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INCENTIVES FOR DEVELOPING NEW ENERGY
SOURCES

MONDAY, JUNE 20, 1077

U.S. SENATE,
SvubcoMMITrEE ON ENERGY AND FOUNDATIONS OF THE
CoMdMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 9:30 a.m. in room 2221,
Dirksen Senate Oftice Building, Hon. Mike Gravel (chairman of the
subcommittee) presiding.

Present : Senators Long, Gravel, Hansen, and Packwood.

Senator GraveL. The hearing will come to order.

[ The committee press release announcing these hearings follows:]

(PRESS RELEASE])

SUBCOMMITTEE ON ENERGY AND FOUNDATIONS ANNOUNCES HEARINGS ON
INCENTIVES FOR DEVELOPING NEw ENERGY SOURCES

Subcommittee Chairman Mike Gravel (D-Alaska) announced today that.the
Subcommittee on Energy and Foundations will hold hearings June 20 and 21
on federal incentives for developing new energy sources. The Subcommittee
intends to focus on the development of conventional fossil fuel resources and
the commercialization of new energy techniques.

The hearings will begin at 9:30 a.m., in room 2221, Dirksen Senate Office
Building.

“Much attention has been given in recent months to the scarcity of our fossil
fuels,” Senator Gravel said. “The President has called for stringent :onser-
vation measures on the part of the American people, but he predicts continued
reliance on imported oil to fill domestic energy needs. The Subcommittee hopes
to explore how this American energy gap might be narrowed by reliance on our
own untapped resources.”

Noting the conflicting assessments of oil and gas reserves Senator Gravel said,
“We intend to explore whether the President’s Energy Program provides suf-
ficlent incentives in terms of pricing and taxation to encourage the develop-
ment of untapped and undiscovered resources. An important part of our national
energy program, according to Gravel, must be the development of our untapped
energy resources in the United States, “I belleve that in order to have a
balanced energy program we must encourage production of our energy re-
sources as well as encouraging conservation,” said Gravel.

The Subcommittee will also inquire fnto the development of energy tech-
rologies which are in varying stages of commercial feasibility. These new
energy sources, which include solar, geothermal, tertiary oil production, fron-
tier outer continental shelf drilling, and coal gasification, can be important ways
to augment conventional energy supplies. Senator Gravel said the Subcommittee
would examine how close theSe new technologies are to the market and what
incentives could bring them closer to commercialization.

The following witnesses have been scheduled to testify on Monday, June 20:
John H. O’Leary, Administrator, Federal Energy Administration.
Edwin Edwards, Governor of Louisiana.
Barry Commoner, Washington University.
Joseph Lindmayer, President, Solarex Corporation.
Paul Jones, Louisiana State University.

‘Witnesses for June 21 will be announced at a later date.
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Senator Graver. We are here today to discuss the President’s energy
bill, the opening volley in Mr. Carter’s “moral equivalent of war.”
It is an historic occasion for a number of reasons. First, today oil will
begin to flow through the Trans-Alaska Pipeline. That pipeline will
deliver u}) to 1.2 million barrels of oil per day starting in ctober; and
wl:(sin at full capacity will deliver some 12 percent of our Nation’s oil
needs.

Projects like the Prudhos Bay oilfield and TAPS line must become
the ru{e, not the exception, if we are to meet our energy needs and de-
crease our dependency on foreign supplies. The companies which have
participated in this project, the largest single project financed com-
pletely with private capital in the world, are to be complimented for
their efforts and perseverance. The men and women who have worked
on the pipeline have made their place in the history of American labor.
This is a day for all Alaskans and all Americans to be proud.

These hearings, the first on this topic before the Senate Finance Com-
mittee Subcommittee on Energy and Foundations, will address the
question of incentives for the production of oil and gas, as well as in-
centives for the development of alternative sources of energy. We have
many distinguished witnesses who will be here to present their views on
the President’s proposal as they relate to energy sonrces such as oil and
gas, coal gas, oil shale, nuclear and solar. We will hear from repre-
sentatives of the administration, State government, universities, and
industry.

The President deserves a lot of credit. ITe has taken a leadership role
in the formation of energy policy in the United States. IHe has devel-
oped a package which he feels will resolve our long-term energy prob-
lems. He has called for sacrifices and is courageous in standing by that
call. He has addressed the major areas of concern as he perceives them.
He has recognized the important interrelationship between our needs
for energy and our Nation’s conimitment to a healthy and clean envi-
ronment.

But, the President’s plan has raised concern for the development of
our energy resources. The President himself has said that over the 3 or
4 months during which the energyv package was being developed, before
it came to us here on Capitol Hill, that there were many differences of
opinion. He acknowledged that some of the judgments were quite
closely called. .

Tt is our function here to review some of the closely called judgments
_ for ourselves to determine whether we agree with the call. Questions
concerning the President’s energy proposal have been raised which
require answers before legislation can be adopted to deal effectively
with our long-term energy situation.

For example. does the plan “write off” the oil industry as a short-
term source of supply for our domestic energy needs? How many more
Prudhoe Bays do we have in this country # Prudhoe Bays that if not for
the provision of adequate incentives for exploration and development
mav never be brought to market.

By paying the true replacement costs of oil and gas, might we not
find ourselves with a greater domestic supply and a decreased de-
pendence on foreign sources? Does the rebate svstem really encourage
consumers to decrease their use of energy? What are the environ-
mental consequences of committing ourselves to using increased
amounts of coal and nuclear energy as a short-term solution?



3

Many peolple are concerned about the long-term answers to the
energy problem. Does the energy plan provide sufficient incentive to
the development of alternative sources to energy such as solar, geo-
thermal, hydropower, and the like ?

Many og us are not sure it does. We will hear from some of them
today. Perhaps there are additional significant supé)li_es of domestic
oil and gas, oil shale and methanol which can be produced if adequate
prices for those products can be obtained, and if the replacement cost
or Btu equivalent is permitted to be obtained.

Perhaps additional amounts and types of incentives should be pro-
vided to assure developments of clean, long-term sources of energy.
I think so. Perhaps there should be additional incentives to encourage
recycling of materials and to further our efforts to conserve existing
sources.

There are a number of mechanisms that can be employed to help
us meet our reasonable energy needs. The President has put forth some
of those. Many of them have merit, in my opinion. Others of us would
rather employ alternative mechanisms such as deregulation and crea-
tion of excess profits taxes to assure that increased revenues to the
industry are used for increased exploration and development.

In addition, many of us would like to increase our Nation’s em-
phasis on conservation and recycling. There are other approaches still,
some of which may well be presented in these hearings and in any
hearings we hold subsequently.

And that, of course, is the purpose of our being here today. We need
to hear from all sectors of the “energy community.” We need to define
the problems in production and to understand the alternatives avail-
able to us in solving our energy supply problem.

We must understand the consequences of our choices in order to
leave for our children and grandchildren a legacy of responsible use
of our natural resources. We must take the time now to answer dif-
ficult questions so that we may adopt a unified, effective, long-range
energy program that takes into account the realities of our world.

Let no one say that we have gathered here to destroy the President’s
energy program. If we should disagree with the President in ap-
proach, let me assure you that we do not disagree in objective. I, for
one, wish to take up the President’s challenge in this moral equivalent
of wir, to prove the ability of the President and the Congress to
govern.

I think that it is important that we bring our efforts today into
focus on this very, very serious and important subject.

Before going to our first witness, I would like to ask my colleague,
who we are happy to have present. the chairman of the full Finance
Committee, if he may have an opening statement.

S Senator Loxe. No; I think that was a very fine opening statement,
enator.

Senator Graver. Senator Bellmon is our first witness.

Would you please proceed?

STATEMENT OF HON. HENRY BELLMON, A U.S. SENATOR FROM
THE STATE OF OKLAHOMA

Senator BerraoN, Thank you.
Mr. Chairman, I would like to begin by congratulating the chair-
man of the subcommittee for holding these hearings, particularly on
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this day which marks the beginning of the use of the Alaskan pipe-
line. This is certainly one of the most significant developments in our
country’s history as far as energy is concerned. I hope it will be only
the first of many similar developments that we will see happen before
the end of the century.

There is no question in my mind that the energy problem is goin
to be remembered by historians years hence as one of the greatest chal-
lenges in our governmental experience. It is a challenge that we should
face squarely, Mr. Chairman. If it is a war, it is & war we can win—
and & war we should win, because we have the resource base, the tech-
nology, and the trained manpower.

What is needed is the will and the means.

T have before me a newspaper story that was published in Oklahoma
in The Daily Oklahoman on January 23 of this year, and the thrust of
it is “State Wildcatters Tap Mother Lode.”

There are a lot of people who have come to the conclusion that we
do not have any oil left to be found in this country. This newspaper
story turns out, in calendar year 1976—and before I give these figures,
remember in Oklahoma, we have been producing o1l now for almost
70 years. We have had over 300,000 wells drilled in the State, over
80,000 of them still producing.

Yet, last year, in calendar year 1976, there were 83 new oil and gas
fields found in our State. Here is an old oil province that has been
thoroughly picked over, yet last year there were 83 new oil and gas
fields found.

These are the results of wildcatting activities. We have a success
ration of finding new fields of 34-plus percent.

If you look back over the years, you find that percentage has heen
generally a little lower than that, sometimes about the same, the point
being that there is still a lot more oil and gas to be found, even in the
older provinces, such as Oklahoma. I am sure in the newer areas like
Alaska, there is a tremendous amount of oil and gas to be developed
if we can develop the means for the developers to go after it. ‘

This is true in the offshore areas as well. The drilling has not gone
on as Jong. The activity has not been as intense. .

Mr. Chairman, President Carter has performed a valuable service
by convincing a majority of the American people that the energy
crisis does exist and by insisting that the problem and its solutions be
debated now.

The President’s objectives of reducing fuel use, of improving energy
efficiency and of avoiding shortages in the future are sound. To obtain
these objectives, the President has offered a program based on
the conservation of energy by altering fundamental methods used in
operating this country and conversion to an alternate fossil fuel—
coal—which is bountiful but which is not yet available for use on the
grand scale envisioned. His ultimate goal is the development of energy
sources whch are replaceable or essentially unlimited.

I support this general concent: however, I fear that a significant
defect of omission in the President’s plan will produce the eventual
failure of the program.

Recently, Phillips Universitv, near my home in Oklahoma, con-
ducted an energy forum attended by a diverse group of concerned

~
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citizens representing varied ideologies. Among those attending was a
staffl member from the Workshop on Alternative Energy Strategies
at the Massachusetts Institute of Technology. The staff member, Wil-
liam IF. Martin, reported the MI1T group had studied the energy situa-
tion and ascertained this:

We conclude that, despite efforts in the next 25 years to reduce energy demand
and shift to other fuels, the United States will be faced with oil imports of 10
million barrels daily by the year 2000.

This conclusion is basically the same assessment made in May by
Dr. Hans H. Landsberg, an economist and senior fellow at Resources
for the Future here in YWashington. This conclusion is similar to those
made by many analysts of the President’s energy package. :

The package presented to Congress contains no mechanism that
would help to increase domestic production of oil and thereby reduce
American purchases of crude oil in the world market. Taking into ac-
count the different conversion and conservation proposals forwarded
by the President and hoping for their unparalleled success, we must
still admit that the United States, without increased domestic oil pro-
duction, will exert a tremendous pressure on the world market price.

If the United States chooses only two of the three strategies it must
follow to develop true energy efficiency, then the country will be
forced to buy gargantuan volumes of foreign crude, driving the world
oil price to new, higher levels and creating disaster for the economies
of Western Europe, Japan, and the developing countries.

The current shortage of oil and gas results not from exhaustion of
the resource base but from an economic environment which has been
discouraging development for the past 25 years and which encourages
consumer waste today and may encourage waste in the future.

The President has proposed returning the cost of oil to its true
replacement cost, and I agree with that. He has proposed using tax
revenues from his plan for rebates to protect low- and middle-income
Americans, and I agree with that.

It is possible to have people conserve enough energy that their
energy bill will not go up. It might go down.

Last week, I introduced S. 1707 to provide a supplement to the
President’s crude oil equalization tax. The bill provides that the
crude oil equalization tax be applied as a wellhead tax on oil. The
bill further provides that this tax be imposed in the full amount
]S mmediately and that its collection be enforced by the Internal Revenue

ervice.

_The tax would be assessed on each producing property and equal the
difference—if any—between the current regulated.-price on a property
andht?he posted stripper oil price for that property. The tax would be
collécted monthly and be remitted by the purchasers of crude oil. There
are 137 purchasers who would remit and approximately 20,000 pur-
chasers from whom the tax of some $16 billion would be collected.

The tax would be reduced by 2 percent of the original amount each
month until it expires at the end of 50 months. This year, the Treasury
will get roughly $16 billion from this tax. By reducing it at the rate
of 2 percent a month over a course of 50 months, that tax would decline
and finally end. At the end of the time, the producers would be getting
the full replacement cost of the oil they were selling.
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Provisions are made in the law that during these 50 months any of
the “released” revenues that are not spent in 51e energy business—that
are not plowed back—would be taxed away. )

The tax revenues would be spent selectively to protect Americans
from higher energy costs. This protection is designed to reduce domes-
tic energy requirements so that as the transition ends, individual
monthly energy bills will be less even though the units cost of fuel
will be greater.

This would result in something like a 7- or 8- or 9-cent a gallon
increase in the cost of energy to consumers.

Although the program for rebates of the wellhead tak is only now
being reduced to legislative languafe, it is contemplated that distri-
bution of energy tax proceeds would be made among four recipient
groups: (a) home insulation tax credit; b{ fuel cost subsidy: (c)
Federal purchase of fuel inefficient automobiles; and (d) subsidy for
transport of foodstuffs.

I will not go into details. I have it as a part of the statement and
I ask that it all be included in the record. The idea is to use these
revenues to help insulate homes, pay the extra cost of heating and
other types of energy and for the retirement of service of automobiles,
to use the President’s term “gas guzzlers” as well as the subsidies for
those who transport foodstugs. ﬁuoodstuﬂ‘s are in a special category.
There is no way for increased costs to be passed on, since producers do
not set the price.

This proposal is meant as a supplement to the package offered by
the President. I believe it will provide the economic climate to allow
consumers to make rational decisions. Also, it will induce a reduction
in energy use througb the enhancement of the economics of energy
saving measures and provide funds to make the transition possible.

Most important, the bill will help increase supply for the inter-
mediate term before alternate sources become widely available, avoid
shortages of conservation materials and get gas guzzlers off the road.
In the long term this proposal will reduce U.S. dependence upon
costly, insecure imports and provide thousands of energy related jobs
for American workers.

Thus, as I said at the beginning, President Carter has performed
a veluable service by raising the deﬁree of public awareness of the
Nation’s energy situation. His emphasis on conservation is in the
national interest. The one missing element in the President’s program
which will doom the entire thing to failure is lack of plans to increase
en%ls'rgy production. .

e still have ample fossil fuel sources, but until a method to bring
these resources into production in a timely fashion is added to the
President’s program, the effort cannot succeed.

Using the wellhead tax as a method for enhancing conservation, at
the same time providing additional capital in an orderly way for
drilling more wells, opening more mines and producing more oil from
existin(i; as well as new sources will be the best means of going toward
expanded energy production.

To conclude, Mr. Chairman, I have these attachments as a part of
my statement. On January 1, 1970, in Oklahoma, we had, at that time,
1.39 billion barrels of oil in our proven reserves. Between January 1,
1970 and January 1, 1976 production in Oklahoma amounted to almost
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1.2 billion barrels. In other words, we produced almost as much oil
during that 5-year period as we had at the beginning, but reserves on
January 1, 1976 were 1.24 billion barrels.

What really halpgened during that 5-year period of time in an oil-
producing State like Oklahoma, we found almost as much oil as we
produced, so we could not lower our reserves significantly, Much of
this period was a time when oil prices were low, the level of activity
was significantly down, and there was not a maximum effort being
made to find the oil.

