kansas have tripled. If the rollback is not an
effective remedy—and I think it is your position that it would be,
maybe not only ineffective, but disastrous—what hope do we have for
the consumer except to tell him that gas has not gone up as much as
milk?

Mr. Sivon. Senator, we are working right now, and will have within
a reasonable period of time, hopefully within the next week, new price
regulations on -propane. In the past year we have seen sharp curtail-
ments of natural gas supplied to industry. Faced with these curtail-
ments, some industry and others have sought alternate fuels. Some
of them have turned to propane, which was already in short supply.
Seventy percent of our propane comes from natural gas, and with nat-
ural gas, as I say, in short supply, the consequences of having addi-
tional propane users have been predictable.

As I say, we are working in the price area on price regulation. As
you know, a price regulation would not bring on any additional
supply, but we do not want the consumer needlessly gouged by higher
prices.
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Senator Dore. With reference to a rollback, generally, as far as
every fuel commodity is concerned, I understand you do not feel that
is a solution to the problem we have now.

Mr. Sivon. Have we not learned that controlling anything in this
free enterprise economy is apt to cause other problems. We can go
back to our food experience last year and we can go back to our
natural gas experience, starting in 1954. This is an industry that
requires tremendous investment. We should—and 1 say this again and
again—make sure that there are only reasonable prices allowed to
be charged. During a period of tremendous imbalance between supply
and demand, with the cartel that is functioning, we cannot allow our
domestic price to rise to unreasonable, emotional levels, but we have
to make sure that the price is at a level that is consistent with inducing
additional investment to bring on the additional supplies we need in
this country.

Anything else that we do to discourage investment is just going to
mean higher and higher import bills to foreign nations.

Senator DoLE. Do you think we have about reached a peak as
far as gasoline prices are concerned?

Mr. Smvon. I cannot judge what the OPEC nations will do so far
as their price is concerned, although 1 have stated several times that
I think their next price adjustment should be downward. But I think
that we have seen the explosion so far as fuel prices are concerned in
this country.

Senator DoLe. Thank you, Mr. Simon. I have no further questions.

If you would submit the information for the record on the expendi-
tures, past 5 years, it would be useful.

Mr. Snon. Yes, sir. Thank you, Senator.?

Senator DovLe. Thank you.

(A table submitted by FEQO, a draft of an FEO paper entitled
“United States Energy Self-Sufficiency: An Assessment of Technology
Potential,” and Mr. Simon’s answers to questions submitted by Sena-
tor Hartke, follows. Hearing continues on page 1185.)

SERVICE STATION PRICES,' EXCLUDING TAXES—AVERAGE, 55 REPRESENTATIVE U.S. CITIES

[Cents per gallon for regular grade gasoline]

1969 1970 1971 1972 1973 1974
Janvary_ ... ... 23.49 23.95 25,61 25.12
February___ .. . . . . ... ... 23.30 22.88 25.39 25.53
24,25 23.74 24.10 23.33
24.38 25,62 23.83 23.85
24.15 24.84 23.43 22.85
24.47 24,89 24,79 23.60
24.20 25.62 25.39 24.04
23.48 23.81 26.75 23.51
R 23.99 24.49 26.38 26.12
October._.__._._._. J 23.23 24,60 26.62 25.43
November_.._.__.__ [ 23.32 23.71 24.35 25.01
December_.._.._... J - 23.90 26.50 2571 25.17

1 At beginning of month.
Source: Plait's Oilgram.

1 See footnote, p. 1116.



1119

FEDERAL ENERGY OFFICE

OFFICE OF THE ASSISTANT ADMINISTRATOR FOR
ECONOMIC & DATA ANALYSIS & STRATEGIC PLANNING

United States Energy Self-Sufficiency:

An Assessment of Technological Potential

DRAFT

February 6, 1974






1121

Acknowledgments

This report was prepared by the Project Independence -- 1980
Task Force; the Cochairmen for this task force are James A. West
and David 0. Wood. Walter G. Dupree was project coordinator and,
with John S. Corsentino and David 0. Wood, compiled the summary
report. Those preparing individual segments of the background
papers were:

Bureau of Mines

M. W. A. Edwards
Les Schram
Eugene Slatick
Jerry Ramsey

Sam Wood

Richard Zaffarano

Office of 011l and Gas

Lou D'Andrea
E. G. Ellerbrake
E. G. Peer

U.S. Geological Survey

Russell Wayland

Office of Energy Conservation

Marquis Seidel

Additional assistance in the preparation of the final report was
given by Edwin L. Woilsard and Gaylord Capes, Federal Energy Office.



1122

List of Figures

Figure 1: Percent Change in Gross National Product (1958 §) and
Gross Energy Input, 1948-1973.

Pigure 2: Domestic Gross Consumption of Energy Resources, Actual
and Forecast, 1960-2000.

Figure 3: U.S. Potential Supply and Demand for Energy Resources
(Base, Intermediate, and High Scenarios), 1972-1985.

Figure 4: Potential Domestic Petroleum Production by Source (Base,
Intermediate, and IHgh Scenarfos), 1973-1985.

Figure 5: Petroleum Demand and Potential Production --- Base Scenario,
1973-1980.

Figure 6: Petroleum Demand and Potential Production -- Intermediate
Scenario, 1973-1980.

Figure 7: Petroleum Demand and Potential Production -- High Scenario,
1973-1980.

Figure 8: U.S. Potential Gross Domestic Production of Natural Gas
(Base, Intermediate, and High Scenarios), 1972-2000.

Figure 9: U.S. Potential Gross Domestic Production of Coal (Base,
Intermediate, and High Scenarios), 1972-2000.

Figure 10: U.S. Potential Gross Domestic Production of Nuclear Power
(Base, Intermediate, and High Scenarios), 1972-2000.

Figure 11: U.S. Potential Gross Domestic Production of Other Energy
Resources -- Geothermal, Solar, and Hydropower (Base,
Intermediate, and High Scenarios), 1972-2000.

Figure 12: Petroleum Product Deficits Implied by the Base, Intermediate,
and High Scenarios, 1974-1985.



1123 .

I. Intxoduction

In a nationwide address on November 25, 1973, concerning national

energy policy, President Nixon established a national goai of enérgy

"self-sufficiency" by the end of this decade as follows:

—

Let me conclude by restating our overall objective. It

can be summed up in one word that best characterizes this
Nation and its essential nature. That word is "independence". -
From its beginning 200 years ago, throughout its history, -
America has made great sacrifices of blood and also of treasure
to achieve and maintain its independence. In the last third

of this century, our independence will depend on maintaining
and achieving self-sufficiency in energy.

What I have called Project Independence —- 1980 is a

series of plans and goals set to insure that by the end of
this decade Americans will not have to rely on any source of
energy beyond our own.

This paper summarizes a technological assessment of U.S. energy

production and conservation possibilities to achieve this energy self-

sufficiency within the decade. This is only the first step in formu-

lating and implementing a national energy policy to achieve

self-sufficiency.

The principal results of the investigation to date are:

A program of maximum energy resource development and conservation
will reduce reliance on foreign supplies of petroleum to

4.4 million barrels per day in 1980. By 1980, potential non-
Arab imports are estimated to be 6.8 million barrels per day,
with 3.8 million barrels from the Caribbean and South America.

By 1985, reliance upon all foreign petroleum supplies can be

reduced to 1.5 million barrels per day.



1124

-- The estimates of capital expenditures required to support an
accelerated energy resource development range from $190 to
$255 billion (constant 1973 $) by 1980.

~-— Our estimates of the petroleum deficit may be further reduced
if even greater substitution of other fuels, especially coal,
is assumed.

II. Summary of Principal Results

The project results are presented in eighteen working papers
identified in Appendix B. The detailed quantitative estimates of
potential energy resource demand and supply under the development and
congservation scenarios considered are presented in Tables 3 - 29,
Appendix A. These estimates are summarized in Table A, page 3.
Estimates of capital expenditures required by 1980 in support of the
alternative development programs are summarized in Table B, page 4.

Estimates of potential energy conservation and resource development
have been developed using three basic scenarios involving differing
assumptions about the environment for energy production and utilization.
All these scenarios are intended to be consistent with approximately
the same level of real output (GNP), although the distribution will
vary between scenarios. The scenarios developed include:

-~ Baseline: Pre-embargo policies, with heavy future reliance on

foreign petroleum supplies.

-- Intermediate: Accelerated development of energy resources and

conservation policies.
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~-- High: Maximum accelerated development of energy resources and

conservation policies.

~-- Mixed Strategy: Scenario involving elements of both the

intermediate- and high-effort scenarios.

The baseline supply and demand forecasts are based upon the
Department of the Interior study, "U.S. Energy Through the Year 20001,
In general, the forecast of demand was based on the correlation between
economic activity and energy consumption. Figure 1 illustrates the
historical correlation between Gross National Product (GNP) and gross
energy consumption. Supply forecasts were based on assessments by
energy commodity experts in the Bureau of Mines.

These estimates have not been adjusted to reflect the effects of
the embargo on the new policy direction of energy self-sufficiency.

They are, however, useful in indicating the magnitude of the trans-
formation problems implied by the new international environment and a
national policy of eventual energy self-sufficiency.

The intermediate scenario estimates are based upon assumptions of
an accelerated energy resource development and demand conservation
program well within the limits of technological feasibility. 1In particular,
the supply estimates are intended to reflect the maximum attainable with-

out introducing speculative elements into the analysis, or requiring

1Dupree, Walter G. and James A. West, "U.S. Energy Through the Year
2000", Department of the Interior, December, 1972. Basic assumptions
for the forecast are detailed there.
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.extreme changes in national policy. The demand conservation estimates
are also intended to be well within technological limits. Overall,
the demand estimates are consistent with a 152 reduction in energy
demand from the year 2000 energy reference demand employed by the
Office of Energy Conservation, Federal Energy Office.

The high-scenarioc estimates are consistent with a maximum development
program including all reasonable possibilities and assuming effective
policy to eliminate resource availability and capital development
constraints. Insofar as possible, these estimates represent a develop-
ment program constrained only by technological considerations. The
demand estimates are consistent with a reduction of 30Z from the
Office of Energy Conservation's year 2000 reference value.

The mixed strategy scenario involves the high-scenario resource
availability and conservation assumptions combined with the import
agsumption of the intermediate scenario assumptions. Thus, the demand
would be the same as the high scenario.

Historical data for the 1948-72 period, and the forecasts of
consumption for all cases, are illustrated in Figure 2.

Demand for energy for the period 1972-80 increases at the rate of
3.92 per year in the base scenario, 3.2% per year for the intermediate
scenario, and 2.6% per year for the high scenario. Thus, the maximum
congervation attainable for the period 1972-80 is 9.3 quadrillion BTUs,
or a percentage reduction of 9.5 in 1980.

In Figire'3, we sumiarize estimates of total potential energy supply

for the three scenarios. Total potential supply of energy resources
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increases at an annual rate of 1.5% in the base scenario, 2.7% in
the intermediate scenario, and 4.5% in the high scenario.

Table A summarizes the detailed estimates for each of the scenarios
by major energy type for 1980. For the base scenario, demand is fore~
cast at 98.1 quadrillion BTUs with domestic supply forecast at 71.3
quadrillion BTUs (with these figures including coal production for
exports). The shortfall of production is 26.7 quadrillion BTUs. This,
and the following scenarios, are graphically illustrated in Figure 3.

In the intermediate scenario, demand is forecast at 93.1 quadrillion
BTUs while domestic supply is forecast at 78.4 quadrillion BTUs (with
both figures including coal exports). There 1s an apparent shortfall
of 14.4 quadrillion BTUs of energy. In the high scenario, demand is
88.7 quadrillion BTUs while potential domestic supply is 90.2 quad-
rillion BTUs, leaving an apparent surplus of 1.5 quadrillion BTUs.

In the mixed strategy scenario, the high-scenario demand fs combined
with the high-scenario potential domestic supply forecast. The result
is a demand of 88.7 quadrillion BTUs and a supply, sans imports, of
90.2 quadrillion BIUs.

These apparent deficits and surpluses must be interpreted with care.
In the short timeframe considered, the surpluses are not completely
substitutable for gas and oil -- which are the energy sources in
shortest supply.

For petroleum, the potential domestic petroleum production by

source is illustrated in Figure 4, indicating -the production from the
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lower 48 states, Alaska, shale oil, and conservation savings. For the
base scenario, more detail is shown in Figure 5. Of the total short-
fall of energy production of 26.7 quadrillion BTUs, the petroleum
shortfall is 20.5 quadrillion BTUs (10.1 million barrels per day).

It is assumed that we have access to all foreign energy sources,
including the Arabs,

Figure 6 illustrates the intermediate~scenario petroleum demand
and potential domestic production. The apparent total energy short-
fall of 14.4 quadrillion BTUs is an understatement of the problem.

The petroleum deficit is 16.0 quadrillion BTUs (7.9 million barrels

of oil per day). Total potential foreign supply (which excludes the
Arabs) will only make up 13.8 quadrillion BTUs (6.8 million barrels

per day). Thus, either curtailment or Arab oil must make up much of
the difference if substitution of other energy sources cannot.

Figure 7 illustrates the high-scenario petroleum demand and potential
domestic production. Although an apparent surplus of all energy sources
exists, the petroleum deficit of 9.2 quadrillion BIUs (4.4 million
barrels per day) must be made up from surpluses of the other fuels or
curtailment of demand. In the limited time available, considerable
doubt exists as to our ability to substitute these other fuels for
petroleum; hence, consideration must be given to curtailment.

The results of the deficits for the mixed-strategy scenario would
be the same as those of the high scenario. However, by allowing

petroleum imports from non-Arab nations, our supply would be adequate
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with only a limited (4.4 million barrels per day) dependence on
foreign sources.

Figure 8 illustrates the situation with regard to gaseous fuels
for all scenarios. 1In the base case, the gaseous fuel shortfall of
6.3 quadrillion BTUs must be made up of imports and coal and liquid
hydrocarbons conversion. For the intermediate scenario, the short-
fall of 3.1 quadrillion BTUs can be made up through imports (either
LNG or pipeline). No problems are foreseen. The high scenario in-
dicates a shortfall of 0.4 quadrillion BTUs. This 1is sufficiently
low to indicate that a moderate increase in conservation or conversion
effort would suffice to bridge the shortfall. If there are no
problems with the high scenario, then obviously no problems exist
with the mixed-strategy scenario.

For petroleum and natural gas, there may be some bias toward
larger-than-necessary deficits, i.e., the deficits are overstated to
the extent that substitution possibilities exist between these fuels
and those fuels in surplus.

