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ENERGY CONSERVATION AND CONVERSION ACT.OF
1976 .

TUESDAY, JULY 15, 1975

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

The committee met, pursuant to notice, at 10 a.m., in room 2221,
Dirlgzqn Senate Office Building, Senator Russell B. Long (chairman)
presiding. .

, Presergt: Senators Long, Talmadge, Gravel, Nelson, Hathaway,
Haskell, Hansen, Packwood, and Roth, Jr.

The CramrMAN, At this moment the Senate is meeting and we do not
have consent of the Senate to meet as a committes; so, we will meet
on whatever basis we can meet, and we will seek consent to make it -
official in order to make the information available to the Senate
thereafter. .

We have been conducting these hearings this way throughout be-
cause of the prolonged debate over the New Hampshire Senatorial
contest. We were scheduled to hear Mr. Leonard Woodcock this morn-
ing. I have asked that the Senators be informed that Mr. Woodcock is
here and that he is testifying. I have urged that they come an hear
Mr. Woodcock testify.

Mr. Woodcock, we are very pleased to have you here with us today,
sir, and we would very much like to know what your views are with
regard to this energy bill as proposed.

STATEMENT OF LEONARD WOODCOCK, PRESIDENT, UNITED
-AUTOMOBILE, AEROSPACE, AND AGRICULTURAL IMPLEMENT
WORKERS OF AMERICA (UAW), ACCOMPANIED BY JACK
BEIDLER, LEGISLATIVE DIRECTOR

Mr. Woobcock. Thank you very much, Mr. Chairman. I appreciate
this opgortunity.

The bill under consideration by this committee has some desirable -
provisions, most notably the establishment of mandatory fuel economy
standards for automobiles. However, we think it covers only a limited
aspect of the energy problems of this country. The UAW firmly be-
lieves that the Nation needs a comprehensive program to deal with
energy matters. We have on many occasions set forth our suggestions
to achieve that.

The key mechanism required is a National Energy Production
Board which would be charged with planning and executing a vigor-

(461)
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vus program to develop our energy resources. I will not go into details
now regarding the Board, but I do want to emphasize the need for
establishing it and providing authority to make loans, contract with
the private sector, enter into joint ventures, and undertake its own
activities where necessary, in order to break bottlenecks and stale-
mates and to develop new initiatives. That would permit us to have a
truly comprehensive national energy program, which would determine
specific targets regarding all forms of energy and develop the pro-
cedures necessary to achieve those goals.

With regard to H.R. 6860, the most notable provision is part I of
title II, regarding automobile fuel economy standards. On behalf of
my union, I fully support the establishment of such mandatory stand-
ards and believe that the approach-in this bill is a sound one. Unfor-
tunately we can not rely upon mere assurances or voluntary commit-
ments from the companies. I urge the Congress to enact such standards.

As you know, proposals were considered in the House for alternative
mechanisms to implement such fuel economy requirements. The funda-
mental point to be considered is that the country’s conservation effort
is affected by total gas consumption of all ¢ars 1n use, not by the fuel
efficiency of individual cars or models. That is, gas consumption is a
reflection of the average fuel efficiency of all cars. If, for example,
the goal is to improve fuel efficiency by 40 percent, that result could

. be achieved by getting a 50 percent im;})lrovement on half of all cars,
" and a 30 percent improvement on the ot

er half; it is not necessary to
get a 40 percent improvement on each car.

I think we need to emphasize that production of small cars is not,
in itself, the country’s goal; the goal is better overall fuel efficiency.
While greater emphasis on smaller cars is clearly a key move to achieve
that goal, there are reasons to believe that overemphasizing small cars
can produce disadvantages. For example, consumer response might
be a slower replacement of the less efficient cars now in use. Many
people have a real need for larger cars—for example, the family with
several children, or salesmen who carry large amounts of goods. We
need to have a wide range of models available. -

An attempt to increase fuel efficiency by requiring all cars to achieve
certain standards, by imposing excise taxes on cars which fail to
achieve those standards, or otherwise, is likely to be more disruptive -
to our economy without producing greater conservation of fuel.

‘We most strongly emphasize that the fuel efficiency standards be re-
lated to the average production of each manufacturer, and not by
penalizing individual models. :

The fuel efficiency levels for 1978-80 models, as specified in section

. 212, that is, 18.5 to 20.5 miles per gallon, are consistent with goals

which we have been advised are feasible. It must be emphasized, how-
ever, that the bill conditions those goals on the continuation of 1975
emission standards. Under present legislation, those standards will not
apply to 1978-80 models. I recognize modification of that legislation
is not under this committee’s jurisdiction, but it is relevant to point
out the need for prompt congressional action on those emission stand-
ards in order to permit the implementation of the fuel efficiency stand-
ards of this bill. Modification of those future auto emission standards
will not create significant health hazards. The total environmental
and conservation needs of the country will be better served by achiev-
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ing the fuel efficiency goals of this bill, and applying consistent emis-

sion standards, than by permitting the reductions indicated in section
212§c) to occur.

The fact is that we need additional knowledge to determine appro-
priate emission and fuel efficiency goals for the 1980’, I have advo-
cated Government actions regarding research and requirements for
auto manufacturers to demonstrate improvements in their production
capabilities, in order to provide the technological basis for setting such
standards, In that regard, I question whether the establishment of a
fuel efficiency standard for 1985 models is justifiable at this time; it
seems more appropriate to leave it to future determination—based
on additional data—just as the bill would do for 1981-84 models._

Another portion of the bill likely to produce desirable results is
part II of title II—that would- repeal certain cxcise taxes. Each of
the products involved—intercity buses, radial tires, and rerefined
lubricating oil—are associated with more efficient use of petroleum
products, so there should not be any tax penalty on their use.

In view of the current state of the domestic and international market
for oil, and stagflation in our national economy, I strongly urge this
comniittee to delete title I: “Import Treatment of Qil.” Its imple-
mentation at this time has potential for substantial harm to our al-
ready battered economy, by restricting imports and setting up a sys-

" tem of quotas, licenses and duties for petroleum imports. It would be a

costly and ineflicient way of trying to protect ourselves against un-

foreseen disruption in international oil markets. Further, it is ex-

tremely likely to fan the fires of inflation and to hinder any possible
economic recovery, at a time when the possibilities of effective bargain-
in% with the international oil cartel are duite encouraging.

he administration’s policy is aimed at decontrol of domestic petro-
leum prices. I certainly hope Congress will prevent that. This com-
mittee would do well to remember that it was under the umbrella of our
former oil import quotas that our current energy problems and their
inflationary consequences matured.

On other occasions, we have pointed out that the very legitimate
need for protecting our Nationi from the kind of shortrun disruption
caused by quasi-political actions, such as the oil boycott of 1978-74,
can be adequately met by establishing adequate oil reserves and operat-
ing a kind of buffer-stock policy. Under such a system, reserves would
be replenished or expanded when prices were relatively low; when
dramatic and unforeseen changes in the oil market, both domestic and
international, occur, reserves could be released. Congress is already
n;{g)ving toward this type of goal, and we certainly encourage those
efforts.

Part ITI of title IT, regarding residential insulation and solar energy
equipment and individual purchases of electric motor vehicles, is an
example of unsatisfactory tax legislation.

Even though we very much want to see support and encouragement
of both solar energy and building insulation, we have consistently
taken the position, most recently before the House Ways and Means
Committee_yesterday; that the tax code is not the appropriate nor
necessarily most effective way of influencing resource allocation. If,
as wo have urged, the Government does want to encourage home in-
sulation and residential solar energy, we prefer direct grants, loans,
and subsidies.
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With respect to electric motor vehicles, the evidence is extremely
unclear as to whether such vehicles would in fact be energy-conserving
given the great inefficiencies of converting fuel into electricity, as com-

ared to burning the fuel directly in the vehicle. According to the

"ederal Energy Administration, 85 percent of the energy content of
nuclear or fossil fuels used in electricity conversion is lost in the form
of heat, and another 8 percent is lost in transmission and distribution.
Thus, aside from our objections to using the tax code to promote energy
efficiency, and our preference for direct subsidies, it is too early to
decide whether electric vehicles should be given such special encourage-
ment. Instead, they should be considered ason¢ of many possible im-
provements in motor vehicles.

We suggest that Congress show its support for the programs out-
lined by appropriating adequate earmarked funds via ER%)A.

Title IV of this bill contains a number of miscellaneous tax provi-
sions aimed at business, some of which increase business taxes and
some of which reduce them. Frankly, we find all of them objectionable.

While we are opposed to investment tax credits, the effect of section
431(b) regarding air conditioning and space heating and section 432
regarding certain electric generating facilities would be to further
distort an undesirable tax provision. Instead of these piecemeal ad-
justments, the entire investment tax credit should be discontinued.

In summary, the Congress should enact mandatory auto fuel effi- -
ciency standards, and this bill provides a good procedure to achieve
that. The repeal of various excise taxes on fuel-efficient equipment is
also desirable. The remaining portions of the bill are not desirable,
and I urge that they be deleted. Finally, I emphasize that other con-
gressional action is needed--particularly the establishment of a Na- -
tional Energy Production Board, and the modification of future auto
emission standards—in order to move toward our energy goals.

The Cramstan. Thank you very much, Mr. Woodcock.

I see we have Senator Percy here with us. Perhaps Senator Percy
mifht; want to just make his statement at this point. _

f you care to, Senator, you can make your statement at this point,
and if the Senators want to ask you some questions, you can come back
later and answer them,

Senator Percy. Mr. Chairman, I think it would be better for Senator
Mathias, Senator Brooke, and me to make these statements together.
We would appear as a panel to save the time of the committee, and I
would certainly defer to Leonard Woodcock. I enjoyed his testimony.

The CrAIRMAN. Fine. We are going to be voting at about 10:30. If
you come back after that 10:30 vote, we will hear the three of you.

Senator Percy. All right. Fine.

The CHAmMAN. Senator Talmadge.

Senator Tavyapce. Thank you very much. Mr. Woodcock, I listened
and read your statement as you proceeded, and found much with which
I am in agreement.

We had before us last week, I believe, the, president of General

- Motors, the executive vico president of Ford, and the vice president

for engineering of Chrysler. All of them were opposed to mandating
certain fuel economies on this theory——they thought that the House
bill would mean that the majority of automobiles in this country
would have to weigh about 2,000 pounds, or approximately the size
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_of a Volkswagen, and they felt that a great many pcople desiring
larger cars would keep their cars, their old ones, as long as they would
run, and that it would create a good deal of unemployment in the auto-
motive industry. I think their estimate was about a half million
emIployees. T .

notice you are testifying just the opposite. In other words, you
think the automotive industry executives are wrong. You do not think
it would create unemployment in the industry. .
Mr. Wooncock. I think, Senator, that there are many provisions in
various committees of the Congress on both sides dealing with this
roblem of mandatory requirements, emission standards, et cetera.
here is one provision being discussed calling for relief on the emis-
sions for cars that can exceed 20 miles per gallon on the urban cycle.
If that should happen, I a%ree with the industry, It would cause sub-
stantial unemployment in the domestic automobile industry if it were
required by 1978, General Motors might have 30 percent of its vehicles
at that tarFet level at that time, Ford said 25 percent, and our analysis
agrees with that. Chrysler and American Motors would have difficalty
getting to that point, so that there would be substantial displacement
y continued increases in imports.

- But with regard to the standards we are sup‘eorting here, 18.5, 19.5,
20.5, we did not just grab these out of the air. We have had substantial
advice. Our principal consultant is David Ragone, who is dean of the
engineering school at the University of Michigan, and one of the top
experts in this field. He advises us that these are rfectly feasible
standards on an average basis which would permit tﬁg continued pro-
duction of larger cars which will have to be reduced in weight, We -
must remember that the family-sized car of the 1950 weighed about
3,500 pounds, but the family-sized car of the 1950’s and 1960’s grew
in weight to 4,700 pounds. So they are now working on taking that
wei&ht out, which will also help fuel efficiency.

We are convinced that these are feasible standards, but some of
the standards being talked about are feasible only for the very smallest
cars.

Senator TaLmapcE. Let me give f'ou my personal horror story now.
I have been driving an Oldsmobile 98 for a good many years, and
following the OPEC embargo, my Oldsmobile 98 was then 6 years old.
I wanted to be patriotie, so I bought the smallest Oldsmobile Cutlass
I could get. Well, I took my 98 that had no trade-in value at that
time—it was a large car, and peo;ile were apll)‘rehensive about large
cars, particularly one 8 years old—I took it back to Georgia so I cou%d
use it on weckends when I go home. I have my Cutlass up here; it is
now 18 months old. My 98 is 714 years old. I get 15 miles to the gallon
on m%' 98, and I get 12 miles to the gallon on my Cutlass. So, it looks
like the more we tinker with these automobiles, the poorer our mileage
gets. Now, has that been corrected ¢

Mr. Woopcock. The 1975 models have had a substantial ste -up in
fuel economy. Through the use of the catalytic converter, they are
better able to fine-tune the engine, and I accept the fact that they are
now working hard on this,

Senator TaLyapaE. [presiding]. I recited that story to Mr. Estes,
who I believe is the president of General Motors, and he said the 1975
models would be better. As you know, we use about 6 million barrels
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a day of petroleum to propel automobiles, That is a little more than
a third o? the total used petroleum in the country. It sometimes is
difficult to get Washington to see small things, to correct problems.
It seems to me the best way to conserve at the present time would be
first to vigorously enforce the 55-mile speed limit. You would get 15
to 20 percent more mileage in the car at 55 than you can at 70. And
yet, You get on the highways today, driving 55, and they will pass
you like you are backing up. It seems (o me, also, that we ought to
cancel credit cards. Then we will have a lot of these college students
not using their automobiles ncedlessly. Likewise high school students,

-~ and maybe some housewives. It seems also that we ought to close our

filling stations on weekends, That would create a sense of emergency,
and I think transfer itself to more forms of conservation.

What would be your reaction to those three things? That would- .

do nothing to cause SEOple to be unemployed. It would cost the Gov-
ernment nothing, and could be implemented by sundown today.

Mr. Woopcock. I completely agree with the enforcement of the 55-
mile per hour standard on the highways. When it was first posted, it
was fairly well observed, but increasingly no one pays attention to it.

Senator TaLdADpge. It was observed during the embargo, and then
they for[rgot, it.

Mr. Woopcock. Yes. Now, with regard to the use of credit cards, I
have not given that any thought at all:

Senator TaLyapce. Have you been to college and high school cam-
puses? You will see acres and acres of automobiles there. If credit
cards were canceled, they would have to pay for it out of their allow-
ance. I believe that would do much to conserve gasoline. What is your
reaction on that?

Mr. Woopcock. Well, of course, the oil companies now send credit
cards unsolicited to students on the campus, which I think is an ob-
jectionable practice. I would not object to it being on demand. But
unsolicited—I would certainly object to that. .

Closin% gas stations on weekends—if you mean on Saturday and
Sunday, I think you would hear loud screams from the recreation in-
dustry because normally when one begins a vacation period, it is on
the weekend. -

Senator Taraapce. Maybe at midni{;ht Saturday night to midnight
Sunday night, and of course that would save some gasoline. Of course,
you and I know the average fellow is going to make a weekend trip
and fill up his tank on Saturday night. But I think that would con-
serve some gas. In addition to that, I think it would make the people
of this country realize that we do have an energy crisis. They do not
now, As long as they can go to a filling station and fill up, they do not
think there is any energy problem. I think that would create a sense
of emergency that would not only save gasoline, but I think it would
reflect itself in turning off air-conditioning units and television sets,
and lights and other things.

What is your reaction on that ? .

Mr. Woobcock. I absolutely agree in general that people in this
country think there is no energy crisis. They believe the whole thing
is a ripoff and a conspiracy. There has to be some way to convey the
notion that this Nation and the world do have a basic energy problem.
I try to tell that to our members. When I said during the oil embargo

-
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that we would have an ongoing problem, they said look, when the oil
companies get the price up, gasoline will run out of our ears. That is

~—

" ~what happened. When I talk to our members now, they say not

again—do not give us that fairy story again, It is a real problem.

Senator TarLymapce, Thank you, sir. -

Senator Hansen ?

Senator HanseN. Thank you, Mr, Chairman, A

Mr. Woodcock, we are always pleased to hear from you and to get
your ideas on what this country should do on a number of issues.

I notice on page 2 of your testimony, you call for mandatory stand-
ards with respect to fuel economy and on page 3, the last full para-
graph on that page you said, production of small cars is not in itself
the country’s goal. You say further down that many people have & real
need for larger cars, for example, the family with several children or
salesmen who carry large amounts of goods. We need to have a wide
range of models available. .

Referring again to the testimony by the three major automobile
manufacturers’ representatives who were here earlier this week or last
week, whenever it was——

Senator TArLMADGE, Last week.

Senator FIanseN., There seemed to be a consensus among them that
the American made car today has an engine that can be and is just as
efficient as is the typical engine mounted in a foreign made car; that
the real difference in gasoline mileage is a direct reflection of the
weight of the car.

Now, it is a little hard for me to rationalize what you are really
trying to say. On the one hand you call for mandatory legislation, for
legislation by the Congress which would mandate what the auto-
mobile manufacturers are to try to achieve. .

And then on the other, you recognize, as I do, the right to freedom
of]choicg. Do you agree that weight makes a real difference in gasoline
mileage

Mr.gWooncocK. Weight does make a difference in gasoline mileage.

Senator Hansen. Is 1t the major factor or are there other factors?

Mr. Wooncock. Oh, yes, for example, Senator Talmadge’s Cut-
lass weighs a lot less than his Olds 98 but it gets much less gas mileage.
There are small sport cars that do not weigh very much that get 8 or
9 miles to the gallon. '

Weight by itself is not the problem but it is a part of the problem.
Wind drag is a part of the problem and the engine design is the big-
gest part.

Segmtor HaxseN. Do such things as air-conditioning make a differ-
ence

Mr. Wooncock. Oh, of course. :

Senator HanseN. Electrical gadgets on the car?  ~- -

Mr. Wooncock. All of the power units.

Senator HaxseEN. Would it not be well to do away with all of them ¢

Mr. Woopncock. I never buy cars with air-conditioners—there are
u few days when I am very unhaP;S)y about it—because most of my
time is spent in the northern tier of States. I am not sure that I would
want to say you cannot buy air-conditioners.

There are some parts of the country where people have to spend a-

lot of time in automobiles in the pursuit of their business and it can be

-~ -
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very uncomfortable. But, it has an impact on fuel efficiency, no ques-
tion about it. '

Senator HansgN. Maybe there is evidence that I am not aware of, -
but from what the representatives of the manufacturers said, I gath-
ered that if we wanted to strip down an American made engine and
reduce the weight of the car it is grobably going to be pretty competi-

tive. As a matter of fact, I think Mr. Estes, the president of GM, said

“‘that on a weight basis' the American made cars ranked a‘t’the“toﬁ“ or

near the top in about every test that had been conducted, as I reca
| I rp(tlty have misunderstood him, but I think that is essentially what
he said. - -

Mr. Woodpcock. I am sure that is what he told the committee because
we have seen those same charts and had those same explanations from
Mr. Estes. The T-car General Motors is going to come out with this
fall, if it meets expectations, will weigh about 2,500 pounds. It will
get highway mileage up to 42 miles per gallon which will beatany im-
port in that weight class. .

Senator HANsEN. There have been a lot of suggestions made and
Senator Talmadge, a person with whom I nearly always agree, and
I do not in this particular instance. He talks about closing down
filling stations on weekends. I happen to live in a tourist area in west-
ern Wyoming near Grand Teton and Yellowstone National Parks and
I have seen a great number of families come through there, people
who conserve. -

Senator TaLMapee, Will the Senator yield ¢

Scnator HANsEN. Yes; indeed.

Senator TALMADGE. Let them get there on Saturday and spend all
dagr Sunday then. :

Sienator HaNsEN. You know, Senator, I think that would be a great
ides., Eut, I do not want them stopped in western Nebraska on their
way there. ‘

l%’ow, these Eeople who have big families and who bring their food
along and cook every meal and have saved up for 50 weeks in order to
take a 2 weeks’ vacation I think have the right to freedom of choice
and I am not going to say to them, wa will impose weekend gasoline
restrictions and you will not be able to get where you plan to go.

I think that cars are not the only things that use gasoline and if we
want to look at the whole spectrum of energy consumption, I agree
with what I think is implicit in your statement that I want to afford
the American people the maximum opportunity to exercise their free-
dom of choice. And if a family is rather big and if they think a station
wagon serves their purposes better, I am not going to say to them, they
have got to buy a Volkswagen. —

And I would hope that you would share that view. I gather from

your testimony you may in Eart. Do you?

Mr. Woobncock. Well, I share that point of view. I do not want them
to buy Volkswagens, [General laughter.] __ :
Senator HansEN, You will get an A for effort on that one. .

Mr. Wooncock, May I say, Senator, that the family with, say, five
kids needs a station wagon. The chances are if they are of moderate
means they just have that one station wagon. The chances are further
that they use less gasoline than the family with a couple of cars and
certainly less than the family with three cars.
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When you have two or three cars, there is always a car available. If
you are going to go three blocks, you drive. But if the station wagon
is not there you walk three blocks. That family cannot buy two four-
passenger cars and hook them up together to get around. )
Senator HanseEn. My time is up but I sure do agree with you in that
one. -
Senator Tarmapce. The Chair announces at this time that a record
vote-will start in 2 minutes to be followed immediately by a further
record vote. The two of them will take a total of about 25 minutes.

Senator Packwood ¢ .

Senator Packwoop. Mr. Woodcock, I do not quite understand your
answer on employment. When the executives from the three auto
companies were here they scratched their heads and did not seem to
have exact figures. But, they thought if the 28-mile-per-gallon standard
were kept in the bill, by 1985, and they were producing cars and sell-
ing them in the volumes they would like, it would still take about 15

ercent fewer employees than if they were producing cars that did not
Kave to meet that standard.

But, they were not sure. They were grasping for a 15-percent figure.
Can you give me any light on that ¢ A

‘Mr. Woopcock. We are advocating that the 28 miles per gallon for
1985 be stricken from the bill. ‘

Senator Packwoop. I understand that.

Mr. Woobncock. That it be left at the discretion of the Secretary
based upon feasible technology.

Senator Packwoon. et me rephrase the question. The contention

" was being made, and I honestly do not know the answer, that it takes

;ewer people to make smaller cars than bigger cars, substantially
ewer.

Mr. Woobpcock. Yes.
Senator Packwoop. Can you give me any idea how many fewer,

- what percentage?

Mr. Woopcock. I would guess in the range of 10 to 15 percent.
Senator Packwoop. About the same figure they came up with then ¢
Mr. Wooncock. Yes.

Senator Packwoop. I am curious, if we do not have any quotas,
import duties, tariffs, or whatnot; are you not troubled a bit by our
tremendous dependence on our overseas oil ¢

Mr. Woobpcock. We may be wrong, but we see a weakening of the

~—OPEC cartel and I think to shield ourselves off from that is to lessen

A

the pressures on them, We would like to see, as I have said, a national
energy production board. We have not taken one step toward the
development of alternative domestic sources of energy despite the
fact that the crisis is now 2 years old.

I would also like to see further efforts towards building a domestic
reserve to shield us against sudden international crisis.

Senator Pacrwoon. Let us put it this way. T have heard our domestic

" reserves are substantially close to a billion barrels which could tide

us over for close to 4, 5, or 6 months. But we are, if we do nothing
with resorves or an energy board, putting ourselves in the hands of
foreign nations and hoping the cartel breaks un or hoping that they
will lilot raise the price dramatically or hoping that they will continue
supply.

B5-583—175—pt. 2-----2
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In any event, they are circumstances beyond our control.

Mr. Woopcock. I think we should begin to take steps to get it under
control. I do not think——

Senator Packwoop. Those are steps that we have to take domes-
tically, internally. '

Mr. Wooncock. Yes. .

Senator Pacxwoop. We cannot brow beat Saudi Arabia over the
head to make them do our bidding.

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

Senator Taryapee. Senator Haskell, would you continue. Then I
would suggest if any other Senator wants to interrogate Mr. Woodcock
prior to the vote, according to the early bird rule, Senator Roth is next
and I suggest that we then recess the hearing until the Senate com-

pletes their two votes.

Thank you, sir.

Senator HaskevL [presiding]. Thank you, Mr, Chairman.

Mr. Woodcock, I notice that you endorse the idea that we tax auto
companies according to their fleet average on a miles-per-gallon basis.
Now, some have suggested that if the companies did not meet the
fleet average then there would be an excise tax on the fleet.

Now, there is a separate suggestion that to induce individuals to buy
more fuel efficient cars, and that is to have an excise tax in the form of a
sales tax on the more fuel consumptive cars. And, of course, the excise
tax would be labeled as to why it was being imposed and that kind of

th%/l‘lﬁl.
at is your position on that

Mr. Woobpcock. We are absolutely opposed to the excise tax
approach. We vigorously fought against it when the measure was up
in the House of Representatives. It would be, at the present stage, a
tremendous boost in imports. It would create massive additional unem-

ployment in the industry and those industries associated with it.

If the industry is compelled to produce more fuel efficient cars with
the price of gasoline rising as it is, there will be a strong financial
incentive to a domestic consumer to move to those cars. We therefore
will have market forces working on our behalf. In the case of emission
controls, you do not have market forces working there.

Senator Haskerr. I gather you do not feel that the excise tax only
on the fuel ineflficient would be a desirable nudge to the market forces
to get people to buy more fuel efficient cars?

I gather it is your considered judgment that such a tax would be
overkill? I do not quite understand. I knew what your answer was
going to be because I read about it in the paper but I do not quite
understand why you feel that way. Let us say a car gets 10 miles a
gallon, and if you label it to say: Floyd Haskell if you are going to
buy this car that gets 10 miles to the gallon you have got to pay an
extra 10 percent in the form of excise tax,

Now, why is it again, you feel that is a bad idea?

Mr. Woobpcock. Because it would strengthen the rising share of the
American market which is going to non-North American imports.-

Senator Haskerr. All right, now, let me switch subjects completely.
We had ‘an economist here the other day who had a pretty interesting
idea. In effect his thesis was this—that the President was going to
be successful on deregulating old oil. We have August 31 as the date
of expiration of the authority to control old oil. We have not been
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notably successful in overriding his vetoes and therefore, we might
as well accept that it is going to be deregulated. .

Now, this is going to result, obviously, in tremendous additional
profits to the people who are fortunate enough to be in the oil business.

His thought was this—why not impose a windfall profits tax,
obviously without a plowback and take that money into the: U.S.
Treasury and then give a refund or a payment to every man, woman,
and child of 18 and over as a solution to prevent the people in the
oil business from becoming rich as Croesus as a result of this windfall.

Now, I do not know whether you have heard that idea before. I
thought it was not a bad idea. What is your reaction ¢

Mr. Woobcock. Obviously, I had heard about the windfall profits
tax. I had not heard about making it rebatable to individuals over
%hetage' of 18. I am for the windfall profits tax, but I am against the

rst part. : ,

Senator HasgeLr. But, being realistic, there is a real possibility it
would happen. '

Mr. Wooncock. No question. ‘

Senator HaskeLL. When you allow the price of new oil to go up
about $7 or $8 a barrel, you are taking a tremendous amount of money
out of the economy and this is a way of getting it back into the
economy.

I would appreciate it if yon would give it a little thought and maybe
let us know in writing what your reaction to that would be.*

Mr. Woobcock. We will do that, Senator.

Senator HaskeLL. One last question—you mentioned that weight
was one aspect of fuel efficiency and then I'believe you said that engine
design was the principal factor. Would you elaborate a little bit#

I have always heard that weight was the controlling factor in fuel
efficiency and I gather thatis not the case.

Mr. Woobcock. It is not the only factor. In the post-1970 period,
the addition of the devices required to reduce pollutant emissions have
a negative effect upon fuel efficiencies.

. That began to be reversed with the current model with the introduc-
tion of the catalytic convertor, Wind drag also has an impact on fuel
cconomy as does speed. If you are traveling at 20 miles per hour as
against 60 miles per hour, the wind drag does not simply increase
three times, it increases nine times. -

ow, so far as engine powerplants are concerned, our advice is we
are locked into the internal combustion engine for the predictable
future. The diesel en%ne i3 an obvious possibility. Mercedes markets
an acceptable diesel. The diesel engines have a problem with regard
to oxides of nitrogen. The stratified charge engine also is a good
glc;s:tlblhty. Again there is a question as to what NO, standard it can

We do not believe they can meet th . -
per mile, y the present statutory 0.4 grams

Senator Haskerr, Mr. Woodcock, I hate to interrupt you. I do not
have too much time to get over for the vote on the Senate floor. I
think we better stand adjourned until 10 o’clock.

Mr, Woopcock. Thank you very much, sir.

A brief recess was taken. ]

enator Graver [presiding]. The hearing will come back to order.
*See p. 098.
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Senator Nelson had some questions.
Senator Nerson, Mr. Woodcock, I had gottén here after you com-
leted your statement, so I have not had a chance to go through
it in its entirety, and I think most of the questions I was interested
in have already been asked.

However, there was a question asked the other day when the repre-
sentatives from General Motors, Ford, and Chrysler were here and
were questioned by Senator Ribicoff on the diesel engine. He raised
the question, or pointed out that in the mileage tests the smaller four-

~eylinder diesel five-passenger car achieved a very high mileage. I do

not have it in front of me, but up in the 30’s some glace, out on the
road. Then he inquired why the auto industry did not make any
diesels in this country, though they do make them in Europe.

The answer from whoever responded from the auto industry was:
“Well, a diesel would not be able to meet the 1978 emissions standards,”
which did not sound like much of an answer to me, because they were
making the diesels long before we even passed the law. Do you have
anﬂview on why the diesel was never introduced here ¢

r. Woopcock. General Motors does build a diesel at its Opel
works in Germany. They did market that diesel some years ago in
this country; and it did not go. It was built, however, under entirely
different circumstances.

There is a problem on emissions with regard to the NO, standards.
Our information is that the present barrier to its introduction here
is %18; problem as to what will be the ultimate standard with regard
to e

Senator Nerson. Well, it is now meeting current statutory standards.

Mr. Woobcock. Yes,

Senator Nerson. And does it have a problem that is inherent in that
kind of an engine, that it is more difficult than it is in the ICM?

Mr. Wooncock. So, I have been advised.

Senator NELsoN. I did not hear this part of your testimony, so you
may very well have covered it. I understood you to say, after I had
arrived, that you endorsed the setting of mandatory standards for
mileage achievement by the automobile, as done in the House bill, but
that you opposed what, the 28 mile per gallon standard; is that it?

Mr. Wooncock. I suggest that we should not write into the law the
1985 standard. We should leave that to the discretionary authority
based upon what is feasible technologically. I would assume that be-
vond 1980 the standards would continue to be increased under the
discretionary authority that the House bill gives to the Secretary.

Senator NELsoN. Is that on the assumption that some new technologi-
cal breakthrough is somewhere near, on the horizon{

Obviously, as you know very well, they could achieve the 28 miles
now. if they make their cars small enough and light enough.

Mr. Wooncock. Yes; they could meet it, given present technology,
with almost the total concentration within small cars, which is a con-
cept we do not find sensible for this country.

Senator NeLson. Of course, some fairly large automobiles right now
are in the marketplace and achieving high mileage. The Volkswagen
bus, which has a larger capacity than a large station wagon—I do not
have the figures in front of me, but it is achieving 18 to 22 miles, in
that range somewhere, now, and it is of good size. The industry in
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testifying all the time says, oh, you cannot have an adequate sized car
for a family with low gas mileage—you would have to have some
pretty big cars, Well, there are lots of more -efficient cars that have
got the same amount of space inside as these much heavier ones on
the highway, and they carry as many people, and they have got the
same amount of space. So what they seem to be arguing against is low-
plowered cars, and smaller outside dimensions more than anything
clse,

Mr. Wooncock. Unfortunately, the industry comes down here and
always in their public posture takes a very hard line. which, frankly,
they do not pursue when we have conversations with them. I do not
know what it gets them, because it puts them in a position where their
word is, very frankly, doubted. '

Let us take General Motors, General Motors has a massive program
underway to take weight out of its automobiles, to substantially im-
})rove the fuel efficiency of those cars. Their basic position is that the

orces of the marketplace are going to push us there anyway. There-

S~

“fore, they say, leave us alone. We do not accept. We say there have

to be mandatory standards.