The point_here is that there is a lot of oil left to be found in the
country. I believe if we would provide the means for the industry to
continue the high level of activities, we could become less dependent
on imports,

I do not want to offer the impression that this offers us anfr per-
manent or lasting solution. We have to shift over to coal and oil shale
and other forms of energy.

In the short term, between now and the end of the century, we can
do a great deal to increase our oil production from our own domestic
resources, I feel it will strengthen the President’s program as I recom-
mended to reach that objective.

Senator Graver. Thank you very much.

Why is it you chose to present the 2-percent rate?

Senator BeLLMON. That gives the industry the additional revenues
at a rate that, after having discussed it with many leaders in the indus-
try, at a rate that probably can be used, without touching off excessive
costs in rigs or chemicals or other materials that go into the drilling of
new wells.

In other words, this change will produce $16 billion a year increase
in returns from oil. This goes to the Treasury, phasing in, as we do,
that total amount would be available for drilling new wells and new
mines, If you did it all immediately, it would touch off tremendous
inflation in the cost of drilling or the cost of other energy activities;
by using the 50-month period, it is generally felt that the industry can
absorb capital at that rate without causing inflation or shortages.

Senator GrRaver. Would you favor deregulating natural gas at the
same time ¢

Senator Berryox. The deregulation of natural gas will mean $1
billion a year to the producers. That can probably be absorbed. in addi-
tion to the amount of funds that comes from deregulating crude oil.

That is a different problem. I do not cover it in the legislation I have
introduced. It does not present the problem of too much capital too soon
that we have in decontrolled oil.

Senator GraveL. Have you given any consideration to the fact that
all the money that you are handling here, the 2 percent, is going back
toindustry # The perception of the American public is that the industry
isripping it off presently.

Did you give any thoughts to an excess profits tax that may abate
that perception ¢ :

Senator Berryox. We have provision here for a plowback. That
money has to be put back into development supplies, or it is taxed.

Senator GRAVEL. You have built in an excess-profits tax?

Senator BELLMoN. That is right.

Senator GRAVEL. What percentage is involved ¢
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N .
Senator BerLyon. It is complete. It is either reinvested or all taxed.
Senator Graver, That wou{d come into being progressively as we

move up to the full 100 percent?

Senator BrLLyon, That is right. ) )

We would go further, It is not a part of the bill, but in discussions
since the bill was introduced, I would be agreeable to seeing the tax
continue for 10 years to make certain that the industry continued max-
imum efforts in developing new supplies. )

Senator Graver. I am mmpressed with the escalating feature of this,
and how it deals with the problems there would be with inflation.

Senator Long?

Senator Loxe. Thank you very much, Senator Bellmon. The Senator
made a very thoughtful statement.

Senator BrrLLaox. Mr. Chairman, there are other attachments, and
I would like to make them a part of the record.

Senator Graver. They will all be printed, along with your statement.

Senator Berryon. Let me say one final thing. I was reading this
morning in the “Oil and Gas Journal.” In the week of June 3d this
vear, we had 1.990 rigs running, up 481 rigs from last year, or 31.8
percent. It shows that there are a lot of people who believe that we
can find and produce more oil if we give it more resources.

We will cee that amount of rigs doubled.

Senator Loxe. I think I will ask one question.

Senator, as T understand it, we should be doing everything that we
can to increase the production of coal and to expand production in
other areas, solar, atomic-—even though that may be more debatable. Is
it not true that if we are going to expand our production of energy
in the short. run, the next 3 or 4 years, most of it is going to have to
come from the increased production of oil and gas?

Senator Brrryox. Senator, there are only two places to get the
energy we need—you say 4 or 5 years. I would say for the next 15
years—either by drilling at a rapid rate for oil and gas, or from
unports.

We can never be sure we can depend on our imports. We might not
be able to afford them.

To me, the only logical thing to do would be for us to vastly expand
the development of our own energy resource base, which is still abun-
dant and can be brought on quickly.

Senator Loxa. In most of the areas where we are producing a lot of
energy—I mention Louisiana because we have a similar problem to
what you have in Oklahoma—the drilling has gone down to about
10,000 feet. But it is a rather new thing to drill down to 15,000 to
20.000 feet, although it is being done. Is that not correct ?

. Senator BeLLyox. Senator Long, we have a well in Oklahoma that
15 30,600 feet deep. It produces gas—what you say is true.

There are enormous possibilities for deeper drilling, but only when
we have available the capital to pay the costs. Those deep wells, I
mlé;ht say. cost up to $6 million apiece.

Senator GRAVEL. If you would yield ?

Woe just finished a well in Alaska that was 17,000 feet. It was capped
and cost $27 million.

Senator Loxe. That is the kind of thing that people are not fully
aware of at this point. I can recall the days when my family, my
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mother leading the charge, and my uncle on my mother’s side, learned
the oil business the way a lot of people did, without much education,
but as roughuecks on the rig. When we thought we should put seme
of our money into a well and we looked at a cost of $50,000, we thought
that was a pretty expensive well.

If you were going to go down deeper, perhaps $250,000 worth, we
had to try to go in with a group, in order to finance going down to
that dept Ty;

Thosze wells. even then, at $250,000, were going down 7,000, 8,000
feet, but now, to go for the deeper production that is below that,
people arve drilling at about $2.5 million per well.

Iiven allowing for the change in the purchasing power of money,
it is a far greater expense to go down to 15,000, 18,000, or 20,000 feet 1n
search of the same o1l and gas; deposits down there on the average are
not better than at the shallower depth. You just have to go down deeper
in trying to find them.

Docs that not mean, in etfect, that if you want this energy produced,
vou will have to make it sufliciently attractive for people to take the
risk? The Congress, I am sure, with all good intentions, has tried to
protect. the public from a higher price for energy, and I am sure the
public wants to be protected. Nobody wants to pay 1 penny extra for
a gallon of gasoline beyond that which is absolutely necessary.

When people tell me we have already done a great deal. that we
have 30 percent more rigs working thar we did when thiz cnergy
crisis began, it does not impress me at all. It seems that we should
have at. least 800 percent. more rigs.

Is that. your thought?

Senator Berryox. Mr. Chairman, you are exactly right. It is like
this year, 1977, there will be about 40.000 wells, oil and gas wells drilled
in the United States. That is going to probably be enough wells to
sort of hold us where we are. We may drop a little production, but
we may gain a little.

We ought to be doing enough to stait gaining, not necessarily
dramatically, but noticeably in our domestic production and, in this
way, begin to cut that kind of level of imports.

As you =ay, when all we are doing is running at the level now of
1990, we are not. going to catch up. We are going to have to do a lot
more than we are doing.

The only way to do it, actually two things have to happen: One,
the price has to be an incentive; in addition. there has to be a lot of
capital output to pay for these costs,

The industry is using all the capital they can get their hands on,
ineluding what they make plus what they can borrow. It is not possible
to borrow money to go out and drill wildeats. You can get money after
you are ready to drill and go into production.

No person who loans other people’s money can afford to loan on
wildcats. Those costs have to be paid out of profits.

Senator Loxa. Let us look, for a moment, at the absolutely unthink-
able alternative that this Nation rejected because it absolutely could
not be done, one could not even think about it. Though it be heresy, let
us just. think about it for a moment, ’

uppose, when the Arabs put the boycott on us, we had done with
oil what we did with sugar when we thought ourselves in a tight
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market with sugar. If wo had let nature take its course, the price would
have gone up to a point where everyone from the consumer point of
view would have viewed it as unconscionable.

If that had happened, the industry would have made tremendous
profits. It would have been perhaps right to describe them as windfall
profits, but the profits would have remained in the industry. We have
seen the same thing happen down through history : when some people
make a large sum of money, the same charges and countercharges
are heard.

But what would have happened to the profit?

Senator Berraox, It would have gone back into mines, drilling,
energy production.

Senator Loxg. It is not likely that vou would see Mobil taking its
profit and investing in Montgomery Ward at that point. Anybody
who puts money into an industry wants to get into it because of the
freeflow of capital, which is fundamental to the free enterprise system.
Anybody with money to invest would invest where the biggest profits
were, so investment would go into production. There would be a lot
less consumption of product because people would think that the
price was too high. Is that a fair statement ¢

Senator BeLLmon. That is exactly right.

Senator Long. They would start carpooling. riding the bus, doing
whatever they could to reduce the consumption of energy, using less
of it in the home, and the price would go back down again. Is that fair?

Senator BerLyoxN. That is true, although it probably will take a
little longer to increase our supply of oil and gas than it took to 1a-
crease sugar supplies. We are talking about probably a 10- to 20-year
period here. '

Senator Loxg. I recall when the sugar situation got out of hand;
in short order it was clear that farmers were going to plant more
sugar, The feeling was that if you were going to make some money on
sugar, you had better get to it in a hurry, because everybody was
making money in the sugar business. There was a big increase in
production. Although the price went up to an unconscionable point,
about 60 cents a pound, the result was that all our farmers planted
moro sugar, farmers around the world planted more sugar, the price
went up to about $1 a pound. Now, it is back to 10 cents a pound.

That is how the free enterprise system tends to operate when left
alone. When a very profitable activity develops, people go into it to
produce more.

Are you aware of the fact that it has takeéfi-us until about a year

ago to get the profits of the oil and gas industry above the average
profits for all manufacturing?
. Senator BeuLaton. Mr. Chairman, that is true. In addition to that,
if you take the price of old oil that companies are now getting from
the wells that were in operation before the embargo, take out the
royalty, that amounts to 75 cents a barrel, private tax, income tax,
operating costs, that leaves the producer only $1.85 a barrel left over
from the oil in these old wells, It costs $6 a barrel to find a new source
of new supply of oil.

Every time a company produces and sells a barrel of old oil, it
gets only enough revenue to find a third that much. That is one thing
that is causing difficulty. There just is not a sufficient cashflow to do
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all the drilling that has to be done to not only hold our own, but start
aining.

8 Senagtor Loxe. T just want to make it clear that I voted for a number
of bills—I think you did too, Mr. Bellmon—-that prevented the free
enterprise system from making available unconscionable profits for
oil and gas producers. But when we look at how the system would
have worked and what we went to as an alternative, one would have
thought that at a minimum we would have tried to provide enough
incentive that the people who were in that business would make enough
profit to provide us with answers to our problem, by attracting capital
from other areas into the oil industry.

My question is, have we made it sufficiently attractive to persuade
people to go into the oil business rather than into other activities?

Senator BeLLyoN. Mr. Chairman, we have not. When you look at
the number of rigs running, the 1990 level, more than it was when the
embargo hit, you might get the impression that we have done enough.
A lot of those rigs are drilling gas wells for the intrastate gas market,
which we both know is three times as high as the interstate price. And
cven though the 1990 is an increase, it is still not enough. We have
to double that again to get where we need to be.

The answer to your question is, we have not done enough, either in
providing the price incentive or providing the capital that industry
has to have to get the job done.

Senator Loxag. Thank you very much.

Senator GraveL. Thank you, Senator Bellmon.

[The prepared statements and attachments of Senator Bellinon
follow, [Oral testimony continues on p. 29.]

STATEMENT OF SENATOR HENRY BELLMON

Mr. Chairman, the energy problem undoubtedly will be remembered by his-
torians years hence as one of the great challenges in our governmental experience
begun 201 years ago.

President Carter has performed a valuable service by convincing a majority
of the American people that the energy crisis does exist and by insisting that the
problem and its solutions be debated now.

The President’s vbjectives of reducing fuel use, of improving energy effeiency
and of avoiding shortages in the future are sound. To obtain these objectives,
the President has offered a program based on the conservation of energy by alter-
ing fundamental methnds used in operating this country and conversion to an al-
ternate fossil fuel—coal—which is bountiful but which is not yet available for
use on the grand scale envisioned. His ultimate goal is the development of energy
sources which are replaceable or essentially unlimited.

I support this general concept; however, I fear that a significant defect of
omission in the President’s plan will produce the eventual failure of the program.

Recently, Phillips University near my home in Oklahoma conducted an energy
forum attended by a diverse group of concerned citizens representing varied ide-
ologies. Among those attending was a staff member from the Workshop on Alter-
native Energy Strategies at the Massachusetts Institute of Technolcgy. The staff
member, William F. Martin, reported the MIT group bad studied the energy sit-
uation and ascertained this:

“We conclude that, despite efforts in the next 25 years to reduce energy demand
and shift to other fuels, the U.S. will be faced with oll imports of 10 million bar-
rels daily by the year 2000.”

This conclusion is basically the same assessment made in May by Dr. Hans
H. Landsberg, an economist and senior fellow at Resources for the Future here
in Washington. This conclusion is similar to those made by many analysts of
the President’s energy package,

The package presented to Congress contains no mechanism that would help to
increase domestic production of oil and thereby reduce American purchases of
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crude ofl in the world market. Taking into account the different conversion and
conservation proposals forwarded by the President and hoping for their unpar-
alleled success, we must still admit that the United States, without increased
domestic oil production, will exert a tremendous pressure on the world market
rice.
r If the United States chooses only two of the three strategies it must follow to
develop true energy efficiency, then the country will be forced to buy gargantuan
volumes of foreign crude, driving the oil price to new, higher levels and creating
disaster for the economies of Western Europe, Japan and the developing coun-
tries.

The current shortage of oil and gas results not from exhaustion of the resource
base but from an economic environment which has been discouraging develop-
ment for the past 25 years and which encourages consumer waste today and may
encourage waste in the future.

The President has proposed returning the cost of oil to its true replacement
cost, and I agree with that. He has proposed using tax revenues from his plan for
rebates to protect low and middle income Americans, and I agree with that,

Using these basic ideas, I introduced a bill (8. 1707) to provide a supplement
to the President’s “Crude Oil Equalization Tax.”

The bill provides that the Crude Oil Equalization Tax be applied as a well-

head tax on oil. 'The bill further provides that this tax be imposed in the full
amount immediately and that it§ collection be enforced by the Internal Revenune
Service. ’
* The tax would be assessed on each producing property and equal the difference—
if any-—between the current regulated price on a property and the posted strip-
per oil price for that property. The tax would be collected monthly and be re-
niitied by the purchasers of crude oil. There are 137 purchasers who would re-
mii by the purchasers of crude oil. There are 137 purchasers who would remit
and approximately 20,000 producers from whom the tax of some $16 billion would
be collected.

The tax would be reduced by two percent of the original amount each month
until it expires at the end of 50 months.

Proyisions are made in the law that during these 50 months any of the ‘“‘re-
leased” revenues that are not spent in the energy business—that are not plowed
back—would be taxed away.

The tax revenues would be spent selectively to protect Americans from higher
energy costs. This protection is designed to reduce domestic energy requirements
so that as the transition ends, individual monthly energy bills will be less even
though the unit cost of fuel will be greater.

Athough the program for rebates of the wellhead tax is only now being re-
duced to legislative language, it is contemplated that distribution of energy tax
proceeds would be made among four recipient groups:

A, home insulation tax credit;

B. fuel cost subsidy;

C. Federat purchase of fuel ineflicient automobiles; and
D. subsidy for transport of foodstuffs,

A. HOME INSULATIONS T'AX CREDIT

Section 1101 of the Administration’s energy proposal allows a tax credit for
qualified residential energy conservation expenditures of 25 percent of the first
$800 expended and 15 percent of the next $1,400 for a maximum credit of $410.
The credit would be nonrefundable, i.e., could not exceed a taxpayer’s tax liabil-
ity. The proposal covers cooperative housing but not condominiums.

The Belmon proposal differs from the Administration’s proposal in the follow-
ing major ways.

1. The Federal government will pay 90 percent of the first $1,000 and 50 peréent
of the next $1,500 of qualified home energy saving devices for individuals in the
$7,000 and below adjusted gross income class. The Federal government will al-
low credits of 50 percent of the first $1,000 and 25 percent of the next $1,500
for individuals in the $7-15 thousand adjusted gross income class. The Federal
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}
government will allow a credit of 80 percent of the first $1,000 and 20 percent of
the next $1,500 for individuals above $16,000 of gross income, Qualified energy
saving devices are: (1) attic insulation, (2) wall insulation, (3) floor insula-
tion, (4) duct insulation in unheated areas, (5) storm windows, (6) storm
doors, (7) weather stripping, (8) vavor barriers, (9) clock thermostats, (10)
flue dampers, and (11) burner modifications.