An examination of Figures 9, 10, and 11 illustrates the fuels in
surplus. For coal (Figure 9), the supply for all scenarios is in
excess of base demand ~- which is the highest demand. For the base
case, it is assumed that supply and demand are in balance. 1In the
intermediate case, the potential supply is 150 million tons in excess
of forecast demand; and, for the high scenario, the potential supply

is 326 million tons in excess of forecast demand. The mixed strategy-
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is the same as the high scenario. The major problem with development
of our coal potentialities in the past has been an inability to secure
necessary capital. This could continue to be a problem in the future
unless uncertainties in the market for coal are removed.

Figure 10 illustrates the fact that nuclear power, even if suffi-
ciently stimulated by governmental action, could furnish little more
than an additional 1.1 quadrillion BTUs to the total energy require-~
ments even under the high scenario. This inability to furnish much
more than the base supply is caused by the long lead times necessary
to plan and construct nuclear power plants.

No significant contribution is expected from other energy sources
(geothermal, solar, and hydropower) much above that projected for the
base scenario. This is illustrated in Figure 11. Even for the high
scenario, the coantribution above the baseline estimate is only 0.17
quadrillion BTUs, an insignificant component in the forecast.

Summarizing, for all scenarios domestic production of natural gas
and petroleum will not satisfy domestic consumption even when the
maximum conservation program is implemented. If, however, we can secure
agreements providing reliable access to non-Arab sources, in particular
Western Hemisphere sources, then it will be possible to achieve self-
sufficiency without significantly affecting our national rate of growth,

The above discussions would be incomplete without considering
capital costs. Table B estimates the cumulative capital costs for both

the primary and secondary energy systems through 1980. The totals are
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non-additive as not all the capacities shown are necessary for the

total energy mix that will finally evolve. The sums of these capital
costs are interesting, however, as an upper limit to capital requirements.
The figures are $191 billion, $220 billion, and $253 billion for the

base, intermediate, and high scenarios (where the mixed-strategy scenario
would be the same as the high). These are very significant capital

erpendiluter.
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Figure 3. UNITED STATES POTENTIAL SUPPLY AND DEMAND
FOR ENERGY RESOURCES
(Base, Intermediate, and High Scenarios)
1972-1985
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FER YEAR Pigure 4., POTESTIAL DOMESTIC PETROLEUM PRODUCTION BY SOURCE
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Figure 8, UNITED STATES POTENTIAL GROSS DOMESTIC PRODUCTLON
OF NATURAL GAS
(Base, Intermediate, and High Scenarios)
1972-2000
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Figure 9. UNITED STATES POTENTIAL GROSS DOMESTIC PRODUCTION OF COAL
(Base, Intermediate, and High Scenarios)
1972-2000
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Pigure 10, UNITED STATES POTENTIAL GROSS DOMESTIC PRODUCTION
OF NUCLEAR POWER
(Base, Intermediate, and High Scenarios)
1972-2000
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Figure 11, UNITED STATES POTENTIAL GROSS DOMESTIC PRODUCTION
OF OTHER ENERGY RESOURCES--GEOTHERMAL, SOLAR, AND HYDROPOWER
(Base, Intermediate, and High Scenarios)
1972-2000
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Figure 12, PETROLEUM PROIAXCT DRFICITS
IMPLIED BY-BASR, INTERMEDIAYE, AND RIGH SCENARICE

1974-1985
1 p
-*
-
-
BASE SCENARIO
INTERMEDIATE
+ SCENARIO
L 3
-* EYGH SCENARIO
& 2 ¥ 3 i . 1 ) H N
. v L 4 — v 3 P
1975 1980 1985



1146

APPENDIX A.

U. S. ENERGY SELF-SUFFICIENCY: AN ASSESSMENT
OF TECHNOLOGICAL POTENTIAL

Summary of Tabular Material

Historical Data on Energy Consumption and Economic and Demographic
Growth

Table 1. - Selected United States Economic and Energy
Indicators (1947-1972)
Table 2. - United States Total Gross Consumption of Energy

Resources by Consuming Sectors (1947-1972)

Benchmark Projection of Gross Energy Consumption

Table 3. - United States Total Gross Consumption of Energy
Resources by Major Sources, 1972 Actual, and
Projected to the Year 2000 (Base Scenario)

Table 4. -~ United States Total Gross Consumption of Energy,
Resources by Major Sources and Consuming Sectors,
1972 Actual, and Projected to the Year 2000
(Base Scenario) (in standard physical units)

Table 5. - United States Total Gross Consumption of Energy
Resources by Major Sources and Consuming Sectors
1972 Actual, and Projected to the Year 2000
(Base Scenario)

Projected Potential Domestic Production of Energy Resources;
Benchmark, Intermediate, and High Development Scenarios

Table 6. - United States Potential Gross Domestic Production
of Energy Resources by Major Sources 1972 Actual,
and Projected to the Year 2000 (Base Scenario)

Table 7. - United States Potential Gross Production of Energy
Resources by Major Sources, 1972 Actual, and Pro-
jected to the Year 2000 (Intermediate Scenario)

Table 8. - United States Potential Gross Production of Energy
Resources by Major Sources, 1972 Actual, and
Projected to the Year 2000 (High Scenario)

Projected Energy Resource Imbalances for the Benchmark, Intermediate
and High Resource Development and. Consumption Conservation Scenarios

Table 9. - Petroleum Deficits - Base Scenario

Table 10. - Petroleum Deficits - Intermediate Scenario

Table 11. - Petroleum Deficits - High Scenario

Table 12. - Gaseous Fuel Deficits ~ Base, Intermediate and
High Scenarios



1147

Projected Ener. Resource Imbalances for the Benchmark, Inter-
mediate and 1 t and Consumption Conserv:

High Resource Development and Consumption Conservation

Scenarios (continued)

Table
Table
Table
Table
Table
Table

Table

13.
14.
15.
16.
17.
18.

19.

Projected Enerqgy

Coal Surpluses - Base, Intermediate, and High
Scenarios

Hydropower Surpluses - Base, Intermediate, and
High Scenarios

Nuclear Surpluses - Base, Intermediate and High
Scenarios

Geothermal Surpluses - Base, Intermediate and High
Scenarios

Solar Surpluses - Base, Intermediate, and High
Scenarios

Net Energy Conservation by Sector and Source
1975-2000, {(Intermediate Scenario)

Net Energy Conservation by Sector and Source,
1975-2000 (High Scenario)

Resource Consumption by Source and Major End Use

for Intermediate

and High Scenarios

Table

Table

Table

Table

Table

Table

Table

20.

21.

22,

23.

24,

25.

26.

Petroleum Consumption in the Household & Commercial,
Industrial, and Transportation Sectors, 1975-2000 -
Intermediate Scenario (with and without Energy
Conservation)

Petroleum Consumption in the Household & Commercial,
Industrial, and Transportation Sectors, 1975-2000,
High Scenario (with and without Energy Conservation)
Gaseous Fuels Consumption in the Household & Com-
mercial, Industrial, and Transportation Sectors,
1975-2000, Intermediate Scenario (with and without
conservation)

Gaseous Fuels Consumption in the Household & Com-
mercial, Industrial, and Transportation Sectors,
1975-2000, High Scenario (with and without
conservation)

Consumption of Coal in the Household and Commercial,
Industrial, and Transportation Sectors, 1975-2000
(Intermediate Scenario) (with and with Energy Con-
servation)

Consumption of Coal in the Household and Commercial,
Industrial, and Transportation Sectors - 1972-2000
(High Scenario) (with and without Energy Con-
servation)

Consumption of Utility Electricity in the Household
& Commercial Industrial, & Transportation Sectors -
1975-2000-Intermediate Scenarios (with & without
Energy Conservation)
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Projected Energy Resource Consumption by Source and Major End Use
for Intermediate and High Scenarios (continued)

Table 27. - Consumption of Utility Electricity in the House-
hold and Commercial, Industrial, and Transportation
Sectors-1975-2000 (High Scenario) (with and with-
out Energy Conservation)

Projected Energy Resource Imbalances for High Production and Con-
servation Scenarios, Assuming Imports from Non-Arab Countries

Table 28. - Mixed Strategy Scenario - Petroleum Surpluses &
Deficits, 1974-2000.

Table 29. - Mixed Strategy Scenario - Gaseous Fuels Surpluses
& Deficits, 1974-2000
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Appendix B

Sunmary of Working Papers in Progress in Support of the Project,

United States Energy Self-Sufficiency:
An_Assessment of Technological Potential

The following working papers in support of the energy technology

assessment study have been prepared.

1.

10.

11.

12.

13.

Wood, Sam and Richard Zaffarano (Bureau of Mines), "Production
of Crude Petroleum and Natural Gas Liquids -- Project
Independence".

Peer, E. G. (0Office of 01l and Gas), "Refinery Data -- Project
Independence".

Ellerbrake, E. G. (0ffice of 0il and Gas), "Imports of Crude
011 and Petroleum Products -- Project Independence".

Wood, Sam and Richard Zaffarano (Bureau of Mines), "Potential
Natural Gas Production -- Project Independence".

D'Andrea, Lou (0ffice of 0il and Gas), "Canadian Natural Gas
Imports -- Project Independence".

D'Andrea, Lou (0ffice of 01l and Gas), "Alaskan Imports --
Project Independence".

D'Andrea, Lou (Office of 0il and Gas), "Nuclear Stimulation
of Natural Gas".

D'Andrea, Lou: (0Office of 0il and Gas), "?otential LNG Imports —-
Project Independence".

D'Andrea, Lou (0ffice of 01l and Gas), "Potential SNG from
Petroleum Liquid Feedstocks".

D'Andrea, Lou (0ffice of 0il and Gas), "Methanol -~ Project
Independence".

Wayland, Russell (Geological Survey), "Obstacles to Leasing
Schedules -~ Project Independence".

Edwards, M. W. A. (Bureau of Mines), "Potential Coal Production
-~ Project Independence".

3
Edwards, M. W. A. (Bureau of Mines), "Potential Coal Gasification
and Coal Liquefaction".



14.

15.

16.

17.

18.

1179

Ramsey, Jerry (Bureau of Mines), "Requirements to Promote &
Stimulate Shale 0il Development".

Schram, Les (Bureau of Mines), "Potential Development Geothermal
Resources -~ Project Independence".

Slatick, Eugene (Bureau of Mines), "Potential Development of
Solar Energy -- Project Independence".

Dupree, Walter (Bureau of Mines), "Potential Development of
Hydropower and Nuclear Power".

‘Seidel, Marquis (Office of Emergy Conservation, Federal Energy

Office), "Energy Conservation and Energy Demand Curtailment".
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FeEpERAL ENERGY OFFICE,
Washington, D.C., March 15, 197 .
Hon. RusseLL B. Long,
Chairman, Senate Finance Commatlee,
New Senate Office Building, Washinglon, D.C.

Dear Mr. CuamrMan: This is in response to your conveyance of questions by
Senator Hartke (from the hearings of your Committee) for which you requested
answers by February 8, 1974.

As these questions were not received until February 5, we appreciate your co-
operation in permitting us until today to pull the answers to the questions to-
gether. In a couple of instances which are noted, the time and staff available on the
particular matter still did not permit us to wholly respond, but we are hopeful
that the answers supplied are sufficient or that you will notify us and permit morc
time in which to do such additional work as is necessary to more fully complete
the answers in those few instances.

It is a pleasure to work with you, the members and the staff of the Senate
Finance Committee with respect to energy matters.

Sincerely,
WiLLiam E. SimonN, Administralor.

ANSWERS TO QUESTIONS Posep BY SkNATOR HARTKE

Question 1. Before considering the institution of any gasoline rationing program
Congress needs to know the answers to the following questions:

(a) What are the exact amounts of our proven oil reserves in this country?

(b) How much will we have to raise the price of crude oil in order to increase
the proven reserves?

(c) Does the Administration believe that the oil industry should be allowed to
raise prices in order to limit demand for energy products?

Answer 1 (a) The latest estimate available places the total proven reserves of
crude oil at the beginning of 1973 at 36,339,408,000 barrels according to the Ameri-
can Petroleum Institute. FEO reporting systems presently being implemented will
provide our own estimates in the future on a more current basis.

An exact answer as to reserves cannot be given as Reserve Engineering is not
an exact science. Two methods for calculating reserves are generally in use: volu-
metric or decline curve. Using the volumetric basis, reserves are calculated by the
average net thickness of the producing sand under a property multiplied by the
acreage of the property to obtain the volume of producing sands (usually ex-
pressed in acre feet). If conditions are reasonably uniform, an average value of
recovery per acre-foot then is determined, considering such properties of the sand
as porosity, permeability and connate water saturation, and such properties of
the oil as viscosity, amount of dissolved gas and other appropriate factors. The
decline curve method plots eurrent production, caleulates the rate of decline and
projects the curve to the economic limits of the property based on dollar return.
Experts differ on exactness of either process.

(b) The increased activity by drilling rigs is a better measure of the impact of
crude price increases on efforts to increase reserves. Since the inauguration of the
two-tier system, drilling rig activity has increased after a 15 year decline. Of
concern to us is the point at which price increases for crude oil are unable to
stimulate increased production because production equipment or labor is not
available. Any reduction of crude prices is certain to have an adverse effect on
long range planning for development but there is no magic price which will
increase reserves. Exploration can be encouraged, as it has been, but exploration
alone does not guarantee an increased reserve, especially if present reserves are
being diminished faster than new reserves are found.

Geology is not an exact science and no scientific method yet known can
absolutely predict and locate oil or gas. The price of oil must therefore include
the risk factor. There is no method of predicting what the price of oil should be to
increase proven reserves, we do know that increased prices will increase our known
proven reserves because they will stretch the economic limit of the property. We
also know that when the price of oil compensates the producing segment there is
greater drilling activity and when there is greater drilling the chances of adding to
our reserves are favorable. It cannot be said for example that an increase in
crude oil prices from $10 to $20 a barrel will double the proven reserves. In addition
to drilling activity, if the price of oil is attractive, there will be workovers of
existing wells, and initiation of secondary and tertiary recovery projects all of
which improve the recovery of otherwise inaccessible reserves.
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(¢c) The Administration, as indicated in the FEO testimony on S-2885 does
not subscribe to the policy of reducing demand for petroleum products by allowing
prices to rise unnecessarily. It is, however, our policy to permit price increases
to the extent that they reflect increased costs actually incurred. The FEO has
in the course of developing its policy and regulations explored many alternative
ways of dealing yvlth the energy shortage; by providing incentives to increase
supply, by reducing demand throug,h conservation measures, and by allocation
mechanisms.