Given the fleet mix concegt'we are supporting which would permit
station wagons—not with their present mileage, but with substantial
additional mileage and other family-sized cars, which would come in
the range of 3,000 to 3,500 pounds 1,200 pounds less than the current

- so-called family-sized car—there will be substantial additions in fuel

-economy. »

‘What the numbers should be beyond 1980 becomes very much a mat-
ter of guesswork.

Senator Nerson. And you would leave the 1985 standards then, to be
in the discretion of an administrator?

Mr. Woopcock. That is our suggestion ; ves, sir.

Senator NerLson. My 10 minutes are up. Thank you.

The CrairMAN (presiding). Senator Gravel.

Senator Graver. Thank you, Mr. Chairman.

Mr. Woodcock, it is nice to have you here.

In reading over your statement, I find many areas that I agree
with, particularly on quotas and other aspects of it.

You are aware that the Public Works Committee is dealing with
the whole problem of mileage, particularly emissions. I appreciate
your position in that regard. ' ‘

Do you think it is necessary for us to legislate, or the Commerce
Committee to legislate mileages? Do you not think the trend of effi-
ciency increasing automatically as the result of market pressures
would forgo any need for us to legislate mileage levels?

Mr. Wooncock. Well, this comes back to our total position. Based
upon the advice of our outside consultants. the chief of whom is. as T
have said, David Ragone, we @o not think it could be accomplished
in the immediate years ahead—to do the job both of meeting addi-
tional emissions standards and the fuel economy job that has to be
<one. These two policies must be handled together.

I have told the industry there is not a chance of getting relaxation
on emissions standards unless there is some assurance of mandatory
conformance on the fuel economy side of it- Bevond that. we would
also like to see them required to build demonstration vehicles that
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meet both the emissions and additional fuel economy standards. There
is a big difference, of course, between a demonstration vehicle and a
production vehicle, &

Beyond that, we want beefed-up research governmentally, so there
}vili be & measure of this constant charge that the industry is dragging
its feet.

It is true that the market forces and customer pressure are a great
incentive to the industry to achieve greater fuel efficiency. Those pres-
sures are not there when you are dealing with the emissions require-

- ments, But because of the linkage of all of these things together. we

take the mandatory fuel economy position.

Senator Graver. Thank you.

I noticed in your statement also that you do not agree with the
trust fund concept as a vehicle to fund energy moneys. You would
prefer to see the ERDA budget come through the normal appropria-
tion process. I can only make note of the fact that last year through the
normal process, OMB put the bridle on $100 million solar energy
moneys, and about $100 million of end-use conservation. Also T know
of $400 million that could additionally be spent to accelerate hydro
power,

The Highway Trust Fund, which comes under grant criticism. did,
from 1946, 1947 period until, let us say, the early 1970%, provide a
vehicle for successful development of highways in this country, Would
you not see that as a possible vehicle for funding energy development,
(;r 1?1 your position pretty hardened with respect to not using a trust

un

Mr. Woopcock. With regard to the Highway Trust Fund, we have
been up on the Hill on many occasions urging its tapping for the de-
velopment of a total transportation system, of which the automobile
would be an integral part. We usually have run into a stone wall, The
sacred cow could only be used for highways.

It did do a great job of developing the interstate complex, no ques-
tion about it. But it has also had some hazards with regard to its
operation.

Senator Graver. One of the proposals that T will be offering—and
it ties in somewhat with your statement here about discriminatory
taxes on gasoline—is a Btu tax. If we choose a tax that will tax all
forms of energy equally, it could be used to fund the trust fund.

Another aspect of your statement—and I do not think that this
committee will be able to deal with it, because it is not entirely within
our purview—is the problem of deregulation of oil and, of course, of
natural gas.

I wonder if you might enlarge upon this aspect of it, as to how we
are going to secure the supplies that we need if we do not provide the
necessary price incentives for people to go perform tasks. I think the
best example is in natural gas, where we will be showing in the-debate
that, even if we do nothing and leave the controls on the way they are,
the price of natural gas will be about the same as if we deregulate.
That would mean about $1.50 to $2 an mef by 1980. The only difference
is, if we do not deregulate, we will have considerably less gas and
fewer jobs available. But if we do deregulate, consumers will be pay-
ing a high price, but at least we will have gas for jobs. People can make
money and then pay that higher price for gas.
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I wonder if you might comment on that, since you do address your-
self to that in your statement. .

Mr, Wooncock. One of the problems in the natural gas areas is the
fact that interstate is regulated and intrastate is left to State super-
vision. This has caused a two-priced system, to the disadvantage of
the non-natural-gas-producing States. We have suggested that the
whole system should be federalized so that at least we have it on a
common basis. I think that is a necessary first step, before we begin to
consider the impact of price on additional discovery. =~~~

Senator Graver. Except that we have found that the intrastate
system has brought more gas into being because of a higher price, and
the interstate system has seen a diminished supply. So if we now
turn around and regulate all of it at a lower price, then, of course,
what you will do is take gas out of the intrastate market, and you will
take jobs out of the intrastate market, too. It i3 unfortunate, but you
will be compounding the error rather than going toward a solution.

Mr. Woopcock. If I were a gas producer, I suppose if I could sell it
for $1.53, I would not sell it for 51 cents, )

Senator GRAVEL. Suppose it cost you more than $1 to produce it.
That means you would not go look for gas, if you cannot get a return.

Mr. Woopcock. I think you could get debate on the question of cost
of production, and for once, we would win an argument.

enator GRaveL. We may not have that choice, because if there is
no gas around 6 years from now, and people have to pay for conver-

. sion, then all we have done is set up a policy where consumers will

have n%as and no jobs. ]
Mr. Woopcoor. Of course, it is difficult to isolate these problems,

because we really have one problem. That is we are not getting on with
the job of developing alternative domestic sources of energy.
Senator Graver. If I could just close with this one statement. You

are right, Mr. Woodcock, And oné of the reasons why you cannot

develop an alternative is that you artificially keep the price of energy
low. Then, the more expensive alternatives cannot come into being,
because you have not permitted them the opportunity to bloom. But
if you let energy rise to its economic price, then alternatives will
come in, . -

I share your desires for alternatives. I first offered amendments 3
or 4 years ago on solar energy, unsuccessfully. I come from an oil
State, and I have been pushing solar for quite & number of years.

I would love to meet with you privately and pursue this. I think

mhtime isup.
. Woopcock. Very good, Senator.
The CrARMAN. Senator Hathaway.

Senator Harraway. Thank you, Mr. Chairman.

Thank you very much for your statement, Mr. Woodcock.
. T agree with many of the points you made, but I would like to take
issue with you on your opposition to tax credits, which you state on
page 9 of your testimony.

irst of all, you sg.%, “There is a significant scope for fraud that

would be extremely difficult and cost] %:r the Federal Government to
police.” Is there any more scope for‘t);'aud than in any other credit or

reduction that the taxpayer takes? You mean the taxpayer will say on
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his return that he insulated his home, when he really did not insulate
his home?
Mr. Woobcook. That sort of thing, yes. .
Senator Harrnaway. That is the same thinf that occurs with any
other deduction, is it not? It is the same problem. The taxpayer may
say he had medical expenses that he did not really have, or any other

: exRenses he deducts.

fr. Woopcock. To that degree, yes, sir.
Senator Harraway. So it is not any more open to fraud than any

" other deduction or credit.

Mr. Wooncock. I do not suppose I could assert that, no.

Senator Harnaway. I sort of agree with you philosophical%y, that
maybe it is better to have direct assistance administered by the Federal
Government in some way, rather than have tax incentives. But I think
you will agree with me that it is much easier to get them by the Con-
gress than if we try the direct route.

I know Stanley Seary has advocated that we abolish many deduc-
tions and credits and instead accomplish the same socioeconomic pur-
poses through direct legislation. But the problem with that approach

18 that it is very difficult to get direct legislation throngh Congress.

It is much easier to give a deduction or a credit. Would you not agree ?

Mr. Wooncock. Well, I may agree. It is regrettable. The tax code
for the United States is so tremendously complicated that every time
we do this, it makes it more complicated.

Senator Harimaway. Of course, the tax incentive approach saves-
the administrative costs, too, though, of administering a direct pro-
gram. If you give the taxpayer credit for insulation, that saves the
Government administrative costs of setting up a grant or loan program
that you would have to administer. '

Is that not correct? .

Mr. Wooncook. I think we have to take into account that there is a
huge distrust in the American tax system, and it is a growing distrust.
That was not true several years ago. But the average American has
an attitude toward the tax system now which is damaging to the whole
political system., -

Senator Hatiraway. That is true. But could we not modify the
proposed credits so that they are more equitable? Tn other words, we
could give the lower income bracket a bigger credit than we give the
higher income bracket.

Mr. Wooncock. That would make it more desirable.

Senator Hariaway. That is really tantamount to the grant program
anyway. is it not  Instead of the Government giving the lower bracket
taxpayer some money, they would not have to pay that same money
to the Government. So it is tantamount to a grant. ‘

Mr. Wooncock. It would be closer to that point, yes, sir,

Senator HaTHAwAY. And then, for those who are not paying any
taxes at all, we should have some supplementary program, such as
you suggest, a grant or a loan program,

Mr. Wooncock. Yes. ‘

Senator Harraway. So with such modifications of the tax credit
proposals, would you go along with it ¢

“Mr. Wooncock. That would depend upon the total context. Tt would
depend upon the total package. :
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Senator Hatraway. We would welcome any suggestions you have
regarding the proposed credits on insulation, solor energy, and re-
cycling and any suggestions that you might have to make this legisla-
tion more equitable. .

Mr. Woobcock. Very good, sir.*

Senator Hataaway. That is all I have. Thank you very much.

Thank you very much, Mr, Chairman. A

The CHAIRMAN. Senator Brock. : L

Senator Brock. Mr. Woodcock, I am fascinated by the machinations
we go through to reach a particular objective, such as insulation and so
forth. I tend to agree with you. There is so much disgust with our tax
system, that I do not care how you write, low income, high income,
anything else, people are not going to believe it, I do not think. At least
in my State, they are fed up with the whole tax system. They do not
believe there is equity. Every time you write another credit or another
exemption in, as far as they are concerned, that is a reform that costs
them money. They do not ever see the benefit.

I do not see how—to my colleague from Maine—we can alter the
fact that the average person pays a 14-percent rate, so we can give
him a reduction ; he saves 14 percent ; where another person who earns
$100,000, he saves 50 percent. There is no equity in that. There is no
way that you can write a bill that would sufficiently motivate the re-
sponse we desire without increasing the level of frustration and the
complications and complexity of the tax siitem. )

I would personally agree with you, Mr. Woodcock, that_that is -
not the best way to go about solving the ?articular problem. _

Let me go to a specific question. I believe you were discussing with
Senator Nelson the problem that occurs from 1980 on the mandated
standards. I gather from the testimony of the executives that they
simply were not able to project their technology that far ahead to
give us a guarantee that we can meet all the safety standards and the
emissions standards and the gas consumption standards in one fell
Swoop, no matter what the bill we write. They are in a position where
they simply cannot guarantee that they can meet the standards.

Isthat a fair statement on their part?

Mr. Wooncock. Yes; and it is one, with regard to the number of 28 .
miles per gallon for 1985, with which currently we agree. We do not
_ssau.y,.it'il is unachievable, but it is unachievable with what is presently
1n sight.

Senator Brock. It is not achievable with current emissions standards
that would take effect in 1977-78, for example?

Mr. Woopcock. Yes, sir.

Senator Brock. That is a fair statement ?

- -Mr. Woobcock. Yes, sir.

Senator Brock. Your statement—I am not quite sure whether you
said it explicitly or not. But I think you responded to a question,
maybe from Mr. Nelson, that you would leave the standards post-1980
up to an administrative decision. __

Would you prefer that, or would you prefer that we simply write
o B-year bill that, when it, in 1980, expires, we have to rewrite, based °
upon existing knowledge and technology at that time?$

Mr. Wooncock. H.R. 6860 says that 1981 to 1985 is at the discretion
of the Secretary, and then the 28 miles per gallon, which is in H.R.

*See p. 908.
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6860, is hinged on a couple of safeguards. So it is really not a hard
number. T have not given any thought to the 5-year bill, .

Senator Brock. I think there is some merit to a 10-year bill; that
it gives the industry more assurance of what we are trying to reach for.
But I do agree that if we write a 1985 bill, we are going to’have to
change it between now and then, which is destabilizing in and of itself.

Mr. Woobncock. That is correct. :

Senator Brock. I think we found that with the auto emissions stand-
ards. We have required the application of technology which was not
there, and as a result, we suﬂgred serious losses in gasoline economy.
And now, we are beginning to come out of those woods. But we are
still bumping up against this 1977<78 emissions standards, which, un-
less changes come—that is an administrative decision—we seriously
are going to have to have legislation to modify that. It just seems to
me that the premise you state—establish hard, mandatory standards,
if you would, between now and 1980; and then go to administrative
discretion so that we have constant motivation or application of pres-
sure toward this end point, but not write in a fixed standard—I think
that makes a great deal more sense.

Mr. Wooncock. Of course, I add to that our advocacy of govern-
mentally contracting these things, both emissions and in fuel efficiency,
so that there is a monitor in answer to this constant charge that they
are dragging their feet. ' , '

. Senator Brock. Could I take you into one additional area? Going

" back to the tax question in a different context, we often use our tax

gystem for “incentives” through the reduction route, tax credits. We
do not use it very often, in my opinion at least, in a negative sense,
to discourage those things which we think are antisociety. I would
cite the instance of pollution itself. What is wrong with having a pol-
lution tax, if that is within our technical competence to write, which
would place the burden on the manufacturer to meet the standard by
the use of the tax and profit motive, rather than some mandated sys-
tem which DOT may arrive at, or which the Congress itself may de-
scribe? Would that not provide for more creativity, more opportunity
for flexilibity, and vet get us to the same end point with lower cost?

Mr. Woopcock. We have, with regard to the general question of
pollution control, advocated the equivalent of a pollution tax.

Senator Brocg. I knew you had taken a general position on that.
I personally feel very strongly that that is a better answer than what
we are trying to do now. We simply lack the confidence to write hard
and firm standards, because we do not know some of these answers.
But we do know that the answers are there. If we can motivate the
resolution of the problem through the tax system, I think we would
reach the answer a lot faster. Thank you.

The CrAmRMAN. Senator Packwood ¢ -

Senator Packwoopn. Do you know the economist Robert Nathan?

Mr. Wooncock. Do I know him ¢ -

Senator Packwoop. Yes.

Mr. Woobncock. Yes, sir. ‘

Senator Packwoop. Did you happen to have a chance to see the
testimony he presented here last week on this issue ?

Mr. Woobpcock. No; I did not. ' '
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Senator Packwoop. He presented some of the most extraordinary
factual material on the cost of producing oil that I have seen any-
place. Admittedly, he was representing clients involved in the drill-
ing business. He would freely admit that. I may be off a dime—I do
not remember exactly—but he said it cost $12.76 to produce a barrel
of new oil, and he was assuming a 15-percent profit. One, do you find
his factorof a 15-percent profit excessive{

Mr. Woobncock. A 15-percent profit{ . ) '
Senator Pacrwoon. Yes; he factored that into his cost of the $12.76.

Mr. Woopcock. Fifteen percent as measured against the capital

investment ¢ . _ , o N B
Senator Packwoob. I cannot remember what his standard measure-

ment was..

Senator Brock. Yes; it was a capital investment. o

Mr. Woopcock. Well, on average, all American manufacturing in-
dustry is in the range of 12 to 13 percent. So 15 percent would not be
excessive in those terms. )

Senator Packwoop. Now, if his figures are right, if it indeed does
cost $12.76 to produce a barrel of oil, should the producer not be
allowed to sell it at that

Mr. Woopcock. Well, obviously, if he was selling below what was
in fact his cost, he could not do it over a long term unless there were
some other advantages in other areas.

Senator Packwoop. So if, indeed, that is his cost, we should not
for any length of time keep-legislation on the books that prohibits
selling it for at least that cost.

Mr. Woobcock. I have not seen Mr. Nathan’s figures. I have high
reﬁard for him. But, you know, we are told that in Saudi Arabia, the
vellhead real price is 20 cents per barrel.

Senator Packwoop. I am quoting here. I have got his testimony
now. “We calculate the economic cost of finding and producing neyw
U.S. oil at between $12.50 and $18 in 1974” All I am saying is, if
his facts are right, would you object to a selling of the oil at that
price? Would you then still favor Federal legislation that would
prohibit the selling of oil at that price? ,

Mr. Wooncock, Well, I would like to know the process by which
he arrived at $12.50.

Senator PACEwoop. I am not asking you to accept these facts. But
I am saying, if they are correct, if—— ~

Mr. Wooncock. If they were correct, obviously, over time, it would
be an impossibility to market at less than that price.

Senator Packwoop. I have no other questions,

The CrAmrMAN, Thank you very much, Mr. Woodcock. ~

Mr, Woopcook. Thank you very much, sir,

[The prepared statement of Mr. Woodcock follows :]

STATEMENT OF LEONARD WOODCOCK, PRESIDENT, UNITED Am‘ouonfm. AEROSPACE
AND AGRICULTURAL IMPLEMENT WORKERS OF AMERICA (UAW)

I welcome this opportunity to testify on the proposed “Ener n
and Conversion Act of 1975." v propos g7 Conservation
The bill under consideration by this Committee has some desirable provisions,
most notably the establishment of mandatory fuel economy standards for auto-
mobiles. However, {t has a\tundamemtal defect because it covers only limited
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aspects of a very broad problem. While the bill is entitled “An Act to provide
a comprehensive national energy conservation and conversion program,” it falls
far short of eetting out such & program, The UAW firmly belleves that the
nation needs & comprehensive program to deal with energy matters, and we
have on many occasions (for example, during my testimony before the -Joint
Economic Committee in February) set forth our suggestions to achieve that. The
key mechanism required is a National Energy Production Board which would
be charged with planning and executing a vigorous program to develop our
energy resources.

I will not go into details now regarding the Board.! but I do want to emphasize
the need for establishing it and providing authority to make loans; contract
with the private sector, enter into joint ventures, and undertake its own ac-
tivities where necessary, in order to break bottlenecks and stalemates and to

.- develop new  injtiatives, That would permit us to have a truly comprehensive

national energy program, which would determine specific targets regarding all
forms of energy and develop the procedures necessary to achteve those goals.

With regard to HR 6860, the most notable provision is Part I of Title II, re-
garding auntomobile fuel economy standards. I fully support the establishment
of such mandatory standards and believe that the approach in this bill is a sound
one,

It is true that the auto manufacturers are currently placing great emphasis on
designing more fuel eflicient cars. However, we have seen moves in that direction
before and they have proved short-lived—the “small” cars get progressively bigger
and heavier—so that we cannot rely upon mere assurances, or voluntary commit-
ments, from the companied. The American consumer undoubtedly will want more
fuel efficient cars, and Congress must make sure that the domestic auto manu-
facturers will make such cars available. For too many years, the UAW lnas
pointed out that the Big Three auto companies have followed a marketing
;tralategy based on cars that are too large, too expensive, and that use too much

uel,

We urged that policy be changed. However, these manufacturers preferred to
pursue their own goals, and paid little attention to the real needs of the Ameri-
can public, including environmental and conservation considerations, Undoubtedly,
in future years they will respond to realities of fuel availability, but the ques-
tion is whether they will move fast enough and far enough. Their objections to
the standards in this bill raise doubts about their intentions, and I urge the
Congress to enact such standards. -

As you know, proposals were considered In the House for alternative mecha-
nisms to implement such fuel economy requirements. Since such proposals may
come up in consideration of the bill by this Committee, or the full Senate, it is
important to explain why we believe that the approach adopted by the House
is the desired one. .

A fundamental point is that the country’s conservation effort is affected by
total gas consumption of all cars in use, not by the fuel efficiency of individual
cars or models, That is, gas consumption is a reflection of the average fuel effi-
clency of all cars. If, for example, the goal is to improve fuel eficiéncy by 40 per-
cent, that result could be achieved by getting a 50 percent improvement on half of
all cars, and a 80 percent improvement on the other half; it is not necessary to
get a 40 percent improvement on each car.

Production of “small” cars {s not, in itself, the country’s goal; the goal is
better overall fuel eficiency. While greater emphasis on smaller cars s clearly
a key move to achieve that goal, there are reasons to believe that overemphasiz-
ing small cars can produce disadvantages. For example, consumer response might
be a slower replacement of the less efficient cara now in use. Many people have
a real need for larger cars: for example, the family with several children, or
salesmen who carry large amounts of goods, We néed to have a wide range of
models available,

In addition, setting a standard for the average fuel eficlency of a manufac-
turer's production s less disruptive—and hence shounld cause less unemployment,
and be less expensive to consumers—than a mechanism which aims at individual
models. In order to improve the average fuel efficiency, a manufacturer can
concentrate its efforts on those models which can most easily be improved ; the
individual model approach forces the manufacturers to work on certain models,
even i better overall results could be achieved by working on other models.

o 191' ;230 presented more detailed comments to the Congress, for example, in testifying
n 8. .
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Thus, an attempt to increase fuel eﬂlcléncy by requiring all cars to achieve
certain standards, by imposing excise taxes on cars which fail to achieve those

- standards, or otherwise, is likely to be more disruptive to our economy without

producing greater conservation of fuel. .-

Furthermore, because of the different mix of cars sold by domestic manufac-
turers, as compared with importers, establishing a standard for the average fuel
etficiency (and assessing financial penalties on that basis) provides the most
eftective incentive for the domestic manufacturer to improve the efficiency of its
smaller cars and thus respond to the competition of imports. That is, the fact that
a mode! (e.g., a small car) which has fuel efficiency better than the required aver-
age can “offset” the potential financial penalty for a model (e.g., a large car) that
has fuel eficiency below that average, provides a strong motivation for the do-
mestic manufacturer to make improvements in those smaller high eficlency cars
(and thus meet import competition) rather than concentrating its efforts on the
larger lower efficiency cars.

For these reasons, we most strongly emphasize that the fuel efficiency stand-
ards he related to the average productivn of each manufacturer, and not by
penalizing individual models.

The fuel eficiency levels for 1978-80 models, as specified in Section 212 (i.e,,
18.5 to 20.5 miles per gallon) are consistent with goals which we have been ad-
vised are feasible, It must be emphasized, however, that the bill conditions those
goals on the continuation of 1978 emission standards.® Under present legislation,
those standards will not apply to 1978-80 models. I recognize modification of that
legtslation is not under this Committee’s jurisdiction, but it is relevant to point
out the need for prompt congressional action on those emission standards in order
to permit the implementation of the fuel efficlency standards of this bill. Modifica-
tion of those future auto emission standards will not create significant health
hazards. The total environmental and conservation needs of the country will be
better served by achieving the fuel efficiency goals of this bill, and applying con-
sistent emisston standards, than by permitting the reductions indicated in Section
212(¢) to occur.

The fact is that we need additional knowledge to determine appropriate emis-
sion and fuel efliciency goals for the 1980s, and I have advocated government
actions regarding research and requirements for auto manufacturers to demon-
strate improvements in their production capabilities, in order to provide the
technological basis for setting such standards. In that regard, I question whether
the establishment of a fuel efficlency standard for 1985 models is justifiable at
this time; It seems more appropriate to.leave it to future determination—based
on additional data—just as the bill would do for 1981-84 models.

Another portion, of the bill, unlikely to produce desirable resuits is Part II
of Title II: that would repeal certain excise taxes. Each of the products in-
volved-—intercity buses, radial tires, and rerefined lubricating oil—are associated

with more eflicient use of petroleum products, so there should not be any tax
penalty on their use.

The other portions of the bill are, in our opinion, undesirable.

In view of the current state of the domestic and international market for oll,
and stagflation in our national economy, I strongly urge this Committee to de-
lete Title I: “Import Treatment of Oil.” Its implementation at this time has po-
tential for substantial harm to our already battered economy, by restricting
imports and setting up a system of quotas, licenses and duties for petroleum im-
ports. It would be a costly and inefficient way of trying to protect ourselves
ngainst unforeseen disruption in international oil markets. Further, it 18 ex-
tremely likely to fan the fires of inflation and to hinder any possible economic
recovery, at a time when the possibilities of effective bargaining with the in-
ternational oil cartel are quite encouraging.

The Administration’s policy 1s aimed at decontrol of domestic petroleum prices.
I certainly hope Congress will prevent that, but the possibility of such decontrol
emphasizes the danger of c¢reating an enormous protective barrier behind which
the domestic petroleum industry could effectively hold this country to ransom. If
that occurred, oll prices and quantities could be manipulated on the insulated
domestic market, without even the possibility of countervailing influences from
forelgn sources. This Committee would do well to remember that it was under

the umbrella of our former ofl import quotas that our current energy problems
and their inflationary consequences matured,

~3 See Section 212(¢). Those standards are 1.5 H07i'6’00/3.1 NOx.
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On other occasions,® we have pointed out that the very legitimate need for
protecting our nation from the kind of short-run disruption caused by quasi-
political actions, such as the oil boycott of 197374, can be adequately mst by es-
tablishing adequate oil reserves and operating a kind of “pbuffer-stock” poliey.
Under such a system, reserves would be replenished or expanded when prices
were relatively low; when dramatic and unforeseen changes in the oil market,
both domestic and international occur, reserves could be released. Congress is
already moving toward this type of goal, and we certainly encourage those
efforts. ‘

In contrast to the flexibility offered by a buffer-stock scheme for oil, the legisia-
tion being considered here would lock us into a restrictive system likely to abort
any hopes we may have for a near-term economic recovery.

The Congressional Budget Office (CBO) recently advised Congress that “. ..
fnflation rates (are) influenced heavily by projected energy developments. An
increase in the price of oil both raises the rate of inflation and raises the unem-
ployment rate by reducing purchasing power in the hands of the public.” In Its
report, the CBO produced evidence supporting our contention made to the JEC
that “forced drastic reductions of oil imports at this time are undesirable, No
matter how accomplished, whether tariffs, prices or quotes, such reduction would
cripple further an already badly damaged economy. Nor will it materially
contribute to the long-run solutions—in fact, it may well retard them. The real
solution lies in new investment—in new energy production, in purchases of
alternative consumption goods (e.g., more efficient cars), and in energy-conserv-
ing buildings and industrial techniques. All of these will be retarded by measures
that force the economy into recession or depression.”

It would be tragically ironic if this were to happen at the very moment that
strains in the OPEC ‘united front” are beginning to appear. Although some
OPEC members have been publicizing their intentions to raise prices this fall,

there are also increasing reports of “back door” deals and discounts. Indeed, just -

last week the Wall Street Journal carried such a report. In this article, dealing
with oil income tax rate reductions by Ecuador, the reporter, James C., Tanner,
states: :

“The Ecuadorlan move also is certain to add to the strain already developed
among some OPEC members that are hard-pressed to sell their own oil because
of the world’s petroleum glut and because of price-cutting by some of the other
producer nations. Algeria, for example, this week accused Libya, Iraq, and Nigeria
of undercutting it in competition for oil sales through price reductions.” [WSJ,
7/10/%6, p. 8] . - :

These sorts of developments provide opportunities which we as a nation will be--
able to use only if we succeed in establishing the kind of public sector agencies
the UAW called for in our National Energy Program as far back as February
1974. At that time we called for “direct bargaining between the governments of
consuming and producing nations with nefther party subject to the exploitation
of the monopolistic middlemen who have held the western world to ransom for
so long.” This bill moves in the opposite direction, in providing a structure that
would potentially give U.S.-based multinational oil companies even greater con-
trol over the domestic market than they have at the moment.

Part II1 of Title II, regarding residential insulation and solar energy equip-
ment and individual purchases of electric motor vehicles, is an example of un-
satisfactory tax legislation.

Even though we very much want to see support and encouragement of both
solar energy and building insulation, we have consistently taken the position
(most recently before the House Ways and Means Committee yesterday) that the
Tax Code is not the appropriate nor necessarily most effective way of influencing
resource allocation. This is because such tax incentives acerue as windfall gains
to persons who would have made energy-conserving investments even without
the tax credit, and such measures introduce undesirable distortions into our tax
structure. Moreover, in these two cases, we think there is significant scope for
fraud that would be extremely difficult and costly for the Federal government to
police. If, as we have urged, the government does want to encourage home insula-
tion and residential solar energy, we prefer direct grants, loans and subsidies.

With respect to electric motor vehicles, the evidence 1s extremely unclear as to
whether such vehicles would in fact be energy-conserving, given the great inef-

ye; Such as my testimony before the Joint Economic Committee on February 19 thls
r
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ficlencies of converting fuel into electricity, as compared to burning the fuel

- directly in the vehicle. According to the Federal Energy-Administration, 65 per-

cent of the energy content of nuclear or fossil fuels used in electricity conversion

* ig lost in the form of heat and another 3 percent is lost in transmission and dis-

tribution. Thus, aside from our objections to using the Tax Code to promote en-
ergy efficiency, and our preference for direct subsidies, it is too early to décide
whether electric vehicles should be given such special encouragement. Instead,
they should be considered as one of many possible improvements in motor
vehicles.

With respect to the Energy Conservation and Conversion Trust Fund proposed
as Title 111, we urge this Committee, first to remember the abuses and distortions
in the allocation of Federal funds that has developed with past trust funds, and
also to consider that the particular manner in which this Trust Fund is set up
is so loose (e.g., allocations out of the fund are not mandatory) as to negate
whatever advantages a trust fund approach might provide for public energy
development. Since we already have an Energy Research and Development
Administration and since the research and development activities anticipated by
this legislation could easily be. funded and implemented through ERDA without
a trust fund, we suggest that Congress show its support for the programs out-
lined by appropriating adequate earmarked funds via ERDA.

Title IV of this bill contains a number of miscellaneous tax provisions aimed
at business, some of which increase business taxes and some which reduce them.
We find all of them objectionable.

The first part puts an excise tax on business use of petroleum and petroleum
produets, with a few specified exceptions, and the possibility that the Federal
inergy Adntinistrator could add to the list of exceptions at some later date.
(The latter type of legislative footnote is always objectionable in principle since
it opens a Pandora’'s Box of special interest lobbying, etc.) One of the major
effects of this provision is likely to be industrial conversion from petroleum-
based boiler fuel to electricity. Conversion from ofl to coal is less likely since
businesses would prefer not to incur directly pollution control costs associnted
with the use of coal as boiler fuel, but instead leave it to utilities to incur the
costs. (Society incurs the most anyway—but since converting fuel into electricity
is often less efliclent than burning it directly, soclety may incur greater costs.)
Rapid conversion to electricity in this case could well mean an increase in total
energy inefficlency in this country and would therefore have an inflationary
impact on the ecoliomy as a whole, :

The remaining provisions of this section modify the corporate income tax
structure. I have already indicated, in discussing personal income tax incentives,
why we oppose tax credits for insulation and solar energy. For analogous rea-
sons we oppose the accelerated amortization provisions of Part 1I of this title.
When it comes to energy-related investment decisions, we think it more appro-
priate for business to allocate its funds with reference to the constellation of
real world costs and risks and not with reference to the Tax Code.

‘While we are opposed to investment tax credits, the effect of Section 431(h)
regarding air conditioning and space heating and Section 432 regarding certain
electric generating facilities would be to further distort an undesirable tax
provision. Instead of these piecemeal adjustments, the entire investment tax
credit should be discontinued.

In summary, the Congress should enact mandatory auto fuel effclency stand-
ards_and this bill provides a good procedure to achieve that. The repeal of
various excise taxes on fuel efiicient equipment is also desirable, The remaining
portions of the bill are not desirable and I urge that they be deleted. Finally, I
emphaslize that other congressional action is needed-—particularly the establish-
ment of a National Energy Production Board, eand the modification of future
auto emission standards—in order to move toward our energy goals.