The ueed for the progressive nature of the benefits is indicated In Tables 1 and
2 attached (prepared by the Joint Committee on Taxation for the House Ways
and Means Committee). Note that:

(a) Response by lower income tax brackets is markedly less than higher
brackets.

(b) It will require considerable financial inducement in the lower brack-
ets to encourage such expenditures.

(¢) CBO has indlcated little additional responsiveness to insulation cred-
its. However, any responsiveness will be gained at the lower end of the income
scale.

(d) Even so, some payment is required to reduce the prospect of unneces-
sary expenditures.

The regional breakdown of home ownership by Income class within and out-
side metropolitan areasis shown {n Table 3.

2. The payment is refundable, that is, can be made in excess of tax liability.
For certain home owners in lower income tax brackets, it would be impossible to
provide adequate weatherization without payment should the cost of the weather-
ization exceed what they owe in taxes and, thus, under the Administration pro-
posal, payment not be made. This adds only moderately to the cost of the
program.

3. The Bellmon proposal would allow the credit for condominium home owners,
as well as single detached and cooperative housing units.

4. Under the Bellmon proposal, individuals making qualified weatherization
expenditures on rental property would receive a tax credit of 30 percent of the
first $1,000 and 20 percent of the next $1.500 of qualified weatherization
expenditure. This tax credit would be refundable.

The increased utilization of the credit under the progressive credit system,
broadened coverage, and the expanded benefits under the program would con-
siderably increase monies rebated through the weatherization program under
this proposal.

Rough staff estimates are:

Tax expenditure 1978-82 for weathertzation
[In millions of doliars]

B. FUEL COST S8UBSIDY

Low-income families are hit particularly hard by increased fuel costs. The
Bellmon proposal would grant a refundable tax credit to families based upon
electrie, utility gas, tank gas, fuel oil, or coal utility bills. The payment would
equal 25 percent of the home owner’s utility bills. Renters whose utility costs
are included in rent would be allowed 7 percent of their annual rental payments.
Both credits would have a maximum of $150. The payments could be phased
out proportionately over a range of $10,000 to $20,000 of adjusted gross fncome.

The cost would be about $5.2 billion in the year in which the program com-
menced, and would escalate depending upon utility costs and participation about
$500 million/year thereafter. However, the program is phased out over a 50
month period. Full benefits would accrue the first year, 75 percent benefits the
second, 50 percent benefits the third, and 25 percent benefits the fourth, Total
tax expenditures would thus be:

93-810—77—-2
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Fuel cost subsidy 1978-82

O. FEDERAL PURCHASE OF FUEL INEFFICIENT AUTOMOBILES

Fuel efficiency for automobiles over eight years old is considerably less on
average than newer cars. Table 5 indicates the diminishing fuel economy of
new through 1974 cars. Untuned or high mileage used cars would have
considerably less eficiency now.

A federal purchase and disposal of eight year or older automobiles and trucks
assuming 50 percent participation in the program and an average blue book
value of $700/auto would entail a one-time Federal expenditure of $10.1 billion.
For automobiles five years old having a general blue book value of $800, the cost
would be $22.8 billion. Viable guidelines would have to be instituted should this
amount be excessive. The sale of scrap and miscellaneous parts would offset as
much as one-fourth of this outflow, however.

It is obvious that the government will be unable to purchase all of the “gas
guzzlers” and the program will be concentrated on those which consume the
most gasoline.

D. BUBSIDY OF PRODUCTION AND TRANSPORT FOR FOODSTUFFS

Raw and processed foods have a unique production distributional problem.
Transportation and fuel costs are a large portion of producer, hence consumer,
costs, Because of the necessity of a plentiful and well-apportioned supply, pro-
ducers and transporters will require some subsidy to soften the inflationary
impact in product markets. The Bellmon proposal allows a tax credit against
corporate and individual tax liabilities for bonafide foodstuff production and
transportation of 8¢/gal. (or equivalent Btu usage) in the first year; 8¢/gal.
in the second; 4¢/gal. in the third, and 2¢/gal. in the-fourth. The attached
Tables 8 and 7 show agricultural usage and total projected petroleum usage
used in cost estimates.

The tax expenditure estimates themselves are shown below :

Subsidy for food stuffs production and mmiport

_ _ Billions
1078 e mmmcecmmscccemmememcmmm—enm——e—— e ——————————— $1.2
1079 e eem . - - 0.9
1980 — - 0.6
1981 —— - 03
1982 ... - —
197882 oo - 390

This proposal is meant only as a supplement to the package offered by the
President, I believe it will provide the economlie climate to allow consumers to
make rational decisions. Also, it will induce a reduction in energy use through
the enhancement of the economics of energy saving measures and provide funds
to make the transition possible. Most important, the bill will help increase supply
for the intermediate term before alternate sources become widely avaflable,
avold shortages of conservation materials and get gas guzzlers off the road.
In the long term this proposal will reduce U.S. dependence upon costly, insecure
imports and provide thousands of energy related jobs for American workers.
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SECTION-BY-SEOTION ANALYSIS oF 8. 1707 .

{The Bill is an-amendment to the Internal Revenue Code of 1954 and the
Emergency Petroleum Allocation Act of 1973.)
Section 1. Wellhéad tax on domestic production of crude oil

“Sec. 4991, Imposition of tax.

Provides for the imposition of an excise tax at the wellhead for domestic
crude oil production.

Tax is imposed on the person entitled to the deduction for depletion.

Tax i3 to be collected and remitted by the purchaser of crude oil.

“Sec. 4992. Amount of tax.

The tax is the lesser of (1) the difference between the current posted
stripper oil price and the controlled price on the property, or (2) the difference
between the stripper oil price in the month of determination and the current
controlled price on the property. [Example.]

(1) Current stripper price - - ——== 12,00
Controlled price - e m e e e ——— 5. 00

- Indicated tax. - mcmc—cam———————— ————— 7.00
(2) Future stripper price e cc———— 14,00
Controlled price _—_..___ e 5. 00
Indicated tax.... e - ceeem 9,00

Therefore the tax is (1) $7.00/barrel since it {s the lesser.

The tax is reduced at the rate of 2 percent of the original amount each month
until it is extinguished in 60 months,

Leases on the North Slope of Alaska are exempt from the tax.

Properties which become productive after the date of this legislation will be
treated as though they were “new” properties on April 20, 1977, i.e. priced at
about $11.28/barrel, and the tax adjusted according to the phased tax schedule.

“Sec. 4993, Plowback requirement.

It is required that the owners of the operating mineral interest reinvest all
of the difference between the tax which would have been paid if the tax had not
been phased down and the tax actually paid (subject to adjustments for in-
creased royalty payments, taxes, and operating costs) in the development of
energy sources, If not so spent the tax is increased by the unspent amount.

A carryforward and carryback provision is provided. The Carryforward
cannot extend past January 1, 1983,

It insufficient money was spent in 1978, generating a tax, then that tax could
be offset in later years by spending more funds than were required in that year.
Carryback.

If too much money was spent in 1978, creating a surplus for the purposes of
the plowback, then that credit could be a CARRYFORWARD to future years to
reduce expenditures in that yvear and still avoid the Plowback tax.

“Sec. 4994 : Definitions and Special Rules.

Section deflnes: Base Price, Removal Price, Posted Stripper Oil Price, Crude
Oil, Domestic, Barrel, United States, Possession of the United States, Offshore,
Members of Afilllated Group Treated as One Person, and Liability for Tax in
Case of Certain Production Payments.

“Sec. 4995. Record and Information ; Regulations.

Records and Information must be maintained by the person liable for the tax.

Regulations will be established by the Secretary.

“Sec. 6076. Time for Filing Return of Tax.
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Quarterly tax return will be filed no later than 45 days following end of the
uarter.

1 “Sec, 6050. Information Furnished by Purchaser and Operator Regarding Well-
head Tax on Domestic Oil

The purchaser of the crude oil 18 required to furnish information to the
owners of the tax collected aud paid for the property, the volumes of ofl removed
from the property, and any other informetion required by the Secretary. Criminal
penalties are provided, for failure to comply.

“See. 7242, Willful Failure to Furnish Certain Information Regarding Well-
head Tax on Domestic Crude Oil,

Provides penalties for willful fatlure to provide timely information.

“See. 6050C. Information to be Furnished to Partners and to Beneficiaries
of Estates and Trusts.

Requires any necessary information requested by Secretary.

Scction 8. Termination of authority to specify prices, or to prcscride a manner for
determination of prices of crude oil.

The authority of the President to specify prices or to prescribe the manner for
determining prices, for crude oil, residual fuel oil, and refined petroleum products
produced in (or imported into) -the United States under section 4 of the Emer-
gency Petroleum Allocation Act of 1973 and the authority to establish ceiling
prices or the manner for determining ceiling prices for first sales of crude oil
produced in the United States under section 8 of such Act may not be exercised
after December 31, 1977,

OKLAHOMA

DRILLING

Since the beginning of the 0Oil Industry in Oklahoma there have been 302,473
wells drilled. Of these 188,524 were oil wells, 26,815 were gas wells, and 87,134
were dry holes.

On January 1, 1976, 72,543 of the oil wells were still producing, as were 10,436
of the gas wells.

As was shown elsewhere the oil reserves in the State have been maintained
with only a slight reduction since January 1, 1970. The production rate has de-
clined due to the loss of the flush production on secondary units, and a drilling
rate below the optimum,

A tabulation of drilling and oil prices is interesting. ™~

Year Total Service Dry Gas 0il Qil price

4,024 174 1,027 m 1,827 9.00

3,429 131 1,142 573 1,583 8.00

2,767 120 1,027 654 966 6.74

1973 2,101 103 745 461 792 3.89

There is a direct correlation between the rising price of crude oil and the in-
creased drilling rate. Likewise as the number of wells drilled has increased the
success ratio has improved.

This increase in activity, and the increase in success are largely responslble
for the ability to maintain reserves. and slow production decline.

One thing which must be remembered is that the peak drilling year in Okla-
homa was 1920 when 9,097 wells were drilled, and again in 1954 when 8,786 wells
were drilled. Of interest is that the price of crude oll in 1920 was $3.07/barrel.
That peak was not reached again until 1969, The excess production developed ip
the formerly free market successfully reduced price.
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ANNUAL ApDITIONAL INDUSTRY REVENUE KroM THE PHaAstp OuUr
_ WELLHEAD TAx

FORMULA

0ld oil volume (stripper price-old oil price) (1-average tax rate)
(364 Days) =Gross industry revenue from old oit
New oil volume (stripper price-new oil price) (1-average tax rate)
(365 Days) =Gross industry revenue from new oil

Year1l: Billions
3.640 times (13.50-5.05) (.12) (865) e oo e $1. 347
3.500 times (18.50-11.25) (.12) (863) cccoe e e . 345

TOtAl e e e e e e m e — e ——————— 1. 692

Year?2:

3.420 times (13.50-5.05) (.36) (8363) <o oo 3.797
3.890 times (13.50-11.25) (.36) (865) ccmec oo e 1. 150
Total e — e m e ———— 4, 947

Year3:

3.210 times (13.50-5.05) (.60) (8365) oo ecemee e 5. 940
4.260 times (13.50-11.25) (.60) (8365) oo 2. 009
TOtAl e o e e e m e ——mm ————————— 8. 039

Year4:

3.020 times (12.50-5.05) (.84) (865) ccmcnc oo 7.824
4.610 times (13.50-11.25) (.84) (865) cccmcccccc e 3.180
TOtA] e e mmm— e e m—m— e ——————— 11, 004
Year 5 (2 Mos.) :
2.840 times (13.50-5.05) (.98) (60) vt 1. 411
4,930 times (18.50-11.25) (.98) (60) ccccvc e . 652
TOtA] - o e e e m e m—mm e m e mmm——————— 2. 063
Total 50 MonthS. v e e e e m e —a—————— 27.745

ADDITIONAL NET REVENUE TO INDUSTRY AFTER ROYALTY, STATE AND IL.OCAL TAXES
{ESTIMATED)

Year 3: )
Year 4: 11.004 (.74)
Year 5: 2.063 (.74)

Total
Year 5 (10 months)
Year 6
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OKLAHOMA

RESERVES

On January 1, 1970 the estimate of recoverable reserves was 1.390 Biliion
Barrels for the State.

Between that date and December 81, 1975 production from the State totaled
1.177 Billion Barrels.

Reserves estimated on January 1, 1976 were 1.240 Billion Barrels,

A tabulation of these facts result in:

Billion

barrels

Reserves Jan. 1, 1970. ———— 1.390
Production 1970-75. —— -1, 177
Reserve additions +1. 027
Reserves Jan. 1, 1970___ - 1,240

There are reserves left to be found in even the old mature producing areas of
the United States. ’

"The drilling rate must be increased to improve the producing rate with new
“flush” production.

Efforts toward Tertiary (Enhanced Ol Recovery) oil have not yet been
effective in increasing either Oil Reserves or Oil Producing rates.

One of the factors that might be noted is that if the Industry had stopped in
their drilling efforts in 1969 the State of Oklahoma would have no oll reserves
remaining today. This is an oversimplification, but is indicative of the point,

ANALYSIS OF PRODUCTION
[In miltions of barrels of oil per day!

1977 1978 1979 1980 1981 1982 1983 1984 1985
Administration:
[+[1] 2.180 1.900 1.640 1.3%
2,270 1130 2010 1.8%
1.630 1.870 2.080 22720
1.750 1,90 2050 2.200
2.000 1.900 1.800 1.700
9.830  9.700 8.580 9.450
2,840 2670 2510 2
4930 5230 5.520 57%
"""""" 1700077710001, 000 1. 000
2,000 1 1.800 1,700

Additional..... .. .200 .39 .580 . L940 1,100 1.250 1.400
Annua) additional (billions of barreis)t.......... 073 L1420 212 .28 M3 402 .

1 This represents the daily production increase in the United States from the Bellmon amendment.

Biliton

barrels

Total savings 1978-85 - —— e 2,420
Future savings for discovered I€S8erveSammmm e oo oo caececeeee 4, 600
Total reduction 1n IMPOIEE_ oo oo oo 7. 020

- Billions

Value of imports at $18.50. . e $04. 770
Cost* (Cost/Barrell=$7.93) —— --- B5.650

*Assumes all exploration stops at Jap. 1, 1986.
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ANNUAL FEDERAL-TAX FrRoM THE PHASED OuT WELLHEAD Tax
FORMULA

0Old oil volume (stripper price—old oll price) (average tax rate) (365 days)=
tax revenues from old oil

New oll volume (stripper price—new ofl price) (average tax rate) (865 days=
tax revenues from new oil

Year1l: Bllltons
3.640 % (18.50-5.05) (.88) X365 - $9. 879
3.500¢ (13.50-11.25) (.88) X865 .._. 2. 529

Total _ - 12. 40}_

Year 2:
3.420X (13.50-5.05) (.64) X865 - .. 6. 761
3.890 X (13.50-11.25) (.64) X365 2. 045

TOtAl e e —cmmmm e mcem——c—————— 8.798

Year 8:
8.210X (18.50)-5.03) (.40) X 865 Cemmmmae - 38.960
4.260% (13.50-11.25) (.40) X366 1.399

b\ 17:) - e m——————— 5. 359

Year 4:

38.020 ¢ (18.50-8.05) (.168) X3 ——- 1,490
4.610¢ (18.50-11.25) (.18) X8OS oo e . 606
Total o mmc————— e ——————— 2. 0_9;6

Year 5:

(2 mos.)