Among the variety of alternatives discussed was the possibility of the ways in
which price could be used to curtail demand. As indicated above, these alternatives
were not adopted. In terms of our economy and our social structure, the real
priorities do not necessarily correspond to the ability to pay higher prices. We
are trying to measure the needs in human and national firms, rather than taking
the easier path of forcing out that portion of the demand which cannot afford
to outbid others.

The FEO is aware that price controls must be administered with a dual purpose
and the price rules for the oil industry are carefully designed to maintain a delicate
balance between two objectives:

(1) allowing the energy industry pricing flexibility to attract the capital
necessary to develop additional energy resources and to tap higher-cost sources
on one hand and

(2) preventing emotional price increases that are wholly unproductive and
inflationary on the other.

Question 2. On December 19, 1973, the Senate passed S. 2776 (The Federal
Fnergy Emergency Administration Act). In this bill there is a provision calling
for a national study to investigate the degree to which any person, partnership,
corporation, or other organization is stockpiling in addition to ordinary and
necessary requirements, more fuels, of all types, than he requires to meet his
reasonable needs. This is Section 112 of the Senate version of the bill.

(a) Could you tell me if you have taken any action on this matter of hoarding?

I understand from the press that you have investigated hoarding irregularities
in the trucking industry. Could you reveal the results of your investigation? If
you have not completed it, could you provide me with a status report on your
activities in this regard?

(b) Has your office taken any actions to prevent the undue stockpiling of fuels?

(¢) Does your office have any rules, regulations or policies governing stock-
piling at the present time?

Answer 2. The system of reporting required by the mandatory petroleum
allocation regulations, published on January 15, 1974, is designed to provide an
effective monitor of the several petroleum products held in storage by the re-
porting entities. These regulations, promulgated in accordance with the Emer-
geney Petroleum Allocation Act of 1973, do not specifically refer to “hoarding.”
However, through monitoring of the required reports and investigation of sub-
stantial referrals and complaints relating to “hoarding,” FEO is attempting to
restrict the occurrence of unauthorized excess storage of allocable petroleum
products.

Pursuant to the regulations (10 C.F.R. § 211.11), a supplier is required to
report any surplus product in excess of that product needed by the supplier to
fulfill the supplier’s allocation requirements. The FEO National Office is then
authorized, by regulation, to direct other distribution of the reported surplus.
The present rcgulations, in effect, restrict inventories of petroleum products
above and beyond normeal use.

FEO has made an initial inventory survey of some thirty-two major truck
lines to determine the inventory practices in the trucking industry and also to
determine substantial increases in on-hand supply of these trucking companies.
The results of the initial survey did indicate that on-hand and on-order supplies
were greater on January 4, 1974; than a year earlier. However, the information,
at this point, does not reflect ‘‘hoarding irregularities in the trucking industry”
as your question suggests. FEO is comtinuing its examination of the fuel inventory
of the trucking industry to determine optimum inventories and also to establish
what inventory limitations may be feasible.

Although numerous rumors of illegal stoekpiling have been circulated, investi-
gation of those cases in which substantial leads have been available have estab-
lished only scattered instances of illegal excess storage. FEO will continue to
investigate concrete reports of stockpiling with the rate increasing as the investi-
gative and enforcement manpower increases. FEO is also determining the possi-
bility of additional regulations restricting excess storage and stockpiling.
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As Mr. Simon recently announced, FIIO is determining appropriate inventory
levels of trutk lines buying in bulk quantities considering 1972 average inventory
levels as compared to historical usage. This action will prevent illegal stockpiling
of fuel in the trucking area and will assure industry wide equity in fuel availability.
FEO’s Refinery Audit and Review Program will monitor established inventory
practices at other levels, including producer, refiner, and wholesaler, to prevent
excess storage in violation of the mandatory petroleum allocation regulations.

Question 3. Does your office have any indication that there are any irregularities
in the export and then immediate import of domestic oil supplies in order that the
oil industry can avoid price controls which are placed on domestic oil?

(@) 1 understand that domestic oil is shipped abroad and then mixed with n
lower sulphur oil and then brought back to the United States. For sale purposes in
the U.8,, is this oil considered imported or domestic, i.e., does it fall under the
price control guidelines set-up by the Cost of Living Council?

Answer 3. There are periodic charges that domestic products arc bing exported
and then imported to avoid price controls. These reports are investigated by the
Internal Revenue Service and to date have not been verified. There are obvious
economic disadvantages to moving products back and forth such as tanker rates
and pipeline tariffs, dockage expenses, etc., which would tend to prevent this in
any sort of competitive market. Export statistics certainly do not indicate that
there is any widespread export of domestic crude or products beyond that to
historic customers and that there has been any appreciable increase in exports
which remain only a very small fraction of U.S. production. A recent study on
heating oil exports is attached and demonstrates the small volumes of product
involved. If crude oil is exported and mixed with other crude to lower the sulphur
ail, the mixing would be considered to have materially altered the crude and price
control regulations would apply after the first sale into domestic commerce.

Hearineg O Exports—A S1Uupy PrEPARED BY THE ENERGY DIvisioN, OFFICE
oF PricE StasiLizaTioN, Cost oF LiviNneg CoUNncIL

HEATING OIL EXPORTS

Summary

The available statistics combine No. 2 heating oil, No. 4 heating oil and light
diesel fuel, all of which are categorized together in the U.S. Government Schedule
“B” of Classifications. Statistics for No. 2 heating oil are not segregated, within
the Schedule ““B”’ Classification.

The Comparative Analysis includes:

(1) Domestic distillate production

(2) Volume of distillate exports

(3) Sales value of exports

(4) The average price per barrel of exports

(5) Port of export

(6) Destination

The available statistics do not segregate exports which return to the United
States after foreign processing.

Federal Regulations do not allow U.S. Census Bureau, the agency responsible
for this information, to divulge the identity of the firms involved in these trans-
actions.

The export statistics from 1969 through August 1973 were included in this report
in order to compare the 1973 projection to historical data.

An analysis of the available data reveals:

(1) That although projected 1973 totals will more than double 1972 totals,
a comparison including the historical base reveals that 1972 was a depressed year
in volume of barrels.

(2) That since 1972 was a depressed year in volume, the 1973 increase as com-
pared to 1972 appears to be a return to an historical export level.

(3) That since 1973 volumes do not exceed historical volumes, while 1973 prices
do, the 1973 volume appears to be a continuation of transactions with an historical
foundation.

(4) That distillates amount to approximately 22% of the U.S. refinery produc-
tion and that our annual export totals during the period studied range from
.04% to .2% of the distillate production.

(5) That each of the annual distillate export totals for the period studied are
substantially less than an average day’s consumption of distillates in the U.S.
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Analysis

The following is a tabulation of distillate export volumes from 1969 through
August 1973 and a projection for the entire year 1973.

Volume Average per

Year : (barrels) Total value barrel
1,859,825  $6, 567,645 $3.53

, 444,525 4,329,902 3.00

1,858,471 7,909, 468 4,25

448,433 1,797,960 4,01

January~August 1973._ - 850,067 4,934, 185 5.80
Projection, 1973 ..l 1,275,101 7,401,278 5.8/0

PERCENTAGE RELATIONSHIP OF 1973 TO EACH OF THE PRECEDING YEARS

1973/1969 113 164
1973/1970 171 193
1973/1971 94 136
1973/1972 412 145

Volume  Average price

Month (barrels) per barrel
256,618 $5.01
22,495 6.66
, 429 3.95
123,012 6.05
, 586 4.43
196, 928 5.80
40,926 5
200,073 6.73

PERCENTAGE RELATIONSHIP OF THE EXPORT VOLUMES TO DISTILLATE PRODUCTION

Average
Percent Percent
of total distillate
Export VOL distillates of refiners
Year barrels produttion production
1, 858, 471 0.2 22,05
448, 433 .04 22.21
609, 068 .1 22.30
DESTINATION AND PORTS 1973 EXPORTS
Month Destination, port Volume barrels
Januany e Mexico from Gaveston, Tex_......_.__._._ 60, 346
Netherlands, Antilles from. Galveston, Tex. .. 195, 812
AP e Mexico fram Galveston, Tex___..________... 113, 647
Denmark from Port Arthur, Tex_ . _.._.
June. el Mexico from Galveston, Tex. _. 128, 695
Japan from Seattle, Wash_____ 60, 000
AUgUSt. .. Panama from Port Arthur, Tex. 49,228
Denmark fram Port Arthur, Tex 148, 221

Since our average consumption of distillates is 2,730,000 barrels daily it is
readily apparent from the foregoing export statistics that we are discussing a
volume that is more than 800,000 barrels less than our average daily consumption.

Question 4. 1 am quite concerned by the number of former oil industry executives
who work in your office. A policy of hiring oil industry people seems to raise the
issue of conflict of interests. In many cases, these individuals will work for your
office after several years in the industry and then most likely return to the in-
dustry after their employment with you. This kind of interchange is suspect in
the eyes of the public.
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(@) How many former oii industry peoplie do you have working in your office?
In what capacities?

In your announcement of January 17, you state that Melvin Conant had just
been appointed Deputy Assistant Administrator for International Trade and
Commerce in the Office of the Assistant Administrator for International Policy
and Programs. Mr. Conant most recently served as Senior Government Re-
lations Counsellor for the Middle East and Asia for the EXXON corporation.
He served with EXXON for 11 years and previous to this he served as Regional
Political Advisor for Standard Oil interests in East Africa, Asia, the Far East
and Australia.

(b) Are you following a deliberate policy of hiring professionals from the oil
industry? If ¢o, why?

Answer 4(a). At the present time, there are fifty-eight former oil industry people
employed within the Federal Energy Office. Forty-seven of them are employed in
Washington, D.C., and eleven are employed in the regions. As of February 4,
1974, there were 1004 Federal Energy Office employees (including detailees) in
Washington, D.C., and 1026 employees in the ten regional offices (ninety-three
really work in state offices).

These people are employed in the following capacities, but there are a few
whose actual job titles are not yet known.

Assistant Administrator, Office of Policy, Planning and Regulation.

Deputy Assistant Admihistrator for Policy Analysis.

Deputy Assistant Administrator for Trade and Commerce.

Acting Director for Program Planning.

Acting Director for Office of Energy Statistics.

Chief, Industrial Systems and Data Analysis.

Acting Chief, in Office of Policy, Planning and Regulation.

S Del;l)uty Director of the Office of Producer Country Affairs and Emergency
upplies.

Assistant Director for Voluntary and Mandatory Programs.

Acting Assistant Director for Program Planning.

Director, Office of Regulatory Review.

Industrial Specialists—total of sixteen.

Fuel Manager, General Fuels.

Program Analyst—Residual Fuel.

Acting Fuel Manager, Crude Oil and Petro-Chemical Allocations.

Distribution Specialist—two.

Economist—three.

Consultant—two.

Case Resolution Officer—three.

Artorney, Price and Tax Policy Division (job title not known).

Refinery Specialist.

Trade Specialist.

Mechanical Engineer.

Engineer.

Presidential Interchange Program employee—title not known. Working in
Office of Deputy for Analysis.

Special Assistant.

Staff Assistant.

Administrative Assistant.

Secretary.

Aide, Office of Gas Rationing.

Several of these people haven’t worked for oil companies for many years, and
some have held other government positions prior to coming to the Federal
Energy Office.

Finally, in view of. the.fact that the data was rapidly compiled in order to
respond to the questions in the time permitted, the data, particularly from the
field offices, has not been verified. However, we are undertaking a verification
as well as a check of the comprehensiveness of the information submitted at the
present time.

4(b) The FEO does not employ “a deliberate policy of hiring professionals
from the oil industry.” It is the policy of the FEO fo fill its professional positions
with individuals who we believe are best qualified to perform the duties each
position entails, so as to serve the public interest.

Question 5. The posted price per barrel for Saudi Arabian light crude oil is
$11.65. This is the price which is used to determine taxes and royalties. It is an
artificial price.
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Actual tax and royalty payments amount to $7 per barrel. There is a produc-
tion cost of 15¢ per barrel and company profits equal 50¢ per barrel. Transporta-
tion costs to the United States are $2 per barrel. This brings the actual market
cost of a barrel of Saudi Arabian crude to $9.65.

(a) Has your office devised any method for determining just how much of that
$7 figure is royalties and how much is taxes?

The Arab countries usually call the whole figure a tax and Federal tax regula-
tions make no effort to try to define what is a royalty and what is a tax. Taxes
and royalties used to amount to $3.05 per barrel, then were raised $3.95 to $7 a
barrel. Because all of this is considered a tax, this entire inerease is a tax
credit for the oil companies and the consumer must pay not only the increased
price per barrel, but also must pay for the increased tax subsidy which comes
in the form of a credit.

In addition, if the ‘“tax’’ were a royalty, it would be deductible from the oil
companies gross income before figuring the depletion allowance. If tHe “‘tax” is
a tax, then it is not deductible and therefore the depletion allowance is higher.

Answer 5. The method for determining the amount of royalties and taxes
which must be paid to Saudi Arabia and other members of OPEC (Organization
of Petroleum Exporting Countries) is fixed by agreement among the member
countries. In the case of the $7.00 figure, royalties comprise $1.45 and taxes
amount to $5.55.

Industry estimates vary as to the cost of transportation from the Persian Gulf
to the United States. Shipping costs depend upon the conditions which cover each
shipment. These may range from transportation in company-owned vessels to
long-term charter agreements to spot-tanker rates. An average used by FEO is
World Scale 100 corresponding to approximately $1.50 per barrel for a voyage
from the Persian Gulf to the United States. However, a large percentage of the
crude petroleum transported on this route is carried at rates considerably lower
than World Scale 100.

A question could also be raised concerning the figure of $0.50 which has been
designated as company profit. This-figure can be more:accurately described as
pricing differential which the producing company adds to its tax costs. The dif-
ferential equates to the difference between tax costs and the amount which the
producing. company would be able to realize if it sold the crude petroleum to
another oil company. The validity of these pricing differentials and transporta-
tion costs are two elemients which  are being checked closely under the FEO's
Refinery Audit and Review Program.

Senator DoiLk. The next witness will be the Honorable John
Nassikas, Chairman of the Federal Power Commission, and I might
say, Mr. Nagsikas, in the absence of the chairman, you can proceed
in any way you wish, either read the total statement—it will be made
a part of the record in any event—summarize your statement and re-
spond to questions, or however you wish to proceed.