The Cuarman. Next, I will call Senators Brooke, Mathias, and
Percy to appear as a panel. Please permit me to apologize, gentlemen,
for the fact that we have not been able to put this panel on prior to
this time. Part of it has to do with the confusion o? the Senate, and
what is going on there. We never know when we can meet and when
wo cannot meet, so we have to do the best we can under the circum-
stances. :
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STATEMENTS OF HON. EDWARD BROOKE, A U.S. SENATOR FROM
THE STATE OF MASSACHUSETTS; HON. CHARLES PERCY, A U.S.
SENATOR FROM THE STATE OF ILLINOIS; AND HON. CHARLES
MATHIAS, A U.S. SENATOR FROM THE STATE OF MARYLAND

Statement of Senator Edward Brooke

Senator Brookr. Mr. Chairman, members of the committee, we are
very grateful to you. We understand the pressures of the time, and the
problems that you on this committee have. We are very grateful for
your courtesy, and for this opportunity to address you on this very
important subject.

Mr. Chairman, Senator Percy, Senator Mathias, and I are joining
together today to make our case vnea again for the energy legislation
wo feel is fundamental and vital to an effective national energy pro-
gram. Senators Mathias and Percy have asked that I speak for all
three of us on the gasoline tax legislation we bave written together.
They will add to my remarks their comments on this and other legis-
lation all three of us agree is vital. I realize, as I have aaid, the pres-
sures on the committee to hear from a broad cross-section of public
witnesses, and I am most grateful to have these few moments in which
to tell you how urgent we feel the need is for prompt enactment of
& gasoline tax.

Senators Percy and Mathias and I each introduced our own version
of gasoline tax legislation this winter. Since then, we have heard from
Congress that it 1s unnecessary, that the people do not like it, that
no one wishes to engage in the unpalatable act of voting a gasoline
tax, A number of our Senate colleagues have probably accepted such
arguments. We are here today to urge the committee to take 2 new
long, hard look at the merits of a gasoline tax. The legislation sent
us by the House is no solution to the very real energy crisis this Nation
faces. This abdication of congressional responsibility is really unfair
to the American people.

The American people are tough, they are smart. We can count
on them to bite the bullet on energy cost and on energy conservation—
but only if and when they feel the program meets legitimate needs
and offers the possibility of a genuine solution. The Senate bill must
confront s%uarely the unpleasant reality of our dependence on oil
imports and the weaknesses of our domestic energy markets. Senate
decisions should be based not on political fears but on considered
socgl aré’d economic judgments. Where the House has failed the Senate
must no

We all know how our overall dependence on imported oil has in-
creased this year, When_I introduced my original legislation man-
dating a gasoline tax last December, I said I was deeplgq_concerned
that imports were running at 37 percent of our supply. Now, just a
few months later, they have climbed to 38 percent. Although we saw
some short-term reductions in that figure as the spring months came,
we must realize the fearful impact of our generally increasing reliance
on foreign sources,

Paralleling this increase in imports, in fact pushing it, is the rising
demand for gasoline. There can be no solution to the problem of pe-
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troleum costs which does not include a solution to the problem of gaso-
line use. The Nation is consuming 3 percent more gasoline this year
than Jast. We are told to expect even greater increases in the summer
vacation months. There cannot be much question that the drop in
price in the winter and spring months contributed greatly to this in-
crease in consumption. I would go so far as to suggest that the attitude
of Congress has helped ease the public’s sense that there is a fuel prob-
lem and that there is a need to conserve gasoline. Such relaxation is,
needless to say, unwarranted. -

We now see the major oil producers taking advantage of summer
drivers by raising prices. We are not even sure whether or not there
is about to be a shortage, and why. And just last week, we learned
that refineries are so busy producing gasoline to sell at high summer

yrices that we may have a shortage of No. 2 home heating oil in the
all. Mr. Chairman, our priorities are wrong.

Let me summarize the reasons gasoline consumption is not only a
major cause of our present problem, but can also be used for changmg
our entire energy use picture. I would also like to ask the Chairman’s
permission to insert in the record the remarks each of us made on the
Senate floor at the time our initial bills were introduced.

The CrarmrmaN. Without objection, it is agreed.

[The material referred to follows. Oral testimony continues

on p. 502.]

REMARKS OF SENATOR EDWARD W. BROOKE ON THE F'LOOR OF THE UNITED STATES
SenaTE, JANUARY 15, 1075

MANDATORY ENERGY CONSERVATION INITIATIVES

Mr. BRookE, Mr. President, today I reintroduce the mandatory energy conser-
vation legislation which I first proposed in the last month of the 93d Congress.
This legislation would raise by 20 cents a gallon the Federal tax on gasoline;
provide for a tax credit of up to $280 (1,400 gallons) for & household earning
up to $15,000; end the Highway Trust Fund ; and levy a progressively stringent
tax on the weight of all new automobiles beginning in 1976.

It is with no joy that I reintroduce these initiatives for they entall hardship,
sacrifice, and dislocation. But there is no alternative to this kind of tough,
mandatory action if we are to come to grips with the grave threat posed by our
energy situation.

This situation is eritical and it worsens with each passing day. Future energy
supplies are plagued with long lead times, skyrocketing costs, and complex en-
vironmental and soclal obstacles, and therefore cannot be readily increased.
Existing energy supplies continue to dwindle. The result is a frightening reli-
ance on foreign nations for this country’s life blood.

The situation clearly compels conservation. We must conserve our present
energy sources until more bountiful supplies can be unlocked and—hopefully—
brought into the marketplace at a reasonable price. And since we are a “‘coun-
try that runs on oil,” it {s primarily oil that must be conserved.

Presently we rely upon oil to meet 50 percent of our energy requirements. Each
day we consume some 17 million barrels, But our weathered domestic oil industry
can only deliver 63 percent of this amount; hence, we are forced to contract
abroad for the remaining 87 percent. '

As my colleagues well remember, there was a time when foreign oil was a boon
to this country—particularly for those of us in New England. Cheaper than do-
nmestie oil, it offered our fledgling independent network of oilmen the ways and
means to compete with the domestic giants. But what once was a bargain is now
a burden. Foreign oil costs ay much as twice the U.S, equivalent. And this is
raising havoe with our consumers, with our balance of payments, and indeed with
the entire economic structure of the developed nations.

55-583—75-—pt. 2——23
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The perils that belie continuing reliance on high-priced foreign oil are, X
think, perfectly clear to all Americans, What we need now is a candid, forthright
policy to relieve us from this reliance. The legislation I offer today is intended
as an important first step toward such a policy. It offers what I believe to be the
most sensible, equitable approach to curing our current paralysis and forging
a rational, long-term energy policy.

Any such policy must focus on ways to immediately reduce our oil consumption.
And we cannot reduce this consumption without dealing squarely with our enor-
mous gasoline consumption. Gasoline 18 all but a national oplate. Of the 17 mil-
lion barrels of oil we consume each day, nearly 7 million wind up as gasoline.

This enormous consumptive level is necessary to satiate the needs of our pri-
vate automobile, In 1972 alone nearly 75 billion gallons were required to fulfill
the needs of over 100 million cars traveling over 1.2 trillion miles, Even more
astounding is the fact that most of this travel was done alone as a means to
get either to work or retail outlets.

Left to itself, the situation will only worsen. Currently 8 of every 10 American
households own a least one car; 8 in 10 own at least 2 cars, and 1 in 10 own 8
cars or more. Moreover, some 10,000 new drivers are licensed each day just as a
net total of 10,000 carg are added to our environnient.

We are hooked on the automobile and the habit spreads despite the many prob-
lems it now represents for our soclety.

It is nearly impossible to overstate America’s love affair with the automobile.
It has so dominated our society that, as the distinguished scholar and former
Ambassador George Kennan pointed out, it has lent a “terrible element of fragil-
ity to our civilization, placing us in a situation where our life would break down
completely if anything ever interferred with the oil supply.”

But it may just be that the luxuries offered by the private automoblle are
something we can no longer afford. As our oil resources dwindle, a social ques-
tion arises as to whether we should squander them on the extravagance of a
private transportation system. Oil after all can be used to make anything from
food to fertilizer. Do we want to waste such a precious resource on our huge
armada of autos? )

The brief against the auto is telling. Only the airplane is a less efiicient user of
energy. Yet the auto accounts for 85 percent of all intercity travel and a whop-
ping 95 percent of all intracity transportation, Rail and bus service, while four
times as eflicient, represent a meager 4 percent of intercity transport, and we all -
know the state of intracity mass transit. Here in this city there are some 1.2 -
million vehicle trips each day across this District’s boundaries. Such is our
attachment to this mode of transport..

The time has come to face the music. The automobile is the prime manifesta-
tion of waste and neglect which has dragged this Nation into its present energy
crisis. If we are to recover our energy balance, then we must take swift, manda-
tory action to curb the waste incurred through its use.

Increasing the Federal tax on gasoline is the necessary first step in this effort.
It has several advantages. It would cut our oil demand in the short-run by
600,000 to 1,000,000 barrels a day. This would improve our balance of payments
pleture by as much as $3.6 billion per year. It would reduce our long-run demand
for gasoline by as much as 22 percent. And it would add some $17 billion to the
Treasury’s General Fund, much of which could—and should—be returned to.
those of us less able to endure the necessary sacrifices.

In addition to these cruclal energy and economic beneflts, there will be at-
tendant environmental and soclal benefits of less automobile driving. When one:
remembers that as many as 4,000 deaths and 4,000,000 illness-restricted days per
year might be attributed to automobile emissions, these attendant benefits are by
no means irrelevant.

But, as with any new direction in social policy, there are several specific diffi-
culties. We already know that 81 percent of the American people would prefer
that the gas tax be left untouched. This in-and-of itself poses a very great prob-
lem. But I am confldent that the Congress can provide the leadership necessary
to inform the public on the merits of this case and thus turn this large percentage
completely around.

Second, the tax will inevitably cause the Consumer Price Index to rise, even if'
every penny of the increased revenues could be redistributed evenly, This then
will put further pressures on future wage demands. But such pressure will pale.
whgn c(l)lm&ared to similar pressures arising from the imposition of ofl tariffs and'
crude o xes,
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‘Third, there is the very grave problem of unemployment in the auto industry.
There can be no doubt that & fuarther increase in the price of gasoline would hit
Detroit hard at a time when the industry is already reeling from its worst re-
cesslon in 15 years. But I submit that the same difficulties will be visited upon the
industry if alternative conservation plans are adopted or, conversely if nothing
at all is adopted! I would also point out that the distinguished chairmen of the
boards of Ford and General Motors have spoken favorably of a gas tax.

Finally, and most most troublesome, is the possible regressive tendency of the
tax. This has caused me a great deal of anxiety, for I know only too well of the
burden which both inflation and recession now place upon our citizenry. To ndd
unnecessarily to this burden would be both cruel and unconscionable, But I feel
secure in the knowledge that sufficient mechanisms exist to combat any latent
regressiveness, I would not consider reintroducing this bill if I felt otherwise.

Careful review of the evidence suggests that the tax is far less regressive
than many assume. I would ask my colleagues to consider, for example, the
fact that gasoline purchases represent 2.4 percent of a family budget of $10,941
whereas similar purchases are only 2 percent of a family budget of $7,214. Or
the fact that the poor in this country spend roughly $101 par year on gasoline
or 26 percent of their energy budget whereas wealthier families spend $533 per
year or 38 percent of their energy budget. Or the fact that miles driven to work
increase as income increases. Or the fact that while 50 percent of the Nation's
poor own no car at all, 79 percent of the Nation’s well-to-do own 2 cars or more.
Or the fact that the poor account for only 9 percent of all cars owned in this
Nation and only 5 percent of all gasoline purchases despite the fact that they
account for 17 percent of all households. Or the fact that only one-third of all
driving is to and from work. The facts are clear: the more money one has, the
more he or she is likely to drive. :

The following charts should give my colleagues a rough idea of the effect of
a 20-cent increase in the gasoline tax. Table I indicates the burden borne by each
income group while table II indicates the estimated amount of tax paid by the

average household.

TABILE I,
20-cent tar in-
Adjusted gross income ($ thousands) crease ($ billions)
08 e came e mm ;e —————————— - 05
Bl et A e e ————————————— .6
Bl e ————————————— o 2 22 o o2 e e em 1.1
T30 e c e ———c ;e ———————— e e 1.8
10-18 e —————————————— - 2.9
820 e c e ——————————————— e e e 2.4
20-50 oo e —————————— 2.5
650-100 - e —————— e e e e e - .2

TaBLE II,

Money income: orease ($ billions)
85,000 o e e m $126
1000 e ——— e ——————————— e 194
10,000 - o 0 o 2 0 B4 o e e B e o e e e e e 231
15,000 oo e —————————— e 253
28,000 e e e e —————— e 293

Despite the empirical evidence to suggest that the tax may not be as regres-
sive as some fear, there I8 no denying that it will cause sacrifice among all Ameri-
cans, That is its design. But to help those less able to endure these sacrifices, I
have coupled the tax increase with a mechanism to compensate, through tax
credits, those individuals who earn up to $12,000 per year, and those families who
earn up to $15,000 per year,

The way this system works is really quite simple. Each individual taxpayer
who earns $12,000 or less will be allowed a 20-cent per gallon credit on all gaso-
line purchases up to $140. In the case of a married couple filing jointly, the figure :
would be $280 and the income level would be raised to $15,000. This exempts
some 700 gallons per person, or using 13 miles-per-gallon as the average auto
efliciency rate, 9,100 miles of driving.

At the $15,000 level, the average American household is expected to balance
increased expenditures with the credit. It is estimated that the increased expendi-
tures will be $280, which would be offset by the accompanying credit. Below that
level, the credit will be more than adequate to compensate for increased gasoline
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costs, The only requirement would be that a citizen itemize the gallonage con-
sumed so that the appropriate amount can be credited to his tax,

Now, there are two problems, The first concerns the men and women who, like
the traveling salesman, rely heavily on the automobile for a living. Under my
proposal-a choice will have to be made between utilizing avalilable business de-
ductions or filing for the tax credit. For those who do not qualify, the existing
business deductions will have to suffice.

The second problem relates to those outside the reach of the income tax sys-
tem. This is admittedly a terribly difficult problem. To deal with it I propose that
the Treasury initiate a program to extend the credit to those who otherwise
would not file an income tax form. Under this plan, people would go to the
appropriate office and, with the help of Internal Revenue Service personnel, file an
abbreviated 1040 Form which will have a provision for the tax credit. Upon filling
out the form and producing proper proof of vehicle ownership, those entitled to
credit will receive the appropriate amount in check form from the ‘T'reasury.
Certainly much will depend on the success of the Treasury and the IRS in pub-
licizing the availability of this credit to cligible citizens, but I believe that the
system can and will work fairly and equitably,

Mr, President, 1 firmly believe that the relative merits as I have discussed
them argue persuasively for an increased gasoline tax. And the case is further
strengthened by the lack of suitable alternatives, Earlier this week the President
unveiled one such alternative: his proposal to implement import tariffs and
domestic excise taxes on all crude oil and oil products. The tariffs and taxes are
designed to raise the price of all oil products to such a point that citizens would
have no choice but to conserve. But the fallacy of this approach is best revealed
by a quick glance at the facts concerning New England’s oil situation. We in
New England have already cut back our home heating oil consumption by 20 per-
cent, a figure nearly three times above the national average. In addition, we have -
reduced residual oil consumption by nearly 13 percent which is nearly twice the
national figure, That there is further room for conservation of these critical fuels
is possible but not probable.

Yet it is preclisely these fuels which will bear the brunt of the increased costs
incurred through tariffs and taxes. That this will come to pass has been pointed
out by several economists and our own Joint Economic Committee, all of whom
have indicated that the increased costs to oil companies stemming from the tariffs
will be attached to those products which have a more or less fixed demand.
Residual and heating oils are just such fuels, and regions of the country like New
England and the east cost will pay dearly for these products since they use them
in far greater proportion than any other reglons of the country. Hence the net
effect of the Prestdent’s proposal will not be to conserve oil but rather to inflate
oll prices. And this will be particularly burdensome to those citizens with low
and fixed incomes.

Interestingly enough, gasoline—the one oil product which is consumed in
roughly proportional quantities throughout this Nation—is left relatively un-
scathed. Yet it is the one oll product whose use is significantly discretionary and
it is the one oil product most in need of conservation, as I have indicated above.
I understand that the President’s program will raise the cost of gasoline by 7
cents per gallon, but this is clearly not enough to stimulate the kind of conserva-
tion that is so desperately required of this fuel. B

We have got to face the fact that you cannot talk abhout oll conservation with-
out talking about gasoline conservation. After all, half of every barrel of crude
oll is made into this fuel. And I think the Amerfcan public, 1f given the option
of steep increases in gasoline prices or substantial price increases in all oil
products, will opt for the former—especially since the former is equally profi-
clent, 1t not more so, at reaching the needed goal of reduced ofl imports.

Another proposal which has received attention in recent weeks is gasoline
rationing. But it, too, suffers from a number of drawbacks. It will be difficult
to establish and manage. It is easfly susceptible to political pressures which in
themselves could lead to gross Inequities. It possesses some of the regressive )
tendencles of the gasoline tax in that it will cut into the leisure travel of low-"
fncome citizens and hurt those with large cars—and this without any of the
attendant economic benefits supplied by the gas tax.

But most importantly rationing is nothing more than a short-term solution
to what {8 definitely a long-term problem. It betrays its affinity to the kind of
erisig/solution syndrome which has transfixed so much of our current polities,
If ever we are to free ourselves from this debilitating, haphazard approach to
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" public policy, now is the time. The situation clearly dictates a long-term solution

through a long-term energy policy. A permanent increase in the gasoline tax
offers an appropriate first step in such a policy.

However, more i8 needed. And today I have included two additional initiatives
which are necessary if we are to forge a meaningful conservation policy.

First, I advocate an end to the Highway Trust Fund. Not only is this desir-
able from a procedural standpoint since all revenues generated by gasoline taxes
must now go directly into the Fund; but, from the even more important stand-
point of social policy, the proliferation of highway construction is contrary to
the needs manifested by our energy problems. Highway construction is simply no
longer a high priority item for this country. If future moneys are needed for
highway construction—and I assume they will be—then I gay let the case be
made before the Public Works and Appropriations Committees and let them
compete actively with other soclal programs such as health care, defense, edu-
cation, veterans’ benefits, and mass transit to name but a few.

Second, I advocate a progressively stringent tax on automobile weight to be
borne to that auto’s manufacturer or importer. Such a step is necessary to in-
sure that the growing trend toward producing smaller carg becomes the norm
among all auto manufacturers. For it is time to see our large cars—the very
symbols of our voracious energy appetite—for what they truly are: a cost
too expensive for this Nation to bear. )

In discussing the correlation between fuel economy and automobile weight, the
Environmental Protection Agency has stated that “vehicle weight is the single
most important factor affecting passenger car fuel economy.” A 5,000-pound car,
reports EPA, “demonstrates 50 percent lower fuel economy than a 2,5600-pound
vehicle.” If energy conservation is our goal, then clearly production and pur-
chase of the large auto must be discouraged, And here again, I believe the
tax mechanism offers the best method of achieving this goal. The tax I propose
should, when coupled with the gas tax, provide automakers with suficlent incen-
tive to produce lighter, more effective automobiles. It would be administered in
two phases. The first phase—from July 1, 1978 to June 80, 1980—would leave
untaxed automobiles weighing less than 2,500 pounds while levying progressively
stiffer taxes in all higher weight classes. The second phase—from July 1, 1980
onward—would again leave the smallest cars untaxed while increasing the
severity of all other taxes. For instance, after 1980 any car weighing-more than
5,000 pounds would be subject to a tax of $1,200. ,

Mr. President, rhetoric is a politician’s stock in trade. But no amount of rhet-
orie can bring home the need for tough, mandatory energy conservation steps.
Our energy, economic, and environmental policies ery out for them.

The Congress, paralyzed by opinion polls, has steadfastly refused to act. But
now, in the 11ith hour, it must rise to the challenge. The President has stepped
forward with his proposal for energy action. Yet I have serious doubts as to its
adequacy and its impact upon inflation.

The legislation I propose today is offered as an alternative. It will jar; ft wilt
Jolt; it will inconvenience. ! ’

It will not be popular. Nothing will that burdens an already burdened citi-
zenry. But we simply cannot afford to wait any longer. We must act. And this
legislation offers what I believe to be the most propitious action we can take.

REMARKS OF SENATOR CHARLES MATHIAS, Jr., ON THE FLOOR OF THE UNITED
STATES SENATE, MARCH 26, 1975

ENERGY CONSERVATION TAX ACT

Mr. MaTHIAs. Mr. President, on February 28, 1975, I introduced S. 897,
the Energy Conservation Tax Act of 1975. This act was designed to address in
& comprehensive fashion a number of areas of energy consumption where mean-
ingful conservation can take place. During the drafting of that particular bill,
I had the advice and counsel of staff at the Johns-Hopkins University Applied
Physies Lab. They were able to give me their expert judgment in a number of
different fields, including automotive engineering, economics, and physles. Since
the bill was introduced, they have prepared an analysis of its provisions and I
ask unanimous consent that their analysis be printed in the Record.

'.l;hlelre being no objection, the analysis was ordered to be printed in the Record,
as follows : ’
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NortES ON THE PROPOSED “ENERGY CONSERVATION AcT OF 1975"*

I. INTRODUCTION

The purpose of this memorandum is to document the analysis of the financiat
aspects of the bill introduced into the Senate by Senator Mathias and entitled
*Energy Conservation Act of 1975.” The version of the bill analyzed was received
on March 8, 1975 from Mr, Stuart Janney, Jr. of Senator Mathias' staff,

The bill consists essenitally of three parts:

{1) Tax credits and deductions for energy-conserving home improvements.

(2) Tax on gasoline purchases and a tax credit, ‘

(8) Tax and tax credit on new automobile purchases based upon the fuel
consumption of the automobile.

. The analysis presented in this memorandum is limited to items 2 and 3, These
aspects of the bill are covered in Sections II and 1II, respectively. General com-
.ments on the bill are covered in Section IV,

I1. GASOLINE CONSERVATION TAX INCENTIVE

This portion of the “Energy Conservation Act” consists of two parts: A gaso-
line conservation tax and a gasoline tax credit. The gasoline tax is to go into ef-
fect on Jan. 1, 1976 at an initial rate of 15¢/gallon and to increase by 5¢/gallon
‘each quarter (8 months) until 30¢/gallon is reached. The gasoline tax credit en-
titles each taxpayer, regardless of whether he is a driver, to a tax credit of up
to $1568.00 in 1976 and $210.00 for each year thereafter.

The purpose of this sectlon is to estimate the income and the money rebated
from this portion of the bill,

A. GQasoline conservation taz ...

Based on data ®°*¢ for 1969 to 1973, the annual growth rate of passenger fuel
consumption has been slightly greater than 59 per year. In 1974, the year of the
Arab oil embargo, the price of gasoline rose approximately 20¢/gal. and the fuel
consumption dropped by 2.6% from 1973. These values imply a price elasticity
of about 0.13,* i.e., the percentage decrease in fuel consumed for a 1% increase
-4n price. This value of the elasticity is, however, confounded by the simultaneous
effect of a fuel shortage and an energy conservation campaign.

_ The present analysis assumes a continued 5% growth rate prior to the imposi-
tion of a gasoline tax implying no other price increase in gasoline nor any signi-
ficant fuel shortages or other changes that may reduce fuel consumption, In ef-
fect, the economy is assumed to continue in the same manner as in the late '60’s
and early '70's, The price elasticities used to estimate the decreased consump-
tion due to the gasoline tax are taken to be between 0.1 and 0.4 in the near
term and between 0.4 and 0.8 in the long term. These values are based upon a
recent survey® of the elasticities, These numbers reflect in the near term the
‘relatively minor impact of the gas tax on the total vehicle miles driven by the ve-
hicle fleet. However, in the long term, the gas tax can be expected to influence
the consumer’s decision on the kind of automobile to be purchased with the ex-
-pectation that the trend will be toward autos having better fuel economy.
~Table 1 shows the projected fuel consumption with and without the gas tax,
the range of values in column 4 reflecting the range of elasticities. The final
column estimates the tax revenue based upon the tax rate of Ref. 1. The base
price of gasoline was taken as 50¢/gal.

*Assuming an unperturbed growth rate of 5%, the decrease in fuel consum tion would
be 7.6%. The gas price was assumed to increase by 20 cents from & base o 36¢/gal,
Additional footnotes at end of article,
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TABLE I,—GASOLINE CONSERVATION TAX REVENUE

Gasoline Gasoline
consumption ! consumption
projections Gasoline projections 3 Tax revenue
(biltion demand (billion (billions of
Year gallons) elasticity gallons) dollars)

22.0-15.1
23.1-15.8

1 The 1974 figure is preliminary based on information received from Mr. Page. Values beyond 1974 are based on an annual
growth rate of 5 percent per ‘yeqr.
o :;Iih!:'gs the projected fuel use reflecting the consumer response to pricing as dictated by the assumed variations in
cities.

The table indicates an effective decrease in annual gasoline consumption in
1980 from 101.8 bitlion gallons to some value between 53 and 77 billion gallons
dependent upon the achievable elasticity, This imples a savings of from 1.6 to 8
million barrels of crude oil per day. Based upon 1975 fuel consumption, the
saving could be as high as 1.7 million barrels of crude oll per day.

B. Gasoline tao oredit .
The Energy Conservation Act proposes that, in 1976, each taxpayer who files a
return receive a tax credit computed from the formula :

Adjusted Gross Income—10,000
40,000

The tax credit is given to each person that files an income tax return except a
married individual filing a separate return for which case the tax credits will
be reduced by 4. For years after 1976, the coeflicient ($158) is changed to $210.
In effect, the tax credit is rebating to the low income individual the tax imposed
upon the first 700 gallons of gasoline purchased.

The total tax credit returned to the taxpayers can be estimated using the
c}gtxg;)ufilf)n by adjusted gross income of the number of returns flled in 1972¢
a G . "

Tax credit=8150

TABLE [1.—1972 ADJUSTED GROSS INCOME DISTRIBUTION

Number returns
1972; Average
1972 adjusted gross income - (thousands; income
18 o oeiciaaen
) -
3,036 ceeieeniaiansas
8,014 $4, 000
20,347 7,500
15,311 12, 500
10, 851 20, 600
3 . 2,59 37,500
g?gb ooot to $439,999 f:stl) """"""""
500,000 tor 9009 L, O
ore than $1,000,000. .. .. ..o eiceeiececcccneecanmnaeaa | SO
Taxablo FOtUINS. . .. oo eeeeeeeciieeraecaeerecnamccnaaanecacnanenaacnce 60,921 ....eiaennes
Nontaxable returns. ... cecevecaecciccncaeciaccorsasecnsacomnsmassosanan 16,754 o ioiieanaaaa
TOtal. e ieeeiceiiccseccmtccaccnaasnccaacancsantncnanncasccannnss 77,675 «eneeeaaaea

In that year, there were a total of 60.0 million taxable returns and 16.8 million
non-taxable returns. Since all persons flling returns are eligible for the rebate we

*These are the most current data avallable as vertified by a telephone conversation
with the U.S. Internal Revenue Service, March 4, 1975,
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have assumed that the non-taxable returns would be eligible for the full tax
credit. It is possible that with the tax credit incentive there may be a substantial
rise in the number of non-taxable returns. In projecting the total money rebated
for 1976 and beyond we have assumed the same distribution as in 1972, but have
increased the number of returns by 2% per annum®** and have adjusted the aver-
age income level by a 6% inflation rise, The resuits of these projections, based on
the data in Table 1I, are shown below. Also shown are the estimated range of tax
revenues taken from Table I,

COMPARISONS OF GASOLINE TAX CREDITS AND REVENUES

Gasoline Gasoline

tax revenue tax credits

<~ Year (billions) (billions)
1976 e ieacccecnccaccaercceacecnaccncateneacacaacnaroncnaemnsananannaas $15.2-$17.9 $11.8
1977 20.0- 24.7 15.8
19.3- 24.3 15.9

979 15.1- 22,0 16.0
15.8- 23.1 16.1

III. AUTOMOBILE ENERGY CONSERVATION

This section of the proposed “Energy Conservation Act” proposes that the
Federal Government grant a payment to individuals who purchase a new auto-
mobile; the amount of the payment being bused on the fuel economy of the car
according to the schedule shown in Table III, For the first year, 1075, the payment
begins at $100.00 for automobiles that attain 17 to 18 mpg and increases by $25.00
for each additional mpg to a maximum of $675.000 for more than 40 mpg. In each
subsequent year, 1976 and 1977, the schedule of payments is revised by a 2 mpg
ilflfcrc;xiuent. In the fourth year, 1978, a combined tax and rebate schedule becomes
effective.

Figure 1 shows the EPA measured “average” mpg for 1975 automobiles.® An
‘average’ value is difficult to define; however, EPA is currently employing an
average value that consists of weighing the city and highway mpg measurements
by 5% and 45% respectively. Referring to Fig. 1, it s noted that there is a small
proportion (42 out of 209 or about 209;) of the American models that attain
over 17 mpg. For the imported cars, about 869 of the models (32 out of 37)
attain over 17 mpg.

TABLE [I1.—NEW CAR REBATE AND TAX SCHEDULES IN BILL

Miles per gallon 1975 1976 1977 1978
0 0 0 -1,000
0 0 0 ~900
0 0 0 -800
0 0 0 ~700
100 0 0 -600
150 100 0 ~500
200 150 100 -~ 400
250 200 150 -300
300 250 200 ~200
350 300 250 -100
400 - 350 300
450 400 350 25
500 450 400 75
550 500 450 125
600 550 500 175
650 600 550 225

Notes: (1) Negative sign is a tax; (2) only every other mile-per-gailon increment is listed.

In order to estimate the total dollars rebated we have used 1973 sales figures '
with 1074 fuel economies.® Sales of “subcompacts” in 1973 accounted for 25%
of the market.® The fuel economy values for 1974 were based upon “city’ cycle

¢*A telephone conversation with Mr. J, Backsin in the Statistical Branch of the IRS
yielded the information that 79.0 million returns were filed in 1973, the latest year for
which this figure {8 available.
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values, To obtain “average” values, the “city” fuel economy was increased by
2 mpg. The rebates for American and imported cars are given in Tables 1V and
V, respectively. Based on the 1973 American car sales (9.66 million units pro-
duced) and imports (1.72 million units imported), about 12¢; of the American
cars and about 629 of the imported cars would be rebated. This represents a
total rebate of about 209, of the total sales. In absolute values, the total rebate
amounts to about $0.6 bilifon, equally divided between American and imported
cars, -

Comparing this new car rebate value, $0.6 billion, to the gasoline tax and credit
values in table below, it 18 concluded that for 1975 there is a comfortable re-
serve in the automobile-related portion of the ‘‘Energy Conservation Act.” Arbi-
trarily doubling the new car rebate for the 1976 and 1977 years giving values of
$1.2 and $2.4* billion, respectivly still allows for a comfortable reserve. No at-
tempt has been made to assess the effect of the tax-rebate schedule to be imple-
mented in 1978,

COMPARISONS OF GASOLINE TAX CREDITS AND REVENUES

lin miitions of doliars}

Gasoline Gasoline New car
Year tax revenue tax credit rebates Surplus
11.8 0.6 2.8-5.5
15.8 1.2 3.0-2.7
15.9 2.4 1.0-6.0
16,0 ..., -.9-6.0
16,1 creeeeeaennns -.3-2.0
TABLE IV.—AMERICAN CAR REBATES (1973)
Rebate Mites per Tolal rebates
per car gallon Units sold (miilions)
Cheyrofet Vega Hatehback ..o ocoueemeiciaceanans.. $325 26-28 325,000 "$105.6
Ford Pinto 275 24-26 340, 000 93.5
Dodge Colt .- 275 24-26 39.000 10.7
Ford Mustang... ... ....cciecicacccencccaeccnannan 225 22-23 135, 000 30.4
Chevrolet Vega Kammback......... ccceeciccaeanaenn 225 22-23 104, 000 23.4
Lincoln-Mercury Comet. ... cocmnnaimaiaaaas 200 21-22 95, 000 19.0
Lincoln-Mereury Capri.....oneoocmoiinaiccaaaana 200 21-22 114, 000 22.8
(117 JR 1, 152, 000 305. 4
Total production. . ..o ieeerieeceerarccecaeccraccaenasaccaceasaaaa——. 9,660,000 .. ...........
TABLE V.—IMPORTED CAR REBATES (1973)
Rebate Mites per Number Total rebate
Make per car gallon units (millions)
HONGA. e e e iieeeaeaaceeenanananaan $450 31-32 39, 000 $172.6
VW L2, et —e——————- 425 30-31 , 12.8
Toyota Corolla. ... ..o iieeneana- 400 29-30 117,000 46.8
Datsun B-210, YW Dasher........ooveuucernennnnnnen 325 26-27 385, 000 125.1
Triumph Spitfire ... oo IIIIITITIIITITILLUE 300 25-26 21, 000 6.3
Sabaru, BMW, MG, Renault, Audi. .. .. .............. 275 24-25 99, 500 27.4
Saab. ..., 200 23-24 2, 400 .6
Datsun 610, Fiat 124, Mazda.. ... 225 22-23 109, 000 24,5
Opel, VW, Saab, Toyota, Porsche. 200 21-22 118, 600 23.7
Toyota Corona, Volvo 145 .. ... ~> 1717 TTTTTTT 175 20-21 18, 000 13.7
Renault, Porsche, Volvo 143, Fiat 128, Peugeoat, Volvo 144. 150 19-20 N, 200 10.7
L N 1,071, 000 309.2
TOtal IMPOrt . . et ie e cemeeeeee—caeme———————- 1,720,000 o..oonneen....