2.840% (18.50-5.05) (.02) XB0 e oo . 029

4.930%13.50-11.25) (.02) X 60 mmm e mccm——— .013

Total - e e m e e cmcc e m—————— . 042

Total 56 months.. oo e 28. 701
Disposition of wellhead taz revenues )

Billions

Full home insulation credit - $3. 000

Fuel subsidy cost - 14. 000

Purchase of fuel inefficlent autos* - 8. 000

Transport and foodstuffs subslAy - oL 8. 000

Total coeommemee —————— e —————— 28. 700

Energy savings million barrels/year

The savings represent the full effect of the program with the understanding
that some of the savings would have occured in any event. o y
. onse o

barrels/year

Full home insulation credit - mmmeeem e e ——— - 180.0
Fuel subsldy CO8b. oo e 0

Purchase of fuel inefficient autos e m e ——————— 1.4
Transport of foodstuffs subsidy. ——— e m———m—————— 0

Years

Ol e 251. 4

4 LT SO, $3.4

Biilions

Time required to return national investment.. __. . ._.______ 8.4

*Agsumes purchase of 8 million cara with average 12 mpg, at $1,000 each, with replace-
ment by cars with 22 mpg, both driving 10,000 miles per yea';. $ place
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(From the Sunday Oklahoman, Jan, 23, 1977]
STATES’ WILDCATTERS TaP ‘MOTHER LoODE’
(By Suzanne West)

Oklakoma wildcatters tapped the mother lode in 83 pools during 1976 to score
a 34-plus per cent success ratio, The Sunday Oklahoman’s annual survey shows,
Of the 243 exploratory operations tried, 31 opened new oil pools, 52 found gas and
160 were abandoned.

The year was better than 1975. Last year, 222 exploratory operations were com-
pleted resulting In 24 new gas pools and 27 oil pools. The other 161 tries were
abandoned.

During 1974 there were 209 wildcats drilled with 59 pools opened. And, in 1973,
174 wildcats were completed with 62 new pools opened.

In Beckham County, MRT Exploration Co. opened the Southwest New Liberty
field with completion of its No. 1 Kirtley Unit in C NE SE of 19-10n-24w.

The pool opener was drilled to 24,482 feet and completed for 8,288,000 cubic
feet of gas per day through a 13-84-inch choke from perforations in the Upper
Morrow at 15,877 to 16,305. feet.

Perforations in the Hunton at 24,042 to 25,304 feet were treated but due to
mechanical difficulties failed to produce. The Hunton was plugged off and the
St. Genevieve was opened at 21,706-710 feet as well as the St. Louis at 21,964-984
feet but nothing productive was found. -

A final plug back of 16,721 feet was made for the Upper Morrow conrpletion.

MRT is now active at a west confirmation to its discovery.

The MRT discovery was one of two tries made in Beckham County. The other
was on 18,500-foot failure.

Of note in Wheeler County, Tex., was a new pay horizon opened in the Mills
Ranch fleld by Chevron Oil Co. at its No. 1 James in 20 L, J. M. Lindsey survey.
The Arbuckle (new pay) was perforated at 22,928 to 23,938 feet to make an
absolute open flow potential of 31 million cubic feet of gas, per day. The regular
pay for the field, the Hunton, was perforated at 20,749 to 21,330 feet to make
an open flow of 72 million cubic feet of gas per day.

The other three western Oklahoma counties of Roger Mills, Custer and
Washita tallied five failures and 10 gas discoverles.

Both tries in Washita County were abandoned. One of the failures was
Forest Oil's No. 1 Bob White Unit in NW SW NE SW of 16-8n-16w, about
three miles north of the Northwest Gotebo fleld. The operation was abandoned
at 22,665 feet. The hole had been whipstocked more than once, and finally had
to be abandoned when casing parted.

Of the nine tries made in Custer County, two were abandoned. The other
seven made gas wells.

One of the best of the Custer County discoveries was Michigan Wisconsin Pipe
Line’s No. 1 Bates in C NW of 20-14n-16w, which opened the Southeast Anthon
field. Perforations in the Springer at 13,438-468 feet flowed 7,300,000 cubic feet
of gas per day through a 12-64-inch choke. The zone also produced nine barrels
of condensate and three barrels of load water.

Roger Mills County totaled three gas wells and one deep well temporarily
abandoned.

The West Cheyenne fleld was opened with Helmerich & Payne's No. 1 Lester
Unit in C SW of 9-13n-24w, about three miles southwest of Northwest Cheyenne.
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BALANCING THE 1985 ENERGY ACCOUNTS
(By Hans H. Landsberg?)

Only now that the government has released its pamphlet entitled “The Na-
tional Energy Plan” is it possible to learn how the energy accounts are to come
into balance by 1985. While it is a highly readable booklet, those in & hurry
can go to the 96th of its 103 pages and find it all spelled out in a handy little
statistical table. What they will discover is not quite what the government
presentations, beginning with the President’s April 18 television address, had
led them to expect.

Three noteworthy findings emerge. First, while widely proclaimed as relying
mainly on conservation, the plan is not all that conserving. Without it, energy
consumption by 1985 would rise by 31 percent; with it, by 25 percent. The
difference could be made good by importing an extra 2 million barrels of oil
per day.

Second, the soul of the plan is not so much to shift from using more to using
less energy, as from burning oil and gas to burning coal.

1Dr. Landsberg 1= an economist and senlor fellow at Resources for the Future, a non-
profit research organization in Washington,
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Third, while one would expect it to stress measures to boost coal production,
the plan contents itself with the statemeat that coal production is principally
demand-limited and directs most of its effort at reducing oil and gas use,

Now let us dig a little deeper. The administration’s statistics show energy
demand to rise from 74 quadrillion Btu's, or “Quads,” to 93 Quads in 1985—an
average annual rate of growth of just over 2.5 percent. That's not an implaustble
figure, given long-term historic growth rates around 3.5 percent, though the
exponential growth, given enough time, even fractions of 1 percent have quite a
kick. Thus small differences in assumptions can have large consequences,
especially when so much turns on hitting the plan’s 1985 bull’s eye: oil imports
held down to 7, or hopefully 6, million barrels per day.

On the supply side, the plan’s center ring is occupied by coal. Between 1976 and
1985 production is expected to increase to about 1,225 miliion tons, up from 665
million tons in 1976; probably by more, if, as is likely, the share of low-Btu
Western coal increases substantially. Raising coal output in the next nine years
by 560 million tons will require more than ordering utilities and industry
generally to burn coal or making it costly for them not to do so.

Similar past efforts have come to naught in the face of the companies’ re-
sistance, based on environmental, technological, and economic grounds. The plan
hopes to cope with this by reversing the burden of proof; that is, the utilities
must show cause why they caunot shift to coal. It is easy to foresee that enough
of them will engage in prolonged and quite possible successful efforts to show
such cause as to frustrate the objective.

It is worth noting that in its long history the bituminous coal industry has
never produced more than it did in 1976. Its previous peak output year was 1947
when it mined 631 million tons of coal. Now every added ton produced sets a
new record. Consequently, not only must mining companies grow, but all facilities
associated with coal, including, prominently, transportation and manpower, must
grow apace. State/federal conflicts must be resolved, the aspirations of the In-
dian tribes controlling large amounts of Western coal have to be reconciled,
land-use and restoration practices must be established, and so on.

That, in this context, the coal industry can raise output by an annual average
of 60 million tons is highly unlikely, if not outright impossible. That the energy
plan fails to even address these issues is a major flaw. That its success rides
on achieving something close to the announced goal i certain.

Three more domestic supply items are specified to help meet 1985 demand.
Domestice oll production, in decline since reaching a peak in 1970, must rise by
12 percent ; natural gas production, in decline since 1974, must not dip by more
than 7.5 percent; and nuclear energy must nearly quadruple. What are the
chances of all this coming true?

For oil, the hopes are pinned on output from Alaska, from the Outer Con-
tinental Shelf, and from so-called enhanced recovery, that is, squeezing out
oil from old reservoirs. The top Alaskan oil supply cannot be more than the
pipeline can carry, that is, 2 milllon barrels per day. Net additions from Outer
Continental Shelf reservoirs will depend on the pace and volume of leasing
in the next two or three years. Leasing beyond that time will not produce much
by 1985. Expectations from enhanced recovery have traditionally been high
and achievements low. There are some 300 billion barrels of oil left over in old
reservoirs, but technology has for decades failed to come to their rescue.

For natural gas, the principal source to supplement depleting gas reservoirs
s the Outer Continental Shelf. Therefore, the postulated decline of less than 8
percent appears optimistic. We will do well to slip no faster.

The plan’s nuclear objective is not within reach. It takes 10 years or more
to get a nuclear power plant on the line. Thus, no plant not now at least on the
order books of the equipment manufacturer can be counted into the 1985 ca-
pacity. At most 180,000 megawatts (up from 42,000 at the end of 1976) is a
reasonable guess. The plan figure is high by 20 to 25 percent, or about 1.5 Quads.

In summary, the chances of achieving domestic targets so that the accounts
can be balanced by oll importation of no more than 14 Quads—T7 or, if demand
can be further compressed, 6 million barrels per day—are about nil. Coal and
nuclear are bound to fall short of their targets perhaps by as much as a com-
bined 6 Quads, and lagging oil production is almost sure to raise that figure
by anotber Quad or two. Thus, the plan will easily need an extra 7 to 8 Quads.
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Barring much more drastic conservation measures, such as import quotas
and/or rationing, they can come only from additional oit imports: 8.5 to 4 million
barrels per day of oil above and beyond the target, or total 1985 oil import volume
of 10.5 to 11 million barrels—if we are lucky, that is.

Once the proposed 1 billion barrels of oil have been placed into strategic stor-
age, this is not a “wrong” outcome. Rather, what is wrong is not to face the
near certainty that the target cannot be reached within the plan’s time frame
and with the measures proposed.

If Congress can stoppstarlng at the gasoline tax, it might ugefully focus on
the demand/supply balance sheet of 1985. In the process it might decide that
7 million barrels a day is not an immutable objective and, equally important,
that 1985 is awfully close, especially since much of 1977 will be consumed in writ-
ing legislation. Though curbing demand might get tougher after the-mid-80s
when the short-term conservation measures have been put in place, supply expan-
sion calls for a Tonger time perspective.

The 1985 time frame coupled to the 7 million barrel import target is a self-
imposed straitjacket. I.oosening it could lead to a iore realistic assessment.

President Carter’s energy plan in numbers

1976 1985
Quads* Quada?
Demand e e c e 74.0 92. 8
Suppg: "
omestic :

01, including NGYio oo 19. 4 12.2
Natural gas. oo e e 19.0 17. 6
Coal ——— e —————— 15.8 29.0
Nuclear -[-ﬁl ;- ....... g(s) Zg

Hydro, refinery gain, eteo oo 3 .
otal e 60. 0 80.0

Imports (net) :

Ol e e 14.6 14.0
Natural gaS——e—ooooo_ — - 10 1.2
Coal e e et e e -—1.6 —2.4
Total —— _— --- 140 12.8

*1 Quad=1 quadrilllon British thermal units. Converted from millfon barrels of oil per
day as in “The National Energy Plan,” p. 96.

(8. , 95th Cong., 1st sess.]

A BILL To amend the Internal Revenue Code of 1954 to provide a wellhead tax on ofl

Be it enacted by the Senate and House of Representatives of the United Stales
of America in Congress assembled,

SECTION 1. WELLHEAD TAX ON DOMESTIC PRODUCTION OF CRUDE OIL.

(a) IN GENERAL—

(1) Amendment of subtitle D.—Subtitle D (relating to miscellaneous ex-
cise taxes) is amended by adding at the end thereof the following new
chapter:

“‘Sec. 4091, Ymposition of tax.

“Sec. 4992, Amount of tax.

“Sec. 4993 Plowback requirement,

“Sec. 4004. Definitions and special rules.

‘‘Sec. 4095. Records and information ; regulations.
“SEC. 49%1. IMPOSITION OF TAX,

“(a) IMPOSITION OF TAx.—There 13 hereby imposed on the domestie production
of taxable crude oil removed from the premises during each taxable period an
exclse tax as provided in this chapter.

“(b) By WHoyM Pam.—Except as provided in section 4994 (f) (relating to
production payments), the tax imposed by this section shall be paid by the person
entitled to the deductfon under section 611 for depletion with respect to the
crude oil, as the case may be.

“SEC. 4992, AMOUNT OF TAX.

“(a) GENERAL RULE—

“(1) AMoUNT.—The amount of the tax imposed by section 49091 for each
0;’ the 50 calendar months beginning after December 31, 1977, s the product
Oof —
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“(A) the amount determined by multiplying a fraction, the numerator
of which is 50 miuus the number of calendar months ending after

“(1) IN GENERAL—The number of barrels of crude ofl to which the tax

is being made, and the denominator of which is 50, by the lesser of—
“(i) the excess of the posted stripper oil price for the property
for the month of April, 1977, over the base price for the property
for the month of December, 1977 or
“(il) the excess of posted stripper oil price for the property
for the month for which the determination is being made over
the base price for the property for the month of December, 1977,
multiplied by
“(B) the number of barrels of taxable crude oll removed from the
property in such month,

“(2) TAXABLE PRODUCTION.—DParagraph (1) shall be applied separately
with respect to the taxable crude oil production from each property.

“(b) FRACTIONAL PART oF BARREL.—In the case of a fraction of a barrel, the
tax imposed by section 4991 shall be the like fraction of the amount of such tax
imposed on a whole barrel.

“(¢) TAxAsLE CRUDE OIL.—

“(1) IN GENERAL.—The number of barrels of crude oil to which the tax
imposed by sectlon 4991 applies for any calendar month shall be the number
of barrels removed (or deemed removed) from the premises for such month.

“(2) TAXABLE CRUDE OIl. LIMITED TO CERTAIN DOMESTIC CRUDE oOIL.—For
purposes of this subsection, crude oil which~—

“(A) is not domestic crude oil, or
“(B) is produced from a property located north of the Brooks Range
in, or offshore of, Alaska, shall not be treated as taxable crude oil.

“(d) NEw O1r. PropucTION.—Subsection (a) shall be applied to taxable crude
oil which is new production (within the meaning of section 212.72 of title 10,
Code of Federal Regulations, as such section was in effect on April 20, 1977),
and which did not exist on April 20, 1977, by treating such oil as if it were tax-
able crude oil produced from a fleld which was in production in the month of
April, 1977, the base price and posted stripper oil price of which were, under
regulations. prescribed by the Secretary, the prices which would have been the
alxl)prqprlate prices for the location of the fleld and the grade and quality of
the oil.

“SEC. 4993. PLOWBACK REQUIREMENT.

“{a) GENERAL RULE.—The tax llability of a taxpayer under this chapter for a
taxable year shall be increased by the amount by whichk his net qualified in-
vestment for the taxable year (adjusted under subsection (d)) is exceeded by
the difference between—

“(1) the amount of tax for which he would have been liable under section
4991 for months ending with or within the taxable year if—

“(A) the numerator of the fraction described in section 4992 (a)
were 50 for each of such months, and

“(B) taxable crude oil which is new production (within the meaning
of section 4992(d)) were not taken into account, and

“(2) the amount of the tax actually paid by the taxpayer for the taxable
year under such section.