STATEMENT OF HON. JOHN N. NASSIKAS, CHAIRMAN, FEDERAL
POWER COMMISSION; ACCOMPANIED BY EMMETT J. GAVIN,
ASSISTANT T0 THE CHAIRMAN; HASKELL P. WALD, CHIEF,
OFFICE OF ECONOMICS; WILLIAM B. O’NEIL, ECONOMIST, OFFICE
OF ECONOMICS; WILLIAM J. POWELL, CHIEF, DIVISION OF SYS-
TEMS, OFFICE OF ACCOUNTING AND FINANCE; GORDON K.
ZARESKI, CHIEF, PLANNING AND DEVELOPMENT DIVISION,
BUREAU OF NATURAL GAS; AND ELLIS R. BOYD, GENERAL ENGI-
NEER, .PLANNING AND DEVELOPMENT DIVISION, BUREAU OF
NATURAL GAS

Mr. Nasstkas. Mr. Chairman, I will be happy to summarize my
statement and simply offer it for the record.

The Energy Revenue and Development Act is a comprehensive
legislative program with the purpose of achieving energy independence
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for the United States. I share the objectives of the act. As T have
stated for almost 4% vears now, that the Nation should strive for
energy self-sufficiency. This is not a new theme with me. My first
articulated statement before a congressional committee on this score
was in November 1969, before the Senate Interior Committee.

The next major statement, which I have cited in my testimony, was
a separate statement that I filed as a member of the Cabinet Task
Force on Oil Import Controls in January 1970. I dissented from that
particular task force report because I did not believe that the findings
of the majority in any way recognized the fundamental problem that
we must strive for domestic energy self-sufficiency to avoid the kind
of disaster which we are now confronted with as a result of the Arab
and other OPEC nations’ embargoes.

Furthermore, as I stated in my prepared statement, it is not only
the OPEC nations of the Middle East which have raised prices or
which have tried to exercise economic sanctions. Venezuela, one of
the OPEC nations, has also dramatically increased the price of its
crude oil exports, both to Caribbean refineries and to Canada. Some
of this oil then is transshipped in the form of No. 6 residual fuel oil,
which is the primary fuel source for about 90 percent of our electricity
North of Washington, D.C. Finally, because of the impact of these
increasing prices upon Canada, and because of other relationships,
Canada has substantially increased its export prices for natural gas
very recently. I will discuss this last problem later in my statement.

With respect to LNG imports, at pages 4 to 11 of my statement, I
have summarized the Nation’s import situation. I might point out
there is one paradox of our current energy dilemma that I was not
responsible for. I may be responsible for other aspects for which I will
take full credit, but one of these I have cited is the LNG export by
Phillips Petroleum, which was authorized in 1967 by a predecessor
Commission, of about 50 billion cubic feet of gas per year which is
sold to Japan at somewhere around 55 cents per 1,000 cubic feet.

Just to give you some idea of how much gas 50 billion cubic feet is,
this is about one-half of the annual sales volume of the Washington
Gas Light Co., which is one of our.largest gas distributors in the
United States, serving this metropolitan area. . :

The LNG imports that we have authorized have been largely peak
shaving quantities. Smaller amounts of-liquefied natural gas that we
consider as baseload for an importing pipeline have also been au-
thorized. My recollection of the figures is that about 2 billion cubic feet
annually might be coming into the United States in the form of
liquefied natural gas. Pipeline imports from Canada are slightly in
excess of 1 trillion cubic feet annually, or about 4 to 5 percent of
our total gas supply in the United States. Mexico has very limited
pipeline exports, which are sold only to one interstate pipeline gas
company.

We did, however, clear a major LNG project. last year, the El Paso
project, which involves imports to the east coas t of the United States,
largely to the Columbia Transmission Cos., the Southern Energy Co.,
and Consolidated Natural Gas. These imports, over the period of 25
years, would involve a volume of about 9 trillion cubic feet.

We have a further El Paso application pending that we have not
acted on. The volumes involved in both of these projects total about
18 trillion cubic feet.
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LNG, in my opinion, is a necessary supplement to our diminishing
domestic natural gas supplies in the United States.

1 have not documented the natural gas in this particular statement,
having recently documented it last week before the House Select Small
Business Committee. I might refer you to that, but I would be happy
to answer questions on the shortage.

In a nutshell, in the last 5 or 6 years we have used twice as much gas
as we have found. Also, until last.year our drilling effort for natural
gas, both in developmental wells and exploratory wells, had declined
from the peak that was reached in 1961.

Oil exploration peaked in the United States in 1956. Oil exploration
and development regrettably is still lower today. It has declined
over the course of the past 4 or 5 years. Natural gas drilling on the
other hand has responded to various policies of the Federal Power
Commission and perhaps others, governmental policies, too, by turning
around a decline, an almost constant decline in exploration and
developmental dnlling since the peak of 1961 to a level about 30
to 35 percent higher from the standpoint of wells drilled, exploratory,
and development, and footage drilled. So I am somewhat encouraged,
but only slightly, by the turnaround in drilling in response to some
of the Federal Power Commission’s policies of the past 4} years.

I should point out, as I do at page 14 to 15, that the leasing program
that has been the policy of the U.S. Government over the past decade
has been most inadequate. We have leased about 8 or 9 million offshore
acres of land, which is roughly 2 percent of the Quter Continental
Shelf. In the last 2 years the leasing effort has accelerated and we
have leased several million acres. Two major sales were held in
September and December of 1972, finally another large lease sale in
the Gulf of Mexico in June of 1973.

This relates to the natural gas shortage, and also to the crude oil
shortage in the United States, because the prolific prospects for oil
development and gas development and drilling were not made availa-
ble in the quantities necessary over the course of the past 10 years
to meet the incremental demand for oil and gas. Especially as to
natural gas, we cannot expect a response to a higher price if the
prospects are not made available.

That would be a self-defeating energy policy, an increased price
for less gas or an equal amount of gas. I can document this in terms
of elasticities to give you marginal costs, but I do not see any need
for it right now.

Alaskan gas is, of course, one of the saddest epics in the energy
history of the United States. We have delayed 5 years now in building
a necessary.pipeline to transport oil to the Lower 48 States. And until
that pipeline is built, the natural gas volumes of about 26 trillion
cubic feet of known reserves at Prudhoe Bay cannot be developed,
marketed, and delivered to the Lower 48 States, either completely
by ‘pipeline or on an alternate basis by a pipeline across Alaska and a
liquefied natural gas facility in a tidewater port on the west Alaskan
coast, with transshipment to the west coast of the United States.

To repeat, the 26 trillion cubic feet of gas in Alaska is associated
gas. Until the oil is developed the associated gas cannot be delivered
to the Lower 48 States. Twenty-six trillion cubic feet is a block of
gas that is larger than the entire domestic production of gas in the
year 1973.
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Incidentally, on that score, oil production in the Uniled States
reached a peak in 1970. Gas production still has not peaked out.
Gas production, as is demonstrated by the figures of production, has
gone up slightly in the United States. And it has been supplemented
by increasing imports from Canada and some liquefied natural gas
imports.

More gas is being produced in the United States today than was
produced in 1970.

Senator DoLe. How can you explain the increased production in
face of the failure to deregulate the price?

Mr. Nassikas. Well, the increased production, of course, has been
responsive to demand, and even though the price has not been deregu-
lated by an act of Congress, we have established some incentive
policies at the Federal Power Commission, increasing prices over very
vociferous protests by various groups in all areas of the United States
in the past 4% years.

When I came to the Federal Power Commission on August 1, 1969,
the new-gas price that had been established by the previous Commis-
sion at that time was somewhere around 18 cents. Well, the new gas
price may not seem very large in terms of today’s prices for alternate
fuels, but we did increase the level of new-gas prices under our area
rate proceedings in all areas in the United States with the exception
of the Hugoton and Anandarko area, which was a special situation,
to about 25 to 26 cents, under our area rate concept.

We also released small producers, who are selling under 10 billion
cubic feet of gas annually, from price restraints over 2% years ago.

Some of these actions are now pending before the Supreme Court.
Nevertheless, over the course of the past 2% years, small producers
have not been charging the ceiling price for gas that we have im-
posed on other producers.

Other very important incentives that we established, apart from
our increased area ceilings, are limited-term certificates with pre-grant
and abandonment, that is, 1- to 3-year sales, and 60-day emergency
sales. These emergency certificates have now been expanded to 180-
day sales, and the Supreme Court recently vacated two stays of our
order that were granted by the Courts of Appeals of the District of
Columbia, so the 180-day emergency situation applies.

Under these measures we have attracted in excess of a trillion cubic
feet of gas to the interstate market. It is pushing to about 1% trillion
cubic feet of gas at higher than the 26-cent price. The average price
of such new gas is not 45 cents. It is far lower than 45 cents. I could
document that for you and would be happy to submit a supplementary
statement, if you so request.

Senator DoLe. I wonder, then, if you have been able to accomplish
all this without any statutory deregulation by the Congress? Do you
think you can

Mr. Nassikas. No, no; and I will tell you why. What we have ac-
complished I do not want in any way to be considered as a solution to a
devastating gas shortage in the country. One computation which I
have set forth, either in this statement or in the House Select Com-
mittee statement, is basically that we are adding reserves annually
now on an average of about 10 trillion cubic feet of gas. In order to
meet a modest projection in demand through the year 1985, we should
be adding annually to the reserves, in addition to all supplements—
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and I can give you the assumptions on the supplements also—but
adding to domestic reserves of gas, 37 trillion cubic feet of gas annually.
That 1s more than 3% times the level of reserves that we are now ac-
tually adding.

Now, the largest quantity of reserves that were ever added in a
single year to our gas reserves was 37 trillion cubic feet in 1970, of
which Prudhoe Bay accounted for 26 trillion cubic feet. Yet, this is
lying fallow because we have not developed the oil pipeline that must
precede development of the gas.

The second largest reserve addition was in 1956, I believe, in which a
volume of gas of about 25 trillion cubic feet was added. So I am saying
that we have to add into domestic reserves 37 trillion cubic feet of gas
annually to meet future gas demand in the country. And in that
assumption I include supplementary gas, shall we say from Canada
and Alaska, by the year 1990 in the range of 4.2 trillion cubic feet,
plus liquefied natural gas imports by 1990 on the order of 4 trillion
cubic feet; and over and above that, through the gasification of coal,
another 3.3 trillion cubic feet.

This is the task that we have, within the constrgints of a consumer
protection statute that Congress enacted and delegated the responsi-
bility to us to execute. We have done about as much as we are capable
of doing within the limits of our legal power.

I have urged Congress time and again, if it does not enact deregula-
tion, to give the Federal Power Commission authority to establish
gas rates on the basis of market factors, commodity value, and eco-
nomic conditions, and not simply on the basis of cost evidence, which
is the way the courts, including the U.S. Supreme Court, have in-
terpreted the Natural Gas Act.

Our optional pricing procedure, which attempts to utilize criteria
other than cost evidence to establish prices, has been assailed in the
courts. That decision is still waiting to be decided by the Court of
Appeals of the District of Columbia. It has been there a year, and we
still do not have a decision, so we do not know at this time whether or
not that particular procedure will be sustained.

Why do I raise that? Because any time there is a legal appeal of a
basic structure established by a regulatory agency, there is uncertainty.
And when there is uncertainty, there is not a commitment. Basically,
I believe that we should deregulate new gas, that the Congress should
pass an act deregulating new gas, and define carefully as it is defined
basically in this bill, that we should nevertheless retain the authority
to review the providence of purchases by pipeline companies of their
gas so that, in the absence of some other standard we still could provide
some protection to consumers from prices that would impact upon
deregulation.

Now, while I recognize—and I have said this time and again, too—
that it may take 5 to 7 years, not just 3 or 4 years, before there is much
impact from the deregulation of Gas, nevertheless, there would be an
irnmediate impact of new. dedieations to the interstate market (as
defined in this bill and the administration bill) when contracts expire
and then they seek the so-called market clearing level for new gas in
competition with other energy supplies.

There are three tests that you use in your bill, and this feature is
also in the administration bill. One is wells commenced after a certain
day. Second, upon expiration of existing contracts, any gas that
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remains, not subject to the abandonment jurisdiction of the Federal
Power Commission, gets the new price. Then third, new dedications to
the interstate market, where the gas may have been flowing but was
never dedicated under a contract to the interstate market, but migrt
have been in the intrastate market, then that gas also gets the new
price. So that is a summary of what I have said on gas deregulation.

Senator DoLg. Could I touch on the so-called Stevenson bill, which
is an effort to regulate intrastate?

Do you now have any jurisdiction in that area?

Mr. Nassikas. We do not, and I do not advocate it, Senator Dole.
I do not think we should expand the jurlsdiction of the Federal Power
Commission to regulate intrastate gas. I think that is going in the
wrong direction. I do not think that increased regulation by the
Federal Power Commission is going to establish pricing policies and
regulatory pollcies that will enable the drilling effort to be accom-
plished that I mentioned earlier, the 37 trillion cubic feet of gas added
annually over the next decade to the gas stream.

Senator Dore. Do you have any jurisdiction, or do you need
jurisdiction in certain emergency conditions?

I can recall in my State 6 weeks ago that two school systems were on
interruptible contracts, and gas service was stopped. A CBS newscast
featured the children going to school with their coats and mittens.

Is there any authority you have to provide natural gas in these
emergencies? Where there is a shortage of natural gas, the first
customers to lose that service were those with interruptible con-
tracts, and in this case it happened to be two schools, one in Paola,
Kans., one in Oswatomie. We checked with the supplier, Panhandle
Eastern Gas Service Co. The State agency in this case said they had
n};) authority—and spparently they did not, Panhandle did not have
the gas.

) So?is there anything that we can do under these emergency condi-
trons?

Mr. Nassixas. I do not know whether Panhandle Eastern was the
supplier. We are the sole source of supply in the distribution company
out there.

Senator DoLE. They were the supplier. Distribution was by the
Gas Service Co.

Mr. Nassikas. We do have jurisdiction. The Supreme Court has
affirmed that.

Senator DoLE. There is also the same problem in Michigan, and it
has occurred in other States, and it probably will again if we have a
cold wave. Anyone on an interruptible contract is, of course, subject to
almost immediate discontinuance.

Mr. Nassikas. We have authority, and we have set up national
curtailment plans and also specific pipeline plans for six or seven
pipelines already. After all, some of the largest pipelines in the country
are in curtailment, and they supply about 52 percent of the total
volumes nationally. They are in curtailment. United Gas is in cur-
tailment by about 30 percent; Transco by about 10 to 15 percent.
Transco supplies, of course, the Eastern market and the New York
market. Texas Eastern is in curtailment. It supplies the Eastern
mqu%t, and then, ultimately up to New England through the Algon-
quin Co.
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We have jurisdiction to allocate supplies among end-users of gas.
But we cannot direct, for instance one pipeline that may have reserves
of gas to transfer their gas supply to another pipeline company that
may be short. There are limitations on our jurisdiction as to alloca-
tions. But we have no jurisdiction, of course, over any solely intra-
state sources te allocate intrastate sources of gas to needy areas.