IV. GENERAL COMMENTS

(1) The one mile per gallon increment may be too small. A DOT study in ad-
dressing the question of measuring mpg concluded that current test procedures

*A $2.4 bllllon rebate for a =ales fleet of 8 million automobiles would allow a $300.00
'tl"ebbnltelgt;r car implying that the “average’ car sold in 1977 attains 29-30 mpg (see
able .

-~
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are accurate to *+29% to +=49%. At 20 mpg the uncertainty could be *0.8 mpg
and at 40 mpg the uncertainty could be :x1.6 mpg.

(2) The new car rebate scheme for the first 8 years results in a highly favor-
_able situation for the import car market with a possible adverse impact on the
balatice of payments. Some thought should be given to lowering the rebate base
in the first year to reduce criticisms on this point,

(8) The bill may have the effect of accelerating the scrappage rate of used
cars. Consider the purchase of a new car in 1979. Given the choice of buying a
used 1975 auto and a new 1979 auto with 40 mpg fuel economy we find:

-

~- . Monthy—
Miles
Assumed fer Fuel Gas Tota! Down
cost gallon  Rebate Financing? costs rebale? cost  payment
Used. coeeenareaccnanans $1, 500 15 0 $42 $44  $17.50 69 $375
NeW..oueeocmeccccancananan 3,600 40 $250 17 17 17.50 76 540

1 Used car financing; 25 percent down, 30 months at 9 peicent; new car financing; 15 percent down, 42 months at 8
percent with rebate subtracted from amount financed. .
3 Assumes 10,000 miles per year driving,

The total monthly costs to the purchaser are almost identical, The situation
may result in accelerating the scrappage rates of used cars that get poor fuel
economy.

(4) Some consideration should be given to revising the tax and rebate schedules
shown in Table IV for the following reasons :

(a) For cars obraining between 20 and 80 mpg. there iz about a $400 shift in

the price between 1977 and 1978 due to the replacement of the rebate with a tax.
Perhaps the tax schedule should be revised to reduce the tax level on autos ob-
taining more than 20 mpg and increase the tax on cars having fuel economies of
less than 15 mpg.
_ (b) Due to uncertainty regarding pollution and safety legislation, it is difficult
to predict the limits on the attainable fuel economy in the late '70’s. This factor,
as well as the ones discussed above, suggest that there should be a range of fuel
economlies, say from 25 to 80 mpg. in which there are no taxes or rebates, Such
a procedure could provide a target for auto manufacturers and not penalize
the consumer because of safety and pollution requirements.

(5) A definitive decision concerning safety and emission standards should be
made so that manufacturers are not faced with legislative uncertainties in areas
that strongly affect fuel economy.

(8) The automobtile related portions of the bill appear to be self-supporting
for the first two or three years. Should the bill be even more effective than our
estimates, e.g., the elasticities are greater, the self-supporting feature may still
be accomplished by reducing the gasoline tax credit.

FOOTNOTES

MlEgegg% gr'gnoervatlon, Oot. of 1975, Draft Copy recelved from S. S. Janney, Jr, on
arch 3, .
1 =tU.s.I§3gre%7o4f Census, Statistical Abstract of the United States: 1974, 95th ed.,, Wash-
ngton, D.C., . :
gmghwa Selected Statistics, 1978, U.S. Department of Transportation, Federal High-
way Administration, 1974. -
< Personal communication with Mr. Walton Johnson Page, U.S, Department of Trans-
portation and Federal Highway Adminpistration, Program Management Division, Plan-
ning Service Branch, March 5, 1975.
8§ APL/JHU res)ort in publication, 1074.
w° 1&75 tGas gﬂ eage guide for New Car Buyers, U.S, Environmental Protection Agency,
ashington, D.C,, X
M: i?a;%{)cuiulomouvevnarbook, 1974, 36th ed., Wards Communication, Ine., Detroit,
ch., .
8 potential for Motor Vehicle Fuel Economy Improvement, Report to the Congress,
g? 2?e{wga;£ment of Transportation and the U.S. Environmeatal Protection Agency,
Ctv . .
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REMARKS OF SENATOR CHARLES H, PERCY ON THE FLOOR OF THE UNITED STATES
— SENATE, JUNE 27, 1975

Mr, Peroy. Mr. President, the latest figures indicate that consumptlon of gas-
oline in this country is up to preembargo 1973 levels and rising fast. In the first
4 months of this year. Americans consumed an average of 6.4 million barrels
of gasoline per day, the same average as in the first 4 months of 1973.

By contrast, consumption of other petroleum products, such as heating oil,
residual-oil, diesel fuel, and jet fuel, remains well below preembargo levels, For
one reason or another—the recession, higher prices, or voluntary conservation—
Americans are using less of these petroleum products, This takes the pressure
off oil imports and slows temporarily our Nation’s headlong rush toward greater
and greater dependence on expensive foreign oil.

But Americans are not saving gasoline. This summer motorists are packing
the kids and the dog in the station wagon and heading for the beaches and moun-
tains. It is almost as if a neon sign was flashing across the Nation's highways
saying: “The Energy Crisis Is Over!”

This reaction is understandable. During the 2 years since gasoline shortages
first occurred, Many Americans have stayed home or curtailed their pleasure
driving. They were worried that they might not be able to buy enough gasoline
to get home from vacation,-that gasoline prices might be too high, or long
lines might form at the gas pumps. Moreover, they were exhorted by the President
and the Congress to conserve energy in_the national interest, and they tried to
respond.

But this summer there 1s no apparent shortage of gasoline. The price of gas-
oline is high, but not high enough to reduce driving. One House of Congress
has voted down a 23 cents-a-gallon gasoline tax, The people have stopped wor-
rying and they are hitting the road again.

For 2 years Congress has been faced with the energy crists, but we have failed
to adopt a policy to cope with it. By failing to pass any meanlngful energy con-
servation measures, Congress is telling the people that there is no serious energy
problem. Congress is, in effect, plugging in that neon sign on the highways, en-
couraging motorists to return to their old driving, and buying habits,

Unfortunately, the energy crisis is not over, and every monthly increase in
gasoline consumption only worsens our situation with respect to the oll-producing
countries. As long as Congress refuses to enact a rebatable gasoline tax to re-
duce consumption and raise revenues, foreign oil producers will continue col-
lecting their own nonrebatable “tax” on all petroleum products. Further, the oil
prodgecers plan to raise their own revenues by another $2 a barrel or more on
October 1

Mr. President, for 9 months I have been advocating the unpopular gasoline tax,
because I belleve it i{s a necessary part of an effective energy conservation pro-
gram. We cannnot continue indefinitely without a sound energy policy. If we do,
we will surrender our destiny to the oil producers.

‘We need a gasoline tax, even though we do not like it, Gasoline is the only
petroleum product which is not now being conserved. Discretionary use of gas-

oline, above and beyond the amoubt required by the average person for getting to.

and from work and for conducting personal business should be taxed. It is a
luxury in today’s world, and it should be taxed as a luxury.

The 10 cents-a-gallon gasoline tax I am introducing today would be rebated
through the income tax withholding system for up to 500 gallons of gasoline per
yvear for each individual taxpayer who drives a car. Under this proposal, a hus-
band and wife filing a joint income tax return would receive a total refund for
the tax paid on the first 1,000 gallons of gasoline used each year, This is equiva-
lent to 15,000 miles of drlvlng in a car that averages 15 miles per gallon,

The refund would be added to individual paychecks by reducing the Federal
withholding rate. At income tax time, individuals would reconcile their actual
gasoline consumption with the amount of tax that had already been rebated to
them. The process of computing personal gasoline consumption each year would
be a strong psychological stimulus for conservation.

This rebatable gasoline tax would begin immediately to reduce consumption
of gasoline—by about 300,000 barrels per day in the first year and 500,000 barrels
per day by 1980—without having a detrimental effect on personal income Only
discretionary driving would be taxed, not essential driving.,

In addition, a 10-cents-a-gallon rebatable gasoline tax would raise net reve-

N -
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nue after the rebate of about $4 billion annually. This revenue, unlike the pres-
ent 4-cents-a-gallon Federal tax receipts, would go into the general fund of the
Treasury. The funds would then be free for use in improving mass transit, devel-
oping alternate forms of energy, and for other national priorities.

I urge the Congress to enact a8 meaningful energy conservation program that
includes a rebatable gasoline tax, Unfortunately, the price of gasoline will con-
tinue to rise. One question is clear. Will the price increase mean even more dol-
lars flowing into the oil-producing countries, or will those dollars be returned to
American pocketbooks?

~

{S. 636, 94th Cong., 1st sess.]
A BILL To terminate~the Highway Trust Fund

Be it enacted by the Senate and House of Representative of the United States
of America in Congress assembled, That effective on and after July 1, 1975—
(1) the Highway Trust Fund is terminated and the amount in such fund,
including any obligations held in such fund, shall be covered into the general
fund of the Treasury;
(2) any outstanding appropriations from, or obligations of, such trust
fund shall be made from such general fund ;
(3) any authorizations for appropriations to be made from such trust fund
gha(lll be cgnsidered to be authorizations for appropriations from such general
und; an .
(4) section 209 of the Highway Revenue Act of 1956 is repealed.

[S. 2046, 94th Cong., 1st sess.]

A BILL To amend the Internal Revenue Code of 1954 to provide tax Incentives for the
manufacture, importation, and purchase of automobiles which use fuel efficlently, and
for other purposes

Be it cnacted by the Senate and House of Represcntative of the United States
of America in Congress assembled, That (a) part I of subchapter A of chapter 382
of the Internal Revenue Code of 1054 (relating to motor vehicle excise taxes)
is amended by adding at the end thereof the following new section:

“SEC. 4064, AUTOMOBILE FUEL EFFICIENCY TAX

“{a) IMpoOSITION OF TAX,—There is imposed on the sale of an automobile by
the manufacturer or importer thereof a tax determined in accordance with the
following table:

The tax is—For model year—

tf the fuel consumption rate (miles

per gallon) is— 1978 1979 1980 1981 1982 1983 or later
Over23. ... ...... 0 0 0 0
Over 22, but not over 0 0 0 $200
QOver 21, but not over 0 0 0 $200 200
QOver 20, but not over 0 0 $200 200 420
Over. 19, but not over 2 0 $200 200 420 420
Over 18, but not over $200 200 420 420 680
Qver 17, but not over 200 420 420 680
QOver 16, but not over 420 420 680 680 1,000
QOver 15, but not over 420 680 1,000 1,000
Qver 14, but not over 680 680 1,000 1,000 1,000
Over 13, but not over 680 1,000 1,000 1,000 1,000
Over 12, but not over 680 1,000 1,000 1,000 1,000 1,000
Not over 12..... amemceeeeacamaveae 1,000 1,000 1,000 1, 000 1,000~

“(b) DETERMINATION OF FUEL CoNSUMPTION RATE.— ,
“{(1) DETERMINATION OF RATE.— '
“(A) IN GENERAL.—The fuel consumption rate of every automobile
which may be subject to tax under this section is the fuel consumption
rate determined by the Secretary or his delegate for the class of auto-
mobiles of which such automobile is a member. The determination of the
fuel consumption rate for any class of automobiles shall be based on a

.- composite mileage resulting from the testing of such class of automo-

biles, conducted in accordance with procedures established under para-
graph (4). The determination shall be published in the Federal Register,

“(B) REVIEW OF DETERMINATION.—Within 30 days after the fuel con-
sumption rate of any class of automobiles has been published under
subparagraph (A), the manufacturer or importer of such class of auto-
mobiles may flle a petition in the United States Court of Appeals for the
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District of Columbia for judicial review of such determination. Upon

the 1iling of such petition, the court shall have jurisdiction to review the

determination in accordance with the provisions of chapter 7 of title 5,.
- and to grant such relief as may be appropriate under such chapter.

“(2) INTERAGENCY COOPERATION.—In order to avoid unnecessary expense:
and duplication of effort, the Secretary or his delegate shall make such.
arrangements or agreements for cooperation or mutual assistance in the:
performance of his functions under this subsection and the functions of any
department, agency, or establishment of the United States, as he may fin@
practicable and consistent with law. The Secretary or his delegate may have
access to and utilize, on a reimbursable or other basis, information, facilities,
or services of any department, agency, or establishment of the United States.
Each such department, agency; or establishment shall cooperate with the Sec-
retary or his delegate and, to the extent permitted by law, provide such
information, facllities, or services as he may request.

“(3) FUEL CONSUMPTION RATE.—The term ‘fuel consumption rate’ means,
with respect to any class of automobiles, the number of miles which an auto-
mobile in such class can reasonably be expected to travel for each gallon of
fue! which it consumes under ordinary driving conditions. .

“(4) PROCEDURE FOR DETERMINING FUEL CONSUMPTION RATE.—The Secretary
or his delegate shall, by regulation, establish procedures for conducting tests
to determine the fuel consumption rate of automobiles which may be subject
to tax under this section. Under such regulations the Secretary or his dele-
gate shall establish separate classes of automobiles which may be based
upon— -
"b(i.i&) the manufacturer (or division of the manufacturer) of auto-

- .mobiles; )

“(B) the engine family of automobiles (which takes into account the

type of engine, fuel induction system, and emission control system) ;

“(C) the type of transmission of such automobiles;

“(D) whether or not the automobiles have air conditioners;

“(E) whether or not the automobiles are station wagons; and

*“(F) the inertia weight of the automobiles,
For purposes of subparagraph (F), the inertia weight shall be taken into
account in categories of 250-pound increments for automobiles which have
inertia weights under 38,000 pounds, and in categories of 500-pound incre-
ments for automobiles which have inertia weights of 3,000 pounds or more,

“(¢) DETERMINATION OF FUEL CoNSUMPTION RATE FOR EACH MANUFACTURER OR
IMPORTER,—

“(1) MANUFACTURER.—The fuel consumption rate of any manufacturer for
any model year shall be based on all automobiles produced by such manu-
facturer in the United States or Canada during the model year,

“(2) ImpPorTER.—The fuel consumption rate of any importer for any model
vear shall be based on all new automobiles imported into the United States
during such model year which were produced (outside the United States and
Canada) by the manufacturer who produced the automobiles imported by
such importer. If there is more than one such manufacturer, the importer
shall have a separate fuel mileage rating with respect to the automobiles of
each siuch manufacturer.

“(8) SPECIAL RULES.—For purposes of this subsection—

““(A) PERSONS WHO MANUFACTURER AND IMPORT.—A person who is both
a manufacturer and an importer shall be treated—

“(1) as a manufacturer with respect to automobiles described in
paragraph (1), and

“(i1) as an importer with respect to automobiles described in
paragraph (2).

“(B) CERTAIN IMPORTS FROM CANADA.—A person who is not a manu-
facturer with respect to automobiles deseribed in paragraph (1), but who
imports automobiles from Canada, shall be-treated as an importer with
respect to such automobiles.

*(C) PRODUCTION IN UNITED STATES OR CANADA.—AN automobile is pro-
duced in the United States or Canada if at least 80 percent of the cost to
the manufacturer of such automobile is attributable to value added in the
United States or Canada,

“(D) TREATMENT OF CERTAIN EXPORTS AND IMPORTS AND SBALES FOR
FURTHER MANUFACTURE.—AN automobile otherwise taken into account
unde.* paragraph (1) shall not be taken into account under paragraph

—
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(1) it it is sold to any person before the closé of the model year
in which it is produced for use in further manufacture,

“(i1) if it is exported from the United States before the close of
the model year in which it #s produced, or

“(ii1) in the case of an automobile the production of which is
, completed outside the United States, unless it is imported into the
e United States before the close of the model year in which it is
R produced.

“(d) DEFINITIONS AND SPECIAL RULES.—For purposes of this section—

“(1) AvroMmoBiLE.—The term ‘automobile’ means—

“(A) any passenger automobile (within the meaning of such term
as used in section 4061(b) (2)), or
“(B) any automobile, truck, or bus which has a gross vehicle weight
of 6,000 pounds or less (as determined under regulations prescribed by
“the Secretary or hig delegate),
which uses gasoline or diesel fuel as a fuel for propulsion.

“(2) Mobel, YEAR.—The term ‘model year’ means, with reference to any
calendar year, the manufacturer’s annual production period (as determined
by the Secretary or his delegate) which includes January 1 of such calendar
year. If the manufacturer has no annual production period, the term ‘model
year’ means the calendar year. ’

“(8) MANUrFACTURER.—The term ‘manufacturer’ includes a producer.

“(4) CHANGES IN EMISSION STANDARDS.—If there is any change (whether
by law or by administrative action) from the Federal emissions standards
which apply to automobiles produced on May 1, 1975, the Secretary or his
delegate shall determine by rule (in accordance with section 533 of title §)

- and publish in the Federal Register the extent (if any) to which such change

increases fuel consumption rates for classes of automobiles.

“(e) ExexmprioNs.—Under regulations prescribed by the Secretary or his dele-
gate, for purposes of this section the term ‘automobile’ does not include—

“(1) an ambulance, hearse, or combination ambulance-hearse,

“(2) any bus which is to be used predominantly by the purchaser in mass
tranportation services in urban areas, or

*(3) any bus sold to any person for use exclusively in transporting stu-
dents and employees of schools operated by State or local governments or by
?gx;pgc;f;t educational organizations (within the meaning of section 4221

( . : .
For purposes of paragraph (3), incidental use of a bus in providing transporta-
tion for State or local government or a nonprofit organization described in sec-
tion §i01(c) which is exempt from tax under section 501(a) shall be disregarded.

“(f) AppricaTioN oF CERTAIN SECTIONS.—Sections 4221 and 4293 do not apply
to the tax imposed by this section.”,

(b) TECHNICAL AND CLERICAL AMENDMENTS.~—

(1) The table of sections for part I of subchapter A of chapter 32 {s

- amended by adding at the end thereof the following new item:
“Sec. 4084. Excessive fuel consumption tax.”.
- (2) Section 6181(b) (1) (relating to extensions of time for paying tax)
iz amended by inserting after “or 43,” the following: “or by section 4064,".
The second sentence of such section 6161(b) is amended by inserting after
“chapter 43,” the following : “or by section 4064 of chapter 32,”.

(8) Section 6201(d) (cross reference) is amended by striking out “and
chapter 43 taxes” and inserting in lieu thereof the following ‘‘chapter 43,
and section 40064 taxes",

(4) Section 6211 (defining deficlency) is amended—

(A) by striking out so much of subsection (a) as precedes paragraph

- (1) and inserting in lieu thereof the following :

“(a) IN GENERAL~—For purposes of this title in the case of tncome, estate,
and gift taxes imposed by subtitles A and B and excise taxes {mposed by section
4064 or Ly chapters 42 and 43, the term ‘deficiency’ means the amount by which
the tax imposed by subtitle A or B, by section 4064, or by chapter 42 or 43, ex-
ceedds the excess of—"; and

(B) by inserting after “or B" in subsection (b)(2) the following:
“, section 4064,”.
(8) Section 6212 (relating to notice of deficiency) is amended—

*

AN



¥

&
Iy

499 -

(A) by insertlnz afber “or B” in subsection (a) the following: *,
section 4064,”;

(B) by mserting after “chapter 12" each place it appears in subsec-
tion (b) (1) the following: *, section 4064,";

(C) by striking out “TAXES IMPOSED BY OBAP'IEB 42" in the heading
of sugsection (b) (1) and inserting in llen thereof “CERTAIN EXCISE
TAXES" 3

(D) by striking out “or of chapter 42 tax” in subsection (¢) (1) and
inserting in lieu thereof “of chapter 42 tax” ; and

(B) by inserting after “to which such petition relates” the fol-
lowing: “, or of sectlon 40684 tax with respect to the calendar year
to which such petition relates”,

(8) Section 6213 (relating to restrictions applicable to deficiencies and
petition to Tax Court) is amended by inserting after “or B” in subsection
(a) the following: *, section 4064,"”

(7) Section 6214(d) (relating to final decisions of Tax Court) is amended
by inserting after “this chapter,” the following: ‘“section 4064,”.

(8) Section 6344(a) (1) (relating to cross references) is amended by
inserting before “chapter 42" the following: “section 4064 or”.

. (9) Sgceaion 6512 (relating to limitations in case of petition to Tax Court)
8 amended—

(A) .by striking out "or 43" each place it appears therein and inserting
in lleu thereof “, 48", a

(B) by lnsertlng aﬁer “to which such petition relates” the following:
“, or of section 4064 tax with respect to the calendar year to which such
petition relates”.

(10) Section 6601(d) (relating to interest on underpayment, nonpayment,
or extensions of time for payment of tax) is amended by striking out in
the heading thereof “CHAPTER 42 or 43" and inserting in lieu thereof
“CERTAIN ExCISE".

(11) Section 7422(e) (relating to civil actions for refund) is amended
by inserting before “chapter 42” the following: ‘“section 4084 or”.

SEc. 2, (a) Subpart A of part IV of subchapter A of chapter 1 of the Internal
Revenue Code of 1954 (relating to credits allowed) Is amended by redesignating
section 45 as 45A and by inserting after section 44 the following new section:

“SEQC. 456 AUTOMOBILES

“(a) GENERAL Rure.—In the case of an individual who purchases an automo-
bile during the taxable year, there is allowed as a credit against the tax im-
poseid b{b;hls chapter an amount determined under the table set forth in sub-
section .

“(b) DETERMINATION OF AMOUNT.—The amount of the credit allowable under
subsection (a) for the taxable year shall be determined in accordance with the
following table:

The tax [s—For model year—

it the fuel I(:onsumption rate (miles

per gallon) is— 1978 1979 - 1980 1981 1982 1983 or later
Over 3l ... o iiaiaias $300 $300 $300 $300 $300 $300
Over 30, but not over 3!.. 300 300 300 300 300 225
Over 29, but not over 30 300 300 300 300 225 225
Over 28, but not over 29 .-~ 2 207" 300 ggg 300 225 225 150
Over 27, but not over 28— -- ... 300 225 225 150 150
Over 26, but not over 27. -2 227100 " 300 225 225 150 150 ;5
Over 25, but not over 26.. ... .1 - 225 225 150 150 5 5
Over 24, but not over 25_ ... 1.70 225 150 150 i 75 0
Ovcr 23 bul notover24............. 150 150 75 75 0 0
Orer bt ot ovar g3 1% ? % 0 : 0
ver notover22.............
Oyorgo but notover21............c 75 8 0 8 0 0

“(¢) LIMITATIONS.—
“(1) DOMESTIC AND CANADIAN AUTOMOBILES.—No credit is allowed under
subsection (a) for the purchase of any automobile which is not produced
in the United States or Canada (as determined under section 4064).
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“(2) TAxABLE YEAR.—NO credit is allowed under subsection (a) for the
taxable year to any taxpayer for the purchase of more than 1 car (more
than 2 cars in the case of a joint return under section 6013).

“(d) DEFINITION OF AUTOMOBILE; DETERMINATION OF FUEL CONSUMPTION
RATE.—For purposes of this section, the term ‘automobile’ is defined in section
4064, and the fuel consumption rate for any automobile shall be determined in
accordance with the provisions of such section.”,

(b) (1) Section 56(a) (2) of such Code (relating to imposition of minimum
tax) Is amended by striking out “and” at the end of clause (vi), by striking
out the semicolon and ‘*‘and” at the end of clause (vil) and inserting in lleu
thereof a comma and the word “and”, and by inserting after clause (vil) the
following new clause :

“(viil) sectlon 45 (relating to credit for automobiles) ; and”.

(2) Section 58(e) (1) of such Code (relating to tax carryovers) Is amended
by striking out “*and” at the end of subparagraph (1), by striking out “exceed”
at the end of subparagraph (G) and inserting in lieu thereof ‘‘and”, and by
inserting after subpargaraph (G) the following new subparagraph:

“(H) section 45 (relating to credit for autoniobiles), exceed”.

(3) Section 60968(b) of such Code (relating to designation of income tax
payments to Presidential Election Campaign Fund) is amended by striking out
“and 44" and inserting in lieu thereof a comma and **44 and 45".

(e) (1) The table of sectlons for such subpart is amended by striking out the
last item and inserting in lieu thereof the following:

“Sec. 46. Automobiles.
“Sec. 45A. Overpayments of tax.”.

Skc. 8. Section 3 of the Automobile Information Disclosure Act (15 U.S.C,
1232) is amended by inserting *‘(a)” after *‘Sec. 3.” and by adding at the end
thereof the following:

“(b) Every label required to be affixed@ under subsection (a) shall include, in
the case of any automobile on which a tax is imposed by section 4004 of the
Internal Revenue Code of 1954 (relating to excessive fuel consumption tax) or on
which a credit is allowed by section 45 of such Code (relating to automobiles)—

*“(1) the fuel consumption rate determined to be applicable for such
automobile, and

“(2) the tax paid or credit allowed under such section.”.

.- [S. 2047, 94th Cong., 18t sess.]

A BILL To amend the Internal Revenue Code of 1934 to increase the Federal exclxe
tax on gasoline, to make such tax, as increased, a permanent tax, to provide that
revenues derived from the increase in and extention of, such tax are credited to the
feneml fund rather than to the Highway Trust Fund, and to provide a credit for the
nereased tax pald with respect to not more than five hundred gallons of gasoline pur-
chased each year by the taxpayer

Be it enacted by the Senate and House of Represehtdtwea of the United States

" of America in Congress assembdled, That (a) subpart A of part I1I of subchapter

A of chapter 82 of the Internal Revenue Code of 1954 (relating to gasoline) is
amended by redesignating sectfon 4084 as 4085 and by inserting after section
4088 the following new section:

“‘SEC. 4084, ADDITIONAL TAX

“There is imposed on gasoline sold by the producer or importer thereof, or by

any producer of gasoline, a tax of—
19‘7‘ ;1) 110 cents a gallon with respect to sales occurring before October 1,
) an
“(2) 12.5 cents a gallon with respect to sales occurring after Septem-
ber 30, 1977.”.

(b) (1) Section 4082(d) of such Code (relating to definition of wholesale dis-
tributor) is amended by inserting ‘‘or section 4084"” after “section 4081"” where
it appears in paragraph (2).

(2) Section 4083 of such Code (relating to exemption of sales to producer) is
amended by inserting “or section 4084 after “section 4081",

(8) Section 4101 of such Code (relating to registration) is amended by strik-
ing out “section 4081 or section 4091” and inserting in lieu thereof “section 4081,
section 4084, or sectlion 4001",
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(4) Section 4221(d) (6) (C) is amended by inserting ‘‘or section 4084” atter
“section 4081",

(8) Section 4228(a) of such Code (relating to floor stocks taxes) {s amended
by adding at the end thereof the following new paragraph:

*“(8) ADDITIONAL TAXES ON GABOLINE.— ,
“(A) 1975 Tax.—On gasoline subject to tax under section 4084 which,
on the first day of the first calendar month beginning more than 29 days
after the effective date of such section, is held by a dealer for sale, there
is hereby imposed a floor stocks tax at the rate of 10 cents a gallon. The
tax imposed by this subparagraph does not apply to gasoline in retafl
stocks held at the place where intended to be sold at retail, nor does it
apply to gasoline held for sale by a producer or importer of gasoline,
“(B) 1977 TAX ON GABOLINE.—On gasoline subject to tax under section
4084 which, on October 1, 1977, 18 held by a dealer for sale, there is
hereby imposed a floor stocks tax at the rate of 12.56 cents a gallon. The
tax fmposed by this subparagraph does not apply to giasoline and retatl
stocks held at the place where intended to be sold at retall, nor does it
apply to gasoline held for sale by a producer or importer of gasoline.”.

(6) Section 6421(b) (1) (A) of such Code (relating to allowance for local

transit systems) is amended to read as follows :
“(A) 7 cents for each gallon of gasoline so used, by".

(e¢) The table of sections for such subpart A is amended by striking out the

itein relating to section 4081 and inserting in lien thereof the following:
“Sec. 4084, Additional tax.
, “Sec, 4085. Cross references.”,

(d) The amendments made by this section apply to gasoline sold on and after
the first day of the first calendar month beginning more than 29 days after the
date of enactment of this Act.

Sro. 2. (a) Subpart A of part 1V of subchapted A of chapter 1 of the Internal
Revenue Code of 19734 (relating to credits allowable) is amended by redesignating
section 45 as 45A, and by inserting after section 44 the following new section:

“SEC. 45. EXCISE TAX ON GASOLINE

“(a) IN GENERAL—In the case of an individual there is allowed as a credit
against the tax Imposed by this chapter for the taxable year an amount equal to
10 cents multiplied by the number of gallons of gasoline purchased by the tax-
payer during the taxable year for the use of the taxpayer, his spouse, and his
dependents, . . .

“(b) LIMITATIONS.— .

“(1) AMounT.—The credit allowed by subsection (a) for any taxable year

shall not exceed $50 ($100 in the case of a joint return under section 6013).

“(2) APPLICATION WITII OTIIER CREDITS AND DEDUCTIONS.—In Determining

the number of gallons of gasoline purchased by the taxpayer during the tax-

able year, any gasoline purchased with respect to which a eredit or decuction

is claimed under this chapter (other than under this section) for the tax-
able year shall be disregarded.”,

b (b) Section 6401(b) of such Code (relating to excessive credits) is amended

y—

(1) inserting after “43 (relating to earned income credit),” the following :

“45 (relating to excixe tax on gasoline),”, and

(2) striking out *sections 31, 39, and 43” and inserting in lieu thereof
the foltowing : “sections 31, 39, 43, and 45".
(c) Section 6201(a) (4) of such Code (relating to assessment authority) is
amended by—
(1) striking out “or 43” in the caption thereof and inserting in lieu
thereof 43, or 43", and
(2) striking out “or section 43 (relating to earned income),” and inserting
in lieu thereof the following: “section 48 (relating to earned income), or
section 45 (relating to excise tax on gasoline).”.

(d) The table of sections for subpart A of part IV of subchapter A of chapter
1 of such Code is amended by striking out the ftem relating to section 45 and in-
serting in lleu thereof the following:

‘‘Sec. 45. Excise tax on gasoline.
“Sec. 45A. Overpayments of tax.”

55-583—T75—pt. 2——4
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- (e) The ameridments made by this section apply to taxable years ending after
the date of enactment of this Act but only with respect to gasoline purchased
by the taxpayer on which the tax imposed by section 4084 of the Internal Reve-
nue Code of 1954 (as added by the first section of this Act) is imposed.

SE0. 8. (a) Section 8402(a) of such Code (relating to requirement of with-

holding) i{s amended to read as follows:
“(a) REQUIREMENT OF WITHHOLDING.—Except as otherwise provided in this

section, every employer making payment of wages shall deduct and withhold upon
such wages a tax determined in accordance with tables prescribed by the Secre-
tary or his delegate. Such tables shall reflect the liability for tax of employees
under chapter 1 to be computed by taking into account the amount of wages and
affording the employee an opportunity to have the credit allowed by section 45
taken into account for withholding purposes. For purposes of applying such
tables, the term ‘amount of wages’ means the amount by which the wages ex-
ceed the number of withholding exemptions claimed, multiplied by the amount
of one such exemption as shown in the table in subsection (b) (1).".