“(b) APPLICABILITY OF REQUIREMENT.—The provisions of this section apply
only to the extent that the tax Habhility of the taxpayer under section 4991 is
attributable to an operating mineral interest (as deflned in section 614 (1)) of
the taxpayer. In the case of a taxpayer whose liability for tax under section
4991 is partially attributable to such an interest and partially attributable to a
nonoperating mineral interest (as defined in section 614 (e) (2)), this section
shall be applied. under regulations prescribed by the Secretary, only with respect
to such tax liability, such investment items, and such other items as are properly
allocable to the operating mineral interest,

“(c) QUALTFIED INVESTMENT.—For purposes of this section, a taxpayer’s quati-
fled investment for any taxable year is the amount paid or incurred by such per-
son during such taxable year (with respect to areas within the United States or
a possession of the United States) for— -

“(1) intangible drilling and development costs, or geological and geo-
physical costs of ofl and gas wells and geothermal deposits or wells,
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“(2) the constructiion, reconstruction, erection, or acquisition of the fol-
lowing items but only if the original use of such items begins with such
person:

“(A) depreciable assets used for— - :
(i) the exploration for or the development or production of
coal, oil, or gas (including development or production from oil

shale),

“(i1) converting oil shale, coal, or liquid hydrocarbons into oil
or gas, or

“(iii) refining oil or gas (but not beyond the primary product
stage),

“(B) pipelines for gathering, transmitting, or distributing oll or
gas, and facilities (such as pumping stations) directly related to the
use of such pipelines,

‘“(3) secondary or tertiary recovery of oil and gas,

*“(4) the acquisition of oll, gas, or coal leases (other than producing
leases), and

*“(5) the discovery, development, or utilization of any other energy source
(including amounts paid or incurred for the acquisition of depreciable assets
and for the construction, reconstruction, or erection of facilities in connection
therewith).

“(d) NET QUALIFIED INVESTMENT.—For purposes of this section, the term ‘net
qualified investment’ means the amount by which the qualified investment of
the taxpayer for the taxable year exceeds the average qualified investment of the
taxpayer for the three preceding taxabhle years.

“(e) ADJUSTMENTS TO NET QUALIFIED INVES (MENT,—

“(1) IN GENERAL~—For purposes of subsection (a), the net qualified in-
vestment of the taxpayer for the taxable year shall be increased by the
sum of—

“(A) the sum of the additional amounts paid or incurred by the tax-
payer as royalty, severance, property, or similar taxes attributable
solely to the amount by which the removal price of taxable crude oil
removed from the property of the taxpayer during the taxable year
exceeded the base price with respect to which the amount of tax for
the property for months ending within or with the taxable year was com-
puted under section 4992 (a), and

“(B) the product of—

“(i) the number of barrels of taxalle crude oil other than oil
“hich was new production (within the meaning of section 4992 (d)
or which was production from a stripper well property (as defined
in section 212.54 (c) of title 10, Code of Federal Regulations, as
such section was in effect on April 20, 1977)) removed from the
property during months ending with or within the taxable year,
multiplied by

“(ii) the monthly inflation adjustment for the property for the
taxable year.

“(2) MONTHLY INFLATION ADJUSTMENTS,—For purposes of this subsection,
the term ‘monthly inflation adjustment’ means—

“(A) with respect to any taxable crude oil which is old cfude oil
(within the meaning of section 212,72 of title 10, Code of Federal Regu-
lations, as such section was in effect on April 20, 1977), one-third of
one percent of the base price for the property, and

“(B) with respect to new crude oil (within the meaning of such
section as in effect on such date), one-sixth of one percent of the base
price for the property, multiplied by the number of calendar months
which have ended since December 31, 1977, and before the month for
which the inflation adjustment is being made,

“(f) CARRYOVER AND CARRYBACK OF QUALIFIED INVESTMENT.—-If the amount of
a taxpayer's net qualified investment (adjusted under subsectlon (d)) for any
taxable year ending after December 31, 1977, and before January 1, 1983, exceeds
the amount necessary to reduce his liability for the year under section 4993 (a)
to zero, the excess shall he—

“(1) a net qualified investment carryback to any preceding taxable year
en(‘i?g less ihan ﬁ!ﬁ n(nioilths before the year in which excess occurs, and

¢ A net qualified investment carryover to any subsequent taxab
ending before January 1, 1983. y y e taxable year
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Any such excess shall be carried to the earliest taxable year to which it may
be y;'s.rrled, and shall be treated, without further adjustment under subsection
(d), as net qualified investment for that taxable year.

“SEC. 4994. DEFINITIONS AND SPECIAL RULES,

“(a) BAse PricE.—For purposes of this chapterl, thle term g)ase lprifce’ n:lean?i
with respect to any property, the average removal price per barrel of crude o
removedr:;?)m the property in' the month of December, 1977, determined by divid-
ing the total removal price of all crude oil removed from the property in such
month by the total number of barrels of crude oil removed from the property
in that month. If the removal and sale of crude oll from a property for the month
of December, 1977, was de minimus, or otherwise atypical for the property or
insufiiclent for the establishment of a base price for the property, data from the
last previous month of normal production and sales shall be substituted for the
data from the month of December.

“(b) REMOVAL PRICE—For the purpose of this chapter—
( )“(1) IN GENERAL.—Except as otherwise provided in this chapter, the

term ‘removal price’ means the amount for which the barrel is sold.

“(2) SALES BETWEEN RELATED PERSONS.—In the case of a sale between re-
lated persons, the removal price shall be not less than the constructive sales
price for purposes of determining gross income from the property under
seﬁt(ig;l ((3)13‘ REMOVED FROM PREMIBES BEFORE SALE.—If crude oil is removed
from the premises before it is sold, the removal price shall be the constructive
sales price for purposes of determining gross income from the property
under section 613,

%(4) REFINING BEGUN ON PREMISES.—If the manufacture or conversion of
crude ofl into refined products begins before such ofl is removed from the

premises— :
“(A) such oil shall be treated as removed on the day such manufac-

ture or conversion begins, and

“(B) the removal price shall be the constructive sales price for
purposes of determining gross income from the property under sec-
tion 613.

“(5) MEANING OF TERMS.—AS used in this subsection, the terms ‘premises’
and ‘refined product’ have the same meaning as when used for purposes of
determining gross income from the property under section 613.

“(¢) PostEp STRIPPER O1L Price.—For purposes of this chapter, the term
‘posted stripper oil price’ means—

“(1) for purposes of clause (i) of section 4992 (a) (1) (A), with re-
spect to a stripper well property (as defined in section 212.54 (¢) of title
10, Code of Federal Regulations (as such section was in effect on April 20,
1977) ), the removal price of crude oil removed from the property on April 20,
1977, or the most recent previous date on which crude oil was removed
from the property if none was removed on April 20, 1977, and

“(2) for purposes of clause (ii) of such section, with respect to such a
property, the posted stripper oil price as determined under traditional
business methods prevailing in the industry.

“(d) Oruer DEFINITIONS.—For purposes of this chapter—

“(1) CruDE orL.—The term ‘crude oil’ includes a natural gas liquid re-
covered from a gas well in lease separators or field facilities.

“(2) DomEesTic.—The term ‘domestic’. when used with respect to crude
oil, means crude oil produced from an oil well located in, or offshore of, the
United States or in, or offshore of, a possession of the United States.

‘‘(3) BARBREL.—The term ‘barrel’ means 42 United States gallons.

“(4) UNrtep 8TATES.—The term ‘United States’ has the meaning given
to such term by paragraph (1) of section 638 (relating to Continental
Shelf areas).

“(5) PossessioN oF THE UNITED STATES.—The term ‘possession of the
United States’ has the meaning given to such term by paragraph (2) of
section 638. i

*“(8) OFFsHORE~—The term ‘offshore’ means the area of the United States,
or g possession of the United States, which extends seaward (or into the
Gulf of Mexico) from—

“(A) the line of ordinary low water along that portion of the coast
which {s in direct contact with the open sea (or the Gulf of Mexic:), or
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“(B) the line marking the seaward limit of inland waters (or such
waters’ boundary with the Gulf of Mexico).
For purposes of the preceding sentence, the line of ordinary low water
shall be such line as heretofore or hereafter modified by accretion, erosion,
or reliction. .

“(e) MEMBERS OF AFFILIATED GROUP TREATED A8 ONE PERSON.—If two or more
corporations are members of an affiliated group making a consolidated return—
with respect to the tax imposed by chapter 1 for a taxable year or years which
include any entire month, such corporations shall be treated as one person for
purposes of the tax imposed by section 4991, and the plowback requirement of
section 4993, for such month.

““(f) LiaBLITY FOBR TAX IN CASE OF CERTAIN PRODUOTION PAYNENTS.—If a
portion of the crude oil removed from a property is applied durirg the taxable
year in partial or complete discharge of a production payment which—

“(1) qualifies as an economic interest in the property, and
“(2) 1s not limited by time or to a specified number of barrels, but will
be fully discharged only when a specified dollar amount (plus interest or
other charges, if any) has been received by the holder of the production
payment,
then the tax imposed by section 4991 on such portion of the crude oil shall be
paid by the operator of the property and not by the holder of the production
payment,

“SEC. 4995. RECORDS AND INFORMATION; REGULATIONS.

“(a) RECORDS AND INFORMATION.—Each person liable for tax under section
4991, each partnership, trust, or estate producing domestic crude oil, each pur-
chaser of domestic crude oil, and each operator of a well from which domestic
crude oil was produced, shall keep such records, make such returns, and furnish
such information with respect to such oil as the Secretary may by regulations
prescribe,
© “(b) ReeuraTIONs.—The Secretary shall prescribe such regulations as may
be necessary to carry out the purposes of this chapter.”

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

“Chapter 45, Wellhead tax on domestic crude oil.”,

(b) TECENICAL AMENDMENTS,—

(1) The first sentence of section 164(a) of such Code (relating to deduc-
tion for taxes) is amended by inserting after paragraph (5) the following
new paragraph:

“(8) The wellhead tax imposed by section 4991.”,

(2) The first sentence of section 613(a) of such Code (relating to
percentage depletion) is amended by inserting before the period at the end
thereof a comma and the following: ‘“and (in the case of oil wells) re-
ducing such gross income by the amount of the tax imiposed by section
4991 (relating to wellhead tax.).”.

(¢) TIME FOR FILING RETURN OF WELLHEAD TAx.—

(1).-Part V of subchapter A of chapter 61 of such Code (relating to time
for flling returns and other documents) is amended by adding at the end
thereof the following new section:

“SEC. 6076. TIME FOR FILING RETURN OF TAX. .

“Each return of the tax imposed by section 4991 (relating to wellhead tax)
for any calendar month shall be filed not later than the 45th day following the
close of the calendar quarter for such month.”.

(2) The table of sections for such part V is amended by adding at the
end thereof the following new ftem :

“Sec, 8076. Time for filing return of wellhead tax.”.

(d) CERTAIN INFORMATION REQUIRED To BE FURNISHED.—

(1) GENERAL RULE—Subpart B of part III of subchapter A of chapter
61 of such Code (relating to Information concerning transactions with
Othtelr persons) is amended by adding at the end thereof the following new
section :

“SEC. 6050B. INFORMATION FURNISHED BY PURCHASER AND OPERATOR REGARDING
WELLHEAD TAX ON DOMESTIC CRUDE OIL.

“(a) CERTAIN INFORMATION FURNISHED BY PURCHASER.—Under regulations -
prescribed by the Secretary, the purchaser of domestic crude oil (within the
meaning of section 4994(d)) shall furnish to the person liable for tax under
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section 4991 with respect to such oil or gas a monthly statement showing the
following: ’

“(1) the amount of taxable domestic crude oil and natural gas purchased
from such person during such month,

“(2) the amount of such person’s liability for tax under section 4991
with respect to such oil and gas, and

**(3) such other information as may be required by regulations prescribed

. .by-the Secretary.

“(b) INFORMATION FURNISHED BY OPERATOR.—Unless regulations prescribed
by the Secretary, if the purchaser of domestic crude oil and the operator of
the well from which such crude oil was produced make a joint election under
this subsection, the monthly stateinent required to be furnished by the pur-
chaser under subsection (a) shall be furnished by such operator.
© " *"(¢) TIME FOR FILING MONTHLY STATEMENT.—Each monthly statement re-
quired to be furnished uuder subsection (a) or (b) for any month shall be
furnished before the first day of the second month which begins after the
close of such month.

“(d) CERTIFICATION FURNISHED BY OPERATOR.—Under regulations prescribed
- -by- the Secretary, the operator of the well from which crude oil subject to the
tax imposed under section 4991 was produced shall certify (at such time and
in such manner as the Secretary shall by regulations prescribe) to the purchaser
the base price (within the meaning of section 4994(a)) with respect to such
crude oil. For purposes of section 6652(b) (relating

“{c) CrOSS REFERENCES.—

“(1) For additions to tax for failure to furnish information required
under this section, see section 6652(a).

“(2) For penalty for willful failure to supply information required under
this section, see section 7242.”,

(2) TECHNICAL AND CONFORMING AMENDMENTS,—

(A) Subsection (a) of section 6652 of such Code is amended—

(1) by striking out “or” at the end of paragraph (2),

(i) by inserting “or” at the end of paragraph (3),

(iif) by inserting after paragraph (3) tbe following new
paragraph:

‘“(4) to furnish a statement, information, or a certification under section
6050B (relating to information furnished by purchaser and operator re-
garding wellhead tax on domestic crude oil) or section 6050C (relating to
information to be furnished to partners and to beneflciaries of estates and
trusts), as the case may be,”, and

(iv) by inserting after “paragraph (2) or (8),” the following:
“or failing to furnish a statement, information, or a certification
referred to in paragraph (4),". -

(B) The table of sections for subpart B of part III of subchapter A
of chapter 01 of such Code is amended by adding at the end thereof
the following new item :

“Sec. 6050B. Information furnished by purchaser and operator re-
garding wellhead tax on domestic crude oil.”.

(e) CRIMINAL PENALTY FOR FAILURE T0 FURNISH CERTAIN INFORMATION.—

(1) I~ eENERAL.—Part II of subchapter A of chapter 75 of such Code
(relating to penalties applicable to certain taxes) is amended by adding at
the end thereof the following new section:

“SEC. 7242, WILLFUL FAILURE TO FURNISH CERTAIN INFORMATION REGARDING
WELLHEAD TAX ON DOMESTIC CRUDE OIL. -

“Any person who 1s required under section 6050B (or regulations thereunder)
to furnish any statement, information, or certification to any other person and
who willfully fails to furnish such statement, information, or certification at
the time or times required by law or regulations, shall, in addition to other
penalties provided by law, be guilty of a misdemeanor and upon conviction
Athebrgg,’?hall be fined not more than $1,000, or imprisoned not more than 1 year,
or 2.

(2) Clerical amendment.—The table of sections for such part II {s amended
by adding at the end thereof the following new item: }

“Sec. 7242. Willtul failure to furnish certain information regarding
T wellhead tax on domestic crude oll.”.



29

(f) INFORMATION FUBNISHED BY PARTNERSHIP, TRUSTS, AND ESTATES.—

(1) Information to be furnished to partners and to beneficiaries of estates
and trusts.—Subpart B of part III of subchapter A of chapter 61 of such
Code is amended by adding at the end thereof the following new section:

“SEC, 6050C, INFORMATION TO BE FURNISHED TO PARTNERS AND TO BENEFICIARIES
OF ESTATES AND TRUSTS.

“(a) REQUIREMENT.—Under regulations prescribed by the Secretary, each

partnership, estate, and trust required to file a return pursuant to section 4993 for
—any taxable period shall furnish to each partner or beneficiary, as the case may
be, a written statement showing the following :

‘(1) the name of such partner or beneficiary,

“(2) information received by the partnership, trust, or estate pursuant to
section 6050B,

“(3) such partner’s or beneficiary’s distributive share of the items referred
to in paragraph (2), and

*(4) such other information as may be required by regulations prescribed
by the Secretary.

“(b) TiME For FUBNISHING WRITTEN STATEMENT.—FEach written statement re-
quired to be furnished under this section with respect to any month shall be
furnished before the first day of the second month following the close of the
calendar quarter.”.

(2) Clerical amendment.—The table of sections for such subpart B is
amended by adding at the end thereof the following new item:

“Sec. 6050C. Information to be furnished to partners and to beneficiaries
of estates and trusts.”.

(g) ErrFECTIVE DATE—The amendments made by this section shall take effect
on January 1, 1978.

SEC. 2. TERMINATION OF AUTHORITY TO SPECIFY PRICES, OR TO PRESCRIBE A MAN-
NER FOR DETERMINING PRICES FOR CRUDE OIL,

The authority of the President to specify prices or to prescribe the manner for
determining prices, for crude oil, residual fuel oil, and refined petroleum products
produced in (or imported into) the United States under section 4 of the Emer-
gency Petroleum Allocation Act of 1973 and the authority to establish ceiling
prices or the manner for determining ceiling prices for first sales of erude oil
produced in the United States under section 8 of such Act may not be exercised
after December 31, 1977.