I believe that the pipeline industry itself through various exchange
agreements that we have worked out, quite effectively in some areas of
the country, can cope with this problem. This is better I believe than
to get into some type of a rationing legislation in addition to our
180-day emergency situation. This not only authorizes gas to be
delivered to our interstate pipelines apart from price restraints,
subject to review by the Commission, but also authorizes exchange
agreements between pipelines to try to meet the kind of situation that
you have raised, Senator Dole. .

Senator Doie. In this case, of course, Panhandle was very anxious
to be of assistance, but because of curtailment they had no options.
But I raised the question again in the broader sense because I found—
and I think my State is fairly representative—a suspicion about the oil
or gas shortage. You can always find examples of at least where people
believe that certain things are being done, either by Government or by
industry, that would indicate the contrary. ‘

It just seems to me that, if we are going to get on top of the energy.
problem or crisis or. whatever, we have to have the confidence of the
people. They are looking for solid leadership and, I think, frankly, that
thus far.it has been. mixed. There has been a lot of gas and not much
leadership. So perhaps, for. the.record—I know your feelings and 1
know .of your conviction——but how do I project, this to the parents,
say, of these schoolchildren who could not understand it, or anyone
else who has a problem? The city of,Wichita, now is threatened by a
natural gas shortage. And this is just in my State, and you ean multiply
the examples across the country.

Mr. Nassixas: Well, to convince the American people that there is,
in fact, a natura) gas shortage still presents a problem. I think that the
only way to continue to try to persuade the American people that
there is a shortage is to hold hearings of this sort. I might also mention
public statements by accountable officials like myself, my colleagues
on the Commission, and independent studies of gas reserves such as
the Federal Power Commission has undertaken which document that,
as of 1970, there was 10 percent less gas in reported reserves than was
in fact reported by industry associations.

This was the first independent study of natural gas reserves or any
kind of petroleum reserves undertaken in the United States covering
proved. reserves that are deliverable to market. This was done. The
report wasissued in May of 1973. It was a 1} year study.

‘We have also.conducted studies of uncommitted gas reserves. That
is, what is the extent of gas reserves that the producers might have
available that they have not committed under contract? Is there
withbolding of gas.supply? Well, this has been a very controversial
subject. over the eourse of the past 4 years. The four studies that we
have conducted indicate that the level of uncommitted reserves is, in
fact, a very small percentage of the total gas reserves, and it is a
declining amount that we show—somewhere below 3} trillion cubic
feet out cf total proved reserves of perhaps 285 trillion cubic feet.
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Our later study asked for public reports of uncommitted reserves.
We have not yet issued our decision, but this is ripe for a decision at
this time.* We proposed that any uncommitted reserves that are re-
ported by producers will then be publicly noticed by the Federal Power
Commission so that the information would be in the public domain.

Well, out of some 85 respondents whom we asked to file this infor-
mation, in effect only 3 have declined. An issue is pending before the
Commission as to whether we will direct those three to file this infor-
mation.

Now, it seems to me that the credibility question as to whether
there is a shortage is not even close. It strikes me as a disservice so far
as natural gas is concerned for unsupported allegations to be made
that there 1s an abundance of natural gas that is just waiting for a
price to meet the market. If any Government agency has that kind of
evidence, it should be reported to me as Chairman of the Federal
Power Commission. If any consumer group has that evidence, it should
be reported also, so that we then might be able to determine where we
might find gas.

T have not been able to find it. Our staff has not been able to find it.
And T would like to tell the American people as I constantly do that
there is a natural gas shortage, and that they should not be engaged
in a crisis of faith, that they should have faith in accountable Govern-
ment officials and what we are trying to do 14 hours a day.

Senator Dove. I think, until we have reached that point, or can
overcome this crisis of faith, as you so well put it, there will continue
to be problems. There are just millions of Americans who feel that
when the price is high enough, the supply will be plentiful enough.

Mr. Nassikas. Obviously a higher price will induce a further explor-
ation and development effort. The simple laws of economics will
dictate that. But this does not mean that a higher price will instantly
commit to the interstate market reserves that are available.

Let me give you our experience under the 180-day emergency pro-
gram that really started about the middle of November in order to
cope with the coming winter crisis due to natural gas shortages. So
far we have committed under that program at an avérage price of
about 51 cents—with many prices in the medium range and 'some that
are way below that in the thirties—somewhere around 200 billion
cubic feet. It isnot quite that; it is 150 billion cubic feet. My 200 billion
figure is quite accurate if we add, though, almost 50 billion cubic feet
of gas committed under the so-called 60-day emergency sales that
dovetail with this; it is close to 200 billion cubic feet, at an average
price of around 51 cents to 53 cents at the current reading.

Now, if there were enormous reserves simply waiting to be delivered
to market, I would think that there might have been a response to
our 180-day emergency provision and that these reserves would have
been delivered to market, because we are competing here with intra-
state prices, competing with wherever there is a demand for gas. Our
experience shows otherwise.

The only part of my statement that I would like to expand on is
my position as to gas deregulation that I have set forth here on page
22 of my statement.

*The decision was subsequently rendered and is printed in this hearing following Mr. Nassikas’ prepared
statement, p. 1235.
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Section 502 of S. 2806 would decontrol new gas except for sales by
producer affiliates and pipelines and would grant sanctity of contract
to all rates previously determined to be just and reasonable by the
Federal Power.Commission.

1 have endorsed sanctity of contract provisions for over 2 years. I
wish such ‘legistation had passed. We could have liberalized our
regulatory policies more than we did if we had had that permission
from Congress. We did not get it.

Section 502 (e) and (f) of S. 2806 would amend sections 4(e) and
5(a) of the Natural Gas Act so as to preclude Commission review of
the reasonableness of pipeline purchases of gas exempted under the
proposed section 1(b) and our denial! in whole and part of the cost of
these pipeline purchases in excess of reasonable costs, except as to the
prices paid to pipeline affiliates-which exceed. those received by non-
affiliates. Thus such changes would afford no regulatory protection
to the ultimate eonsumer, and 1, therefore, oppose those amendments,
even though I support the deregulation of new gas prices.

Now, if somebody can come up with a substitute and a standard
written into this act which will enable the price to reach a level that
is not going to create some windfall profits, I certainly would be
pleased to review that kind of an approach.

Unlike the administration’s decontrol bill, S. 2048, there is no pro-
vision for monitoring prices and reimposing price controls. I believe
the Federal Power Commission should be vested with responsibility
to monitor the-efficacy of new gas deregulation.. And I noted from Bill
Simon’s statment this morning that. apparently the administration,
threugh Bill Simon, is now recommending this. I recommended this
from the outset.

Senator DoLe. Well, I think, in fact he had a one-sentence comment
covering that. And I assume, again, it is for the protection of the
ultimate consumer.

Mr. Nassikas. It is, and I certainly endorse it. This is what I have
in my statement. We should report to Congress what our experience
is with volumes that are dedicated, with prices——

Senator DorLe. Do you concern yourself with profits of gas
producers?

Mr. Nassikas. We concern ourselves with profits but we do not
regulate——

Senator DoLE. The headline yesterday was, Exxon profits

Mr. Nassikas. We do not regulate gas producers on a company-by-
company basis. We are concerned, nevertheless, with the profits of
gas producers insofar as the basis of our determination of area rates
is based on costs; also, insofar as exceptions from our area rate deter-
minations are allowed for new gas supplies that are dedicated to the
interstate market under cost of a supply project, so to speak, under
optional pricing; or in establishing what we believe is a fair rate of
return on investment for all producers on average.

Senator Dore. Have you found any cases, say, in 1973 where there
has been what are being referred to as excess or windfall profits by
any producer? ‘

Mzr. Nassikas We do not, as I stated earlier, examine on a com-
pany-by-company basis whether they, in fact, on their total gas
operation are making excess profits. This is not done by the Federal
Power Commission.
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Senator DoLe. But you do consider the profits in setting rates?

Mr. Nassikas. In our rate determination, what the likely profits
are.

Senator Dorg. Oh, I understand.

Mr. Nassikas. All right.

Then I also believe that it should be clearly written into a statute
that there should be rigid enforcement of “antitrust laws by the
Justice Department and by the Federal Trade Commission to assure
the justness and reasonableness of market determined prices under
workably competitive conditions.

If Congress does not adopt the option of deregulation for some rea-
son—I hope you do; I hope you deregulate in this 93d Congress,
tomorrow; this is when I would like to have you do it.

Senator DoLe. We cannot do it tomorrow.

Mr. Nassikas. I know you cannot. Maybe the next day, Senator.

But, anyway, if Congress does not adopt the option of deregulation
to allow the impersonal forces of the marketplace to regulate new gas
supply and demand, and believes that deregulation must include
authority to reimpose controls during the time required to dedicate
new supplies to the interstate market, the 5- to 7-year period that I
mentioned, then I would recommend that the Federal Power Com-
mission, under some identifiable standards, be granted the authority
and responsibility to reimpose controls. ' .

Here again I hasten to add I would prefer to see deregulation with-
out authority to reimpose controls by a Government agency, because
it is self-defeating to have the specter of reimposition of controls
hanging over the head of industry that has dedicated hard money to
an exploration and development effort.

If it is decided to continue regulation of natural gas, I would not
urge any expansion of our jurisdiction over intrastate. I would, how-
ever, urge, as I say on page 25, that we should be allowed to depart
from the dictates of historic cost-based pricing in setting price levels
for both new and old gas and to be expressly empowered to determine
reasonable prices based on commodity value, price of alternate fuels,
and economic and market factors in addition to cost considerations,
which, incidentally, are essentially the same criteria which ‘would
govern the reimposition of controls ds recommended in ' the -adminis-
tration’s bill. If these criteria are valid for the reimposition of con-
trols, then they should be valid in determining market prices if we
have continued regulation, which I do not urge. :

Senator DoLe. I appreciate your comments in addition to your
summarization of your statement, which will be included, of course,
in full in the record, as you know.

I have two or three questions that I think Senator Gravel would
be interested in, and one that concerns all of us.

It we have this current trend in gas production and consumption,
if the same trend continues in both areas, what will be the conse-
quences for the area of, say, New England and the upper Midwest
5 years from now? Rosy?

Mr. Nassixas. Very grim. We have to develop new gas supply in
the United States in addition to all of the supplementary sources that
we have, as I said earlier. We have to do this; we also have to turn
around our domestic oil exploration and development program and
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develop more crude oil, and, of course increase the refinery capacity
in the United States.

Many exploratory efforts, if not most, are joint. You are searching
for hydrocarbons. When you are searching for oil, you might find gas.
Sometimes you surprise yourself and you go out and try to find gas
and you find oil, and vice versa. ,

So that New England, for instance, is really relying on imported
No. 6 residual fuel oil for 90 percent of its power generation. That is
part of their energy economy. New England is reliant on it. Algonquin,
which supplies southern New England up to Boston, proposed on one
reformer gas project, which we have eleared—that is, as to the pur-
chase, although we declined jurisdiction over the reformer gas manu-
facture from naphtha. That project, as certified was at about $1.85 a
million British thermal units. That would compare with natural gas
delivered by pipeline from, say, south Louisiana, Appalachia or any
place else, to the New England market, at a delivered price of about
65 to 70 cents, a little more than one-third the price of the reformer
gas. Still, we believed that the public interest warranted the project
because 1t was a source of gas that could be made available in a
rather short leadtime. ‘

The liquefied gas projects, like the Distra gas project, which has a
terminal in Revere, Mass., and another one proposed in Providence,
R.I., tied into the Easco gas project in the latter area, would propose
to bring in gas from Algeria. We issued a conditional certificate at an
initial base price of 45 cents plus 38 cents transportation. Actuaslly, the
price level, because of escalations that are built in on both sides, both
transportation and the base price, probably would end up at some-
where above $1 .if" the contracts were examined at the time the de-
liveries are expected, 4 to 5 years from now, or 3 to 4 years from now.

The Columbia, Southern and Consolidated project will bring gas
into Cove Point and Elba Island, Ga., also, is at somewhere around 85
cents to 95 cents, call it $1 by the time you regasify, and deliver it to
the pipeline, compared to gas being delivered to that identical de-
livery point from domestic sources at some place around 50 cents, in
other words, at about half the price.

The only reason that I raised this point is that gas is needed. We
have to examine whether or not, on a cost basis, .these imports are
justified, just as, as to domestic gas, we have to justify on a cost
basis what price should be paid.

If there is anything that I would like to emphasize, today, Senator
‘Dole, above all 1t is that we need all supplementary sources of gas and
the turnaround in the exploration and development effort. It is not
substituting one for the other. If we need to import oil in order to buy
time until we can attain energy self-sufficiency in the United States
from the Mideast and from other countries, we similarly need that
kind of time on liquefied gas projects until we can develop our new
sources of gas 5 to 7 years from now and thereafter.

Senator DoLE. Now, we have touched on the profits of the other
companies, but could you identify the five largest companies, the
pipelines they operate and how much production they control?

Mr. Nassikas. I certainly will supply it for the record. I could
probably tell you, now, but I would like to supply it.
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Senator DoLE. Well, perhaps you do not know offhand but could
you furnish data on their average profits, the rate of return on in-
vested capital for the last 5 years. Do you have that information?

Mr. Nassikas. Oh, yes, we have such data on pipelines. We regulate
pipelines:on-a company-by-company basis under utility concepts. This
has been done since 1938, since the gas act was passed, so we have all of
these figures. These are reperted. They are audited ; they are reviewed.
There are rate proceedings that are almost unending as to pipelines.
It is the producers’ profits and their financial status that we do not
examine on a company-by-company basis in depth at the Federal
Power Commission, except as it relates to our pricing.

Senator DoLe. Well, you can furnish that information for the
record?

Mr. Nassikas. I would be very happy to, Mr. Chairman.

[The material referred to follows:]

SELECTED GAS AND FINANCIAL STATISTICS FOR THE LARGEST FPC-JURISDICTIONAL PIPELINE COMPANIES

Columbia Natural Pan- Texas
Gas Gas handle Tennes- Eastern
Trans-  ElPaso Pipeline Northern Eastern see Gas  Trans- United Gas
mission  Natural Co.of  Natural Pipeline Pipeline mission Pipe Line
Corp. Gas Co. America Gas Co. Co. Col Corp. Co.