(b) (1) The amendment made by subsection (a) applies to wages pald after
the last day of the calendar month ending more than 60 days after the date of

enactment of this Act. .
(2) Section 209(c) of the Tax Reduction Act of 1975 is amended by adding

at the end thereof the following: “The amendment made by section 205(b) shall
also apply to wages paid after December 31, 1975.”.

-~ Senator Brookke. Those speeches analyze the issues more fully than
we ¢ould possibly cover today. And later this week, we would like to
preient a full economic analysis of this new bill for the committee’s
use.

First of all, gasoline demand is elastic, and gasoline consumption
patterns can be changed without inflicting severe hardship. Gasoline is
the fuel we are still wasting by the barrel. Every year, our 100 million
cars guzzle nearly 100 billion gallons of this fuel as we drive well over
1 trillion miles. To be sure, a good deal of this driving is essential.
But not nearly so essential as some politicians would have us believe.
Only one-third of our driving gets us to and from work, often alone
in our car. Another third goes to shopping and medical visits. And the
remaining third is for recreation. Clearly, there is a great deal of room
for conservation in all three of these segments.

There is no such room in our use of heating and boiler fuel. IHouse-
holds and businesses have already cut their fuel use substantially.
New England households, for example, answered the call to conser-
vation by cutting back nearly 20 percent on home heating oil. For
this reason, general taxes and tariffs on all fuels only retard our eco-
nomic recovery and cause needless suffering.

In addition, changes in patterns of using gasoline would affect the
whole petroleum demand equation. This is because, of the less than 17
million barrels of oil the Nation uses daily, 7 million of those barrels
are gasoline. -

The legislatilqrn we will file this afternoon would impose a 15-cent
gas tax gradually, 5 cents every 6 months for the next year. This rep-
resents a step away from the 20-cent and 80-cent taxes each of us pro-
posed last fall; we are, quite frankly, compromising with what are
said to be political realities by doing this. There is a tax credit schemo
attached which gives everyone credit for 700 gallons of gasoline.
Lower income persons get a larger credit than higher income persons.
People paying no taxes are rewarded with a credit. Nondrivers are re-

*The informatian referred to was not available at presstime. In order to éxpedite the
the printing of these hearings, the information requegted will appear in appeg?ﬂx B of

these hearings.
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warded for the part they play in saving fuel. We feel this system will
be b}())lt:hhsimple and a contribution to the national priorities we must
establish. :

~Mr. Chairman, the Nation has already waited too long for a ra-
tional, effective energy policy. The Senate must enact legislation that
is tougher and more responsible than that sent us by the House of
Representatives. We believe this gasoline tax is absolutely vital to
ultimately ending the emergency we face, and we respectfully urge the
committee to give it fresh and serious consideration.

The CuamyaN. Senator Percy ¢

Statement of Senator Charles H. Percy

Senator Percy. Mr. Chairman, members of the committee, we do
appreciate this opportunity to be with you to testify, and I want to
express appreciation to my colleagues, Senator Brooke and Senator
,\l‘Iatlﬁias or the important work that they and their staffs have done in
this field.

As Senator Brooke has indicated, we are here as three Senators
speaking essentially with one voice on the vital energy issues that face
our Nation. By presenting our common position on these issues, we
hope to impress upon the members of the Senate Finance Committee
just how determined we are to see the Senate pass a tough, meaningful
enqrgg conservation bill for the sake of our Nation’s future. We are
united on the need for a gasoline tax, as Senator Brooke has demon-
strated. We are agreed on the need for an auto efficiency tax incentive
program, as I will explain; and we have a common policy toward im-
ports, as Senator Mathias will point out.

Mr. Chairman, one of the most important provisions of H.R. 6860,
as passed by the House, is the section on auto efficiency, but I believe
it must be strengthened, In the House-passed bill, fuel economy stand-
ards would be measured against the average gas mileage of a manu-
facturer’s entire output of new cars. The incentive for achieving this
average simply would be to produce a greater number of small cars,
rather than an incentive for improving the efficiency of all cars.

Further, the sanction in the House bill against a manufacturer for
failing to achieve the fuel economy standard in a model year is a civil
¥enalty of $50 per car for each mile per gallon by which the manu-

acturer’s average fell below the standard. This relatively small assess-
ment is not a significant genulty for production of uzzlers.

Finally, the House bill offers no positive incentive for individuals
to purchase more fuel-efficient cars, Fuel economy standards for the
auto industry, such as those in the House-passed bill, are helpful. The
Senate has a bill on the calendar to achieve similar standards, and I
support that bill. But standards alone are not enough, even when they
are accompanied by a civil penalty for noncompliance. What is needed
as a supplement to the fuel-econom%/[standards is an auto-efficiency tax
incentive program; and I say this, Mr. Chairman, taking into account
the long history of this committee in providing incentives or disin-
centives to mottvate people to do things in the national interest. We
have created a powertul incentive for private philanthropy to support
charitable organizations,via tax deduction. During the war, we pro-
moted a powerful disincentive for the ﬁpurchase of many types of
products in this country by putting a stiff excise tax on them.
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What we now have to do dramatically, and in a relatively few years,
is change the buying habits of Americans conditioned by powerful
advertising to an entire attitude of life;.that gas-guzzling dinosaurs
are status symbols. Somehow, we have to get across the idea that they -
are not in the national interest; that a person driving those cars
is imperiling the national policy by making us more and more de-
pendent upon expensive imported oil. We have to take this into
account in a country where, according to the U.S. Geological Survey,
the bottle is only about a third full. Their recent report indicates that
undiscovered reserves of oil-are only about one-third the amount
reported just a year ago. If we were to depend on domestic produc-
tion only, at present rates of consumption our undiscovered reserves
would be exhausted in 8 to 21 years, Though it appears that a gaso-
line tax and an auto efficiency tax are politically unpopular at present
it is our conviction that the right thing to do will, in the end, be the
politically wise thing to do.

The American people are smart enough to realize that we have to
face up to this invisible crisis. We cannot have a lack of resolve
on energy policy cause us to be dependent upon, or beholden to, for-
eign governments and subjected to possible oil blackmail.

Therefore, we urge the Committee to adopt our auto efficiency plan
as a means of moving people away from gas-guzzlers, and moving
them with a powerful incentive. We have seen how the automobile
industry, on its own, has provided bonuses for the encouragement of
purchasing cars, What we are proposing is & powerful penalty for the

as-guzzlers and a Government bonus for those who, in the national
interest, will buy a car with greater fuel efficiency. If we adopt that
program, I think we can move people powerfully in a relatively short

eriod of time into more fuel-efficient cars, and overcome the effect of
industry advertising that for years has emphasized power and speed
on the highway.

This consumption habit must be overcome, and the best way to do
it—as this Committee knows, which through the years has found
financial incentives to motivate people—is to place a penalty on one
side and an incentive on the other. ‘

The beauty of it is, the plan is self-liquidating. We have calculated
this plan so that the tax collected from the gas-guzzlers, up to $1,000
for cars that consume too much energy, will pay the bonus up to $300
to those who, in the national interest, buy a more fuel-efficient car.

Mr. Chairman, I ask that the remainder of my testimony be in-
serted in the hearing record. The details of the legislation are avail-
able for your study. In essence, what we have tried to do is provide
a maximum bonus of $300 and a maximum penalty of $1,000, depend-
ing on the mileage obtained by each car. Over a period of years, the
enfire seale would inerease to provide a continual stimulus for the
production and purchase of energy-efficient automebiles.

Thank you, Mr. Chairman.
[The prepared statement of Senator Charles Percy follows:]

TESTIMONY OF SENATOR CHARLES H. PERcCY

Mr. Chairman and Members of the Committee, I very much appreciate this
opportunity to testify with my two colleagues, Senators Brooke and Mathias, on
H.R. 6860, the most important energy bill to come before the Senate this year.
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As Senator Brooke has indicated, we are here as three Senators speaking with
essentially one voice on the vital energy issues that face out nation. By presenting
our common positions on the issues, we hope to impress upon you, the members of
the Finance Committee, just how determined we are to see the Senate pass a
tough, meaningful energy conservation bill for the sake of our nation's future,
We are united on the need for a gasoline tax, as Senator Brooke has demon-
strated ; we are agreed on the need for an auto efficiency tax incentive program, as
I will explain; and we have a common policy toward imports, as Senator Mathias
will point out. T

Mr. Chairman, one of the most important provisions of H.R, 6860, as passed by
the House, is the section on auto efficiency, but I belleve it must be strengthened.

In the House-passed bill, fuel economy standards would be measured against
the average gas mileage of a manufacturer's entire output of new cars. The in-
centive for achieving this average simply would be to prgsduce a greater number
of small cars, rather than an incentive for improving the efficiency of all cars.

Further, the sanction in the House bill against a manufacturer for failing to
achieve the fuel economy standard in a model year is a clvil penalty of $50 per
car for each mile per gallon by which the manufacturer’'s average fell below the
standard. This relatively small assessment is not a significant penalty for pro-
duction of gas guzzlers.

Finally, the House bill offers no positive incentive for individuals to purchase
more fuel-eficient cars. Fuel economy standards for the auto industry, such as
those in the House-passed bill, are helpful. The Senate has a bill on the calendar
to achieve similar standards and I support that bill. But standards alone are not
enough, even when they are accomplished by a civil penalty for non-compliance.
What is needed as a supplement to the fuel-economy standards is an auto-ef-
ficlency tax incentive program.

The proposal we are offering to the Committee today differs from the auto
eficiency provision passed by the House in three important respects.

-~ First, the fuel economy standards would apply to each new car sold in the

United States, not merely to the average of a manufacturer's entire line of new
cars. :

Second, the tax on automobiles that waste fuel is large enough to be a real de-
terrent against purchase of gas guzzlers.

Third, the tax-incentive program is an inducement for the industry to continu-
ally produce more efficient automobiles.

In our proposal, there would be a penalty for purchasing a new car which de-
livers less than the standard fuel eficiency for each model year, as determined by
the Federal Government tests for combined ctty and highway driving. The penalty
in the form of an excise tax, would be pald only once, at the time of orlginal
nurchase. The tax would increase in four steps from $200 to $1,000, depending on
the fuel efiictency of the car. e

The standard fuel eficiency on which the tax is based would be 18 miles per
gallon in 1978, and would increase by 1 mile per gallon each year until 1983. For
the m(;(llel year 1983 and thereafter, the standard fuel eficiency would be 23 miles
per gallon. .

In 1978, a maximum penalty of $1,000 would apply to a new car that averages
less than 12 miles per gallon. In 1983, the $1,000 tax would apply to a new car
delivering less than 17 miles per gallon.

Individuals who purchase new cars that deliver higher than the fuel efficiency
standard would be rewarded with a bonus payment paid by the Federal Gov-
ernment. The purchase of fuel-eficient automobiles is both in the national inter-
est to save energy and in the personal interest of the consumer to save money.
The bonus payment would be a strong inducement to make such a purchase,
?ndltherﬁby help to reduce our Natfon’s dangerous dependence on_high-priced

oreign ofl,

The bonus would be paid from the Treasury directly to the consumer upon
certification of purchase. The bonus would increase in four steps from $75 to
$300, depending on the fuel efficiency of the new car. No bonus would be paid
on the purchase of a car not produced in the United States or Canada, and no
niore than one honus payment could he made each year to anv one nnrchaser.

The maximum bonus payment of $300 would apply in the 1978 model year to
any new domestie car that achieves more than 26 1ailes per gallon in fuel effi-
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clency. Beginning in 1983, the maximum $300 bonus would be paid on a car
delivering over 31 miles per gallon.

The bonus payments on high-efficlency cars would be financed out of the ex-
cise tax on low-efficiency cars, so that the net cost to the Federal Government
in any year would be zero. If the auto industry fails to kecp pace with the
gschedule of fuel-eficiency improvements which it has set for itself, then more new
cars than expected will be subject to the tax and the penalty-bonus plan will
yield net revenues. )

The Committee may wish to consider beginning the bonus payments with the
1976 model year, as an immediate stimulus to energy-consuming cars, If a gaso-
line tax is adopted, the bonus payments could be financed from gas tax revenues
in the first two years.

Mr, Chairman, the gas-guzzling dinosaur has long been a cherished symbol of
afluence in America. But the days of cheap energy and wasteful driving are over.
‘We need a new national policy based on conservation of our energy resources.

The auto efficiency tax incentive program is an important step toward that
policy. We strongly urge the Committee to adopt this program as part of H.R.
6860. I would like to submit for the record the text of the proposal I have out-
lined, which is embodied in 8. 2046. 7

Mr Chairman, permit me to submit for the hearing record a more complete
statement of policy on the energy crisis that will continue to confront us for
the remainder of this century, apd on what I believe our response must be in
the 94th—the so-called “Energy Congress.” My statement concludes with this
warning :

“If we do not recognize the possibility of catastrophe and see that we are
simply sound asleep in the eye of a storm, then someday we are going to look
back on the inaction of this Congress and ask why we failed to act.”

SUPPLEMENTARY STATEMENT OF SENATOR CHARLES H. PERCY

Mr. Chairman, the Nation’s dependence on foreign oil is now so severe that
failure to enact mandatory conservation measures could mean eventual disaster
for our economy.

We are familiar with the effects of the energy crisis. Our dependence on exX-
pensive foreign oil has fueled inflation and created the worst recession and un-

employment since the Great Depression. But this evidence of the severity of the-

energy crisis has failed to move Congress. In fact, Congress has behaved as if
there was no problem at all. The current effects of the energy crisis are bad
enough, but the consequences of inaction in the face of growing energy demands
in the next decade and the next generation are frightening.

Our energy demand is outstripping our energy supply at an alarming rate. The
gap between demand and supply promises to widen until we will simply run out
of energy. Unless we immediately begin to conserve, and this means cutting down
on such energy wastes as excess driving, then our energy supply will eventually
be overwhelmed by the energy demands of a growing economy. .

We have two sources of energy—what we produce ourselves and what we buy
from other nations. Our domestic production of oil and gas has actually been
declining in recent years, and total domestic energy production has nearly leveled

off. Crude oil production has dropped every year since 1970. New discoveries of

natural gas have been fewer each year since 1968, Coal production is at about
the same as in the Fortles, . :

Because of this slowdown in the production of domestic energy, we have turned
to foreign nations for more and more energy every year. Our prime-source is
the nations of OPEC—Organization of Petroleum Exporting Countries—with
their vast supplies of untapped oll reserves located in the Middle East.

OPEC and other foreign suppliers now furnish 36 percent of the oil .consumed
in the United States, triple the percentage in 1970, The cost of this oil has es-
calated at a startling rate. Last year, hecause of OPEC price increases, we paid
$25 billion for foreign oll, 10 times as.much as in 1970. OPEC leaders talk of
raising the price again later this year to an unprecedented $15 a barrel or more.

This energy supply crunch—a leveling off of domestic energy production and
a growing dependence on foreign energy sources—has occurred during a period
when our energy demand has grown enormously. We experienced a brief inter-
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ruption in this rapid demand growth during and immediately after the Arab oil
embargo of late 1978 and early 1974, but now the demand curve is climbing again.
The most alarming rise in post-embargo energy demand has been in increased
consumption of automobile gasoline, which is'now back up to pre-embargo levels
and rising fast. Americans seem willing to pay any price and risk any financial
disaster to avoid a change in their driving habits. Even the Arab ofl embargo,
which forced millions of American motorists to walt in endless gas lines, failed
to cool our national love affair with the automobile.

The growing gap between our energy supply and our c¢nergy demand repre-
sents either increased dependence on foreign energy sources or severe energy
shortages., We cannot afford to tolerate the expense and the vulnerability of
greater dependence on foreign oil sources, but we must have additional energy
supplies to meet the needs of a growing economy.

These facts and trends leave us with few choices in charting a national energy
policy. Conservation is clearly the key to future energy security for America.
Even a modest increase in our energy demand, say 3 to 4 percent a year, even-
tually will outstrip our energy supplies and leave us even more dependent on
expensive foreign oil. There is no doubt that we will need to develop nesw sources
of domestic energy. But conservation can help narrow the supply and demand
gap now.

'Bhe Nation’s mandate is clear: we must conserve energy now and at the sanie
time make a commitment to the development of all forms of energy—oil, coal,
natural gas, nuclear, solar, geothermal, #nd hydroelectric power. 1f we fail in
making and meeting this commitment, then our dependence on expensive foreign
oil will increase. The size of the commitment is awesome. It will be expensive to
develop new energy sources, and it will take time. But the alternatives are erip-
pling energy shortages or intolerable dependence on foreign oil sources.

To underscore the need for mandatory conservation, consider the kinds of re-
source development that would be required by 1985—only 10 years from now—
Just to keep pace with our projected demand : develop one billion tons of coal a
year, almost twice the amount now proudced ; lease 15 to 20 million acres of off-
shore oil lands in the Santa Barbara Channel, the Baltimore Canyon, and other
areas in the Pacific, Atlantic, and Gulf of Mexico; complete another pipline
through Canada, in addition to the Alaskan pipeline now under construction,
and develop the vast Naval Petroleum Reserve No. 4 in Alaska; and build
nuclear powerplants at the rate of one every three weeks.

If this seems like an awesome task full of environmental hazards, consider
the trpe of domestic energy development we would need to meet our supply
needs by the year 2000-—only 25 years from now-—if we do not begin to conserve
fuel immediately: mine three times as much coal as we do today, mostly by
strip mining; develop oil share reserves at a rate equivalent to digging the
Panama Canal every day in Colorado, Utah, or Wyoming; build nuclear power-
plants at the rate of one every week between 1985 and 2000, or develop an
equivalent solar power system; and produce geothermal energy equal to the
power produced by 100 Hoover Dams.

We cannot estimate precisely the scope of the commitment to development of
new energy sources that will be needed. However, projections show that if energy
demand grows at historical rates and we fail to conserve, we will need to pro-
duce energy at the rate of a new Alaska pipeline every year by 1985 and, by the
year 2000, at a yearly rate equivalent to the present annual crude oil produc-
tlon of the State of Texas. To reduce both the long and short range pressure
ggl‘;our energy supply, we urgently need to make energy conservation a national

cy.

Development of new energy sources will require a sizeable economic investment
and changes in our lifestyles. Our environment will be affected adversely. In
order to lessen the negative impact of this development, both the Congress and
the American people need to make a commitment to conserve.

This commitment will require sacrifice, but I believe the American people will
make the necessary sacrifice when they realize what is at stake. They will re-
spond if their elected leaders call upon them to respond in the national interest.

But so far Congress has failed to ask the American people to respond. To
date, Congressional consideration of mandatory energy conservation measures
has been an exercise in futility motivated by political cowardice. Congress has
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stuck its collective head in the sand and rejected all mandatory conservation
measures with the apparent hope that if it ignores the energy crisis long enough
it will disappear. It will not disappear. In fact, it will get worse and promises to
plague the Nation for decades.

That should be our greatest concern today. The fact that Congress has failed
to adopt an equitable gasoline tax, an effective auto-efliclency plan, or some
combination of energy-saving measures is not the real problem,

The real problem is that Congress has done nothing to mandate energy con-
servation. Congress has behaved like a reckless band of irresponsible politicians
who cannot see beyond the next election.

Some claim that Congress has reflected the will of the people by rejecting

" mandatory energy conservation measures. Congress should not lead, they say,

it should react, and its reaction in this case has been a reflection of popular
opinion. I reject that notion. The American people are not children. They are
smart enough to spot it when their elected leaders take the path of least
political resistance. .

I believe Members of Congress who fail to support mandatory energy counser-
vation measures will pay dearly for their inaction, “If Congress fails to take
decisive action on energy this year, the voters will register their displeasure in
the November, 1976 election., Who will be the targets of public outrage if Ameri-
cans again face long lines at gns stations and even experience brownouts and
blackouts? The answer is obvious—Congress.

Congress should timediately consider a number of tough mandatory energy
conservation measures and pledge to the American people that action on an
equitable and meaningful energy bill will be completed this summer. If Congress
passed a program now that included a rebatable gas tax (see 8. 2047), a home
insulation tax credit (see H.R. 6860), and repeal of the deduction for State gas
taxes (see S. 637), we could immediately begin saving more than half a million
barrels of oil a day.

Congress should act now to begin phasing out price controls on domestic oil
and gas over the next three to five years and tilt the price effects toward gaso-
line. This would both conserve fuel and stimulate production of new supplies.
Congress should also act now to pass an auto-efficiency bonus and tax plan to
take effect on 1978 model cars (see S. 2046).

We should abolish the Highway Trust Fund (see S. 638), or at least cut it
down as the President has proposed to free some of those funds for use in mass
transit and other vital national needs. ’

We have completed or have under construction virtually 99 percent of the
interstate highway system of this country, yvet we continue to accrue billions of
dollars a year in the trust fund. At the snme time, we have railroads and mass
transit systems in bankruptey. I think this indicates a lack of will in Congress
to adapt to change and to fuce therealities of the seventies.

We should insist that the states fully enforce the §5 mile-per-hour speed
limit or face the loss of Federal highway funds. The 55 mph speed limit, which
was largely responsible for saving about 11,000 lives and over 50 million barrels
qfkoit last year, should be regarded as the national law instead of a national
joke.

Our long-term energy needs require incentives for coal production and_for the
development of new energy sources. Building codes need to be improved and
utility rates restructured to make it mnore economical to save energy at home.
Only if Congress enacts a conservation-oriented program like this now can we
.narrow the dangerous energy gap in the future,

Such a program would mean a considerable financial saving for the country.
If the price of oil is $15 a barrel in 1980, and there is no guarantee that the
price will be that low, we would be paying OPEC and other foreign suppliers
$49 billlon that year if we fail ta conserve. By saving fuel we can reduce that
financial burden substantially, and we can hopefully exert a downward influence
on OPEC prices.

The consequences of inaction to combat the energy crisis are indeed disturbing.
Even with mandatory conservation measures, the national effort to develop new
energy sources will be incredibly demanding. I believe we owe it to the American
people to tell them the truth about the severity of the energy crisis and the
challenge we face in the future to meet our projected energy needs, If we fail
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to level with the American people and we avoid making tough cholces, then we
will be guilty of a breach of public confidence and an abdication of responsibility
that will make us unfit to hold public office. -

Mr, Chairman, I feel we can draw a comparison of the situation.

For some 30 or 40 years we had huge food surpluses in this country. But then
there was a world food shortage. Qur food reserves were virtually wiped out
because of large shipments to needy nations and poor harvests in this country
because of bad weather.

Now we are living off our current food production with no surplus, as is the
rest of the world. The same thing, literally, is happening in energy, except much
worse,

We have been consuming more energy than we produce for about eight years.
‘We have been living off the shelf and recently we learned that the bottle is only
about one-third full, that alt those reserves we thought we had do not exist.

If we had to depend entirely upon our own domestic production of oil, and
continued consuming at our present rate with no growth at all, our known re-
serves would last only 10 years. Even worse, It is now estimated that our un-
discovered reserves of oil would only last another 8 to 21 years.

If we do not recognize the possibility of catastrophe and see that we are simply
sound asleep in the eye of a storm, then someday we are going to look back
on the inaction of this Congress and ask why we failéd fo act.

Statement of Senator Charles McC. Mathias, Jr.

The CrairyMaN. Senator Mathias.

Senator MaTiias, Thank you, Mr. Chairman. To conserve the time
of the committee, I would like unanimous consent to submit my state-
ment in full and to brief it for the committee at this time.

The CrratryMaN. Without objection, agreed.

Senator Marmras. Thank you, Mr. Chairman. Senator Brooke has
described 2 common Ehilosophy with regard to motor gasoline. Senator
Percy has outlined the kind of legislation that this Nation needs to en-
courage the manufacture and purchase of efficient automobiles, With-
out repeating what they have so well stated, I would like to just note
that both of these programs could exist alone, but I think they would

erform better in combination with each other, and I think the same
1s true for the proposal I now make to the committee. I think it will
twork in harmony with the gas tax and with the antomobile efficiency
ax.

On June 16, I introduced S. 1950, which was designed to amend the
Tariff Schedules to impose higher rates of duty on products derived
from petroleum and to distribute the revenue from these duties to the
States that consume the products. At the outset, I would like to state
that S. 1950 bears very little or practically no similarity to the pro-
posals of the President vis-a-vis.the Tariff Schedules, It is also a dif-
ferent approach from H.R. 6860 where a mix of oil tariffs and import
quotas is established.

The President’s program fails, in my judgment, because it raises
tariffs immediately and by so doing it sends shock waves throughout
the entire economy. S. 1950 works 1n a more gradual, and I believe, &
more sensitive fashion by establishing a system of tariffs on imports of
residual fuel, middle distillates, jet fuel, and motor gasoline. The tar-
iffs on residual fuel will be $2 per barrel; on middle distillates and
jet fuel, $l31ﬁ})er barrel; and on motor gasoline, $4 per barrel. This
will be a sufficient incentive to refine at home rather than abroad. Ini-
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tially licenses for the tariff-free importation of middle distillates and
residual fuels will be issued. For middle distillates in 1976, licenses will
be issued for up to 90 percent of 1972 volumes to importers. In suc-
ceeding years, the number of licenses will be reduced so that by 1981,
no licenses will be issued and the tariff will apply to all imports of
middle distillates. T

For residual fuels, the concept is the same but the schedule would
be somewhat changed. I think, Mr. Chairman, members of the com-
mittee, that, by and large, America has failed to comprehend the
nature and the severity of the energy problem, and it has been only
recently that public attention has been at all focused and that any
real attempt to construct a national energy policy has taken place.
Years of inattention, I think, have ill-prepared the Nation to instantly
convert from oil to coal, or to bring on new exotic sources of energy
supply. Since it is impossible to accomplish instant conversion, I think
it is also fruitless and, in fact, harmful to place immediate burdens and
penalties on the American public for not making a conversion.

I think the proper course is not a sudden, radical shift, but constant,
steady progress. One of the questions that arises in fashioning a pro-
gram is, of course, encouragement of domestic refinery expansion, and
the further question arises, how do we insure regional equity ? I think
most members of the Senate have had some acquaintance with that
nroblem. S. 1950 addresses it in a simple, straightforward fashion.
Imports of products over and above volumes covered by tariff-free
licenses are taxed. But revenues, with the exception of motor gasoline,
which is a small part of the picture, will be returned to the States
where the first sale of the product occurred. .

My proposal is different from the quota and tariff system that is out-
lined in H.R. 6860. Briefly stated, I object to relying so heavily on a
quota mechanism because I believe this puts the Government where
it cannot efficiently function, which is squarely in the business of allo-
cating a scarce resource.

I would like to note that at the present time we do not have a long-
range policy for encouraging refinery expansion and discouraging the
import of petroleum product. In the absence of this kind of a policy, I
think we are doubly vulnerable to_supéﬂy interruptions and price in-
creases. Not only is there difficulty and expense of obtaining the raw
material, but there is also the question of where energy will be refined.
Processing can be just as subject to politically motivated stoppages
and cartel Erices as extraction of the raw product.

We all share a very important responsibility to try and get the econ-
omy moving again, and this committee is particularly involved and
concerned, and for this reason I would like to detail very briefly what
America sacrifices by not constructing refineries at home, and that is,
of course, over and above the drainage on monetary reserves.

‘If we are thinking of an oil refinery with a capacity between 300,000
and 400,000 barrels a day, that class of refinery requires 150,000 tons of
steel, 65,000 yards of concrete, 20,000 gallons of paint, $15 million
worth of cablés and equipment, 10 million man-hours of construction,
Going beyond what is actually taking place on the refinery site to the
steel mill where 150,000 tons of steel will be produced, we find that it
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~takes six man-hours for each ton and that each man works approxi-
mately 2,000 man-hours per year, which means that a refinery employs
—_at-least 450 men in a steel mill alone, contributing to the construction
. of the refinery, and that, of course, does not count all of the people who
will be employed at other stages in the processing of the construction
materials. ]
Mr. Chairman, I hope that this committee will report S. 1950 or
- similar measures as a part of any comprehensive energy tax legislatiom.
_If this committee amends H.R. 6860 to include 2 ;})lrogram along the
lines represented by S. 1950, I think America will have taken a great
step forward in providing an energy policy which will serve both the
-consumer and the industry in the years ahead.

I know that I speak on behalf of Senator Brooke and Senator Percy
in thanking the committee for the consideration of the proposals that
we have jointly and severally made to the committee this morning.

Mr. Chairman, I would further ask unanimous consent to include as
-a part of my statement the excerpt from the record of June 16, at which
‘time I introduced S. 1950, and a statement on behalf of Crown Central
Petroleum Co.

The CuairMAaN. Without objection, agreed. —_

- [The materials referred to follow:]

[From the Congressional Record, Monday, June 16, 1975]

By Mr. MATHIAS
8. 1950. A bill to amend the Tariff Schedules of the United States to Impose
higher- rates of duty on products derived from petroleum, to distribute the rev-
.enue from such increased rates of duty to States which consume such products,
and for other purposes, Referred to the Committee on Finance.

PETROLEUM PRODUCTS IMPORT ACT

Mr. MATHIAS, Mr. President—

While the tax plan—referring to floor action in the House of Representa-
tives—was soundly rejected, there was no indication that there was strong sup-
port for any alternative means of conservation that might cause consumers to
clf;z}nge til2el)r habits of consuming fuel. (This quote I8 from the New York Times
of June 12,

The final session of the National Governor’s Conference found the State Execu-
tives still badly divided on their approach to the energy question, They achieved
common- ground only in calling for a vaguely worded “special energy project”
a;u} exp&;g;led conservation efforts, (This quote is from the Washington Post

The people of America know there is an energy problem and I suspect even
Congress knows it, otherwise there would be no reason for the hours of acrimo-
ntous and fruitless debate which have taken place. Our constituents are looking
for leadership. If energy can be likened to fire in a house, then our constituents
are ready just as members of a community to put their neighbors’ fire out. But
leadership is needed. To put out a fire, buckets are required; water must be
found, and most importantly in equating a fire with our energy problem, a line ¢o
pass the water from the well to the fire must be formed. - )

Congress is on its way to earning the scorn of the American people for its total
failure to come to grips with energy. In the months of debate, little positive has
been accomplished and if the future is like the past we will have earned the
contempt of the public,

Congress misses the point in equating energy conservation with a decrease in
the American standard of lving. Conservation need not be realized by decreas-
ing our standard of living, but rather by changing our way of living. With this
thought as a guide for our efforts and a candid approach to national problems,
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the future need not be worse than the past as so many Americans now belleve.

On February 28, 1075, I introduced 8, 897, the Energy Conservation Tax Act
of 1975. This legislation was designed to influence consumer demand for energy.
Specifically, my bill concentrated on reducing America’s consumption of gaso-
line. It would accomplish this goal by levying a gas tax at the pump and a tax
on automoblles which are inefficient. It would also provide for income tax
credits and deductions for energy-saving devices, and loans for those nontaxpay-
ers who purchase energy-saving devices. I stated at that time that this was only
a partial answer and I restate that today. I now introduce further legislation
to complement the approach taken in S, 897. . :

The need for this country to reduce energy consumption cannot be seriously
questioned. In this regard, the need for a comprehensive national program can-
not be overstated. The President has done all in his power to force Congress
to enact such comprehensive legislation. I share his frustration with congres-
sional inaction to date and sympathize with his decision to use the one power
he has to force Congress to Act. Raising import fees for imported petroleum is a
blutlllt ti)nstruxmmt and can only be justified in the short term if nothing else is
available.

As we look at the energy problem, it is evident that there are basically two
ways of achieving meaningful conservation. Federal policy can either influence
demand or supply. Demand for petroleum products is comprised of the individual
choices that end-users make every day of their lives. End-users are constituents.
We are all end-users of energy and if the Government seeks to influence demand,
it seeks to influence each and every one of us; to create pressures that will chan-
nel demand in ways that will serve in the national interest, = o-

Done properly, the results can be beneficial. It is, however, a high risk political
strategy. The Federal Government can, on the other hand, focus on supply. By
doing so the political risks are diminished in the short term as the direct inter-
face between Government and its citizens is lessened. But it is very difficult to
serve the long-term energy needs of this country by concentrating on reducing
supply. This is because the public interest can only be served by a viable and
competitive petroleum industry. While government pressure on consumer demand
can be easily accommodated in a free market, Government pressure on business
to reduce supply cannot be so easily accommodated. Private industry must be
left free to compete in the market and allowed through efficlency of operation
to capture larger and larger shares of the reduced market, .