Senator GRAVEL. Qur next witness is Mr. John O’Leary, Administra-
tor of Energy, Federal Energy Administration.
Mr. O’Leary?

STATEMENT OF JOHN H. O’'LEARY, ADMINISTRATOR, FEDERAL
ENERGY ADMINISTRATION

Mr. O'Lrary. Mr. Chairman, I have a relatively lengthy statement
that I would like to submit for the record, if I may, and I would like
to brief it in just a few minutes.

First of al]l, there has been a great deal of criticism of the Presi-

~dent’s national energy plan on the basis that was just repeated, It
stresses the conservation side, the fuel cfficiency side, does not provide
suficient incentives for the development of additional resources we
aﬁcing to need, we know we are going to need, in the near and, in-
deed, the midterm,

Those criticisms are not well-founded. Indeed, as we take a look
through the plan, we find that there is a very, very substantial set of
incentives for the development of additional coal production in this
country. You know the coal conversion program, you know the tax
incentives that will be used in order to achieve this objective.

93-810—77——3
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There are plans afoot to increase significantly the role of nuclear
power over time. Of course, there is implicit in the plan a very sub-
stantial effort now going forward under the auspices of ERDA to
bring on major new technologies—I am thinking of solar, biomass,
windpower, as well as refinements in existing technologies, liquefac-
tion of coal, the production of liquids from oil shale, the production
of gases from coal, high and low Btu.

Mr. Chairman, I think that we have given strong attention to the
supply side of the equation. I regard this as an evening up or redress-
ing the balance where too long this country has talked about supply
incentives without talking about the conservation initiative, I think
we are going to find this absolutely essential to us in the next 15 years,

Mr. éhairman, I am particularly concerned with the generally felt
view that there are insufficient incentives for the production of o1l and
gas. I would like to spend a few minutes on a discussion of that here.

If we look back over the history that we just recounted with Sen-
ator Bellman, we do find activity is substantially above what it was
5 or 6 years ago. As a matter of fact, it is running just under 2,000
rigs active, about 90 percent, roughly, of available rigs. Given down-
time, repairs, and shifts from job to job, that represents essentially
100 percent of the capacity for the rig industry.

That has gone up from @ibout a count of ninety 5 years ago. We have
doubled, essentially, the number of active rigs in the last 5 years.

We have found with that, Mr. Chairman, a little bit hetter than a
doubling of cost. I was talking to a producer on Friday. He was telling
me, for example. that workover rigs 18 months ago cost $35 an hour;
today, they are $100 an hour because of the usnal supply-and-demand
imbalance, a limited supply of rigs, manpower, and a very strong de-
mand. Indeed, as we look across the industry we find there is ditferen-
tial inflation proceeding in the oil industry now. Rates are going up
15 to 20 percent, even 25 percent a year, depending on what you want
to measure.

Mr. Chairman, I think there is every sign right now that the exist-
ing set of incentives are such to elicit just about all the activity, all the
cxpansion of activity that you can have in an orderly structure here.
I think we should bear that in mind when we address the elements of
the plan that deal with incentives of 0il and gas reserves.

At today’s price of gas and oil, it brings out all of the activity that
the current infrastructure of the oil industry can stand. In our discus-
sions with people who manufacture rigs. there is a planned expansion
between 200, 250 rigs annually. We will be going up at quite a rapid
rate in rig activity, so long as those incentives were permiited to stand.

Myr. Chairman, we then have to look at the nature of the current
investment in the oil industry. Unfortunately, it tends to be quite
conservative,

There is a very high rate of successful completions that indicates a
conservative investment policy is being practiced by the industry. We
are finding, for example, that a good deal of current activity is going
toward resources that were discovered, in fact, some years ago. For
example, here again, T was talking to some gas producers in Texas who
were describing the sorts of targets they are going after now. They
are going after a quarter billion feet, a half billion feet, that were
found in the course of exploratory activity 10, 15, 20 years ago and
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not cconomic. You could not complete them at then prices of 15 to 17
cents Mcf. People knew where they were. They are going back to get
them right now. They contracted intrastate prices particularly to con-
nect those.

You can run through a small deposit of that nature, a line spur that
will pick them up. That is the investment we are finding on the one
hand.

On the other, in my own State of New Mexico, we are {inding the
7070 was upheld by Judge Leventhal’s decision last week. We will find
a tremendous increase 1n infill drilling in the San Juan basin, This
will not add to overall production over time. It will cause producabil-
ity in the short run to increase. It will not make significant additions
to reserves. It is very useful to have that additional producability.

But, Mr. Chairman, that really does not run to 'Ale heart of our
froblem to find additional reserves. For that reason, Mr. Chairman, we
have sought even further incentives than those that are incorporated
in the present system and are eliciting this very high level of activity,
which 1s to say we are suggesting in addition to the attractive price that
is incorporated of a roughly $1.50 Mcf, for any sort of new gas that
comes down, for the so-called new-new gas, gas from new wells, from
new fields as denominated by the 214-mile thousand-foot rule, the price
will be §1.75; and for oil from new fields to meet that same definition
it will be the world price.

From the standpoint of incentives, we can argue whether the gas
price should really be $2, where it is at the highest in the contracts in
the interstate markets; or $1.75, which reflects the average of prices in
the interstate market. in recent years, and we can ask ourselves whether
or not we should continue to follow OPEC for oil instead of taking
the $13.50 now, and only going up at the rate of inflation.

But I think, Mr. Chairman, you have to conclude that those two
initiatives in the President’s energy plan represent additional strong
incentives in & market that is already characterized by extremely high
incentives.

I want to put those points very clearly on the record, Mr. Chairman.
I think there is simply no evidence to show that there is either today
a lack of incentive for drilling generally, witnessing the fact that
everything that we have is running wide open, or lack of cash flow, in
order to support drilling rates.

I was interested in Senator Bellmon’s proposal for scaling up, for
example, the amount of money that would be shifted under his scheme
of deregulation from consumers to producers. There was implicit recog-
nition in that scale up of the point that I am making. The infrastruc-
currently cannot accomodate additional large blocks of money. There
is every indication now, were we to put another $5 to $15 billion into
the producers hands, they would simply bid up the prices of these lim-
ited factors of production, as indeed they have been significantly bid-
ding them up for the last few years.

What we should really concentrate on here is not the philosophy;
should we. or should we not have a decontrolled environment ; every-
thing else being equal, all of us would vote for decontrol, if it did not
have very serious side effects. But rather, with an analytical approach
of what is happening in the oil industry today and what should be

happening.
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. Inanswer tothe last question, what should be happening is we should
- be going as far as we can as fast as we can to develop these new oil and
gas resources that wo are going to need over the next few years. Indeed,
as far ahead as we can see and of course, the point that has been made
before, there is still plenty out there to be found. We agree with that.
We think there is at least as much to be found as we have found al-
ready. There is an enormous target out there. The administration’s
plan provides the incentives to do it.

The second question, in addition to the incentives, are there sufficient
moneys in the industry to make the necessary drilling possible? The
answer to that, I believe, Mr. Chairman, is that there is simply no evi-
dence, zero evidence today, that cash flow difficulties today are con-
straining activity in the oil and gas producing business, rather the
lack on the one hand of targets, particularly on the Outer Continen-
tal Shelf areas where, for one reason or another, we have not been able
to get to frontier areas—it is true in your own State of Alaska as well
and, on the other hand, a lack of the necessary infrastructure, the
trained manpower and the rigs, to permit the conventional offshore
drilling to continue at desirable rates.

I think the plan addresses both of those problems and, in a sum-
mary, it is just about right to meet the Nation’s energy requirements.

Thank you for that. I will be glad to answer any questions you may
wish to ask.

Senator Graver. Thank you very much, Mr. O’Leary. I certainly
hold you in personal high esteem. liythink most Members of Congress
first give that statement when they are about to disagree with a person,
and certainly the statements I make are not a reflection of the high es-
teem that I do hold you in.

If I were to take your statement at face value, that everything is
just rosy, then that belies actually what is happening in the Nation to-
day, that every day that goes forward, we are importing more and
more from abroad.

I wonder if you agree with that basic tenet that there is a lot of oil
and gas yet to be discovered and it is not being pursued vigorously
enough. Unfortunately you come to us with the figures on rig counts
that I think can be very self-serving to any policy you want.

Where we are at difference is over philosophy. When we use the
words “analytical approach,” I think what you are saying is that per-
sons in Government like yourself are sincerely, with their best efforts,
trying to analyze all of the various possibilities that could occur in the
entire energy industry.

Then you sit there and make a judgment as to what you think is
right and what you think is wrong.

It is a judgment sincerely made, but the tragedy is that it nowhere
can be anywhere near the possibility of correctness, because there is
no human being on Earth, or group of human beings, who can make
all of the judgments that could be made in the market situation for a
country of 200-plus million people. Just impossible.

If you had 20,000 computers, you could not make all those judg-
ments that could be made in that regard.
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Senator Long carlier pointed out about what happened with sugar.
It is interesting to compare ovr situation with Germany and Taiwan.
When the boycott hit, what they did was let the market work its will,
which was very painful for a short period of time. We chose the
long, Chinese torture method, continuing to mutilate our economic
system over the years rather than let the market go ahead and clear
itself, and I see us in this mutilation going forward.

I am chagrined to see us come forward with a status quo situation,
everything is right, we are going at optimum ability. We are not
going at optimum ability; we need more rigs. If you are telling me
that we are manufacturing enough rigs, you should look at the re-
turns to the steel industry, and you have to appreciate that we are
just coming out of a recession.

I recall 6 months ago when most of those rigs were stacked. Now
they are being utilized, a good portion. :

Let me ask you this fundamental question. Why is it that if I were
a president of an oil company sitting at a board of directors’ meeting,
why would I recommend my oil company to drill for one drop of oil
anywhere in the United States when I could take the resources of
my company and go drill in Indonesia, or in any foreign country
and sell it to you without even a smidgen of regulation ?

Why. as the president of a corporation, would I recommend my
board of directors to drill in Alaska, drill in Louisiana, Texas when
I am always going to be caught a day late and a dollar short at what
Iam goinﬁ to be able to sell my product for, when instead, if I took
the same dollars and drilled in Yndonesia. I could sell it to you at
whatever the traffic will bear, or whatever 1, as a member of a cartel,
am prepared to lay on top of you.

Why would I recommend that investment in the United States as
opposed to aboad ?

Mr. O’'Leary. T am glad you asked that question, Senator Gravel.

Indeed, if you were in that board room making that choice, the
people who would advise you would say, in the United States, if you
were to go down and be successful and go into the $13.50 price, get
the new discovery that you would be looking for in either case, you
could make out of that something on the order of $4.50.

If you went to Indonesia, here is what you would be doing: You
would be able to sell it for $13.44. The Government taxes would be
®11.46 on that price, production costs, 55 cents. The company margin
would be about $1.44.

The reason you would choose. as indeed the industry does choose,
to put that dollar here first is because the returns are higher in the
United States than any other place in the world.

Senator Graver. We will get some items for the record.

Mr. O’Leary. I would like to submit some material.

Scnator GraveL. I would like to have all of those computations for
the record. I would find -that at variance with some of the computa-
tions I have seen. I would be happy to be edified as to who is correct
in that regard.

[The following was subsequently supplied for the record:]
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REPRESENTATIVE PER BARREL MARGINS FOR U.S. COMPANIES LIFTING FOREIGN OiLt

First quarter

government  Government Production Company
sales price take cost margin
Country:
Saudi Arabia. . ...l $12.09 $11.74 $0.27 $0.24
Nigeria. .. __ e 14.28 13.45 1.07 .3
13. 44 11.46 .56 1.44
}ggé IZ.4‘3 ég .2’2
R R 31 B4
9.75 5.21 90 _ .64
14,20 7.20 $.00 2.00
300 6.77 4.25 1.48
11.46 10.40 .80 65

LA higher actual new oil price would increase companies’ per barrel margins. Estimated margins vary with operating
costs and capital expenses.
2 Not available.

Note: Representative margins per barrel for U.S, companies lifting newly discovered domestic oil: Assumed new oil
price, $13.50; estimated margin, $2.40 to $4.40,

Senator GRAVEL. Just using the pricing established for Alaskan oil,
why would anybody want to invest in Alaska right now, where he
might discover new Prudhoe Bay as opposed to drilling in Oklahoma
or Texas!

Mr. O’Leary. e has a possibility of developing new Prudhoe Bay—
one of the things we found, the efliciency of drilling in terms of re-
serve found has gone down very substantially in the Lower 48.

We are finding. for example, for every million feet we ave drilling
now, a quarter of what we found prior to 1950, half of what we found
during the 1950°s. ,

Really, if you are looking for elephants—and the big oil companies
want to look for clephants—yvou do not look at places like new Mexico.
To a degree, you do not look except very deep, in places like Okla-
homa. You do look in Louisiana, the offshore particularly. There are
still some very substantial finds there,

Essentially, we worked pretty hard the onshore shallow resources
of this country. There is a great deal more in depth. We are going to
find in the next 20 years, as the irventives develop for people to go in
depth, the enormous targets in places like your State.

If you can go up there, even with the adverse climate, the very se-
vere environmental concerns, if you strike it rich, you could do very
well. Prudhoe Bay is living proof of that, i

Indeed. you were referring to the very large expenditure for the
well drilled in the Bay of Alaska. That will not end that kind of in-
vestment. Eventually it will pay out.

SPEAKING l"()R_TllE OIl, INDUSTRY NOW, IN ALASKA

Senator Graver. If we could return somewhere between $4, $4.50,
&L.75 per barrel—how would they fare if they drilled in Texas? For-
getting the possibility of the big discovery.

Mr. O°'Lrary. That makes a difference.

Senator GRaver. If we are looking at prices, are you providing a les-
ser incentive for drilling in difficult areas or a greater incentive?

Mr. O'Leary. Mr. Chairman, you know., the President's energy plan
has indicated the world price for Alaskan oil. T do not think you can
really do better than that.
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Senator Graver. As I understand it, the world price is $13.50. The
price you give me in Alaska is $11.28.

Mr. O'Leary. The price—actually, the price that will be paid for
Alaskan oil by refiners in the lower 48 is $13.50. They will back off at
that, the transportation costs.

The ceiling applies to prices at the wellhead. The $11.28 is not appli-
cable inasmuch as the price at the wellhead, as we compute it, will not
exceed $8.

The $11.28 is not a constraint on price; $8 is about what the produe-
ers will receive under the President’s energy plan.

Senator Graver. Eight dollars is what the producers will receive
in Alaska for their oil?

Mr. O’LEARY. Yes.

Senator Graver. Would you run by that computation again?

Mr. O’Leary. The world price less the transportation costs.

Senator GRAVEL. The transportation costs is what?

Mr. O’Leary. The initial transportation costs would be $6.50, $7.50;
after the first 4 or 5 months that will be reduced to the point taking
another dollar off of it.

Senator GRAVEL. You are telling me that the price they will receive
for oil in Alaska is going to be greater than if they made a similar
discovery in Texas?

Mr. ’Learvy. I am saying the thing that attracts the producers——

Senator GrRaveL. But——

Mr. O’'Leary. If you are to find a new Prudhoe Bay in Texas, the
realization to the producers would be $11.28, today $10.50.

Senator Graver. Taking aside a transportation differential, are you
giving the industry an incentive to drill in difficult areas?

M. O’LEary. Mr. Gravel. with regard to the policy relative to Alas-
ka. it is the world price for future discoveries. IHow can you provide
further incentives?

Senator Graver. The difficultyT have is in understanding the way you
enforce the world price and the machinations that yvou go through.
Suppose you deregulated completely. That, to me, would be world
price—no regulation on Alaskan oil at all; it comes in just like foreign
oil. Then we are not going through a charade, in our own lingo, as to
what are the code words to what we are saying.