1972  operating revenue

(thousands of dollars).__... 794,824 793,240 487,123 419,554 331,930 593,088 492,003 382,586
1972 total gas sales (billions
of cubicfeet). ... _._____ 1,416 1,845 1,100 899 786 1,285 953 1,206

1972 year-end dedicated
reserves (billions of cubic
feet) ... ... _._. 8,378 28,657 9,030 212,916 5,305 15,396 6,268 7,266
After-tax net income (thou-
sands of dollars):

1972 62,559 52,754 61,830 57,906 144,216 77,696 10,063
73,868 41,589 76,267 36,056 142,681 67,602 7,670
51,463 41,686 47,443 34,375 117,699 59,384 19, 686
46,236 33,292 41,148 27,771 111,383 53,443 16, 044
36,030 32,281 34,674 28,803 129,252 44,611 16, 058

1 Tennessee Gas Pipeline Co., a division of Tenneco inc.
2 Prehminary. : .
3 Company formed in 1971 in merger of 7 pipeline companies.

Source: Federal Power Commission Forms 2 and 15 filed annually by interstate pipeline companies.

Senator DoLE. If we have all of this gas—I do not know how many
trillion cubic feet according to the U.S. Geological Survey—but if you
have all of that available—I think you have answered the question—
why are we investing, then, in Algeria? Why are major pipeline
companies investing in Algerian and Soviet gas?

I think you have already given the answer earlier. We need all of
this supplemental production. We are talking about 5, 7 years before
we have energy self-sufficiency.

Mr. Nassikas. Fifteen to twenty; 5 to 7 years before we start
getting much new gas; 15 to 20 before we have energy self-sufficiency,
as I understand the term, in the United States, if then.

Senator DoLe. So this is, in your opinion, necessary, the invest-
ments in Algeria and Russia and so forth?

Mr. Nassikas. No. I do not believe I have stated that Russian
LNG is desirable national policy. I do not know on any pending or
prospective applications whether we are going to grant them or not.
It depends on the economics of the project and our examination and
also on an adversary proceeding on the record as to whether I, as
chairman, am going to vote in favor of these projects.
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We have to analyze the impact upon the public interest, which
includes the national security, the reliability of the source, the impact
upon the receiving pipeline as to prices, the method by which it is
sold, whether it is incremental or whether it is sold on a rolled-in
basis, and numerous other bases.

We have cleared two basic projects from Algeria. There are several
more pending from Algeria that are in the hearing stage. We have no
applications before us, Senator Dole, for any Russian LNG, and I
}Il‘{ave_no commentary as to whether it is desirable to import gas from

ussia.

Senator DoLE. 1 have no. further questions, and appreciate your
taking the time to appear today. I regret that Senator Gravel could
not be here for your statement. He may have had other questions that
he wanted to ask, but he may submit them for the record. I read your
statement in advance, and I think you covered many of the points
about his bill that he may have wanted to discuss. But if not, he will
submit supplemental questions.

Mr. Nassikas. Thank you, Senator Dole.

One final, unhappy note. Yesterday we conditionally cleared from
Canada a price of 61 cents where the Canadian Government has
virtually doubled the price of gas for various reasons.

Thank you very much.

Senator DoLe. Thank you.

[The prepared statement of Mr. Nassikas, a response of Mr.
Nassikas to a Dec. 11, 1973, Committee request asking assistance in
a survey of the supply. and demand of natural gas in selected States,
and a decision rendered by Mr. Nassikas, follows. Hearing continues
on p. 1253).

PREPARED STATEMENT OoF JoHN N. Nassikas, CHAIRMAN, FEDERAL
Power CoMMISSION

Mr. Chairman and Members of the Committee: -

The Energy Revenue and Development Act (S. 2806) which is the subject of
these hearings, is a comprehensive legislative program with the purpose of achiev-
ing energy independence for the United States. I share the Committee’s views on
the paramount importance of that goal and I welcome this opportunity to present
my thoughts on the necessary programs and policies to move us toward energy
self-sufficiency as rapidly as possible. I have advocated national energy policies
to attain optimum domestic energy self-sufficiency for over four years.!

It is now clear that our failure to halt the trend toward increased dependence on
foreign sources of energy has been a costly mistake. Qur Nation should not be
exposed to the uncertainties of foreign supplies and the economic and political
pressures that can be exercised by those who control those supplies. We have the
resource base to support energy self-sufficiency and the technology to develop
our resources to satisfy domestic requirements. The energy crisis emerged long
before the Arab oil embargo and production cuthacks in October 1973 but despite
unmistakable signals in the economy that a shortage was impending, government
and industry failed to implement appropriate remedial policies to forestall a severe
shortage. In this context the Arab nations serve the American people well by
shocking them into the realization that our economic growth and world position
cannot be maintained unless the economy possesses at least the capability of
producing its own basic resources in the event of a disruption of international
trade. Furthermore, the severity of the shortage, compounded as it is by the
embargo, will undoubtedly impress upon the nation the importance and necessity
of promulgating an integrated, long range energy policy designed to insure the
efficient development of our natural resources, the protection of our environment

1 See e.9. The Oil I'mport Question. A Report on the Relationship of Oil Imports to the National Security
by the Cabinet Task Force on Oil Import Control, February 1970—Supplementary Views of the Chairman,
Federal Power Commission.
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from wasteful and destructive production and consumption practices, and the
insulation of our national economy from the threat of foreign economic warfare.

It has become clear that all segments of our Nation must cooperate to achieve
the goal of energy self-sufficiency as quickly and as completely as is reasonably
possible. President Nixon in his recent energy message of November 25, 1973
has stated the basic fact of the current situation succinctly: “In the last third
of this century, our independence will depend on maintaining and achieving
self-sufficiency in energy.””2 In support of this belief, the President has pledged
Ré&D expenditures of ten billion dollars over the next ten years. Allocating this
amount of money wisely will be a formidable responsibility for the federal govern-
ment. Yet the necessity of such an expenditure has become clear, and I beljeve
the provisions of S. 2806 would help insure that this funding is in fact utilized
as efficiently as possible.

Before discussing the specific policies reflected in this proposed legislation, I
would like to make clear that energy self-sufficiency is not only necessary for the
purpose of maintaining our position as the world’s leading nation, but also the
current state of world energy markets makes national self-sufficiency an economic
necessity as well. The escalating increases in royalties collected by the Arabs
and Venezuelans force the conclusion that world oil prices, now in the range of
$7—388 a barrel, could well continue to rise.

LNG IMPORT—-EXPORT

With respect to LN G, Tables 1 and 2 tabulate respectively long-term and short-
term import projects as of November 30, 1973. These tables reflect end-of-year
status since no further actions have been taken since November 30, 1973 with
exception of the Conditional Approval granted by the Commission to Eascogas
LNG, Incorporated in Opinion No. 680, issued December 28, 1973.

The sole U.S. LNG export, from Alaska to Japan, is subject to a long-term
contract approved by the Commission in 1967.3 The sole long-term LN G import
in service is that approved by the Commission on March 9, 1972, Opinion No. 613,
Distrigas Corp., Docket Nos. CP70-196, et al. However, scheduled imports by
Distrigas of approximately 15.4 million Mef equivalent have not been received
due to alleged technical difficulties in Algeria. When deliveries approved in
Opinion No. 622 on June 28, 1972, Columbia LNG Corporation (CP71-68, et al.),
commence in 1976 or later, scheduled LN G imports will become an increasingly
important supplement of supply for pipelines serving the eastern United States.
The authorized combined imports of Distrigas and Columbia LNG total in
excess of 400 million Mcf equivalent per year. If final approval is given to the
Eascogas import, the annual LN G import volumes will be increased by an addi-
tional 238 million Mef equivalent per year. Other pending LN G import proposals,
if approved, would double these volumes. See Table 1.

? The President’s Address to the Nation Announcing Additional Actions To Deal With the Energy
Emergency, November 25, 1973.

3 In that proceeding, Phillips Petroleum Company, et al., Docket No. CI67-1226, the Commission au-
thorized on April 19, 1967 the annual export of up to 50.6 Bef of LN G at a price of 52 cents per million Btu
delivered for 15 years.
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NATURAL GAS PIPELINE IMPORTS

Pipeline imports of natural gas reached an all time high of 1,017 billion cubic
feet in 1972, equivalent to about four percent of the gas consumed in the U.8. In
1972, over 99 percent of the imports came from Canada with the remainder from
Mexico. Currently there are 10 pipeline companies importing gas from Canada
with one pipeline company and one municipality importing gas from Mexico. The
following table lists the imports by company from each country:

NATURAL GAS PIPELINE IMPORTS, 1971-72

[Volumes in billions of cubic feet}

Point of entry 1971 1972

Imports from Canada:
El Pase Natural Gas Co___..__ ... .________.. Sumas, Wash____.____________.__. 189.1 255.5

oyes, Minn 99.1 111.3
Michigan Wisconsin Pipe Line Co__.____._____________ do.._. 18.2 18.3
Midwestern Gas Transmission Co____._.______..__.__ do.... 119.5 119.1
Pacific Gas Transmission Co__________.__ - Eastport, Idaho____ 354.0 383.9
Tennessee Gas Pipeline Co.__._ L - Niagara Falls, N.Y ____._.__ - 19.2 3.7
1CG Transmisston Ltd_.__..__ N .. International Falls, Minn_________._ 7.2 8.1
The Montana Power Go_________________ - Whitlash, Mont.___.________ 16.0 16.4
DO .. Babb, Mont_.___._ R 28.6 32.2
The St. Lawrence Gas Co., Inc___________ -- Massena, N.Y__. 5.9 5.9
Vermont Gas Systems, Inc_______ . .. Highgate, Vt____ 2.8 3.7
Subtotal, Canada___ .. 910.9 1,009.0
Imports from Mexico:
Texas Eastern Transmission Co..____.__._._.____ McAllen, Tex. ... ..oooo_.__.__ 20.7 8.1
City of Roma, Tex___.___._ . __._.______________ Roma, Tex___. ... .coonieoioaos (O] O]
Subtotal, Mexico_ . .l 20.7 8.1
Grant total imports_ ..o 931.6 1,017.0

1 Less than 40,000,000 cubic feet annually.
Note: Totals may not add due to rounding.

Significant increases in imports of natural gas from Canada depend upon the
development of gas resources in the frontier areas, e.g., Mackenzie Delta, Arctic
Islands and Canada’s Atlantic Offshore. Future Canadian requirements for
natural gas are protected by a formula administered by the National Energy
Board (NEB). The NEB requires that an amount of gas equivalent to 25 times
the forecast domestic market requirements four years into the future (equivalent
to a 30-year R/P ratio), is set aside for Canada’s use.

In 1970 and in 1971 export applications were rejected because the established
reserves were insufficient to allow for additional exports. However, the NEB did
not consider any of the recently discovered reserves in the Mackenzie Delta,
Arctic Islands or Atlantic Offshore areas in its surplus determination because they
were not developed sufficiently to be considered within ‘‘economic reach’”. Until
the NEB does consider the ‘‘frontier’” area reserves in its gas surplus determina-
tions, substantial additional export authorizations are unlikely.

Another responsibility of the NEB in regard to natural gas exports is to deter-
mine that the export price of gas does not result in prices in the U.S. market area
materially less than the least cost alternative for energy from indigenous sources.
Additionally, in 1970 a condition was imposed on certain export licenses to require
that the export price be 105 percent of the existing rate in the areas of Canada
where the gas crossed the international border.

A recent determination, which involved the 105 percent export price require-
ment, was made on January 11, 1974, by the NEB. An arrangement between
Westcoast Transmission Company Limited (Westcoast), El Paso Natural Gas
Company’s (El Paso) Canadian supplier, and British Columbia distributors
resulted in an increase in the wholesale rates charged by Westcoast to the dis-
tributors. The rate to one of the distributors (British Columbia Hydro and Power
Authority) increased to 58 cents per Mecf as evidenced by a contract between
Westcoast and the distributor dated November 13, 1973. As a consequence, West-
coast increased the rate under the Westcoast-El Paso Sumas IV Contract from
its then current level of approximately 32 cents per Mef to approximately 61 cents
per Mecf (58 cents per Mecf X 105 percent).
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After several meetings with representatives of the companies involved, the
NEB informed Westcoast that the export prices received by them should be 105
percent of the prices payable by the British Columbia distributor to Westcoast
with the effective dates of such export prices being November 14, 1973. Based on
the NEB determination Westcoast takes the position that it is foreclosed from
making export deliveries to El Paso at other than the rate of approximately 61
cents per Mef. As a result, El Paso indicates that it is afforded the alternatives of
(1) accepting termination of Canadian gas deliveries at the Sumas import point,
which currently constitutes some 60 percent of El Paso’s Northwest Division
System supplies, or (2) paying the higher rate prescribed by the NEB.

On January 16, 1974, El Paso requested by letter specific authorization from
the Commission to make purchases at the new rate. The Commission is currently
considering appropriate action on El Paso’s request.

Preliminary data indicates that the level of natural gas pipeline imports in 1973
was about the same as in 1972. This is due to the fact that pipeline companies
have been importing natural gas at near their maximum authorized rate since the
beginning of the 1971-1972 winter heating season.

DEVELOPMENT OF THE OUTER CONTINENTAL SHELF

About one-half of U.S. potential gas and oil resources are located in the Outer
Continental Shelf; however, only about two to three percent of those lands have
been leased. Along the Atlantic offshore areas, there is estimated to be a potential
of 12 billion barrels of oil and 35 trillion cubic feet of natural gas (excluding off-
%liored Florida), yet not one exploratory well has been drilled from Maine to

orida.*

Currently, the Council on Environmental Quality (CEQ) is conducting a one-
year study of the environmental impact of exploration and development activities
on the Atlantic Outer Continental Shelf and in the Gulf of Alaska. This study,
which will be completed in April or May of this year, is a necessary prerequisite
to leasing in those areas. Another constraint on offshore leasing that has vet to be
resolved is the pending litigation between some Eastern Seaboard states and the
Federal government over their respective jurisdiction over offshore areas.