It Federal policy focuses on supply, energy conservation can be accomplished
in many ways. The Government could tighten the allocation fraction pursuant
to the Emergency Petroleum Allocation Act, or reduce by quota the amount of
oil that can be imported into this country. Sunday closings or odd/even fill-up
days can be mandated. All of these actions conserve, but in a somewhat arbitrary
matter. They all require, particularly if price controls are maintained, regulations

“to set priorities ahd to allocate a resource among competing users.

The end result is to make the already complex oil business even more so and
to create a need for layers of regulations to solve problems created by other regu-
lations. This added complexity serves no good purpose. It does not reward effi-
clency of operation or punish inefficiency as the free market has historically, but
only creates hurdles that a lucky few surmount. The greatest loser is the Amerl-
can consumer who pays the final bill,

In a strictly political sense, concentrating on supply may seem attractive.
Reducing demand brings Government into direct conflict with the wishes of
individual consumers, while reducing supply focuses on large companies, who
are few in number. But I submit that this country is waking up to hidden costs;
that Americans are tired of paying tomorrow for last night’s binge. They would
rather pay the bill now.

In speaking of 8. 897, some months ago, I stated, “It is unlikely that any one
Senator can address in a comprehensive fashion every facet of this vast, com-
plex fleld, but I do intend to introduce further legislation on these and related
subjects. By way of putting this legislation in context, it would be fair to say
that it represents my view that stringent conservation is required and that
much of this conservation must take place in the home. None of these programs—
here referring to 8. 897—deal with priorities we must set as between domestie
and foreign sources. I recognize that a comprehensive program must be enacted in
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this area as well, I intend to introduce legislation shortly which will establish
a system of priorities so that when the gas tax, the residential energy conserving
credit, and the automobile efficiency tax create less of a demand in this country
for petroleum, we can reduce oil imports with a particular emphasis on refined,
imported producta.”

I have now prepared the further legislation to which I alluded earlier. The
bill I introduce today will establish a system of tariffs on imports of residual
fuel, middle distillates, jet fuel, and motor gasoline. The tariff on residual fuel
will be $2; on middle distillates and jet fuel $3, and on motor gasoline $4. Ini-
tially, licenses for the tariff-free imiportation of middle distillates and residual
fuels shall be issued. For middle distillates, in 1976, licenses will be issued for up
to 90 percent of 1972 volumes to importers. In succeeding years, the number of

‘licenses will be reduced so that by 1981, no licenses will be issued and the tariff

will apply to all imports of middle distillates. For residual fuel, the concept is
the same but the schedule is changed so the licenses will be issued for only 80
percent of 1972 volumes. The schedule mandates that licenses be scaled down to
20 percent of 1972 volumes by 1981 and remain at that level thereafter.

For both residual fuels and middle distillates, 10 percent of 1972 volumes is
reserved for discretionary use by the President in consultation with the Federal
Energy Administration. These remaining licenses can be issued on the basis of
extreme hardship and will be issued to importers with unusually low volumes
in 1972 or who have only been in the petroleum importing business since 1972.
This 10 percent figure will not vary as the years go by. .

As to motor gasoline and jet fuel, which are also subject to a tariff in.
crease by my legislation, there will be no duty-free licenses issued. These prod-
ucts constitute only a small amount of the total imports of product and can
easily be replaced by substitutes available domestically.

In the past, attempts to deal with an over-reliance on energy imports has met
with stiff regional opposition. Those regions of the country which are heavily
dependent on imports are reluctant to see national taxes fall heavily on their
geographic area. They realize that only a small fraction of the revenue gener-
ated by such taxes i8 returned to the region from whence it was derived. My
legislation seeks to remedy this situation in an administratively simple fashion by
mandating that tariffs collected on residual fuel and middle distillates be re-
turned to the State treasuries where the first sale occurred. This would not be
true for motor gasoline and jet fuel, which, as I have stated, constitute only
a small portion of total product imports. The net effect of this provision is to en-
sure regional equity through the creation of a system for moving those funds
derived from the tariff back to the locality that had to pay them in the first in-
stance, These funds would be avallable to the States for whatever purposes
seem appropriate.

1 might note that a number of States, including Maryland, are currently dis-

~ tressed over declining gas tax revenues as a result of energy conservation. Many

future State projects are dependent on raising or at least maintaining revenues
from the gas tax. -

My proposal is clearly different from what the President has available to him
and has selzed upon as his energy program. The President’s program raises
tariffs immediately and will send shock waves throughout the economy. There
are no duty-free licenses to be phased out over a period of years. The full $1,
%2, or $3 is felt immediately by all, regardless of their ability to switch from
foreign to domestic sources. There is no regional equity. His program demands
instant conversion to other sources of energy supply. Such conversion is difticult,
if not impossible over such a limited period of time and with domestic energy
resources in short supply. This Nation does not need a shock treatment, but
rather a clear and long-term program. Such a program must recognize the diffi-
culty of instant conversion but decree_conversion over the next 4 or 5 years. It
Inust encourage refinery construction at home, rather than in Europe, the Middle
LEast, or elsewhere, - ‘

According to the monthly Energy Review for April 1975, published by the
Federal Euergy Administration, imports of refined product have ranged over the
last few months from a low of 2 million to a high of 2.5 mildon barrels per day.
Crude oil imports have stayed relatively constant at approximately 4 million
barrels per day. While it would be very nice to Le totally self-reliant in elergy,
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there is no possible way the United States could achieve such a goal. In that
gense,; Project Independence is misleading. What must be achieved is not total
gelf-reliance, but rather the ability to get by in an emergency by relying on
domestie sources, and a favorable balance of trade over the long-term.

The most practical way of accomplishing these two objectives is to concen-
trate on cutting back on foreign, refined product. From a national security stand-
point, foreign, refined product renders the United States doubly vulnerable.
First, the resource is produced in an area where the United States has little:
influence, and where the host government may be hostile to our national interest.
Second, the energy is refined beyond our control and is thus subject to export
restrictions if the host country is also short of energy.

In addition to being subject to discriminatory export taxes and restrictions,
there is a further factor to consider. In the event of a serious shortage in this
country, the Federal Energy Administration can utilize the Emergency Petro-
leum Allocation Act to alter refinery runs so that production of refined product
ot critical fimportance to national security is given a priority over other products
derived from a barrel of oil, This program was implemented with considerable
success during the days of the Arab oil embargo and may be needed in the:
future. Needless to say, it is an alternative that is unavailable in the case of a
foreign refinery,

Our balance of payments is also of concern. The United States is a strong-
exporter. Our balance of paynients would be continually favorable were it not
for the heavy deficit that is caused by petroleum imports. It is one thing to be
forced to purchase a raw material abroad because it is needed, but unavailable
domestically, but it is quite another to pay also for refining that product over-
seas hecause of an unwitlingness to encourage refinery construction at home.
Importing product means exporting dollars not only for the purchase of the raw
material, but also for labor, petroleum additives and other supplies, depreciation,
and capital costs assoclated with the foreign refinery. That is a steep and un-
necessary price to pay for energy consumption in this country.

The Washington Post editorinl of May 28, 1975, entitled “The President and
Ofl Tarifts” focused on just this problem while discussing President Ford's
regent! c}eclslon to raise the tax on imported oil to $2. I quote a portion of that
editorial : :

“The peculiar structure of these tariffs (referring to the President’s $2 import
fee) is also widening the gap between the cost of importing crude oil and the
cost of the refined product. While the tax on the foreign crude is now $2 per
barrel, the tax on product, like fuel oil, {s—in deference to the sensibilities of
New England—only 60 cents per barrel. Although part of our present trouble
arises from a shortage capacity in this country, the present tariff levels offer a
strong incentive to refine the oil abroad before bringing it here,”

I share this concern and was consequently heartened by the Washington Post
calling attention to it. -

The Federal Energy Administration took issue with this paragraph of the Post
editorial in a letter from Frank G. Zarb, Administrator of the Federal Energy
Administration, to the Editor of the Washington Post which appeared in the -
“Letters to the Editor” section of the Post. The letter entitled ‘“‘Domestic vs.
Imported Of1" reads:

In your very perceptive editorial of May 28 entitled “The President and Oil °
Tariff’s,” you said that the President’s imposition of higher fee for imported crude -
oil than for imported refined product creates a ‘“strong incentive to refine the oil
abroad before bringing it here.” Actually, the opposite is true. Under the Presi-
dent’s program, it will be $1.62 per barrel, or almost 4 cents per gallon cheaper -
to import crude oil and refine it in the U.S. than to import.

The equalizing factor is the Federal Energy Administration’s Old Crude Oil
Entitlements Program, designed to spread the burden of the higher-priced im- -
ported and uncontrolled domestic crude oil equally among all refiners and there-
fore among all consumers. .

Under the Entitlements Program, an importer of crude oil receives an entitle-
ment which reduces his cost of buying the crude by about $2.60 per barrel. Even
after he pays the total of $2.21 in fees (the first.-$1 imposed in February, the sec-
ond $1 imposed as of June 1 and a previously existing 21 cents fee), the net cost
reduction from the Entitlements Program is still 39 cents a barrel.

The importer of refined product, however, pays $1.23 In fees (the 60 cents im-
posed June 1, plus & previously existing 63 cents fee). Moreover, refined product :
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importers do not receive any benefit from the Entitlements Program. The $1.23
payment by the refined product importer, added to the 39 cents net benefit to the
crude oil importer, favors the importation of crude oll over refined product by
the $1.62 per barrel, or 4 cents per gallon. <.

This favorable differential is considered sufficient to provide increased incentive
to expand domestlc refinery capacity, while at the same time the overall import
fee schedule decreases our dependence on imports to the maximum extent possible
in the short term,

On its face, the letter makes a strong argument, but closer examination hardly
provides assurance that America has a long-term program for encouraging do-
mestic refluery expansion and discouraging the import of refined product as the
letter's author contends,

There are a number of important factors which Administrator Zarb neglects
in citing the current differential of $1.62 in favor of imported crude over finished
product as a result of entitlements as being a sufficient incentive to encourage
domestic refinery expansion. First and foremost, the entitlements program Is self-
lquidating since it is tied to old ol production and refinery runs and is not re-
Inted to refined product Imports. Just to look at FEA figures shows the self-
liquidating nature of the entitlements program. Old oll production in November
1974 when entitlements started, was in excess of 60 percent of domestic produc-
tion, but has since been reduced to 55 percent by March of 1975. Likewise and as
a result, entitlements distribution for the first month of the program was 41 per-
cent of refinery runs, but for March of 1976, just 4 months later, it was 86 percent
of runs. Congequently, during the life of the entitlements program, both old ofl
production and entitlement distribution has decreased by & percent or 1.25 per-
cent per month. I would note in that regard that each 1 percent redistribution of
old oil reduces the entitlements value by about 7 cents per barrel if the old ofl is
replaced by foreign crude and 8 cents per barrel if it 1s replaced by new, released
or stripper domestic production. Just taking the lower figure of 7 cents per barrel,
the $1.62 per barrel advantage which Administrator Zarb cites in his letter would
be eliminated in 23 months. The question I pose is how does a 28-month self-
liquidating program encourage refinery expansion? Refineries require 2 to 8 years
of construction and have a useful life of over 20 years, The simple answer ig that
a short-term program such as entitlements does little or nothing to encourage re-
finery construction. i -

Another point that Mr, Zarb's letter falled to discuss is what happens when
the President adds additional dollars to import fees on refined product and im-
ported crude. In March of 1975, an entitlement for imported crude was worth
$2.43. From that you must subtract & 21 cents tariff which predates the President’s
recent decislon to add $1, $2, and $3 import fees. This gives youn-a credit on erude
of. $2.22, For product, an importer was initially required to pay an import fee of
63 cents, so in the absence of the President’s recent actlons, there was a $2.88
spread or differential between crude oil and imported product. As the successive

“dollars are added equally to product and crude, the spread diminishes, For the $1

tariff increase, the spread is reduced to $2.04; for $2 it becomes $1.83; and for $3
the spread amounts to only $1.62. I would note, however, that by increasing the
cost of foreign oil, uncontrolled domestic oil will rise and this may maintain
the spread at stightly higher levels than I have forecasted,

The point I am making here is that not only s the entitlements program shrink-
ing away to where it will he nonexistent in 23 months, but its present effect is
::!xl-eat!y’ &iimlnished by the President’'s additional across-the-board increases in

e tariff,

Finally, we must consider what happens if old ofl is decontrolled immediately.
Such action would, of course, promptly end ali meaningtul incentives to refine at
home rather than abroad.

It is also worth while to discuss the relative economie position of foreign versus
domestic reflnerles. Currently, foreign refinerles are running at 55 percent to 60
percent of capicity while our own refineries have been operating at 85 percent
of capacity. Since refinery operations are characterized by high fixed costs, foreign
refinerles now have a strong incentive to cut prices and increase refinery runs to
cut their losses, There are also other reasons to cut prices. The very fact that
refinery runs are low can have a devastating effect on competition between foreign
and domestic refineries. If a refinery run is low, then all product output will be
fairly evenly reduced. This {8 not true, however, of demand for the various prod-
ucts. This ineans that the selling prices of the products in short supply, and thus
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in heavy demand, can and will increase; Refiners can then cut the selling price
on the balance of products produced. Thus, a European refinery is then able to
dump its products on U.8. markets and in large measure overcome even the pres-
ent differentials between foreign and domestic production.

The administration, by means of Mr, Zarb's letter, has asserted the adequacy
of present programs to encourage domestic refinery expansion. I could not dis-
agree more and, in fact, would cite those same programs as the strongest possible
evidence that such encouragement does not exist. The administration and Con-
gress share the blame for this shortcoming and must seek in the days ahead to
enact the necessary laws.

Finally, I would like to detail what this country gives up by not constructing
refineries. I have previously touched upon the balance of payments and national
security arguments for refining at home. I would not like to discuss what our
economy loses when refineries are constructed abroad. Refinery construction can
help put America back to work.

A typleal modern refinery with the capacity of refining between 800,000 and
400,000 barrels a day requires 150,000 tons of steel, 65,000 yards of concrete,
2,000 gallons of paint, $156 million worth of electric cables and equipment, and 10
million man-hours of construction. Going beyond what is actually taking place on
the refinery site to just the steel mill where the 150,000 tons of steel will be
produced, we find that it takes 6 man-hours to produce a ton of steel and that
each man works aproximately 2,000 man-hours per year. This means that a
refinery employs at least 450 men in the steel mill alone for a year. Not counted
are all the people who will be employed converting that raw steel to usable forms
or the ripple effect on local economies of having this sort of construetion take
place, the permanent employment that will be provided in the refinery, and the
increased tax base that will acerue to local communities.

There are many places in the United States which are unsuitable for refinery
construction. A program to expand America’s refinery capacity must be mindful
of the valuable natural and social resources that could be endangered by putting
a refinery in an inappropriate location, but just as there are inappropriate loca-
tlons, there are appropriate ones where refineries are needed to remedy regional
refinery shortages and to provide employment and a strong tax base. Congress
must set about the task of encouraging such refineries, The only interest that will
be adversely affected by such program are those who control idle refinery
capacity in foreign countries but those are hardly interests that the Congress or
the administration is charged with protecting. There s no mystery as to why
refineries are not being constructed in this country and if Senators will take the
trouble to analyze the economics of refinery construction, they will see the great
need for new policies. No businessman would be well advised to gamble on current
economlic conditions. I belleve they would if the Congress would enact the
legislation I propose today. ) -

PETROLEUM PrODUOTS IMPORT AcCT

/ 8. 1060

Be it cnacted by the Senatc and House of Representatives of the United States
of Representatives of the United States of America in Congress assembled, That
(a) the headnotes for schedule 4, part 10, of the Tariff Schedules of the United
States are amended by adding at the end thereof the following new headnote:

“4(a) (1) The President shall establish a program to allocate among importers
the amount of residual fuel oils and middle distillates classifiable under ftems
475.05 and 475.10 respectively which may be entered, or withdrawn from ware-
houses, for consumption free of duty during any calendar year.

“(2) To carry out the provisions of paragraph (1), the President shall issue a
license to each eligible importer for each calendar year which will permit such
importer to enter, or withdraw from warehouse, for consnmption, free of duty,
such amounts, by volume, of residual fuel oils and middle distillates classified
under items 476.05 and 475.10 respectively as are determined by the table in sub-
part 4(b) (1) of the headnotes.

“(3) After consulting the Administrator of the Federal Energy Administration,
the President shall issue licenses for the duty free entry, or withdrawal from
warehouse, for consumption of residual fuel oils and middle distillates, classified
under ftems 457.05 and 475.10 respectively, during any calendar year to any
person who, in the determination of such Administrator, is enduring severe hard-
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products entered, or withdrawn from
ursuant to licenses issued under this
d 10 per cent of the amount, by
or withdrawn from warehouse,

ship. The total amounts, by volume, of such
warehouse, for consumption free of duty p
paragraph for any calendar year may not excee
volume, of such products which were entered,

during calendar year 1972.
“ (4)g For purp{)ses of this subsection, the term ‘eligible importer’ means a

person who imported such products during calendar year 1972,

(b) (1) The amount, by volume, of middle distillates and residual fuel olls
which may be entered or withdrawn from warehouse, for consumption free of
duty shall be a percentage of the total amount, by volume, of such products
entered, or withdrawn from warehouse, for consumption during the calendar year
1972. The applicable percentage for any calendar year shall be determined in

accordance with the following table:

[In percent)
Middle Residual
distillates fuel oils
8 3
2
0 20

2) For purpose of paragraph (1)— ) _
A) the term “Middle Distillates” includes products classifiable under items
05

(
(
475.05 and 475.06, and
(B) the term “Residual ¥uel Olls” includes products classifiable under items

475.10 and 476.11.

(b) Schedule 4, part 10 of such schedules is amended—

(1) by striking out all of that portion of the schedule on page 144 beginning
with the words “Crude petroleum * * *” and ending with the words “* ¢ ¢
without additives.”

—.(2) by adding new item 475.00 to read as follows :

4175.00: Reconstituted crude petroleum and topped crude petroleum, 4.77¢ per
gallon—4.77¢ per gallon,

(8) by striking all of item 475.05 and inserting in lleu thereof the following:

4765.05 : Middle distillate fuel olls (including kerosene) derived from petroleum,
shale, or both, with or without additives, and certified by importer not to be fur-
ther refined, in any ealendar year prior to entry, or withdrawal from warehouse,
for consumption of an amount equal to the applicable percentage for that year,
as determined under headnote 4(b) to this subpart, free—free, ,

475.08 : Other middle distillate fuel oils, 7.14¢ per gallon—7.14¢ per gallon.

(4) by striking all of item 475.10 and inserting in lieu thereof the following:

475.10 ;: Residual fuel olls derived from petroleum, shale, or both, with or with-
out additives, and certified by importer not to be further refined, in any calendar
year prior to entry, or withdrawal from warehouse, for consumption of an amount
equal to the applicable percentage for that year, as determined under headnote
4(b) to this subpart, free—free.

475.11 : Other residual fuel oils, 4.77¢ per gallon—4.77¢ per gallon.

(8) by striking all of item 475.25 and inserting in Heu thereof the following:

475.25 : Motor fuel, jet fuel, 7.14¢ per gallon—7.14¢ per gallon,

475.26 : Others, 9.52¢ per gallon—9.52¢ per gallon.

%6) by striking all of item 475.80. ’

7) by striking out “0.25¢ per gal” and “0.5¢. per gal” in rate columns
numbetxiedl1 and 2 of item 475.35 and inserting in-lieu thereof “7.14¢ per gal.”’,
respectively,

(8) by striking out “0.2¢ per gal.” and “0.5¢ per gal.” in rate eolumns num-
bered t]f alr;d £ of item 475.40 and inserting in lieu thereof ““7.14¢ per gal.”,
respectively,

(9) by striking out “2¢ per gal.” and ‘“4¢ per gal.” in rate columns numbered 1
::g 2 of item 47548 and inserting in lleu thereof “7.14¢ per gal.”, respectively,

56-583—75—pt, 2—3
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(10) by striking out “0.25¢ per gal.” and “0.5¢ per gal.” in rate columns num-
bered 1 and 2 of item 475.65 and inserting in lieu thereof “7.14¢ per gal.", respec-
tively. .-

8eo0. 2 (a) The Secretar{ of the Treasury shall pay to the Government of
each State an amount equal to the total amount of duties collected on products
classifiable under items 475.06, and 475.11 of the Tariff Schedules of the United
States which are first sold in such State, as determined under subsection (b).

(b) tor Purposes of subsection (a), a product shall be considered to be first sold
in a State if the domicile of the first person who purchases such product from the
importer thereof is in such State or, in the case of an importer who is the final
consumer of such product, the domicile of such importer, Each importer of such
products shall report to the Administrator of the Federal Energy Administra-
tion, in such form, manner, and at such time as the Administrator prescribes by
regulations, the identity of each person to whom such importer sells such products.
The Administrator of the Federal Energy Administration shall report the amount
olt such products sold in each State to the Secretary of the Treasury from time to
t me. -
(¢) There are authorized to be appropriated to the Secretary of the Treasury an
amount equal to the amount of duties collected on such products during each
calendar year for the purpose of carrying out the provisions of this section,

{(d) For purposes of this sectlon, the term ‘State’ includes each State of the
United States, the District of Columbia, and the Commonwealth of Puerto Rico.

Seu. 8. (1) The amendments made by the first section of this Act shall apply
with respect to articles entered, or-withdrawn from warehouse, for consumption
after December 81, 1875.

(2) The rates of duty prescribed in rate columns numbered 1 of the Tariff
Schedules of the United States, as amended by this Act, shall be considered to
have been proclaimed by the President as being required or appropriate to carry
out trade agreenients to which the United States is a party, not as statutory pro-
visions enacted by Congress.

STATEMENT OF CROWN CENTRAL PETROLEUM CORPORATION

Crown Central Petroleum Corporation is a Maryland corporation with its
executive and principal offices in Baltimore. In terms usually used in the petro-
leum industry, Crown is described as an independent refiner-marketer: Crown
presently has one refinery located just outside of Houston, Texas, with a current
certified rated crude charge capacity of 100,000 barrels per day; it markets
petroleum products in thirteen states along the coast from Connecticut to Texas.

Crown is pleased to have this opportunity to present its view with respect
to the reasons why it urges the pasage of the Petroleum Products Import Act,
which was introduced as S. 1950 on June 16 by Maryland’s senior Senator
Charles McC. Mathias.

The need for this nation to develop a comprehensive and workable national
energy policy is something with which the Congress and this Committee are
intimately familiar. The present direction of the national energy policies of
the United States tends to prolong a whole litany of potentially disastrous con-
sequences. All of these problems were eloguently spelled out by Senator Mathias
in the remarks which accompanied his introduction of 8. 1950 on June 16: the
threat to national security posed by our reliance on foreign nations for the
supply of an inordinately large percentage of our energy needs; the prospect
of a national economy which is dependent to any degree on the whims of foreign
governments; the need to develop ecologically compatible alternative sources
of new domestic energy, including coal reserves, nuclear energy and geothermal
energy, as well as traditional petroleum-based sonrces; and, not least, the need
to maintain and to improve our natlon’s standard of living while insuring ade-
quate energy resources to meet the demands of both individual and industrial
users. ’ -

Crown believes that 8. 1050 is an obvious and intelligent solution to the problem
of how to foster and encourage the construction of new domestic refining facili-
ties located in appropriate areas of the nation.

At the present time the total United States demand for pertoleum products
is estimated at 8 million barrels per day in excess of exIsting refining eapacity. A
substantial part of this shortfall consists of residual fuel imported {nto North-
eastern and Mid-Atlantic states. While some part of this shortfall can be elimi-
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nated by encouraging facllities which use resldual fuel to convert to coal burning

operations, it is almoast certain that there will be an increase in demand for
other more sophisticated products, This demand for additional petroleum-based
products will substantially escalate as the economy continues to move out of
the current recession and into a period of controlled expansion ; as this happens,
it will become even more imperative that we possess the domestic refining ca-
pacity to enable us to end the threat to national security and national economy
which foreign domination presently poses.

In Crown’s opinlon, domestic refining capacity should be able to produce at
least 90% of the demand for products. Crude processing equipment in this
country should therefore be increased 2 to 3 million barrels per day. The need for
additional refinery capacity was recognized in President Ford's State of the
Union speech when he told the Congres and the Nation of our need for the con-
struction of 30 major new oil refineries in the United States by 1985.

Since 1971 Crown has been actively planning for the location and construction
of a $400 million to $500 million refinery in Baltimore City. As now planned,
the Crown project would be located on 500 acres of land adjacent to the Balti-
more Harbor, and would be capable of refining up to 200,000 barrels of crude
petroleum each day. By directing its output primarily toward providing substi-
tute natural gas for reglonal domestic and industrial users and providing low
sulfur fuel for consumption by area utilities, our plant will go a very long way
towarad insuring an adequate supply of energy for this area. Parenthetleally, it
should be noted that this emphasis on substitute natural gas and low sulfur fuels
to serve Maryland and the region is somewhat less economical than a plant
whose major thrust would be the production of gasoline, but this is a choice which
we have knowlingly made.

Construction of the refinery will last an estimated two to three years and will
employ up to 2,000 construction workers at peak construction periods; when
completed, the refinery wil} employ some 300 full-time employees. The Crown
project will also increase the taxable base of the City and strengthen the entire
Middle Atlantic area by virtue of the flitering down economic effects which a
plant of this magnitude will have, This filtering effect is comprised of two ele-
ments. First, the construction of a new energy source complex will gunarantee the
availability of energy, and this will spur the development of other industries
that can not now be built because of the current shortage of industrial energy
and the uncertainty of future supply of industrial energy. Secondly, the construc-
tion of refineries itself will act as a trendendous immediate boost to the economy
of the region where the plant is built: construction of a 200,000 barrel per day
refinery will require steel for structures, tanks, valves and other equipment re-
quiring 900,000 man-hours for-production at the mill. An even greater number
of man-hours are required for the conversion of this raw steel into compressors,
reactors, valves and other equipment, In addition equally large quantities of
concrete, paint, electric cable and equipment must be manufactured and delivered
to the construction site, Obvious immediate and long term economic benefits will
flow from even a few refinery projects of this size.

- We would be less than candid, however, if we did not report that our enthusi-
asm for the new Crown refinery is tempered by our very real concern over the
complete absence of any national policy to create a favorable economic climate
for new refineries. Decisions with respect to the construction of additional domes-
tic refining capacity are primarily dependent upon the existence of a reasoned
national energy poticy which will continue in effect for a sufficient length of time
to make these refineries economically viable. Both the total quantity of capacity
to be provided for and the particular types of equipment to be constructed are
entirely dependent on the establishment of a consistent long term policy.

It anything, however, the present nattonal policy, or lack therenf, actively
discourages new domestic refinery construction. By allowing finished petroleum
products to be imported from foreign sources at a lower tariff and supplemental
fee rate than is imposed on the importation of crude oil, the United States is sub-
sidizing forelgn refineries at the expense of domestic refineries. Crown and other
potential new refiners must question the wisdom of investing billions of dollar« in
domestic refineries, swhen the cost to import~the- necessary crude oil i3 higher
than the cost to import readily marketable products which have already been
refined abroad. ‘

Unless there {8 a change in the present tarlff structure, coupled with a con-
current elimination of the system of supplemental fees now imposed on crude,



Y ¥

Pl

ad

#*
[

A

520

crude oil which should be processed by domestic refineries will be processed in
existing foreign refineries currently having excess capacity and in new or planned
foreign refinerles. As refineries are expanded and constructed in foreign countries,
their export emphasis will of necessity be on finished products rather than crude
oll, This natien will then by default subject itself to artifically created shortages
and exorbitant prices. These higher prices that we pay to import finished products
will even more substantially contribute to unfavorable balance of payments than
would the importation of foreign crude oil. The only way to counter this result is
to make foreign finished products non-competitive with American products. Ac-
cess to the American energy market by foreign producers and/or processors would
be structured in a manner to encourage sales of crude oil into and capital partici-
pation in processing facilities within Continental United States.

Additionally, the higher prices will become even more so when one considers
the loss of domestic investment in capital construction, operating expenses and
employment benefits which we will be exporting abroad.

Domestic refining capacity clearly and undeniably must be expanded. Such
expansion, however, will occur only if it is enouraged by the adoption of govern-
mental actions which affirmatively support this expansion, S, 1950, along with
a complete removal of the crude supplemental fee schedule, would provide an
absolutely essential element of such governmental support. This would completely
remove all tariffs on the importation of crude oil and result in an increase in the " -
tariffs on finished products. With a long term commitment to this program, it
would be much more economically feasible for a company like Crown.-to make
the huge investment required for a new refinery. Additional refinery construction
by other companies would likewise be encouraged and this country would be on
the road to enjoying adequate domestic refinery capacity. With adequate domestic
refining capacity, the United States will be in a position to resist the high prices
which OPEC nations are currently charging for crude oil and will, in fact, be
able to exert a downward pressure on these prices? We will be able to do this
because we will have the refining capacity to allow us to import and refine crude
oil from all areas of the world.

It is also important to note that our natifonal security is better protected by
the existence of domestic refineries capable of changing to alternate crude sup-
plies if an existing crude supply is curtailed by embargo or by other means.

One has to start with the cost of the raw product. Senator Mathias’ Petroleum
Products Import Act does just that. Without this kind of basic legislation, Amer-
ica will continue in a no-growth posture toward refining capacity. If we do con-
tine this posture, all of the other proposed solutions and ideas will eventually
reveal themselves to have been built on sand. We need the refining capacity, but
we also need the incentive and encouragement to make new refinery construction
economically feasible.

S. 1950, as an amendment to H.R. 6860 which is presently before you, is the
first essential step. Combined with the immediate elimination of the present crude
supplemental fee schedule, the passage of this Bill will enable the United States
to move forward to a position of strength., Future legislation must also consider
a national policy directed toward providing the financial incentives which will
encourage construction of domestic refineries with a specific output capacity
which is in the best interests of the United States—refineries designead to produce
maximum quantities of products in short supply such as substitute natural gas,
residual fuel and middie distillates rather than maximizing gasoline production.
Such a national policy of financial incentives could include the granting of invest-
ment tax credits for certain kinds of refinery construction; the provision_of
accelerated depreciation on certain refinery equipment; and the guaranteed avail-
ability of refinery construction and operation money. These are all proper areas
of future concern for this committee. S, 1950, however, is now under your imme-
diate consideration as an amendment to H.R. 6860, It is vitally necessary to the
well-being of this country that the Petroleum Products Import Act be adopted.
Crown Central Petroleum Corporation urges your consideration and passage of

this bill. Thank you.
The CaArMAN. Senator Packwood. )
Senator Packwoop. Mac, if we lean so heavily on line tax, where

is the incentive to conserve oil in industrial use, in home heating, and
other uses of petroleum$
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Senator Maruias., You are referring now primarily to Senator
Brooke’s proposal ?

Senator Packwoop. Except, as I read it, you are all in favor of a
relatively high gasoline tax.

Senator MaTH1as, Yes; we all, each one of us, is supportive of the
whole package that we presented here today. Of course, we feel that
the primary target for conservation lies in the gasoline area, and you
are going to have economic incentives which would be helpful to con-
servation in the industrial and home heating areas regardless of what
anybody does. One incentive which will be very important is simply
the fact that it is going to cost so much more.

Senator Packwoop. Let me ask you what you think of this pro-
posal, because I will go along with your gas-guzzling tax, but I think
you ought to combine an import duty of some kind—I would much
prefer that to the quotas—with a gasoline tax.

_ Senator Marri1as, That is just what I have proposed.

Senator Packwoop. OK.

S;nator MaTH1as. A higher import on any refined product than on
crude.

Senator Packwoop, As I read your statement you are phasing out
the differences in what year?