Under the present plan that vou have, let me restate the question
again: Why would a person go drill in cold Alaska where the costs are
considerably higher 1f he can get more out of a discovery, distance
aside, transportation differential aside, why would he do that in
Alaska, as opposed to Texas?

What you are not clearly stating—and I asked it before—will the
person get an incentive for drilling in tougher areas?

Mr. O’LEeary. Mr. Gravel, the refiners will not pay more than $13.50.
Our plan contemplates the refiners to pay $13.50 and back off trans-
portation costs. Despite the semantics. the oil companies are fully
aware of this. The reason they go to Alaska in preference to going
onshore in Texas is because they can find another Prudhoe Bay, with
higher prohability than onshore Texas and make a lot of money.

Senator GRAVEL. That statement you just made, I would like a more
simple response to my question. without using the code words.



36

Transportation costs aside, does a person have more or less incentive
to drill in a higher cost area like Alaska than Texas?

Mr. O’'Leary. Today, the majors would prefer to drill in frontier
areas, such as Alaska. :

Senator Gravir. You are making an interpretation judgment as
though you were sitting on the board. I would rather you make an
interpretation judgment as to your position.

My question is, are you providing, as a Governmeiit official, as a part
of the Carter package, are you providing more incentive to drill in
%]ask% and again, transportation costs aside, for Alaska than in

exas?

Mr. O’Lrary. Evidently—quite evidently—we are. The fact is the
industry would prefer, the majors particularly, would prefer to put
their money into a frontier area such as Alaska than they would to
onshore drilling in Texas, despite the fact that in Alaska, because of the
transportation element that you would like us to put aside but, of
course, the market cannot

Senator Graver. For the sake of comparison. Not to put aside. I can-
not seem to elicit a response.

Mr. O’Leary. Mr. Chairman, I think the situation is this: The $8
that you can realize as a cost on crude is a good deal more attractive
than the $10.50 you can realize on the much smaller find that prob-
abilistically you would find if you were drilling in the lower 48.

Senator GraveL. In response to my question, if we do not have any
assistance, then the market may have some incentives, but the Govern-
ment does not have any incentives. That is the point that T am driving
at.

Mr. O’Leary. Mr. Chairman, it appears, in light of the willingness
of people to put the money up there, that additional incentives are
simply not necessary. That does not appear to be the constraint of the
development of Alaskan crude.

Senator Graver. Again, these are judgments that you can make. I
think that the record of the Nation today will bear out that judgment.

Mr. O’Leary. I really would like to learn what further we could do
other than having a better process for making those lands available.

Senator Graver. I will tell you one thing you could do. If the ad-
ministration would take deregulation, let the market work its will. put
an excess profits tax to guarantee that there would be no rip-off. Then
we would not be dealing in transfer payments, we would not be trying
to regulate every facet of an industry which is impossible to do.

Mr, O’Leary. Mr. Chairman, that would not influence by as much
as a penny on the realized price on new, exploratory activity in the
Stato of Alaska.

Senator Graver. I beg to differ with you on that, I really do.

I yicld to my colleague.

Senator Loxe. Let me explore a matter with you. You are saying
that it is more profitable today to invest money in oil in the United
States than it is in foreign countries. I am looking at a chart on the
comparative profitability of the oil industry. Is it not true, that the
main reason it is'more profitable in the United States is that foreign
countries have nationalized those investments ?

Mr. O’Leary. Or have very high taxes.
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Senator Toxg. Taxing somebody’s profits is the same thing as
nationalizing,

I have a chart here—I asked our committee staff to give us, year by

ear, a statement of what the profits picture seems to be in the o1l
mdustry compared with other industries, because that is a matter of
constant interest. I would commend it to you. These figures were
taken from such sources as the Federal Trade Commission, whatever
published sources we could find.

We also asked the 10 major companies to provide us with relevant
information and compiled 1t. Two or three things are apparent: one
of them is that the companies are investing to try to find more energy
and to give us more energy in the United States than they are making
in cash flow. Are you aware of that? .

Mr. O’Leary. In expensing their profits, not what they are making
in cash flow.

Senator Ioxa. Let’s check that. My impression is that they are
putting more money in-——

Mr, O’LEeary. Than they are taking out ?

Senator Loxc. Than they are making in cash flow. In trying to
provide more energy, their investment is exceeding their cash flow.

Mr. O'Lrary. No, I do not think that you would find that to be
true, Mr. Chairman. Let me submit something for the record on that
pomnt.

- Senator J.oxe. We will submit our information, you submit yours.
Let us see. The facts are something that we should not have to debate
about. What you do with them is something else.

The facts, we should be able to agree on.

[The following was subscquently supplied for the record :]

MRr. O’LEARY's SUBMISSION

1976 1975 1974 1973
Total industry expenditures estimated by JAS for:
Exploration NA 5.78 8.90 5.86
Development. NA 6 98 4,48 3.26
Production. ... NA 6.68 5.68 4.24
Tobal. . e e 19.44 19.06 13.36
Capital and exploration expenditures for 40 largest petroleum
COMPBNILS. < o ce et tee e ccce e e e e e e 28.83 26.93 25.75 16.33
Cash flow for 40 largest petroleum companies (bitlions):
Net income (after taxes). . ____. . ______ .. ... . __. $13.80 $11.56 $15.94 $11.80
Depreciation and depletion.. ... ... ... 14.82 11.26 13.00 10.54

Cash flow. oo iieeeaae. 28,62 22.82 28.94 22,34




SENATOR LONG'S SUBMISSION

TABLE 6.—SELECTED FINANCIAL DATA, DIVIDED INTO DOMESTIC AND FOREIGN OPERATIONS OF 19 MAJOR OIL COMPANIES FOR 1975 AND FOR 10-YEAR PERIOD, 1965-74
[In millions of dollars]

Capital expenditures and ex-
ploration e pense as percent

Capital of—
expenditures
and i Adjusted . . Adjusted Adjusted Adjusted
exploration . Exploration earnings Capitat Dividends cash flow earnings cash flow)
expense  Net income expense 2+3) recovery paid! A45-6)° (1+8) [¢E))
m @ (6] (C)) [&)] ®) (4] ® )
1975
Exxon, total2. . 3,582 2,308 356 2,664 1,418 1,031 3,051 134.5 117.4
United States_ _________ . . . ... 1,932 1,107 174 1,281 664 494 1,451 150.8 133.1
Foreign._... ... 1, 650 1,201 182 1,383 764 537 1,600 119.3 103.1
Gulf,tetal. ... 1,448 700 317 1,017 628 331 1,314 142.4 110.2
United States...____________________.___________.__ 957 478 163 641 404 226 819 149.3 116.8
Foreign. . __ el 491 222 154 376 224 105 495 130.6 99,2
Mobil, total .________ .. 1,449 810 243 1,053 768 346 1,475 137.6 98.2
United States_...... . ... ______. ... 700 306 118 424 541 1131 838 165.1 83.9
Foreign. ... . 749 504 128 629 227 1215 641 119.1 . 116.9
Phillips, total 2 ___ .. 720 254 338 292 292 90 494 246.6 145.%
United States_. ... . ... 371 174 18 192 169 6 299 193.2 142.2
Foreign_ e 349 80 20 100 123 28 195 439.0 178.9
Shell, total______ .. ___.____ R, 1,227 515 152 667 597 221 1,043 184.0 118.0
United States_ - 1,114 541 122 663 546 221 988 168.0 113.0
Foreign ., 13 (26) 30 4 ) S, 85 L. 205.0
Standard of California, total¢_________ ... _ ______________ 1,728 773 227 1,000 585 339 1,246 172.8 138.7
United States.____________ . ... 1,230 240 123 363 478 105 736 338.4 167.1
Foreign.__ e meeee 498 §33 104 637 107 234 510 78.2 97.8
Standard of indiana, total 2. _______________. . ____________ 1, 580 761 350 L 551 284 1,378 142.2 114.7
United States. . .. . ________________ .. 924 549 177 726 398 205 919 122.3 100. 5
Foreign_ e 656 212 173 385 153 79 459 170.4 142.9
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Standard of Ohio, total 2 __________.____.._.____________ 1,599 49 5 54 65 20 ) 2,91.1 1,615.2
United States_________________________..___________ 1,599 46 5 51 65 19 97 3,135.3 1,648.5
Foreign._.. . e e me e —m e b eemm [ S [ SR 1 P,

Sun Co., total 2. 613 216 143 359 280 7 563 1 170.8 109.0
United States®____________..._______________________ 334 240 68 308 192 76 T an 127.9 93.0
Foreign_____ ... ... llTIITTTIT 219 @ 75 51 88 e 139 4294 158.1

Texaco, 108l .o oo 1,674 831 262 1,092 653 543 1,202 153.3 139.3
United States_. ... oo 978 449 132 531 466 204 752 168.3 130.1
FOM@IgN. . oo oI 69 382 130 511 187 249 450 136.2 156.7

10-company, total __ - oo 15, 620 7,217 2,093 9,309 5,837 3,281 11,365 167.8 131.6
United States 10,199 4,130 1,100 5,230 3,923 1,833 7,319 195.0 139.3
Foreign. ... - 5,421 3,087 993 4,079 1,914 1,448 4516 132.9 119.2

1965-74

Boon, total®_______ 19,332 14,775 2,330 17,105 8,552 7,953 17,704 113.0 109.2
United States_ . .- oo 7,738 6,284 1,262 7,546 3,558 3,426 7,678 102.5 100.8
L 11, 594 8,491 1, 068 9,559 'y 4527 10, 026 121.3 1146

Gulf, fotal .. 9,766 6,160 1,305 7,465 4,700 2,811 9,354 130.8 104.4
United States_ oo oo 5,442 3,528 571 4,099 2,957 1,690 5,366 132.8 1014
Forewgn__ ... 434 2,632 73 3,366 1,723 1,121 3,988 128.5 108.4

Mobil, 08l ___ e 9,501 5,443 1.257 6,700 3,880 2,328 8, 252 141.8 5.1
United States. . o oo 5,458 2,39 620 3,012 2,330 1,023 4,319 181.2 126.4
T 3043 3,051 637 3,688 1,550 1,305 3,933 1096 102.8

e — 3,147 1,421 1149 1,570 1,657 802 2,426 200.4 129.7
United States. 2,02 1,19 91 1,285 1,239 690 1,84 158.1 110.8
Foreign. ... 1115 227 58 285 a8 112 592 3912 188.5

Shelt, total__ .. - 7,019 3,073 936 4,009 3,549 1,473 6, 085 175.1 115.3
United States 6,747 3,186 822 4,008 3,413 1,473 5,918 168.3 113.4
Foreign____ _____ . 212 13 114 1 136 . 137 . 198.5

Standard of California, total ¢ .. . ........_....._.________ T s 5,380 1,304 6,688 3348 2,323 7,709 1200 1041
United States. ... 5,621 2,101 832 2,933 2,728 %38 4,713 191.6 119.3
FOreIgn. ... ..ol 2,400 3219 a2 3,751 620 1,375 " 996 64.0 301

See footnotes at end of table.
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TABLE 6.—SELECTED FINANCIAL DATA, DIVIDED INTO DOMESTIC AND FOREIGN OPERATIONS OF 10 MAJOR Oit, COMPANIES FOR 1975 AND FOR 10-YEAR PERIOD, 1965-74—Continued

[In millions of dollars}

Capital expenditures and ex-

ploration expense as percent
Capital of—
expenditures
and Adjusted AdJusted Adjusted ) Ad usted
exploration ) Exploration earnings Capital Dividends cash flow earnings flow
expense  Net income expense (243) recovery paid1 (44-5-6)* Q+4) (14-7)
@ @ (&) @ ) ) @ () ©)
Standard of Indiana, total s______________________________. 7,784 3,638 1,701 5,359 3,269 1,502 7,126 145.3 109.2
United States 5,353 3,050 1,034 4,084 2,702 1,268 5,518 1311 92.0
Foreign____ 2,431 608 667 1,275 567 234 1,608 190.7 151.2
Standard of Ohio, total 2 ——- 1,761 17 40 557 415 244 728 316.2 241.9
Um!nd States....... [ 1,740 460 32 492 39 217 672 353.7 258.9
21 57 8 65 18 27 56 2.3 31.5
2,780 1,358 395 1,753 1,046 a2 2,327 158.6 119.5
2,044 1,165 283 1,448 866 409 1,905 141.2 107.3
736 193 112 305 180 63 422 2413 174.5
§, 654 4,41 ng 5,159 1,866 1,928 5,097 109.6 110.9
3,673 1,689 412 2,101 1,308 733 2,675 174.8 137.3
1,981 2,752 306 3,058 558 1,195 2,42 64.8 8L3
74,765 46,226 10,135 55, 361 32,282 21,836 66, 808 132.7 1119
45, 848 25,049 5,959 31, 008 21,498 11,8717 40, 628 147.9 112.8
28,917 21 1m 4,176 25 353 10 784 9,959 26, 180 114.1 110.5
1 Dividends are allocated between U_S. and foreign income on sub:unhally the same basis as i ¢ Adjusted cash flow ts the t available for Capital expondutum and the additional
is allocated between U.S. and foreign operations. working capntal associated with such capital cxnansnon. ..
2 Data for pctrolaum operations only.
Rt Nt ot e oy ol ot b et oo st
i 11 L
:?ﬁ'ﬁf’l&g;‘ﬂ'mm° is for company and majority owned subsidiaries only. Finance Committee. The question was stated ‘What is the total of exploration expense and capital
¢ Includes Puerto Ri investment in petroleum assets, in dollars, year by year? What is the ratio between your total cash
7 Includes Puerts Rnoo after 1973, income (generated by eamings depreciation, depietion allowance, etc.) and your total investment in
8 4 yr total, 1971-74 petroleum assets, including exploration expense?”*
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Senator Long. Just recently, a man come to my office who tries to
interest people in the New York market and in investing money in
indepenm oil and gas activities. ) . i

What he was telling me that all things considered, it is very difficult
to persuade & businessman to put money into it. And it looks as though
all factors considered, that a man would probably, if he were in an
upper tax bracket, be better off to invest his money in tax-exempt
State and municipal bonds than he would be putting it into oil and

as.
. Are you aware of that ¢ )

Mr. O’Leary. I am aware of those contentions. I am also aware
that there is simply no evidence, as I testified earlier, Senator Long,
to substantiate the claim, that there are insufficient, funds within the
industry to drive the S{stem ata very, very rapid rate. ) )

Senator Lona. All I am saying is, No. 1—and I will provide the in-
formation and I would like to have yours—my information is that the
companies are investing more money than they are making in this
country. The fact is that they are trying to find more energy, No. 1

No. 2, the information I am receiving is that people trying to sell
oil and gas investments to investors find it is more profitable for their
customers to put their money into something else.

I also hear the same thing from the independents who are seeking
these investments. They would hope to attract some investors to put
some money into oil and gas drilling. You are fully aware of that.
It has been a matter of joke and jest through the years, oil companies
going down and trying to sell interests in oil wells. I remember the
old days when people had to beware of somebody trying to sell an
interest in the well. As a practical matter, a fellow who knew how to
drill a well, by working on one, did not know much about the business.
He would go get himself some leases and sell an interest in the well.

That is called poor boying the well. It involves selling an interest
in the well, drilling down until you are out of money and then selling
some more. After awhile, he will sell even more. It was not unusual for
some local fellow out there trying to poor boy his well and to find out
by the time he discovered the oil he had sold more than 100 percent
interest and he could not afford to produce the oil. He had solr()i more
than 100 percent of his well.

Nowadays, legitimate, reputable people try to go out and persuade
people to go in on wells. What they try to do is to sell interests in
their leases, to cover their expenses. If they can put the deal together,
they will be paid something for their trouble and have a percentage
of the profits in return for putting the whole undertaking together.