In the 20-year peried 1954-1973, the Department of the Interior leased over
eight million acreas on the Outer Continental Shelf. Over two million acres have
been leased since 1969. However, over the past five years there have been in-
adequate lease sales to produce the level of commitment necessary to meet fore-
casted demand. Two large lease sales in the Southern Louisiana Gulf Coast in
September and December of 1972 and a thitd large lease sale in the Texas Gulf
Coast in June 1973 comprise over one-half of the total leased in the past five years.
We must remember that lease sales held in 1969 are only now yielding gas for
consumers and full productivity from developed wells will not be attained until
1975 and 1976. Lease sales in the Gulf held in December 1972 and June 1973 will
not contribute improved gas supply until 1976 or 1977, with full impact on pipe-
line deliverability being deferred until 1979-1980. When unexplored horizons ate
leased for exploration and development in areas in the Atlantic Outer Continental
Shelf (where there are no gas pipelines), the lead time may extend to seven years
from the time a lease is committed,  prospects located, exploratory wells drilled,
platforms installed, and pipelines constructed for delivery of the gas to market.
The Department of the Interior has announced plans to hold three lease sales
per year of up to one million acres each. I would urge that leasing three million
acres annually should be a specific target objective starting in 1974 and continuing
thereafter for a decade with adjustments in the program as may be warranted by
our program toward energy self-sufficiency.

ALASKAN GAS

The most recent report from the Potential Gas Committee 5 indicates that
almost thirty-two percent of the total U.S. potential gas supply is in Alaska.

4 The George’s Bank Petroleum Study, Massachusetts Institute of Technology, Report No. MITSG73-5,
February 1, 1973, concluded that no identifiable effects of offshore production were found which would ap-
pear likely to upset the George's Bank ecosystem.

% The Potential Gas Committee is a cooperative efiort of the natural gasindustry, sponsored by (and under
the direction of) the Potential Gas Agency of the Mineral Resources Institute of the Colorado School of
Mines Foundation, Inc. The Agency was sélected and its activities are financed by the Gas Industry Com-
mittee representing the American Gas Association, the American Petroleum Institute and the Independent
Natural Gas Association of America. The Committee is comprised of over 100 individuals from the pro-
duction, transmission and distribution segments of the natural gas industry, along with members and
observers from state and Federal agencies, Canada, Mexico, and the National Association of Regulatory
Utility Commissioners.
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The onshore and offshore estimate of potential Alaskan gas totals 366 trillion
cubic feet. Exploration in Alaska has been moving slowly because of delays in
the Trans-Alaska pipeline project and the leasing freeze. According to the Com-
mittee’s report, ‘“‘there is little incentive for industry to invest large amounts of
money in expensive exploratory activities until prospects are better that land
will become available for leasing in more attractive exploratory areas such as the
Gulf of Alaska, lower Conk Inlet and the Bering Sea.”

RESPONSE TO THE SHORTAGE

This Commission has taken numerous actions, consistent with our Congres-
sionally delegated powers under the Natural Gas Act, to reverse the gas supply
shortfall and to allocate our gas resources more effectively, but it should be
recognized that the actions of one Commission circumscribed by existing law
as to its jurisdiction over interstate gas supply and electricity, are inadequate
to cope with the present national -energy emergency involving complex inter-
relationships among all energy forms. Consequently, the Congress must give
serious consideration to the various policies proposed in 8. 2806 and implement
those which will most expeditiously balance supply and demand in the short
run and ultimately lead to balanced domestic energy markets in the long run.

SHORT RUN SUPPLY-DEMAND EQUILIBRIUM

Regardless of the intensity with which we begin expanding our energy resource
production activities, the physical realities of exploration, development, produc-
tion and transportation imply that years will pass before major new energy
supplies can be brought to the market place, yet our economy is suffering the
effects of the shortage now. Production bottlenecks are ‘developing in séctors
unable: to procute necessary'energy inputs and inappropriate or undirected
rationing.of limited supplies damages industry structures and causes suffering
among those less well-to-do sectors of the population which have always lived on
a tight energy budget. A few years of shortage will inevitably pass before produc-
tion can be increased substantially; and in order to minimize economic and social
damage through this time the Congress must establish the means to determine an
appropriate demand reducing policy and implement it so that supplies are made
available to cover the more urgent needs first.

EXCISE TAX ON ENERGY

Recent developments in the world energy market have strengthened the case
for an excise tax on energy. Such a tax could be used not only to generate sub-
stantial additional revenues for energy R&D but also to inhibit demand for energy
to help limit the windfall profits which will accrue to sellérs in a périod of fuels
shortages. Clearly the choice of an appropriate energy tax policy depends on”
which of these three goals we wish to emphasize. Consequently I would like to
discuss the three potential uses of such a tax.

First, certain types of energy taxes will decrease demand more efficiently than
others. For this reason it may be worthwhile to examine alternatives to the form
of tax in S. 2806.

S. 2806 would impose a flat-rate on the Btu content of oil, gas, and coal. Elec-
tricity would also be taxed on the same basis to the extent that it is generated
with fuels other than oil, gas, or coal. Since this tax would be imposed at the
primary souirce of production, there would be no differentiation among the various
end uses of energy. Under this tax concept, the primary energy producer or
importer would be responsible for payment of the tax which would be passed on
as part of the fuel cost to the ultimate consumer.

An alternative approach is to levy the Btu tax at a later stage of production or
at the wholesale level so that, for example, petroleum products rather than crude
oil would be taxed. An advantage of the latter approach is that ‘the tax rate
could be varied according to the type of fuel and its value to the user. Motor
fuel, for example, could be taxed at a higher rate than home heating oil, residual
fuel oil, or coal. With the same rate on the Btu content of all fuels, the effective
tax rate per dollar of sales price will be lower for high value fuels, such as gasoline,
than for low value fuels, such as boiler fuels. And the rate of tax would not vary
according to the potential for reducing demand.

8 Polential Supply of Natural Gas in the Unitcd States (As of December 31, 1972), A Potential Gas Commuttee
Report, Noverber 1973, p. 25. .
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A third aiternative is an ad valorem tax on fueis and energy at the wholesale or
retail level. Under this method the tax would be directly related to the value of
cach fuel. A uniform-rate tax would preserve the existing interfuel price relation-
ships, but it would also be possible to design a multiple-rate tax varying according
to the demand characteristics of the end-use markets. Similarly, the tax rates
could be selected to influence the allocation of energy resources in accordance with
other Federal energy programs—for example, to encourage the substitution of
coal for oil.

With an ad valorem tax, however, large consumers purchasing natural gas or
clectricity under declining block rates would pay relatively lower taxes than with
equivalent Btu tax rates. This disadvantage could be avoided by offsetting adjust-
:inents in the block rates provided the regulatory commissions were empowered to

0 S0.

I believe that research and development should be funded by the Congress from
general revenues since the Nation as a whole will receive the benefit of a return on
R&D expenditures rather than a specialized class of energy users. However, if
funding in this manner cannot practicably accomplish the objective, I would
endorse an across-the-board Btu tax on producers to fund an R&D program as
provided in S. 2806.

However, regardless of the form of the energy tax, as it is used selectively to
inhibit demand, it would absorb a portion of the excess profits that might accrue
to energy suppliers in a period of shortages; that is, the tax would raise cnergy
prices paid by consumers, but it would divert the increased revenues to the U.S.
Treasury for research and development rather than to the sellers from their corpo-
rate purposes.

LONG RUN EQUILIBRIUM

Limiting demand in the short term, however, is only part of the job. If we are
to achieve national self-sufficiency in energy, with balanced domestic energy mar-
kets, we must begin developing higher cost domestic sources of supply. But pro-
duction of these resources will not occur unless higher prices make such develop-
ment economically feasible, and firm government policies are adopted to encourage
development of both natural resources and the more exotic sources of energy
through R&D.

TERMINATION OF PRICE CONTROLS

Although it is clear that price increases to a degree may be necessary, it is
questionable whether Congress should terminate the authority under the Economic
Stabilization Act to stabilize the prices of erude oil, petroleum products, coal, and
equipment and supplies used in fossil fuel extraction, refining and transportation.
The price control authority assigned to the Cost of Living Council and the Federal
Energy Office would appear to be needed to prevent runaway prices while allowing
sufficient incentive for producers and manufacturers to increase their output.

DEREGULATION OF ‘“NEW’’ GAS DEDICATED TO THE INTERSTATE MARKET

The case of natural gas is a special situation because of the restrictive provisions
of the Natural Gas Act as interpreted by the courts. Section 502 of S. 2806 would
decontrol “new’’ gas, except for sales made by producer affiliates of pipelines,’
and would grant sanctity of contract to all rates previously determined to be
just and reasonable by the FPC.

The sanctity of contract provision will assist in removing the element of
regulatory uncertainty which has acted as a deterrent to long-range planning
and commitment of capital for gas exploration and development. Sections 502 (e)
and (f) of 8. 2806 would amend Sections 4(e) and 5(a) of -the Natural Gas Act
so as to preclude Commission review of the reasonableness of pipeline purchases
of gas exempted under the proposed Section 1(b) and our denial in whole or in
part of the cost of such pipeline purchases in excess of reasonable cost, except as
to the price paid to pipeline affiliates which exceed those received by nonaffiliates.
Thus, such changes would afford no regulatory protection to the ultimate consumer
and I, therefore, oppose those amendments, even though I support the deregulation
of new gas prices.

Unlike the Administration’s decontrol bill, S. 2048, there is no provision for
monitoring prices and reimposing price controls. I believe that the Federal Power

70n December 12, 1973, I presented in detail my views concerning the competitive implications of vertically
integrated pipeline-producer operations in the natural gas industry. See hearings hefore the Special Suhcom-
mittee on Integrated Oil Operations of the Committee on 1nterior and Insular Affairs, U.S. Senate, 93rd
Congress, 1st Session.
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Commission should be vested with responsibility to monitor the efficacy of new
gas deregulation and to report annually to the Congress concerning prices and
volumes in all areas of the United States, and that there should be a mandatory
Congressional review of the effectiveness of new gas deregulation in allocating
gas resources through better supply-demand balance five years after enactment
of the legislation. Combined with the Federal Power Commission’s strict sur-
veillance of volumes and prices of new gas dedications to the interstate market
there should be rigid enforcement of the antitrust laws by the Justice Department
and the Federal Trade Commission to assure the justness and reasonableness of
market-determined prices under workably competitive conditions,

If Congress does not adopt the option of deregulation to allow the impersonal
forces of the marketplace to regulate new gas supply and demand and believes
‘that deregulation must include concomitant authority to reimpose controls during
the time required to dedicate new supplies to the interstate market in response
to market reguldtion (5 to 7 years), then I recommend that the Federal Power
Commission—not the Department of the Interior, as recommended in the Admin-
istration bill—be assigned the responsibility to reimpose controls as set forth in
Seetionh 24 of S. 2048 by application of the following criteria:

(1) current and projected prices of other fuels at the point of utilization, ad-
justed for differences in heating values;

(2) premium nature of natural gas and its environmental superiority;

((13) current and projected prices of imported LN G and synthetic natural gas;
an

(4) adequacy of prices to provide the necessary incentive for domestic explora-
tion and production and efficient end-use.

However, if regulation of natural gas is continued, the FPC should be allowed
to depart from the dictates of historic cost-based pricing in setting price levels for
both new and old gas and to bé expressly empowered to determine reasonable
prices based on commedity value, the pficé of alternate fuels, and economic and
market factors in addition to cost considerations—essentially the same ecriteria
which would govern the reimposition of controls. Only in this manner can proper
recognition be given-to the premium qualities of natural gas and to interfuel price
relations which determine the market clearing price of gas.

It has been widely recognized that the present shortage of natural gas is due
in part to the restrictive pricing policies of the past and the cost-based regulatory
limitations inherent in the Natural Gas Act.

The two basic options relative to improving the allocations of gas supply are
(1) either the Natural Gas Act should be amended to allow natural gas pricing
by the Federal Power Commission on the basis of economic and market considera-
tions over and above costs of production or (2) preferably, new gas should be
deregulated as proposed in S. 2806, with the revisions outlined herein, to allow
market factors to determine price levels and ration natural gas provided that
there is strict surveillance and monitoring of prices, volumes and market by the
Ffegeral Power Commission, the Federal Trade Commission, and the Department
of Justice.

Deregulation of new gas committed to the interstate market will more effec-
tively allocate our natural gas resources by:

(1) Eliminating the disparity between the unregulated intrastate price of
natural gas comprising one-third of gas consumption and the regulated interstate
price comprising two-thirds of gas consumption.

(2) Avoiding distortions in the price of current natural gas supply from—

(a) pipeline imports ranging to double the regulated price of domestic gas
to the same West Coast and Mid-West markets;

() LNG imports delivered to East Coast markets at two-three times the
delivered price of natural gas from domestic sources to the same city gate;

(c) reformed gas and coal gasification at two-three times the price of gas
to the same pipeline delivery points.

(3) Equilibrate natural gas supply and demand by an increase in price to the
market- clearing level as the result of the operation of workably competitive
market forces, restraining artificial demand induced by prices established below
real market value and stimulating supply by market price incentives for greater
investment in exploration, development and production of natural gas.

EXCESS PROFITS TAX

Higher prices are desirable and necessary, provided they do not exceed the
levels required to provide necessary service by increasing supply to attain equi-
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librium with demand under workably competitive conditions. Sellers should not
be allowed to collect windfall profits while the rest of the nation bears the incon-
venience of shortages. Consequently, I support the principles of an excess profits
tax. Such a tax should be structured to capture any windfall profits accruing to
sellers of fuels while not reducing the incentive to those who would expand pro-
duction of traditional resources or develop new higher cost sources of energy. The
Administration has proposed an Emergency Windfall Profits Tax with that pur-
pose in mind, but I recognize thai there are other possible approaches, such as
that provided in 8. 2806, which may fill the need.

ENERGY REORGANIZATION

Enactment of S. 2806 would restructure much of the energy functions of
government. Title IIT of the bill provides for the establishment of a Federal
Energy Administration to develop and administer national energy policy as well
as a comprehensive energy research and development program. Title IV would
create an independent Commission on Energy Technology Assessment which
would monitor and evaluate governmental and publicly financed energy R&D
cfforts and advise the Federal Energy Administration on future energy needs
and how they can best be met. In addition, that Commission would be responsible
for devising.and maintaining an economic model of the energy needs of the
United States and the alternative means and costs of meeting those needs.

As T have stated over the last four years, I support the concept of centralized
responsibility for energy policy in government. 8 As a prerequisite, however,
we must first determine and define our national energy policy choices and pri-
orities. Having made these decisions, we can then plan the restructure of govern-
mental responsibility to serve the attainment of those objectives. I believe this
proposed legislation contributes significantly to the policy options available in
selecting a workable energy and energy R&D structure for government. These
proposals, together with the Administration’s reorganization suggestions, including
the establishment of an Energy Research and Development Administration, as
well as a Department of Energy and Natural Resources, should be carefully
evaluated in the context of our emerging energy policy priorities, Whatever
reorganized federal energy structure is adopted, it is clearly essential that we
must centralize and streamline responsibility for energy policy and planning and
vest the reorganized agencies with sufficient jurisdiction and authority within
government to assure that national energy objectives are accorded their proper
weight and importance in all government policy and planning activities, both
domestically and internationally.