Senator Marn1as. Well, it is a scaled-down program, and the state-
ment, I think, sets forth the schedule, but what we do is increase the
tax on any refined product so as to favor crude oil, which can be im-
ported at a lower cost. Tariff-free licenses are phased out over a pe-
riod of years.

Senator Packwoob. So, you do not have any philosophical objection
to taxing incoming crude and incoming gasoline? You are not making
the argument we should not tax heating oil any more because people
cannot turn their thermostats down ¢

Senator MatHias.- This committee accomplishes national policies
by using economic levers-as it.has done for the last 200 years, and we
perceive it to be a national policy that we ought to encourage con-
servation, which we can do by a gasoline tax and by the gas-guzzling
tax, and that we can encourage a degree of national self-sufficiency
as far as refinery capacity is concerned by having a lower import tax
on crude than on refined products, and that would be the purpose of the
legislation.

Senator Packwoop. I have no further questions.

The CuarryMaN. Senator Haskell,

Senator HaskrerL. Thank you, Mr, Chairman. I think that certainly
your proposal deserves very serious consideration—that we put im-
port duties on processed products that come in—but it occurs to me
that if this happens it raises the price of that product and then what
is to prevent the domestic product from raising to the same level ?

Senator Maruras. Well, 1t raises the price of the imported product.
It gives a competitive advantage to your domestic producer, and, in
fact, that, of course, is the purpose of it, to strengthen the capacity of
your domestic industry to produce the refined product and to compete
so that you can have a stable economy. For many reasons, national
security among them, the conceqt of a strong industry here is attrac-
tive—and I think economically then they are prepared to compete with
products from the world market.

-
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Senator HaskEerL. I guess maybe it is just a difference of viewpoint.
But historically, historically in the last 18 months, if that can be his-
tory, the domestic product. has come up to the OPEC level. I am just
concerned, Senator, that if we put a tariff on refined products coming
in which may well be worthy, I assume that the whole thing raises to
that level. I could be very, very wrong.

- Senator Mariias. Let me suggest that, of course, we are providing
that the crude comes in at a lower import quota which gives a lower
raw material base on which the domestic refineries can operate. As you
know, the President has proposed a cap on domestic. Perhaps, this is
an area where this committee, in particular, and the Congress, in gen-
eral, should enter into some negotiation with the Ixecutive and find
out what would be a reasonable area of operating. It could be solution
to the problem you seec.

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

The Cirairman. T notice the following in Senator Brooke’s state-
ment : “The New England households have answered the call of con-
servation by cutting back nearly 20 percent on home heating oil.”
Now, if everybody cut back that much on their use of energy for home
heating, that would almost solve the energy crisis in ami, of itself.
That would be a far greater achievement than we have the prospect
of doing anytime soon. I do not have the figures, If Senator Brooke
were here, I think that I will ask that he provide this answer. How
much has the price of home heating oil gone up for New England
since this energy crisis hit? Does anyone have any estimate of that?

[Senator Brooke subsequently submitted the following letter for
the record:] :

U.S. SENATE,
Washington, D.C., July 25, 1975.
Hon. RusseLL B. LoNg,

Chairman, Senate Finance Committee,
U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN : In response to your question following my testimony
before your Committee on Tuesday, July 15, I would like to submit the following
findings about New England fuel consumption for use in vour hearings records.

The New England Fuel Institute, which represents independent ofl distributors,
conducted a survey under Federal Energy Administration auspices during the
1973-1974 heating season. They statistically sampled thelr customers in order to
get a sample population of residential users representing a little more than 10%
of all thelr customers. These households were then studied to monitor their heat-
ing fuel consumption patterns. During that first winter when the oil embargo was
in effect, these customers’ heating fuel use averaged 14.29% lower than over the
previous three years. (I understand a base period figure was computed using some
weighted average of the previous three years’ consumption.) In the 1974-1975
heating season, the NEFI conducted a similar but smaller survey on its own,
that is, withont FEA funding. They found that in that year, consumption of No. 2
home heating oil averaged 20.49 less than in the base period previously defined.

NEFI also surveyed industrial ofl customers in a more informal way. They
sampled their largest customers by telephone regularly during both the 1973-1974
and the 1974-19756 heating seasons. On the basis of the information thus ob-
tained, they estimate industrial customers on the whole cut their consumption by
169 over those two years. However, almost all these savings were made by com-
mercial establishments, multi-family apartments, and publie buildings like
schools. Unfortunately, very little of it can be attributed to Industrial conserva.
tion programs,

~
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The prices of No. 2 heating oil and No. 6 heating ofl in Boston in each of those
seasons were, respectively, as follows:

March 1973 March 1974 March 1975

R 2 153 e

I think it is important not to attribute all of the conservation effort to the
effect of high price. Quite honestly, the 1974-1975 season was relatively mild in
New England, which might account for the continuing increase in conservation.
Nevertheless, this pattern seems to indicate three things to me that I hope the
Committee will consider. First of all, the price does have some effect on con-
sumption. Second, once the public is informed and convinced of the existence of a
serlous fuel erisis, citizens will respond responsibly. This should encourage the
Congress to be forthright with the public about the seriousness of our depend-
ence on imported oils. Finally, although no doubt, households in our region were
wasting some heating oil before the embargo made it clear to everyone how
dangerous it is to do so, they have made substantial sacrifices. I submit that
families in other parts of the country can and will do as well, but that the
dificulties New Englanders are facing should not, through Congressional action,
be multiplied until they become genuine hardships,

Once more, I appreciate the opportunity I had to appear before your Com-
mittee and to submit these additional views as well.

Sincerely,

EpwARD W. BROOKE.

The CrairyaN. That information is important for many reasons,
and one of the reasons it is important is in my part of the country I
do not think people have cut back very much. In some areas the cost
of natural gas has gone up. On new contracts it has gone up, but that
is averaged in with these old contracts, and it has been only relatively
modest Increase in heating their homes with gas and the cost has not
gone up. Furthermore, gas, I believe, is priced like electricity—the first
units come high, the last units come cheap, so that if you save by
turning down the thermostat, what you save is the cheap gas.

Senator Marrnas. I would suggest to the chairman we are near the
end of that road.

The Crzarman. It seems to me that we will have to terminate at
some point. Now here we are with a program where we have a rate
policy that encourages people to waste energy, waste electricity, and
waste natural gas, and there has been no change in our policy at all.
Practically every State regulatory body in America are pursuing
policies which encourage people to waste energy, and that does not
make a lot of sense at a time when we are trying to get the genie back
in the bottle. It seems to me we ought to require them to restructure
those rates so that it encourages economy, rather than encouraging
waste, The way you do that is simply to say that instead of the first
units coming very high and the last units coming very cheaply, you
do it just the other way around. _

Senator MarHias. I have suggested exactly that same thing,

The Cuairman. Well, the president of a pipeline company was the
one that suggested that to me. To him, if you want to economize, the
first thing you ought to do is to change your rate structure so that you
are no longer encouraging people to waste the product. If you reversed
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it, then instead of someone advertising that if you put insulation in

the attic you would save $150 a year, he would advertise they would
save $300 a year. If we would then couple that with a feasible way,
a very simple, easy way that somebody could finance the insulation,
storm windows, things of that sort, we would make some real progress.
I regret to say this,-but in my gp,rt of the country, there are people
still just going right ahead building homes without any insulation at
all, with air-conditioning runnin hours a day—the thing just never

quite gets cool enough to where the air-conditioner never shuts off. So,

without any insulation, they are just wasting energy left and right.

he energy is being wasted that should be save
* We ought to t.rg to change that around so they could not afford to
waste it ; it would cost too much to waste it. ] ] _

Senator Marmzas. Mr. Chairman, I do Tivt think there is anything
unique about the great State you reRresex}t because, that is why I said
it in my statement, that I think America by and large has failed
to comprehend the nature and severity of the energg problem. I do
not think that we, perhaps all of us have failed, and by all of us I.do
not just mean people in the Congress, I mean people in the Federal
Government who are charged with an oversight of this problem. We
have not gotten it across to the American people, that this is a per-
sistent, long-range problem. It is going to be with us for a long, long
time. It is going to affect the fiber of America, and we keep telling them
we are going to have Project Independence, we are going to have this,
we are going to have that, and this kind of.ng..Or else, they read in
the newspapers that somebody has found oil in the Bay of Naples or
under the walls of Jerusalem—you see, they say we do not have to
worrfr any more. They do not understand that is only a finite supply
of oil, whatever it is, whether it is large or small, there is an end to
it someday, and that the end is within siF it

But, more than that, there is a worldwide competition for energy
of a sort that has never been before and that should not be an occa-
sion for us to just give up and fold up. But, I think this should
activate .peoi)le to really hustle, and whether that hustling involves
putting insulation in your attic, or whether it involves more efficient
operation of your factory ; but people are not going to hustle unless the
need to do it is really spelled out. I would say that we have failed
mlserabéy in spelling that need out.

The Cuarrman. Well, Senator, the way the Federal Government
has handled this problem up until now, and I am talking about be-
tween the Executive and the Congress, and I think that we must bear
our share of the blame. I suspect mayi)e that Congress might be even
more to blame than the Executive, but somebody is to blame.

Senator Matnias, There is plenty of blame to go around.

The Cratrman. That is right. There is plenty of blame for every-
body to share. It reminds me very much of a story my father used to
tell about the deficit in the Winfield Baptist Church. The preacher
called an emergency meeting of the board of deacons and the meeting
was such a failure that he called a followup emergency meeting for the
following night. He appointed the member who was the drugggst from
across the street to prepare the lemonade for the meeting; and the
druggist, working away at his business, was so distracted he got the
bottles confused, and some how he got his distilled_water mixed up



525

- with the grain alcohol, so that when the board of deacons met, it was
all very dismal at first; but after a while, one fellow went back to the
punch bowl], and came back and said the situation was not as desperate -
as the other people thought. In fact, the more he thought about 1t, the
more optimistic he was. He could see a possibility of paying the deficit.

g Some other fellow went out and came back and he said fellows, not

“w=  only can we pay the deficit, we can pay it off within a year. Mean-
while, the fellow who was chairman of the board of deacons went out
and visited the punch bowl for a few minutes, and he said, hell, fel-

—==—lows, there ain’t no deficit at all. -

Now, that is the impression the American people are getting from
the performance of their representatives up here in Washington, First
we start out with President Nixon in there. A great emergency—he
said we were going to have a Project Independence with a 7-year
target; in 7 years “we would have Project Independence. Now, we

. have had 2 years-to work at it. Now President Ford has his Project
Independence, which means that we will be independent 10 years
from now. So, it has taken us 2 years to lose 8 years’ ground.

Senator Martrras. I think the phrase Project Independenca is a slur
on American history. It is ridiculous. It is not going to happen. -

The CaarMan. We have taken 2 years to lose 3 years’ ground. And
now, everything that President Ford is proposing, which he thinks
would move us toward independence is being turned down by the
Congress. With the Congress sending out bills, it would try to su gest
that there is some easg way out, that we do not have to do anything,

~ that there is plenty of energy around here,

. Now, when those Arabs hit us with another boycott, we are going
to be in worse shape than we were the time before, and at that time
people are going to want to know what have these fellows up here

e been doing to earn their pa({.

Senator MaTrras. You do not even have to wait for that, Mr. Chair-
man. Just look at what has happened in the world. You have millions
and millions of people in the world for whom the only energy avail-
able in years gone by was a cup of olive oil with a wick in it. Those
people now have one light bulb in their houses, or they have got a
motor scooter, or they have some kind of petroleum-consuming device
that represents about a 10,000-percent increase in their family con-
sumption of energy over thatcup of olive oil with a wick in i,

Now, this makes energy a much more competitive product than it
has ever been in the history of the world. I am not talking about
something which is different from 10 years ago, or 20 years ago. This
is different from the beginning of time, and this is the kind of concept
that I think the American people need to get as to what is the nature
of this problem. * -

Mr. Chairman, we have here—are you going to call your other
witnesses this morning? ‘

The CramrMan. We will, but it will have to be later on this
afternoon. :

Senator Marturas. I would like, if T could, at this time, just to say
a word about the mayor of Baltimore who is on your witness list, the
very distinguished mayor of Baltimore, William Donald Shaefer, and__
I think he will be helpful to the committee in some of the areas the

-—-~chairman has just brought up.

w
[y
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The city of Baltimore, which depended industrially on natural
gas, now finds that it is threatened with a very serious deficiency of
natural gas. The mayor has involved himself very deeply in this
froblem, in the social and economic consequences of 1t to the city, and

recommend him to the committee because he is a very thougiltful
and valuable public servant, and I know his testimony will add to
your considerations.

[The prepared statement of Senator Mathias follows:]

TESTIMONY OF SENATOR CHARLES McC. MATHIAS

Mr. Chairman, and members of-the Committee, I want to thank you for the
opportunity to appear this morning as this Committee considers H.R. 6860,
passed by the House of Representatives on June 24, 1975. It is also a great
privilege and a pleasure to join with my colleagues, Senators Brooke and Percy,
to discuss some common principles we share on energy matters.

Senator Brooke has described a common philosophy with regard to motor
gasoline. Senator Percy has outlined the kind of legislation that this nation
needs to encourage the manufacture and purchase of efficlent automobiles, With-
out repeating what my colleagues have so well stated, I would ke to just note
that both of these programs could exist alone, but that they will surely perform
more efficiently in combination. The same is true for the proposal that I now
make to this Committee. It will work in harmony with the gas tax and the
auto efficiency tax.

I introduced on June 18, 1975, 8. 1950, which was designed to amend the Tariff
Schedules to impose higher rates of duty on products derived from petroleum
and to distribute the revenue from such duties to states which consume these
products, At the outset, I would like to state to this Committee that S, 1950
bears little or no similarity to what the President has proposed vis a vis the
Tariff Schedules, It is also a different approach than that taken in H.R. 6860
where a mix of oil tariffs and import quotas is established.

The President’s program fails because it ratses tariffs immediately and by
so doing it sends shock waves throughout the economy. 8. 1950 works in a more
gradual and sensitive fashion; it will establish a system of tariffs on imports
of residual fuel, middle distillates, jet fuel, and motor gasolines. The tariff on
residual fuel will be $2 per barrel; on middle distillates and jet fuel, $3 per
barrel; and on motor gasoline, $4 per barrel. This will be a sufficient incentive
to refine at home rather than abroad. Initially licenses for the tariff-free im-
portation of middle distillates and residual fuels will be issued. For middle
distillates, in 1976, licenses will be issued for up to 909 of 1972 volumes to
importers. In succeeding years, the number of licenses will be reduced so that
by 1981, no licenses will be issued and the tariff will apply to all imports of
middle distillates.

For residual fuel, the concept 1s the same but the schedule is changed so that
the licenses will be issued for only 809 of 1972 volumes. The schedule mandates
that licenses be scaled down to 20% of 1972 volumes by 1981 and remain at that
level thereafter.

America, by and large, has failed to comprehend the nature and severity of our
energy problem., It has only been recently that public attention has been at all
focused anad that any real attempt to construect-a national energy policy has taken
place. Years of inattention and inaction have ill prepared this nation to instantly
convert from oil to coal or to bring on new exotic sources of energy supply. Since
it is impossible to accomplish instant conversion, it is also fruitless and in fact
harmful to place immediate burdens and penalties on the American public for
not making a conversion.

The proper course for this country to follow should not be marked by sudden,
radical shifts of policy, but rather by constant and steady progress. What we need
is a program that carefully gauges the time and capital that will be needed to
change from a major reliance on foreign energy sources to an economy that can
sustain itself for considerable periods of time on domestic supplies: to an econ-
omy that will once again have an acceptable balance of trade. 8.1950 charts tliis
course. The sudden impact of raising tariffs is virtually eliminated by issuing
tariff-free licenses but at the same time, the long-term policy is clear. I would
expect domestic refinery expansion to go forward as the licenses are phased out.
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By the time the tariff applies to all products, there should be sufficient reflnery
capacity in this country to replace foreign product with domestic product. Put
another way, we will have encouraged the conversion we want in the shortest
possible time without causing unnecessary and unavoidable hardship to indi-
viduals or to regions of the country.

The next question that arises in fashioning a program to encourage domestic
refinery expansion by discouraging imported products through a taxing system is
how do we ensure regional equity. All Senators are familiar with the regional
problems that have been fostered by price controls, the Allocation Act and par-
ticularly the Entitlements Program, As government interferes in the market
place in one way or another, there is the distinct possibility that such interfer-
ence will exacerbate regional disparities of cost or supply or both, 8. 1950 ad-
dresses this problem in a relatively simple, straightforward fashion. Imports-of
product over and beyond volumes covered by tariff-free licenses are, of course,
taxed. But the revenues, with the exception of motor gasoline, which is a very
small part of the picture, will be returned to the states where the first sale of
the product occurred. I understand and sympathize with the regional opposition
that has occurred in the past. Regions of the country which are heavily dependent
upon imports are reluctant to see national taxes directed at their dependency.

They realize that only a small fraction of the revenue generated by such taxes .

is returned to the region from whence it was derived. S. 1950 solves that problem
by simply directing the revenue to the State treasury where the first sale oc-
curred. This will mean a new and important financial resource for hard-pressed
state and local governments, .

My proposal is different from the quota and tariff system that is outlined in
H.R. 6860. I do not want to extend my remarks unnecessarily on this subject be-
cause I am certain that many well-qualified individuals will testify to the merits
and demerits of this provision in H.R. 6860. Briefly stated, I object to relying
50 heavily on a quota mechanism to bring America’s energy picture into proper
balance. Reduction by quota means concentration on the supply side of the equa-
tion and doing nothing to reduce demand for various petroleum products. Such
a policy dictates that some sort of allocation and price control program will be
necessary to spread the shortfall and prevent windfall profits. This will put the
government where it cannot efficiently function; squarely in the business of
allocating a scarce resource.

I also raise the question with this Committee whether the House version con-
tains a meaningful quota system. The base volumes for each year are quite high
and the President will be given authority to increase volumes substantially. Such
a quota system is more shadow than substance. We are convinced that there are
more responsive ways to limit our reliance on foreign energy sources. A tariff
system, if it is structured properly and includes a rebate, will do the job.

The House bill alse establishes in place of existing license fees a new ad
valorem tariff of 29% for crude ofl (about 21¢) and 6% for petroleum product

“(about 60¢). The President is given power to raise these tariffs to 10% or $1.00,

whichever is higher. I believe we have enough data at this point to conclude
that this program is insufficient. These tariffs are very close to those that were
enacted in 1973 to discourage the import of $2 and $3 oll. We are living in a
different world now and I hope that the Senate will show some sensitivity to our
changed condition,

There is a further aspect to the House provision that {s even more troubling.
Residual and home heating oil are subject to a 5% cap for two years. In other
words, the House provisions favor product over crude. There surely are better
ways to deal with the regional dependancy problem, and I happen to think that

I have proposed a better way to this Committee this morning.

I know that the Committee’s time is short and that the burden is great in try-
Ing to report comprehensive energy tax legislation to the full Senate in an expedi-
tious fashion, and so I would like at this point to include in the Committee
Record my full statement upon the introduction of S. 1950,

I would like to conclude this morning by emphasizing that we do.not at the
present time have a long-term policy for encouraging refinery expansion in this
country and discouraging the import of petroleum product. In the absence of this
long-term policy, we are doubly vulnerable to supply interruptions and price
increases. Not only is there the difficulty and expense of obtaining the raw mate-
rial, but there is also the question of where energy will be refined. Processing can
be just as subject to politically motivated stoppages and cartel price as extraction.

We all share a very important resoonsibility to try and get our economy moving
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again, This Committee is-particularly involved and concerned and for this reason
I would like to detail what Amerlca sacrifices by not constructing refineries at
home, First, we drain our monetary reserves, not only for the raw material, but
also for factlities and labor abroad. It is one thing to have to import a raw mate-
rial when it is unavailable at home, but in great demand. It is quite another to
forego processing facilities and opt for their construction in Europe, the Middle
East, or the Carribean, simply for lack of a national policy to encourage domestic
construction,

I am sure that members of this Committee would also be interested in a brief
summary of the type of investment that is represented by an oil refinery with a
capacity of between 300,000 and 400,000 barrels per day. Such a reflnery requires
150,000 tons of steel, 65,000 yards of concrete, 20,000 gallons of paint, $15 million
worth of cables and equipment, and 10 million man-hours of construction. Going
beyond what is actually taking place on the refinery site to just the steel mill
where the 150,000 tons of steel will be produced, we find that it takes 6 man-hours
to produce a ton of steel and that each man works approximately 2,000 man-hours
per year. This means that a refinery employs at least 450 men in a steel mill alone
for a yerv. Not counted are all the people who will be employed converting that
raw steel to usable forms or the ripple effect on local economies of having this
sort of construction and activity take place, the permanent employment that wilt
be provided in the refinery, and the increased tax base that will accrue to local
communities,

I very much hope that this Committee will report 8. 1950 or a similar measure
as a part of any comprehensive energy tax legislation, If this Committee amends
H.R, 6860 to include a program along the lines represented by S. 1950, Amerlca
will have taken a great step forward in providing a national energy policy
w;lhicg will serve both the consumer and the businessman well in the years
ahead.

I know I speak on behalf of my two colleagues in expressing our thanks for
your attention to and consideration of our proposals, We are firmly convinced that
America must change its way of living. With the proper legislation we can change
without lowering our standard of living. The future need not be worse than the
past as I am afraid so many belleve.

The CraraaN. I certainly look forward to hearing Mayor Schaefer
testify, and we will meet for that purpose at 2 :30 this afternoon, Thank
you very much. .

[Whereupon, at 12 :45 o’clock p.m., the committee recessed, to recon-
vene at 2:30 o’clock p.m. the same day.]

AFTERNOON SESSION

The Cuaryman. Hon, William Donald Schaefer, mayor of Balti-
more, is he with us? o

Mayor Schaefer, we are happy to have you, I hope the other Senators
will be along shortly, if not I will see to it that they have made avail-
able to them the benefit of your wisdom.

STATEMENT OF HON. WILLIAM DONALD SCHAEFER, MAYOR OF
" THE CITY OF BALTIMORE

Mr. SciraerFer. Before I start, I would just like to say that sitting
here today and listening to the testimony of the witnesses and the ques-
tions of the various Senators, points up something that concerns me.
People in the city of Baltimore really do not know there is an ener
crisis. YWhen there was an energy crisis some time ago and the Presi-
dent called it a crisis, when there were gas lines, that was the first
indication. But when that went off, gas became plentiful and there was
plenty of fuel oil, trying to convince people that there is an energy
crisis became a very difficult thing.
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I know there is a crisis in the city. We imposed great restrictions; we
cut back the consumption of gasoline by 15 percent, we cut back on
electricity and we did this for two reasons.

One, because we felt there was a crisis, and two, because of the cost.
As soon as everything became plentiful again, it became impossible
to tell the people in the city, our city employees, you cannot drive
that car as much anymore, you should not have as much heat as you
want, as much air-conditioning. Until they are really convinced that
there is an energy crisis I do not know what we will do.

In the summer, there is no restriction on the amount of gasoline
ou can use. The only complaint I get is it is not cool enough in the
uildings. It is not that we should cut back a little on the air-condi-

tioning. I listen to the complexity of the problem in trying to figure the
answers, and it is an enormous task that the Congress has, in trying to
resolve the different problems in different sections of the country.

Sitting in the office one day, a group of people came in—we had just
been over here—and our newspapers were telling us about the lack of
natural %vas. A man was sitting in the office, and this employee wanted
us to butld a new recreation center. I talked to him about conservation
because it was on my mind and he told me where he worked.

And I said, do you know you may lose your job? There may not be
enough natural gas next year to hold you on your job. And he said, “I
do not believe you, that is all fake.”: -

This is an attitude that really has to be overcome, How you do this
and how you emphasize this is a tremendous task. What you are going
to come up with ultimately is very difficult for us to get down to the
American people.

If I may, I would like to go on with my statement. )

My name is William Donald Schaefer, mayor of the city of Balti-
more, Md., since 1971, I am very pleased and honored to have the
opportunity to appear before this committee and to offer mg_ whole-
hearted support for the Mathias amendment to H.R. 6860 which was
introduced on June 16, 1975, as S. 19560—the Petroleum Products
Import Act—by Senator Charles McC. Mathias, my good personal
frien% and a very good friend to the people of Maryland and Balti-
more City.

While the Mathias amendment is styled—and in fact does act—as
an amendment to the tariff schedules of the United States, this bill if
enacted would constitute an important and progressive part of the
Nation’s energy program.

While I do not consider myself an expert on matters of national
encergy policy, I do believe that my 16 years of public service in the
city of Baltimore have qualified me to speak as an expert on matters
relating to the needs of the city. Quite frankly, we require ready
sources of energy to supply increasing urban demands; we also need
controlled urban industrial development. Both of these factors lead
to gr%)an fiscal stability which in turn is at the heart of national fiscal
stability.

As already explained in detail by Senator Mathias, his amendment
would amend the tariff schedules so as to make the importation of
crude getroleum products more economical than the importution of
finished petroleum products. At the same time, the bill would create
a system whereby the individual States would receive back from the
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Federal Government a portion of the increased tariff applied to those
iénptorted finished products which are utilized by the individual
tates. ) )

As I understand it, the net effect of the tariff amendments would
be to encourage and to foster an increase in domestic refining capacity.
An increase in domestic refining capacity would in turn help insure
an adequate supply of domestic energy, would help end American
reliance on finished products from foreign sources and would gen-
erate essential domestic economic benefits. )

As the mayor of the city of Baltimore, I and my staff have worked
very closely for the past 2 years with officials of the Baltimore-based
Crown Central Petroleum Corp. to assist Crown in the location of a
$400 million to $500 million refinery in Baltimore City.

As preliminarily planned, the Crown project would be located on
500 acres of land adjacent to the Baltimore i—larbor, the plant would
be caﬁable.of refining up to 200,000 barrels of crude petroleum each
day. By directing its output primarily toward providing substitute
natural gas for local domestic and industrial users and low sulfur fuel
for consumgtion by area utilities, the Crown plant will go a very long
way toward insuring an adequate supply of energy for all of the
Baltimore region. s y

I have been advised that under gresent projections, the Crown
refinery would produce on a daily basis approximately 280 to 300
million standard cubic feet of substitute natural gas; 45,000 to 75,000
barrels of low sulfur fuel; 40,000 to 65,000 barrels of diesel oil; 450
to 650 tons of molten sulfur; and 80,000 barrels of gasoline.

In addition, and just as important in my view, the Crown project
will greatly alleviate the present job shortage in the Baltimore area.
Construction of the refinery will last an estimated 2 to 3 years and will
employ up to 2,000 construction workers at peak construction periods.
When completed, the refinery will employ some 300 full-time em-
ployees. Finally, the Crown project will increase the taxable base
of the city and will help to strengthen Baltimore by its overall impact
on the economic structure of the great city of Baltimore.

The prospect of this dual blessing of assured adequate energy
sources plus tremendous economic benefits, however, is largely de-
pendent on the course that our Nation’s energy policy takes. It seems
to me that our present policy makes it more economical to import

~ finished products-than to import unfinigshed crude and refine it here.

Commonsense tells me that there is very little incentive for anyone
to even consider the construction of a refinery in the United States
under these circumstances. Companies like Crown will be forced by
our own national policy to either scrap their plans altogether or to
%uild in foreign countries in Europe or the Caribbean or the Middle

ast. -

We should do everything in our power to encourage domestic re-
finery construction, lest we invite continued foreign domination of
our energy supplies. Should the present system remain unchanged,
we will continue to deny ourselves local and regional sources of readily
available energy, and we will continue to export the jobs and other
economic benefits which naturally flow from refinery construction
and operation. 4

.

o~
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Senator Mathias’ amendment would help to reverse all of these

‘undesirable and unnecessary trends.

The other aspect of Senator Mathias’ amendment deals with the
sharing by the individual States of the increased revenues that would
be available as a result of the increased tariff on the importation of
residual fuel and middle distillates. Quite candidly, my enthusiasm
for this form of revenue sharing stems in Part from a desire to see
that Baltimore and other major cities will be able to tap needed
revenues from as many sources as possible. I would envision that
when the individual States receive their proportionate share of funds,
thisd money would then be subdivided according to local usage and
need.

This direct financial payout from the proceeds of the increased
tariffs would mean more money for major cities which could best
use such assistance at this time, I believe, in fact, that my view aceu-
rately reflects the position that the chief executives of other major
urban centers would take on this matter.

I believe in the Mathias amendment because I am convinced that it
will help to insure that, one, sufficient energv will be available domes-
tically ; two, there can be a continued growth of petrochemical indus-
trial “facilities; and three, the cities of America will be able to
participate with the States in a sensible and responsible system of
energy-based revenue sharin,%. ,

_ For all of these reasons, I urge the Senate Finance Committee to
incorporate Senator Mathias’ amendment to H.R. 6860 as reported
to the Senate.

All this really says is that in our city there is a lack of natural gas.
A lack of natural gas is reflected in industries either closing down or
their industries moving to States where there is no problem with na-

‘tural gas which creates a loss of jobs in a city that can ill affords this.

Now, Baltimore happens to be a fairly lucky city. We are in pretty
good shape. We are not a dying city. We are not a city that is toppling
over, we are moving very well, but we want to keep it that way.

The refinery that Crown wants to build in our city, as I say in the
statement, would give us about 2,000 construction workers for 2 to 3
years. That is very good for us.

In addition to that, many of the products that are needed will be
manufactured in the United States—that is very good for us. After
the refinery is finished, the spinoff effects of other industries in and
around the Baltimore region help us.

So, in addition to our adding to our assessable base, it would relieve
that shortage of gas products that we have to have for keeping the
economy in the Baltimore region strong.

To allow refineries to be built in foreign countries, I think, is not
exactly the way I would see it. I would think we would try here.

Now, there was a question asked. I believe, Senator, you asked the
question about whether the cost is just as great for industrial eils in
our countries as it is from the foreign countries. The difference will
be that we will have the job here. We will not have the opportuni-
ties for an assessable base here. Even if the cost of gas is high in our
own country we will still get something out of it. And that, I thought,
made some sense when we talked about trying to build these refineries
in the city of Baltimore and along the east coast.
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We take this energy crisis very seriously. We have to convince the
people of it and we have to wait for the Con to give us some
national direction to follow. I do not envy, of course, the ultimate
decision that you will have to make. But, as I say, that is what the
?eople in elective office are supposed to do. They are supposed to make

hose decisions.

The CramrmaN. Thank you very much, Mr. Mayor.

You have a good statement. I believe I agree with it. I have had
explained to me why it is not a good idea to have the refineries outside
the United States, if you can have them inside. One of them being
that in times of shortage, that country which has a refinery might
decide either that they want to keep the energy there or that they want
to tell the com anﬁy where it will have to go when it leaves there. Or,
if they do not do that, they might decide to put a big tax on it just like
Canada did on the exports from Canada. -

In any event, it is not a very good idea, all things being equal, it is
a far better idea to have the refinery here than to have it in some
fqt:lsligg country, So, I understand your argument and I think I agree
with i

Senator Haskell ¢

Senator Haskerr. Thank lyou,- Mr. Chairman.

Mr. SOHAEFER, I certainly a§ree with the desirability of locating
refineries on our shores. And I think Senator Mathias’ amendment
deserves very careful consideration. No doubt, in the past we have
done everything possible to force refineries to go elsewhere; with the
quota and the import system. We certainly did that.

I talked with Senator Mathias this morning. I was under the mis-
apprehension that his amendment imposed a tariff not only on the
processed materials but also on the crude and I see by structuring it on
the processed product it will certainly operate as a disincentive to.
import that product.

o you happen to know whether Crown .is going to go ahead with
this project #

Mr. SoHAErFerR. We have done everything that we possibly can to
encourage Crown to build the refinery in the area. We have made
the people aware that it is going to be there. They have accepted it.
We have also gone over the environmental factors and think that we
will be able to meet the environmental problems.

In speaking with the Crown Eeople if the President’s programs are
continued, Crown will not be able to do it. Tt will not be economically
feamb}e unless something like the Mathias amendment is put into
operation.

In talking with Mr. Rosenberg, Jwesident of the company, he is
very enthusiastic. He wants to build in the Baltimore area. His first
location was in Anne Arundel County and then he went to Baltimore.
But, he seems to indicate very strongly he will not be able to go

-forward with the project.