Independents complain to me that they are having difficulty trying
to recapture their investments. That is part of what the President was
addressing himself to when he recommended that we do something
about the intangible drilling expenses. I would ask if you would
with me that we ought to make it sufficiently profitable so that the
independents and the majors can find the money they need for new
investments.

Mr. O’Leary. T agree thoroughly and I believe that objective is being
accomplished, Senator Long.

Senator Loxa. I have been told—this may not be true; if it is true,
I may as well find it out for sure—the Federal Government has under
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its control about 50 percent of the acreage that could be drilled. I
would assume that would include the land out in the Atlantic as well
as the land under Federal control in the Gulf of Mexico and off Alaska
85 well as the land owned and controlled by the Department of In-
terior and other Federal agencies. Only 5 percent of the drilling has
been done on the 50 percent of the land that the Federal Government
‘controls, and the other 95 percent has been on land that is mostly under
private ownership, or private plus State ownership; is that your
understanding ?

Mr, O’Leary. Those figures might be a little old, but essentially
they are correct. The reason for that, Senator Long, is that we have
been working onshors for about 120 years now ; we have been working
offshore, in the Federal offshore, only since about 1961. .

In fact, if you will look at the development offshore Louisiana, as
you can see, that is about leased out now. I would imagine, if we can
get through the Judge Weinstein decision and get to the Atlantic over
the next 15 or 20 years, that will be leased up.

This is a part of, not so much a policy, but of vintaging. We did
not start into the Federal offshore, the bulk of this 50 percent con-
trolled by the Federal Government, until 100 years after we had begun
on the onshore.

Scnator Loxa. There is a great deal of land that is not beneath water,
in the Western States, particularly.

Mr. O’Leary. That has been very heavily worked over. The Govern-
ment, ever since 1921, had a very forward-looking lease policy with
regard to its onshore resources. As Senator Hansen would tell you,
in Wyoming, for example, a public land State, it has been thoroughly
explored, heavily explored—not thoroughly, but heavily explored on
the lands, the constraint being the willingness of producers to nominate
and bid for the lands, not the willingness of the Government to put the
lands up for bid.

Senator Lona. I also have heard representations to the effect that
this Government has various policies to safeguard the environment
and, at the time a person applies for a lease until the time he is able
to drill, almost 4 years are involved.

Could you give me the figures on that ¢

Mr. O’Leary. I think that is probably fair with regard to offshore
leases. I do not think it is a good number on the onshore leases. The
turnover there on onshore is pretty rapid. It is a safe proposition. The
environmental concerns have been pretty well met.

It is a very long and very chancy business to attempt to lease off-
shore, particularly in a new area.

Senator Lona. We have had a lot of experience with offshore drilling
in Louisiana. T do not like 2n oil spill any better than you do, or any-
body else. I know you are aware of the fact that the precautions that
_we take in offshore drilling now are about 10 times what they were
when those early wells were drilled off Louisiana and Texas. Even so
no one can find any indication of permanent damage as a result of the
exper(ilence although there were some blow-outs and difficulties in that
regard.

Is that correct?

Mr. O’Leary. Senator, I think that we have now developed tech-
nology, given the benefits out of this business, would provide every
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reason for us to go ahead and lease at a responsible, rapid rate, our
full Outer Continental Shelf resources. Yes; that is true.

Senator Loxa. Someone showed me a fold-out chart illustrating
the more than 40 steps that had to be taken in order to drill on these
lands. I presume it would be even more complicated in the Atlantic.

At that time, it was complained that even more steps were being
suggested.

If these people do have to go through 40 or 50 steps in order to
satisfy all of the decisionmaking that the Government requires, can we,
at least, get the Governmment to make one decision every week? In so
doing, we can get a clear decision within 1 year, rather than the 4 to
6 years it now takes to make it proper for a person to drill on a lease
that he has?

Mr. O’Leary. I think that we probably could do a lot better than
we have been doing. You know the administration is supporting re-
vision to the Outer Continental Shelf Lands Act that are in part aimed
at the observed fact that we are having great trouble, even after all
of the executive branch’s permitting is done, actually going ahead
with development because of the position of the courts that say we
have not done things right.

I think what we have to do is pay a good deal of attention to this
permitting process, in this and many other arcas, and if we cannot
shorten it down, make it more efficient, at the same time, provide all of
the procedural safeguards for intervenors that we now have in law.

Senator Loxa. Thank you.

Senator GrAvEL. Senator Packwood ?

Senator Packwoob. I came in late, although I have read your entire
statement. Do I presume from what you say on page 6, which is stated
somewhat differently, as the price of energy increases you can expect
that some resources, not now economically recoverable, will become
price competitive and therefore would become added to the supply
availability, and what you say about oil shale and oil gasification
later on in your statement, at a price, there is no energy shortage in
this country?

Mr. O’Leary. That is absolutely true, Senator. I have described
the present difficulties that our States and the world is encountering
in this area as a stupidity crisis, not & resource crisis.

Senator Pacxwoob. In order to become domestically secure, if we
did nothing else but put up a tariff or barrier on oil in the market,
it would put up local energy prices to a point ?

“Mr. O’Leary. You could have a certain significant increase in what
are considered exotic alternatives, simple bludgeoning of the market
by putting on a large import tax.

Senator Packwoop. The key thing, the image is we are indeed run-
ning out of energy. You simply add, at a low price.

Mr. O’Lieary. We are running out of cheap energy.

Senator Packwoop. Coal liquification, coal and oil, using it for
petrolenm—is that what Germany did during World War II?

ll\Ir. O’Leary. Indeed, they began, in 1936, to develop the tech-
nology——

Senator Pacxwoop. Is that what South Africa is using ?

Mr. O’Liary. No; the so-called Lurgie process. It is, first of all, a
gasification; later, a liquefaction.
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Senator Packwoop. That is another option, at price?

Mr. O’LEAry. Yes. ) .

Senator Packwoop. Page 10, you talk about oil and gas pricing
policy. The last sentence on that page:

In addition, ofl and natural gas prices should reflect the economic fact that
the true value of a depleting resource is the cost of replacing it.

Mr. O'LEary. You really ought to say to people—of course, this is
directed at the consumer side of the economy—you ought to say to
yourself, in a world where we are importin;lg $13.50 oil, we should not
tell the fellow consuming the oil, this will be only $10 to you, and
that is precisely what we are doing now. In a world where the gas—
where we are finding on the margin is worth $1.75, according to plan,
we really should not whisper in the ear of the industrial consumer of
gas, to you, it is 65 cents.as we are doing now.

%enator Packwoop. You lost me. Maybe I misunderstand what you
said.

You indicate that it is unfair that the oil companies keep its profit
when they discover oil at $3 and $4 a barrel and the price goes u%to
world price. They are not responsible for the price going up, they
should not be entitled to this profit.

Mr. O'Lieary. They should be entitled to a profit to the degree it
serves a useful economic service. We see no purpose, sir, by permitting
them to take this amount of what we refer to as economic rent from
the consumers and hand it to producers. That is quite right.

Senator Pacewoob. In that sense, it is a regulating—the utility con-
cept. -

Mr. O’LEary. In fact, we have had a regulated utility concept for
gas production in this country for the last generation.

Senator Packwoop. Later on you talk about the way to force coal
conversion. If, by chance, that were to drive up the coal price way be-
yond the price of production, should the coal companies be subject to
a limit on price also?

Mr. O’LEary. I do not think I would ever find myself, short of a
nutiﬁnal emergency, where we should influence the principles in the
market,

Senator Packwoop. If they are the unwitting beneficiaries of a dra-
matic price rise of forced conversion to coal, why should they get to
keep this profit that they had nothing to do with? -

Mr. O’Leary. Senator Packwood, generally speaking, coal con-
tracts—there is no such thing as a coal market. You have to say, in con-
tradistinction to the oil and gas business, you do not have a national
market for coal. What you have are a series of cost-plus contracts that
%%vir probably 70, 75 percent of the coal production in the United

ates.

These are arrived at by negotiation between the buyers and a utility
and the coal company. They may involve front-end payments by the
utility to open them up. Then they have a series of clauses in the con-
tract calling for escalation should productivity fall, labor costs rise,
steel costs rise, explosive cost rise, and what have you.

It is, in effect, a cost-plus contract, running over a good many years.
. Because of the fact that you are not in a national market, the utility
mc_lustx(iy has already proven that they are quite capable of keeping
prices down to a fairly close variance of cost:
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If you own a utility with an old contract that might have been en-
tered into when cost of constructions for coal mines were quite low, 10
years ago, you might bo getting your coal today delivered to your
plant for $15. Nobody is challenging the $15 price.

If you went to the same producer today, with what has happened
to the cost of construction of the mine and opened a new one tomor-
row morning, the same coal from the adjacent seam from the same
company or the same producer might deliver in at $30.

That 1s the way the contracts run.

In contrast, what we find in the gas business, if you have an old
contract for 15 cents, you enter into a new contract with the same
producer from the same gas supply source, the same well, perhaps a
different zone of completion, for a dollar. Then you go back to the
first contract and raise that to a dollar. i

That is the distinction between having a more or less national
marllzet for a commodity and an individually contracted negotiated
market.

Senator Pacewoop. It seems to me you are going to come closer to
forcing a national market and maybe do it with your regulatory and
tax policies.

r. O’Leary. I really do not think so. You have to understand, the
cost of coal production within a county varies all over the lot and
the utility industry practice here has been not to buy coal—in recent
vears, not to buy coal at a price. It has been to buy a long term de-

iverability at a contract price tailored to the individual conditions of
that particular market. The condition is present for Government allo-
cation. I am not sure that you are favoring Government price control
over the coal industry. I think that the conditions that led to Govern-
ment control back in the 1930’s initially over the oil price, in 1954 over
the gas price, simply do not exist in the coal market.

Senator Pacewoop. Coal is a limited market. You have two big
boys able to market at arms length selling the utilities who are strong,
but the utilities, for some reason, cannot make those same kinds of
contracts with oil companies if the oil prices go up.

Mr. O’Leary. The fact is, oil in this country has never been sold
on a contract basis, always on a spot basis.

Senator Packwoop. Is that your difference in your philosophy?

Mr. O’Leary. There is another fundamental difference, the ubiqui-
tous nature of coal resources. We have a tremendous amount of coal
in this country. The startling number to me is 13 percent of the land
in the United States is underlaid with coal of some order, some of it
very bad, some of it very good.

The urique element in the availability of coal is really not the
resource size, as it is in oil and gas. It is the market.

Senator Packwoop. We have almost an unlimited supply of oil
in one form or another at a price.

Mr. O’Leary. Indeed, the difference that characterizes coal versus
oil is the coal is just a mite cheaper, prospectively.

Senator Packwoop. Why not take the price regulation off
altogether ?

Mr. O’Leary. Of what ¢

Senator Packwoop. Off oil, off gas. Apparently, this market would
go to coal, if it was a lot cheaper.

93-810—77—4
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Mr. O’LEary. What we are trying to do is get that effect without
the deleterious effect that would go from decontrol. )

Senator Packwoop. What are the deleterious effects if coal is in-
finitely cheaper? Not many industries would stick with oil if they
can buy coal cheaper. . _

Mr. O’LEary. If you have an industrial plant built 15 years ago
and it has 20 years to go, and a boiler system based on oil, a change
in the price of oil is really not going to throw you over a fence to
coal. You have to look at tearing out large segments of the plant,
sectors of the plant, finding storage equipment, finding a supplier,
combating the local air quality regulations, an awful lot of other
ancillary parts.

Wo simply have demonstrated that, in spite the fact that almost
in any part of the country you today can get coal for half, or less than
half, of the delivered price of oil, people will continue to stay wih oil.

Senator Packwoop, What you are saying, you need a short-term
regulatory system until this equalizes?

Mr. O’Leary. We need what we hope will be a short-term regulatory
system, not certainly equality. I hate to see we are going to a world
where the coal price gets to the level of the oil price, but until the
very long-term maleffects on the market of Government involvement
that goes back to the 1930's are worked out. It is worth noting, Senator,
that the Government, the Federal Government, the State govern-
ments, has been in the oil business now from the standpoint of regulat-
ing the environment in which the oil companies work ever since the
NRA days of the early' 1930,

They got in first when there was a lot of oil, a short-term glut of
oil when east Texas came in and some fields of Oklahoma; oil was
selling for 10 cents a barrel at that time. The Federal Government
moved in, under the National Recovery Act, and stabilized production,
stabilizing the price as well.

The next year the NRA was, as you know, declared unconstitutional.
The States then moved in with a proration market demand concept.

This was elaborated until finally in the 1950’s and 1960’s we were
in the oil import control program, a corollary provision to the pro-
ration market demand. The effect of this—we should not lose sight of
this—during the 1950's and 1960’s when the world price was at about
$1 a barrel, the U.S. price was $3 a barrel. At that time we were not
getting hit over the head to get out of the oil or stop interfering with
{hedmarket by the producers. Consumers were hitting us over the
head.

What we were doing was adverse to the short-run interests of con-
sumers, keeping the price well above the world oil price and regarded
by consumers as overly generous to the producers.

Now the shoe has come around the other way. The imposition of
Government, prompted by very much the considerations that got us
in the business in the 1930’s, is stabilizing, That imposition tends to
keep the U.S. price for a certain class of oil below the world price.
We hear consumers are quite happy, as they were unhappy with this
in the 1950’s and 1960’s, The producers were unhappy WltE the regime

because they could get mgore from the market, were permitted to go
to the world price.
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In the long scheme, in history, I think what we have seen is that
Government does have a very strong interest in the price of these basic
fuels, that probably its interference and intervention in these markets
over time would become greater rather than less.

This will be done, not by a greed% Executive, but actions by the
Congress, congressional passage of EPCA that puts my agency in its
present role as a rate-price regulatory for the oil industry.

Senator Packwoop. What 1s your personal conclusion, that there is
enough energy at a price and the ultimate policy should be the deregu-
lation of all energy prices?

Mr. O’Leary. In the abstract, it should be. Deregulation—again, if
we are going to have a cartel setting the price of energy in the United
States—and that is the case, at least in the short run—it seems to me
that we simply do not want to put ourselves in the position where we
will follow 8IZEC wherever it leads us with regards to pricing.

There is no question if the price incentives were there: for example,
if we were willing to pay $50 a barrel or $100 a barrel, I am sure that
we would find enough conventional or nonconventional oil to meet all
of our needs.

Senator Packwoob. Thank you.

Senator GrAVEL. Senator Hansen ?

Senator HANSEN. Mr. O’Leary, I am sorry I was not able to be here
in order to hear your statement. I tried to scan it. I am certain it is all
very worthwhile reading; I regret that I have not had the time.

‘Mr. O’Leary. There is one thing we can say for it, it is long.

Senator HANSEN. As anyone in the energy business looks back upon
the actions of this Government in the last couple of years, what reason
is there to assure him that we will not do this year or next year what we
have done in the past 2 years? I refer to our having rolled back oil
prices. I refer to our having changed some tax laws to make retroactive
to the beginning of last year the application of the minimum tax?

What assurance does the industry have that that is not going to
happen again ?

Mr. O’EEARY. None, Senator.

Both of these, of course, were done neither by nor pursuant to acts of
Congress. There is no way which you can bind your successors any more
than we in the executive branch.

What we intend to do isestablish a more orderly regime with a strong
philosophy behind it that will be a little less prone to variance than the
regime that we have had in the past.

I think, as far as a provision of certainty to the oil industry or the
transportation industry—indeed, to anyone—we cannot do it because
we cannot bind—either you or we-—cannot bind our successors.

Senator HaNsEN. I appreciate your forthright response.

Despite whatever else might characterize the Congress, we certainly
seem to be very anti-oil these days.

There is that additional disincentive to make the investment that
most economists agree has to be made if we are even going to start re-
ducing our dependence on foreign sources of supply. .

I have a couple of follow-on questions to page 10 of your testimony.

Insofar as replacement costs are concerned, is it your feeling that
we should not permit oil to be sold today at its added replacement cost ?
























































































































































































































































































































































































































































































































































































