ENERGY TRUST FUND

The importance of energy R&D has received the recognition of the Congress
as well as the Administration. I note, Mr. Chairman, that in introducing the
proposal under consideration today, you referred to the broad range of energy
options, including the conventional sources and the more exotic alternatives such
as solar, geothermal, and nuclear fusion, and you stated that, ‘“[A] strong, well-
coordinated research and development program is necessary to develop these
alternatives and to translate their technological feasibility into commercial uses
in most environmentally sensible way possible.” ® Similarly, the President has
frequently asserted that energy R&D is the key to achieving energy self-sufficiency
while simultaneously protecting the environment. I support the establishment of
an Energy Trust Fund or similar financing method to fund the expanded level
of Federal R&D commitment required fo supplement private research and
development expenditures by the energy industry.

* Shortly after I joined the FPC as Chairman, August 1, 1969, I proposed to the Congress the establishment
of a National Energy Resources Council with the primary purpose of examining the Nation’s energy re-
sources in relation tolong-term requirements. Hearings before the Subhcommittee on Energy, Natural Re-
sources, and the Environment of the Commitiee on Commerde, United States Benate, 91st Congress, 2d
Sess., p. 52, January 30, 197). See also Hearings before the Subcommittee on Energy, Committee on Science
and Astronautics, U.S8. House of Representatives, 93rd@ Congress, 1st Sess., May 17,1973, Hearings before the
Committee on Interior and Insular Affairs, U.S. Senate, 93rd Congress, 1st Sess., June 22, 1973; and Hearings
before the Subcommittee on Legislation, Committee on Government Operations, U.S. House of Representa-
tives, 93rd Congress, 1st Sess., December 11, 1973. The Senate has passed 8. 70 and S. 2176 both of which pro-
vide for a Council on Energy Policy to coordinate all energy activities of the Federal Government and to
prepare a long-range comprehensive plan for energy development. The House has not yet acted on these
measures.

9 Cong. Record, December 13, 197.3, page 522726



1207

Dr. Dixy Lee Ray, Chairman of the Atomic Energy Commission, recently
prepared a R&I) assessment at the request of the President in which she esti-
mates federal energy R&D funding requirements totalling ten billion dollars over
the next five years with a suggested funding level for energy research and develop-
ment in FY 1975 at approximately 1.6 billion dollars.!0

S. 2806 provides that 99 percent of the revenues generated by the Btu tax be
used for energy R&D. While I recognize the necessity of generating substantial
R&D funds without adding to the Federal deficit. it does not necessarily follow
that such funds should be tied directly to the revenues from the energy tax.

Because the benefits will be realized in productivity gains and faster economic
growth, as well as in improvements in the quality of the natural environment, the
government’s cost of energy R&D funding should be carried by society as a whole,
preferably through financing from the Treasury’s general funds. If, however, it is
decided to link R&D expenditures with energy tax revenues, the tax should not
necessarily be structured to decline after 1978. There may be merit in a tax rate
rising gradually to a maximum, but the maximum rate should be collected as long
as the revenues are needed. I see no reason at this time to anticipate a declining
need for the revenues after 1978.

Another reason for not tying R&D funding to energy tax revenues relates to the
use of the tax for purposes other than revenue generation. If, for example, selective
or variable energy taxes were imposed for the purpose of inhibiting demand, there
would be no way to coordinate the criteria for demand reducing tax rates with the
necessity of generating certain levels of revenue for R&D funding. In other words,
with earmarking it is difficult to avoid either over-financing or under-financing of
the selected programs.

If it is decided to earmark these tax revenues for energy R&D, over- or under-
financing could still be avoided through appropriations authorized in Sec. 201(c)
of S. 2806. Tax rates could thus be set independently of the need for R&D funding
revenues. On the other hand, if the tax revenues exceeded R&D requirements, the
excess should be transferred to the Treasury.

As you indicated in your statement introducing S. 2806, Mr. Chairman, the
federal government is faced with the “urgent task’ of defining ‘‘the respective
roles of the public and private sectors in carrying out a national energy policy.” 1!

With respect to the structure and funding of energy R&D, recent energy
industry efforts should be noted for their potential contribution to our overall
long-range R&D effort in the energy area. In 1972 all sectors of the electric
utility industry established the Electric Power Research Institute (EPRI) to
carry out and fund a cooperative R&D program. This new institutional framework
brings together the publicly owned, cooperatively owned and privately owned
sectors of the electric utility industry in‘a combined effort to identify and develop
the most promising programs to both improve current technology and to devise
new energy sources and systems. Current funding for EPRI amounted to $90
million for 1973 and $150 million for 1974 with substantial additional annual
increments beyond this year. Similarly, this month the American Gas Association
has announced the natural gas industry’s intent to embark upon a long-term
research and development effort for the balance of this century. The program
is expected to require about $2.3 billion for the first five years, a substantial
increase over the $75 million per year previously expended for the industry on
all forms of R&D. The R&D program will concentrate in six major areas:
exploration and development, synthetic natural gas (SNG), transmission, distri-
bution, liquefied natural gas (LNG), and utilization. The industry is currently
il\]ra.luzlmting fund raising and organizational alternatives necessary to implement

e plan.

Parallel efforts by industry such as these ambitious and innovative programs
adopted by the electric power and natural gas industries are essential complements
to the massive increase scheduled for federal energy R&D efforts. Furthermore,
such consolidation and coordination of R&D activities are necessary to avoid
w&tsteful duplication of efforts and to give impetus to the overall energy technology
effort.

But these efforts are only a beginning. It is now clear that we must move
forward on several fronts. For the immediate future, we must adopt tax, or other
allocation measures designed to deal temporarily with the immediate shortage
to serve the public interest. Second, we must allow prices to rise sufficiently to

10 See The Nation’s Energy Fulure, A Report to Richard M. Nixon, President of the United States, sub-
mitted by Dr. Dixy Lee Ray, Chairman of the Atomic Energy Commission, December 1, 1973,
1 Congressional Record, December 13, 1973, p. S. 22729,
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induce expanded exploraticn and development of conventional resources. Third
we cannot expect private investors to carry the whole burden of research and
development of new exotic energy sources when the payoff from such investment
may not begin for fifteen or twenty years when such projects become com-
mercially feasible.

Finally, we must not forget that all our efforts to induce increased supplies of
energy will be in vain if we do not simultaneously discourage wasteful usage of the
resources available.

In this respect I would like to point out that the U.S. does not show an impres-
sive record of energy use efficiency in general. Therefore, perhaps the most critical
R&D priority with respeet to our existing resource base is in the field of energy
conservation.”? The truth of the matter is we are wasting the majority of the energy
value of the resources we do have available. For example, due to economic and
technological limitations we recover only about 31% of the oil from any given
reservoir. If the oil thus produced is used to generate electricity we ultimately
recover only about 109, of the Btu value of the resource. This is due not only to
the initial low recovery from the reservoir but also to the fact that the conversion
of a primary fuel like oil to electricity results in the loss of almost 70% of the
oil’s energy value in the process of conversion. Further losses of about 109, occur
in the transmission of the electricity with yet additional losses often occurring
in the end use of the electricity since many electrical appliances are not designed
to maximize the value of their power supply.

Research and development must be concentrated in areas such as these if we
are to make a substantial improvement in our utilization of our existing resources.

I appreciate the opportunity to present my views on this important legislation.
I will be pleased to respond to any questions you may have.

FepERAL PowER COMMISSION,
Washingion, D.C., February 4, 1974.
Hon. MikE GRAVEL,
Chairman, Subcommatiee on Energy,
U.8. Senate, Washington, D.C.

DeAr SENATOR GrRAVEL: This letter is in response to your request of Decem-
ber 11, 1973, soliciting the assistance of this Commission in a survey of the supply
and demand of natural gas in selected states now being conducted by the Subecom-
mittee on Energy of the Senate Finance Committee. The curtailment data
requested in your letter have been composited by the staff of the Commission
from two report forms currently being submitted to the Commission by major
interstate natural gas pipeline companies, namely, ‘“Report of Gas Supply and
Requirements,” FPC Form 16 and ‘“Monthly Report of Natural Gas Pipeline
Curtailments,” FPC Form 17. The Form 16 report gives supply and requirements
volumes by pipeline by month for past and projected 12-month periods. An
April 30 filing reports -actual volumes for the past year, April through March,
and projected volumes for the succeeding year, April through March. A Septem-
ber 30 filing gives actual volumes for the past year, September through August,
and projected data for the succeeding year, Séptember through August. The Form
17 report gives actual curtailment volumes by pipeline, by month, and is submitted
monthly on or before the 15th day of the month following the reporting month.
A blank copy of each of these reports is attached.

The information requested in Questions 1 and 2 of your letter of December 11
has been compiled from the monthly Form 17 reports. These reports do not
presently require the responding pipeline company to designate the state in which
a particular curtailment was effected, but only the delivery points at which
curtailed volumes were delivered. Moreover, the report form does not presently
require the respondent to designate the state in which a particular delivery
point is located. In order to estimate the curtailed delivery volumes on a state
basis from the data available, the staff utilized Commission records, other pertinent
reference sources, such as Moody’s and Brown’s Directory, and, in some instances,
direet correspondence with the companies. The Commission is presently studying

12 The Federal Power Commission hasissued a policy statement urging emergency actions for conservation
of petroleum and natural gas fuel resources by electric utilities to attain an overall nationwide electric energy
reduction of 10 percent. See Order No. 496, Nationwide Fuel Emergency, Docket No. RM74-7, issued
November 29, 1973. The Commission also issued an order on December 21, 1973, defining further emergency
procedures for conservation of natural gas to reduce wasteful uses of gas in order to allocate limited supplies
to essential uses. See Order No. 498, Nationwide Fuel Emergency, Docket No. RM74-8.
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the feasibility of obtaining more detailed delivery point data and possibly data
which would specify the states in which curtailments were effected (the informa-
tion actually sought in your request) in conjunction with future curtailment
reports. Data on historical curtailments from November 1970 through September
1973 are presented in Table I, Schedules 1 through 5.

Table II, Schedules 1 through 3, present projected curtailments for the period
September 1973 through August 1974. These data are not reported on a state
basis or by class of sale, i.e., direct industrial or sales for resale. Rather, they are
reported on a total company basis, separated only between firm and interruptible
service. Moreover, the reporting companies do not project curtailments assuming
various regulatory/pricing policy options as mentioned in your letter. The re-
sponses, therefore, represent the respondents’ best projections of curtailments
under the supply, price and regulatory conditions which are expected to prevail
over the estimation period. Any attempt by the Commission to modify the
company projections according to the regulatory/pricing scenarios suggested in
your letter would be pure conjecture on our part. Any such estimate would entail
predicting the gas producers’ production response to various regulatory/pricing
options (supply elasticity), the lag time which would ensue between such a response
and its effects on pipeline supply, the relationship between a pipeline company’s
total system supply and its purchases from producers, and ultimately the
ability of gas distribution companies to serve their customers under varying
degrees of curtailment (i.e., the availability to distributors of alternative supply
sources such as SN G, LNG, etc.).

Finally, with respect to your request for the Commission’s estimates of the
effect of phased deregulation of natural gas prices, along the lines of the Admin-
istration’s proposal, on future supply, demand, and price, no one has yet been able
to develop estimates which I am prepared to accept at this time. All of the known
studies of supply and demand elasticities are based on past experience which, in
my view, is not applicable to today’s conditions of large price increases, general
fuels shortages, and environmental protection standards. This observation applies
to the Commission staff’s econometric model of gas supply presented as evidence
in the area rate proceedings, as well as to the study by Erickson and Spann pub-
lished in The Bell Journal of Economics and Management Science (Spring 1971)
and the latest work by Professor Paul MacAvoy of the Massachusetts Institute
of Technology. (For example, see his article in The Bell Journal of Economics and
Management Science, Autumn 1973). The Commission’s staff has analyzed all of
the published studies and, with respect to the MIT project, our staff has provided
substantial assistance to Professor MacAvoy, but the staff continues of the view
that we do not yet have reliable estimates of the probable price changes and
supply responses to phased deregulation of natural gas prices. This research is still
being pursued within the Commission and any results will be made available to
Congressional Committees and others as soon as the new studies are completed.

In January, the Department of the Interior released a new report, ‘‘JEconomic
Analyses of Fossil Fuels Markets Using Parametric Models,” which is helpful in
evaluating the complex price-supply-demand interrelationships among natural
gas and other fossil fuels, but it does not attempt to answer the question raised in
your letter. In the Interior Department’s report, the crucial elasticity responses
are treated as “exogenous model variables,” which means that they were not
estimated but were instead represented by an arbitrarily assumed range of values.

Your request also calls for an estimate of what the projected price changes will
mean in terms of increased cost to the average homeowner who uses natural gas.
One such estimatc was made by Foster Associates, Inc., in a report entitled,
“The Impact of Deregulation of Natural Gas Prices” (August 1973) prepared
for the American Petroleum Institute. In a letter dated October 3, 1973, to
Congressman Les Aspin, I forwarded detailed comments by the Commission’s
Bureau of Natural Gas and Office of Economics on that report. A copy of that
letter is enclosed herewith. An important point to note concerning the Foster
Associates report is that it does not consider the cost increases for the three-
fourths of gas production that is consumed by commercial, industrial, and utility
customers. In all likelihood, these cost increases will be passed forward in higher
prices for goods and services generally. In other words, the largest part of the
higher cost of natural gas to the typical homeowner will be hidden in the prices
paid for other things rather than added to the homeowner’s gas bill.
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The staff is currently compiling data from the monthly curtailment reports
submitted for the last quarter of 1973. Revised Schedules 1 through 5 of Table
1 reflecting this information will be forwarded to your office as soon as possible.

An identical letter has been sent to Senator Russell B. Long.

Sincerely,
JoBN N. Nassikas, Chairman.
Enclosures:
1. Table I—Net Curtailments by State and Intercompany Curtailments

(November 1970 through September 1973).

Table II-—Projected Curtailments (September 1973 through September 1974).
FPC Form 16 (Gas Supply and Requirements).

FPC Form 17 (Monthly Report of Natural Gas Pipeline Curtailments.
October 3, 1973 letter to Congressman Aspin.

TR 090
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