Senator Haskerr. Thank you very much.

Mr. SonaerER. And that, by the way, is why I am here. I believed
Henry when he said this. This is a very important item from our
standpoint; first going throuﬁrh the construction phase, but after that,
the spinoff of all of the benefits of the gas, natural gas, substitute for
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for natural gas, and other things in that Baltimore region make a
tremendous difference to us.

Senator HaskeLr. I can understand, that, Mayor Schaefer.

Thank you very much.

Thank you, Mr., Chairman.

Mr. SonaeFEr. Thank you. .

The CHAmRMAN. Thank you very much, sir, . .

Next we will hear from_Mr, William L. Slayton, executive vice
president of the American Institute of Architects.
; 'We are pleased to have you, Mr. Slayton, we will be glad to hear

rom you.

STATEMENT OF WILLIAM L. SLAYTON, EXECUTIVE VICE
PRESIDENT, AMERICAN INSTITUTE OF ARCHITECTS

Mr. Svayron. Mr. Chairman, I am William L. Slayton, executive
vice president of the American Institute of Architects, a national soci-
ety representing the architectural profession. We are Ig’leased to be here
to express our views with respect to H.R. 6860, the Energy Conserva-
tion and Conversion Act of 1975. .

‘Wae heartily commend the Congress for its recognition of the critical
importance which energy conservation has in our national policies.
We are convinced that long-term, comprehensive energy conservation
policies must be adopted in all sectors of industry, construction, and
transportation. ) )

As the second largest energy-consuming sector, buildings offer a sig-
nificant opportunity to save energy. For the past several years, the
American Institute of Architects has studied the relationshipsbetween
energy and the built environment, and our findings and recommenda-
tions are included in two reports which we would like to submit for the
record ; Ene{Igy and the Built Environment: A Gap in Current Strate-
gies and A Nation of Energy Efficient Buildings M 1990.

Mr. Chairman, I have copies of these reports here.

These reports outline the dramatic ﬂ?otentlal of a high priority na-
tional program to achieve energy efficient buildings. Our estimates
show that a high %)riorlty program for energy efficient buildings could
save an average of nearly 1 million barrels of petroleum equivalent per
day each year between now and 1990. By 1990 & savings of 12,5 million
barrels of oil per day could be reached. L

We, of course, recognize that additional time is needed to develop
and test the institutional innovations needed to implement our long-
range strategy. We do, however, believe that complementary short-
term initiatives can be taken. The positive incentive approach offers
better means to resolve the energy problem than regulatory approaches
which bring about conservation forcibly through prices or prescrip-
tive standards.

This is wh¥ we believe that the incentives approach within the pres-
ent version of H.R. 6860 is a step in the right direction. However, in its
current form, H.R. 6860 will result in governmental subsidy on instal-
lation of prescribed hardware items such as insulation and storm win-
dows. Depending on the particular situation, this could result in sub-

*The reports were made a part of the officlal files of the committee.
55-583—75—pt. 2——6
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sidy dollars being invested in only marginal gains of energy and not
necessarily providing the best or optimal energy return per investment
dollar. It will be likely that building owners will comply with the re-
%‘ul‘rements to get the incentive, but may not realize substantial savings.

his approach nullifies, or at least ignores, a far greater range of alter-
native considerations for effective energy conservation which are avail-
able under a more comprehensive approach to the problem.

We have developed a more comprehensive incentive proposal than
the one contained in H.R. 6860. -1t would apply to new and existinﬁ
buildings, both commercial and residential. (‘))ur incentives approac
would result in greater energy conservation, stimulate a lagging econ-
omy, a:lld provide the needed professional and qualified attention
require

would like to briefly summarize our proposal.

Should the owner of an existing office building, for example, wish
to have the structure retrofitted to be more energy efficient, he must
arrange for the modification or retrofitting of this building. His goal
is to reduce the building’s annual energy consumption by a minimum of
30 percent. The building’s annual enerﬁy consumption would be cal-
culated by using either the average of the lowest three consecutive an-
nual demands since 1970, or, for buildings less than 8 years old, the
average annual energy consumption since the date of the first consump-
tion of energy in the building. -

We have called the range of possible modifications to the building an
“integrated energy package.” This does not mean simply hardware,
insulation, or solar equipment, although these may be included in the
integrated energy package. Rather, we are talking about the neces-
sary design, engineering, and construction services associated with
modification and/or additions to achieve energy conservation.

A qualified professional would certify that the integrated energy
package will achieve at least a 30-percent annual energy savings.

After modification of the building, a commercial building owner
may either (a) treat a percentage of the cost of the integrated ener,
package as an investment credit, or (b) amortize & percentage of the
cost of the integrated energy package over a period of 5 or more years.

In addition, he, the owner, may be qualified to receive a second tax
credit, If energy is saved over and above the required minimum of 30
percent, in each of the next 10 years after installation of the integrated
energy package., a tax credit equal to 80 percent of the value of the
energy saved from nonrenewable energy sources would be available. In
this way, an incentive exists to make the best possible modifications

‘to & building in order to save a maximum amount of energy. It also

encourages the utilization of renewable energy sources, such as solar
and wind power.

The incentive for the.homeowner differs slightly. In this case, the
option is to deduct a percentage of the cost of the integrated energy
package in calculating taxable income within a period from. 1 to 5
vears. The second tax credit—for saving nonrenewable energy above
and beyond the minimum 80 percent—remains the same as we described
for the owner of a commercial building. :

. Here the incentive is intended to stimulate the owner to have a build-
ing designed to be energy efficient to the maximum extent feasible.
Present tax laws make it unprofitable to invest more front-end money
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because operating expenses are githér deductible as a business expense,
in the case of commercial buildings, or are passed on to the building’s
tenants or new owners. By making it economically beneficial to spend

~ more money initially, owners and developers should be encouraged to

build energy efficient structures. -~ )

With new buildings, calculating the amount of energy that a build-
ing would' have consumed without the application of the integrated
energy package is the heart of the problem. As a solution, we suggest
‘that an energy conservation performance standard should be the base
for the calculations. The Administration has submitted to the Congress
a bill entitled Building Energy Conservation Standards Act of 1975,
known as title X of S. 594. Various congressional committees have been
considering this subject, and we believe that legislation authorizing
the Federal Government to develop and promulgate energy conserva-
tion performance standards for all new construction will be passed by
this Congress. ‘

Therefore, we recommend that the tax incentive for energy efficient
new buildings be a retroactive one. However, if a building is con-
structed in a State which already has adopted a set of energy conserva-
tion standards acceptable to the Federal Government, the incentive
would be effective immediately.

To summarize, the Potential owner of a new building could employ
the services of a qualified professional to provide for the design of
an energy efficient building through the use of the range of possibili-
ties included in an integrated energy package. The professional would
certify that the use of certain design techniques, equipment, and so
forth would achieve an annual energy saving of at least'30 percent
‘over the standard. A percentage of the cost of the integrated ener
package is either treated as an investment credit or rapidly amortized,
o, in the case of a homeowner, is deductible from taxable income.
Both comraercial and residential building owners, if they achieve
energy savings above the minimum requireg 30 percent, are entitled to
receive a tax credit in each of the next 10 years equal to 30 percent, of
the value of the nonrenewable energy saved. )

There sre more than 70 million existing residentinl buildirgs in
this country, and millions of existing commercial structures. Energy
conservation in this vast inventory of buildings could begin as soon
as this measure is enacted. At the same time, knowing that it will be
possible to qualify for a retroactive tax incentive as soon as the Fed-
eral standards are developed in 2 or 3 years, new buildings will be
designed and built with energy conservation features,

. The enactment of this incentive would stimulate 2 million to 8 mil-
lion jobs in the construction industry and in the industries which
supply materials and would sustain them over a period of many years.

7 percent of our existing inventory of buil ings were redesigned
and retrofitted with energy conservation in mind, we would save the
equivalent of 4.65 billion barrels of petroleum within the first 5 years
These savings would then continue year after year without additional
co'slgoartl}(]l thouI_: mduceglgtan]dards of living. '

© American public, this represents a total saving in just the
g£81t55p g:&r:t%i E’J{galz‘x‘lhon, assuming energy costs increase at the rate
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While the program of tax relief we recommend for energy invest-
ment would have a negative impact on the Treasury, the increase in
corporate and individual taxes as a result of the stimulus to the econ-
omy would produce positive contributions to offset this impact.

o believe that the incentive approach which we are now proposing
offers & mechanism to achieve the kind of energy savings the Nation
needs. We are asking that you consider this approach as an alterna-
tive to replace the apqlropriate sections of H.R. 6860, '

Thank you very much, Mr. Chairman.

The CHAIRMAN. Senator Haskell.

Senator HaskeLr. Thank you, Mr. Chairman.

Mr, Slayton, I find your paper most interesting. I would like to
ask a couple of questions.

Do relatively well-defined standards that you would call energy
efficient now exist for buildings, or is this something that would have
to be developed in the future?

Mr. SrayTon. Well, in a sense, they exist, in the sense that archi-
tectsgenerally know how to design buildings to take advantages of
orientation in terms of sun, shade, making it possible for the sun to
warm in the winter and sufficient sunshade so it does not heat the
house, or the structure, in summer. But they are not standards of the
kind to which I have been referring in this paper, energy performance
standards.

An energy performance standard is a standard that would say a
building of a certain type'in a certain locale should not consume more
than a certain number of Btu’s, say, during the year.

Senator Haskerw. This would take a little time to develop?

Mr. SravroN. Yes. Those standards are going to take 2 to 8 years.
And the discussion and debates, that have %een going on in Congress
on this, recognize it will take time to develop those kinds of standards.

We have done some work for the General Services Administration
on this to develop an energy budget approach to the design of
buildings.

Senator HasgkeLL. Thank you, Mr. Slayton.

Thank you, Mr. Chairman.

The CrarryaN, Thank you very much, sir.

«  Mr. SvayTon. Thank you, Mr. Chairman.

The CuarrMaN. The committee will meet at 10 o’clock tomorrow.

[Whereupon, at 3:05 p.m., the committee recessed to reconvene at
10 a.m., Wednesday, July 16, 1975.]

-~
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H.R. 6860—ENERGY CONSERVATION AND CONVERSION
ACT OF 1975 '

WEDNESDAY, JULY 18, 1075

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, D.C.
The committee met, pursuant to notice, at 10:05 a.m. in room 2221,
Dirlgzqn Senate Office Building, Senator Russell B. Long (chairman)
residing. ~ -
P Present: Senators Long, Talmadge, Byrd, Jr., of Virginia, Gravel,
Nelson, Haskell, Fannin, Hansen, Dole, and Packwood.

= The CuarsaN. The committee will come to order.

As our first witness this morning, we wish to call Mr. W. T. Slick, Jr.,
senior vice president of Exxon, on behalf of the American Petroleum
Institute. Mr. Slick, we are very happy to have-you. There will .be-
other Senators along with us as we progress, I am sure.

STATEMENT OF W. T. SLICK, JR., SENIOR VICE PRESIDENT, EXXON
C0., U.S.A,, ON BEHALF OF THE AMERICAN PETROLEUM INSTI-
TUTE, MID-CONTINENT OIL & GAS ASSOCIATION, ROCKY MOUN-
TAIN OIL & GAS ASSOCIATION, AND WESTERN OIL & GAS
ASSOCIATION

Mvr. Svuick. Thank you, Mr. Chairman. I am W, T. Slick, Jr., senior
vice prosident of Exxon Co., U.S.A., and I am pleased to have this
o¥portunity to appear before the committee this morning on behalf
of the American Petroleum Institute, Mid-Continent Oil & Gas Asso-

‘ciation, Rocky Mountain Oil & Gas Association, and Western Oil &

Gas Association.

The Energy Conservation and Conversion Act of 1975, H.R. 6860,
has been proposed as a meaningful response to this Nation’s energy
problems. However, in our view this bill is deficient in at least two
critical areas. First, its import quota provisions will, in my judg-
ment, create a permanent energy shortage or self-imposed embargo
which will have serious economic impacts. Second, the bill does not
address the fundamental need for increased development of domestic
energy resources, and in particular, the critical problems of capital
formation by the domestic energy industries,

There is only one way in which the United States can achieve in-
creased energy independence without unacceptable economic penaltics.
This is through a balanced energy policy which encourages more effi- -
cient use of energy as well as increased resource development. The rela-
tionship between U.S. economic and energy growth is well known. No

(637) :
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one, in my judgment, can reliably predict how much the Btu/GNP"
ratio can %e reduced and still meet the legitimate aspirations of the
American people for jobs and for a better quality of life, In any event,

even though more efficient use of energy can be achieved, and should
be achieved, the Nation cannot maintain economic growth without

- energy growth.
AT

y provision of the Energy Conservation and Conversion Act of
1975 is the imposition of quotas to limit oil imports. Within 2 years, the
maximum quotas under the bill begin to fall substantially below
Exxon’s projected volume of the oil imports needed to fuel an expand-
ing U.S. economy. Unfortunately, this bill makes no provision for
increasing U.S, energy production to offset this loss, The result is a.
self-imposed embargo. This creates permanent rather than temporary
energy shorta%es, and all of the ills that go with such shortages. Most
important will be the substantial negative impact on the U.S. economy,
which we calculate could result in an 8-percent reduction in GNP and
in the loss of up to 2 million jobs before 1980. This is an extraordinar,
rice to pay for minimal improvements in national security throug
owering imports by the use of quotas. Data on this and a number
of other points that I will mention in my testimony have been tabulated
in attachments to this statement.

A second illogical feature of the bill is imposition of an excise tax
on oil and gas consumed by business and industry at a time when the
Erice of much domestic oil and gas production is controlled at less than

alf of market price. Such a tax is clearly inflationary, and would be
reflected in the cost of all goods and services, It should be considered
only after oil and gas price controls have been removed, and then only
if additional conservation is deemed necessary.

Real and permanent improvement in our national energy condition
depends on increasing indigenous suppliers. The United States has a
large resource base of conventional energy such as oil, gas and coal.
Expeditious development of these supplies can make a significant con-
tribution not only to improving U.S. energy independence, but to cre-
ating a healthy economy. Deve og‘ment of these resources is dependent
on a number of factors such as Federal leasing policies and environ-
mental regulations. However, the most critical factor today. is the
ability of the domestic energy producers in general and petroleum
companies in particular to generate adequate capital to finance the
very large development costs.

The capital formation problems of the petroleum industry can best
be illustrated_by comparing historical expenditures with projected
requirements. During the decade 1963-72, the domestic petroleum in-
dustry’s capital expenditureés according to a Chase Manhattan Bank
study, averaged $8.1 billion per year. During 1978 and 1974, expendi-
ture lovels began to increase sharply, reaching an estimated $13-$14
billion in 1974. These increased expenditires were primarily the re-
sult of increased exploration and development activity, which was
taken on in response to higher energy prices, as well as higher real
costs due to deeper drilling and expanded offshore operations, and the
rapid inflation experienced during this period in the petroleum in-
dustry, which far outstripped the general inflation in the economy. In
1974, the Consumer Price Index went up 11 percent. The industrial
Wholesale Price Index in this country went up 22 percent, but the
index of goods and materials used in the oil producing business went.
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up 49 percent, and the cost of goods in the processing industries went.
up 75 percent. . - . . o
Now, the profitability of the petroleum industry during the 10-year"-
period 1963-72 was actually slightly less than the average for all
manufacturing ; return on shareholders’ equity for petroleum was 11.8
Py percent versus 12.4 percent for all manufacturing, according to studies
A done by the First National City Bank of New York. During this
eriod 'of modest profitability, the industry was able to maintain its
gividend payout rate at about a constant level of 50 to 55 percent, ac-
cording to the Chase study of some 30 companies; and thereby sustain
its equity investors. But the industry found it necessary to rely in-
creasingly on borrowed funds to meet capital expenditure needs. As a
result, the debt/equity ratio in the industry for the Chase group of
companies double(cl{, from 15 to 80 percent, between the early 1960’s
and the early 1970,
Knowledgeable experts in the industry, the financial community,
‘and even in Government project that capital requirements for the U.S.
petroleum and other energy industries will increase sharply over the .
next decade. I have tabulated a number of such estimates in my state-
ment, These range from some $20 billion to $30 billion a year in con-
-——=_gtant 1974 dollars, I would emphasize, for petroleum alone, to some
$24 billion to $40 billion for all energy industries exclusive of electric
utilities. And if you throw in electric utilities, the number almost
doubles. .
. Regardless of the exact figure, however, I think the significant factor
is that all analysts project a need for an increase of from 100 to 200
percent in petroleum industry investments over present levels. It is
also important to recognize that even these expenditures will not elimi-
nate U.S. dependence on oil imports by 1985.
»” ~ These sharply higher capital needs result from a number of factors.
- Increased levels of exploration and development activities are needed
to replace the Nation's declining reserves of oil and gas. The bulk
of this increased activity is expected to occur in much higher-cost

areas, such .as deep inshore basins, the Quter Continental Shelf, and
the Arctic. . ~

Finally, these constant dollar estimates do not include the effects of
future inflation, which could substantially increase the required ex-
“penditure. I think these capital expenditure levels could perhaps be
better appreciated if they were translated into some physical facility
requirements, and I have done so in my statement. I would like to cite
just a few of them for you in the petroleum industry. For example,
these requirements include : '

PHYSICAL FACILITY REQUIREMENTS 1975-85

Type Number Size
Oil a:;{d| as: .
Bl . e nceneerenceicnnirsacaranscsncanascscscccoanann S .
Offshorie platforms. - 300, 80.56 Productive and dry.
BfiNeII8S. e e ieianarccnaimcnccaticanaccarecnenecananaae )
Synthoties. 38 150 thousand barrels per day
. Shateoll plants..... ... 10 50 thousand barrels ger day.
l_c:oal LR T 11 250 miilion cubic feet per day.
BBINES. o e e e oo e e e mn e en e enenns
—ee Unitteains I 1, %t‘)g ?or(r’nllcl‘I?: 1085 par year.
Uranium: Mines. .o iereiceieaeiecacecaaas 35 2 million tons per year.




LA

A

- 540

Over the next decade, from 1975 to 1985, we estimate that it will
be necessary to drill at least 300,000 wells in this country. To put
that in perspective, there are only 600,000 wells in the country today.
We think there will have to be another 850 off-shore platforms, in
ever-increasing deeper water, and there are only 800 pgatforms out
there today. We think it will be necessary to add somewhere close
to 40 additional refineries, with an average capacity of about 150
thousand barrels-per day apiece. That is 5.7 million barrels a day of
refining capacity, or more than a third of what the total capacity is
in the United States today.

These are tremendous expenditures of both physical effort and
capital. Similar situations exist in other energy fields in this country.
So the critical issue is the ability of the private sector to finance such
sharply higher expenditure levels. Chase Manhattan Bank has indi-
cated that the petroleum industry returns on investment in the range
of 15 to 20 percent will be essential if we are to finance future capital
needs. Also, in view of the sharp increases in the debt/equity ratios,
it is clear that a very high 1percen’cage of the increased capital needs
must be generated internal gerather than borrowed.

In this regard, much has been said about recent industry earnings.
1974 was a record year for the petroleum industry. Returns on invest-
ment increased to about 20 percent, as compared to about 16 percent
for all manufacturing in that year. However, responsible observers
now recognize that 1974 was not, by any stretch of the imagination,
a typical year. Record earnings levels resulted, to a substantial degree,
from nonrecurring factors, one of the most widely quoted being
inventory profit, which is, as I am sure you recognize, purely paper
profit. Furthermore, elimination of percentage depletion for most oil
and gas production in this country will reduce industry earnings by
about $2 billion per year. In the first quarter of 1975, petroleum
industry profits are down 25 to 30 percent from prior periods, and
if this is typical of the full year’s results, it suggests that industry
returns will fall to the 14 to 15 percent range.

These factors are borne out by the committee’s own analysis of the
profitability of some 10 selected oil companies, which the chairman
recently released. )

Now, this leads us to the conclusion that the petroleum industry
will have a great deal of difficulty financing needed resource develop-
ment programs, unless the problems of capital formation receive im-
mediate and constructive attention from the Government. In this
regard, the current system of oil price controls is a major factor in
limiting capital formation. It is true that under current regulations,
oil from new discoveries needed to replace existing reserves is per-
mitted to sell at market prices, and that these prices provide sub-
stantial economic incentives for many projects. However, because of
the high initial costs of these activities, and the long lead-times before
production and income are realized from these projects, they must
be financed by earnings from existing production, most of which
is controlled at less than half the market price. Thus, current earnings
are not adequate to generate the necessary capital.

The CrxamrmaN, Pardon me. I want to be sure that I have that state
ment. What page are you on now? -

Mr. Srick. Page 5, sir.
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The Cuamman. I want to make reference to it later on, so I just
want to find it. Would you mind reading that statement again, sir?
I am impressed by it, and I want to find it. Where is it? '

Mr. Suick. It is about the middle of the page, Senator.

The CuammMan. Would you mind reading it again? _
Mr. Srtrick. Because of the high initial cost and long leadtimes.

before- production and income are realized from new projects, they

- must be financed by earnings from existing production, most of which

is controlled at less than half the market price. Thus, current earnings
are not adequate to generate the necessary capital. _i“urthermore, the
uncertainties created by the regulations and various proPosalg to
extend controls, or even roll back prices, inhibit industry’s ability
to obtain increased debt or equity financing for new ventures.

Now, Exxon U.S.A.’s experience is not necessarily typical. But I
think it does illustrate the problem. Last year, Exxon U.S.A. had
capital spending in excess of its earnings. This year, with no assurance
of earnings growth, capital expenditures in our company in the United
States will almost double. Still, we are foregoing investment oppor-
tunities for lack of funds. The 1975 tax bill has been a contributing
factor. It cost our company some $200 million after taxes, and that
is just $200 million of capital we do mnot have available for
investments,

The removal of oil price controls, and the resulting few cents a
gallon higher prices could significantly enhance the industry’s ability
to generate the necessary capital. Much has been said about a so-called

-windfall profits tax. We believe this is a great misnomer. First of all,

careful analysis will show there are no windfall profits, because the
resulting higher realization must be reinvested in the development of’
new energy supplies. '

Second, the progosed taxes are in reality excise taxes, bearing no-
relationship to profits. Accordingly, we believe that the so-called wind-
fall profits tax is both unnecessary and inappropriate. Nonetheless, if
such a tax is deemed necessary to achieve decontrol of prices, it must
be carefully structured so as not to be counterproductive to the capital
formation needs. The adverse impact of such a tax can be minimized
by confining it to old oil, which is decontrolled simultaneously with
enactment of the tax, by incorporating a broad-based plowback provi-
sion, by phasing out the tax over a reasonable period of time—say,
3 to 5 years—and by recognizing inflation and the loss of depletion
in establishing the tax base. The regulation of interstate gas prices.
substantially below the market has the same inhibiting effect on
capital formation as the factors I discussed in the case of oil, and
these controls, too, should be eliminated.

One final, more fundamental goint needs to be made, I believe. The
effects of inflation have severely damaged the capital formation ability
of all industries in the United States, including petroleum. Deprecia-
tion of capital asscts on the basis of historical costs has proven inade-
quate to generate the funds necessary to replace these assets at inflated
prices. Revision and liberalization of-existing depreciation provisions
deserve urgent consideration ‘by the Congress. d’ther proposals, such
as a relief from-double taxation on corporate earnings through a
deduction for dividends paid also merit careful study by the commit--
tee as 1t reviews the capital formation problem, :
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Now, in conclusion, we oppose the Energy Conservation and Con-
version Act of 1975. We are convinced that 1ts import quota provisions
are likely to be harmful to the U.S. economy. We believe that a better
and more logical approach is one that simultaneously encourages
resource development and energy conservation. In this regard, we
believe one of the most critical issues to be dealt with by the Congress
is capital formation. Of particular concern to us is the inhibiting
effect of prico controls and tax proposals on the ability of the domestic
petroleum industry to finance the resource development programs
necessary for increasing U.S. energy independence.

Thank you, Mr. Chairman. I would be happy to try to respond to
any questions you or the committee might have,

The CAlRMAN. Let me compliment you on your statement. It pro-
vides the Congress with a lot of information, which I think is factual
and which we can use to help put together a bill. That is, if we want to
serve the long-term interests of the people of this country. I regret
to say that there has been altogether too much demagoguery about
this 1ssue and too little inclination up until now to get d)(,)wn to
actual facts,

Now, it stood to reason that if the Arabs were going to quadruple
that world price of oil, that the price of what was in the pipeline,
in the tankers, in the storage tanks, in the refineries, in the fillin
stations’ tanks out of which they sell, would all- go up with it an
that—unless, of course, somebody rushed in and imposed a tax on
that to take it away from them, Because, generally speaking, when
4 man’s cost goes up, if he is in business he tends to advance his price
along with the increased cost. T

Now, is that not about what happened when the Arabs raised the
price, insofar as the oil industry was concerned ¢

Mr. Suick. Yes, sir. In addition, I would say that inventory profits
are an illusory sort of thing. If you have something in inventory and
the price suddenly goes up, it may look like you have made a tre-
mendous profit, on a bookkeeping basis, but you have to replace any-
thing you take out of inventory at that-higher price. So it 1s a paper
profit; you do not really realize anything %rom 1t in a practical sense.

‘The CrarrMan, All right.

Now, if we are going to move toward self-sufficiency, the price that
we are going to have to pay here would have to depend on what it
takes to produce at a profit domestically, and not what it costs 1o
produce at a profit overseas.

Now, is that correct?

Mr. Srick. Yes, sir.

The Crairman. All right.

Now, that is why I asked the staff of the finance committee to under-
take a study of what the profits of this industry are domestically.
To me, it is really irrelevant whether the industry is making money
or not overseas. I mean, I am not saying that they should not be
payin%taxes or anything like that on an equitable basis; I want that
done. But, for the life of me, I do not see how it is going to do us
much good to shout and scream about the profit that somebody is
making or is not making in Saudi Arabia somewhere, when the prob-
lem is how are we going to go about getting production here and
what would it cost. ”
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. Now, in 1975 the indications were that the earnings of the industry
in 1974, when the price went up, were very favorable on the forei
oil, but not nearly so favorable with regard to domestic oil. Now, 1n
your company, it did not seem to make too much difference. I see
that, by our figures, in 1974 you had a 21-percent return on the overall,
22 percent in the United States and 20.9 1n foreign. So your company
did very well, no matter how you look at it. But, when you look at
the industry average, the other companies were not doing very well
in the domestic oil, because the profits were in the foreign oil, as I
have mentioned.

Now, when you look at it this year, according to our calculations,for
the 10-company average, of which your company is the largest, even
though your company is reporting a 16-percent profit, the average for
the big 10, the weighted average, is 9.2 percent.

Now, we had testimony by Mr. Nathan that to attract capital into
this industry, in his judgment, you need about a 15-percent margin of
profit. _Accorc’ling to these figures, as of the first quarter, your company
1s making that in the United States, but that is not true of the rest of

‘them. On the average, the weighted average is 9.2 llm)ercent, which is far
-below what we would like to see if we wanted t
.ciently attractive to bring cagital in,

is thing to be suffi-

Now, is that correct or not

M. Stick. Yes, sir. Senator, I would comment that I think the com-
mittee has done the Congress a service by putting together some num-
bers of its own, because there is a tendency to look askance at numbers
that come from almost any other source.

I do think it is illuminating to look at the return on investment in

‘the petroleum industry in this country, compared to the return on

investment of other industries, when one engages in a debate as to
whether profits are too high or too low. And when you find that an
industry of the character of the petroleum industry with its great risks
in exploratory activity, has over the years shown a return on net worth
about the same as manufacturing industries in this country that deal
with the fixed plants and not with the imponderables of exploratory

-drilling, I am hard-pressed to see how one can-conclude that the petro-

leum industry has been excessively profitable.
Now, I know there is a lot of attention paid to the past year or 2, and
I can only say a couple of things. One, yes, profits went up in the petro-

Jeum industry in 1973. Profits went up in all businesses in 1973. 1972

was a pretty dismal year for business, no matter what business you were

in. So one should not be surprised that when we have a recovery, profits

_go up. That is what a recovery is. It is when the economy is doing
etter, -

I have already commented on the profitability in 1974, and your
statement has put together some information on what has happened in
the first part of 1975, I think if we are going to establish policy on the
basis of performance, we need to look at the performance over some
reasonable period of time and not on the basis of one quarter of 1 year.

The CHAIRMAN. Now, here it is the first quarter of 1975. And this is
a recession year. Everybody agrees on that; we are not happy about it,
butitistrue. '

Now. look at the return on investment: All manufacturing, after
tax, 9.2; nondurables, 10.0; durables, 8.0; petroleum and coal, 10.2.
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Now, looking at the 10 major companies, their groﬁts are 9.2, Now,
that 10.2 for the whole can only be accounted for, if you could reconcile
these, by the fact that the independents, at least the smaller independ-
ents, were able to keep their depletion allowance. So they, apparently,
arc reporting in a larger profit after tax than the major companies,

But looking at the major companies, 9.2—which is far below what
your company is showing—it would look as though that the industry
average, if you want to attract investment, you are going to have to let
them make more profits after taxes. And that is domestic; I am not
talking about what it would take to get the oil here.

Mr. Suick. I think, Senator, it should be pretty apparent, looking at
the data that were published in the committee’s report, that the return
on investment for the 10 companies that you examined for the first
quarter of this year is clearly inadequate as a long-term return on
investment. If that is the kind of return on investment we are lookin
at, then it is clearly inadequate to attract the kind of capital that is
going to be needed to get the job done.

You can do the mathematics. The Chase Bank has done it. It says
that the profitability has to be somewhere between 50 percent and 100
percent higher than that if we are going to get the job done. .

I think the important thing that has to be decided relates to whether

~or not we are going to get the job done in the ?rivate sector of this
country in making progress toward energy self-sufficiency, energy
independence. i

The CraryAN. I would like to ask one further question.

Every company with which I am familar which has had its depletion
allowance repealed last year has told me that they have had to go back
through their drilling and exploration program and reduce their drill-
ing and exploration. They are not like the Federal Government; they
cannot run off printing press money and they cannot spend money
that they do not have. So that most of them have had to reduce their
drilling and their exploration, because the taxes were increased last
year. '

Can you tell me if that is the case in Exxon, and, if so, how much that
would havebeen the case in the industry, if it is? :

Mr. Stick. Senator, if you would indulge me, I think I would like
to give you & 2- or 3-minute answer to that question, because I think
just to take one number out of context can be quite misleading and quite
confusing.

If you just look at the absolute level of what is being done, it is pos-
sible to reach some wrong conclusions. So let me back up with you
and point out that in 1974 in this country, my company made about $1.1
billion. We had a capital expenditure program in this country in 1974
or $1.3 billion.

The CrarraaN. So you spent more than you made ¢

Mr. Strck. Yes; we spent more money than we made.

Now, you know as well as I what the fotal source of cash flow is, and
you understand how that can happen. Of course, it obviously cannot
happen over an extended period of time, because in industry we are not
like the Government. We do have to pay our way.

In 1975, first quarter results do not give us any reason to believe
that the profitability situation is going to be improved over 1974, In

-fact, the numbers are already down. But compared to a spending
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Eili(l)gmm in 1974 of $1.3 billion, we have a program in 1975 of $2.2°

I3

ion, .
Now, that is all of the money that we are generating and all of -
the money that we think we can prudently borrow. I think you have
to look a little bit closer at that $2.2 billion, because there are some
rather significant expenditures tied to some activities we do not feel
we can back away from, nor do we feel that anyone would really
suggest that we back away from. :

Let me give you a couple of examples. As you know, we have an
interest in the trans-Alaska pipeline system. Our expenditures, actual
cash expenditures this year on our interest in the pipeline will exceed
$400 million. We think that is a commitment we have to continue. Our
expenditures on the North Slope to develop the production so that
when the pipeline is completed, we will have production to put into
the pipeline, now look like they are going.to run some $300 million-
plus just this year. L

We have a major refinery expansion under way in Baytown, Tex.
A number of companies chose to back away from some refinery expan-
sions' over the past year for good and sufficient reasons. We decided
to continue. We went into that, thinking it was a $380 millidn refinery.
The last number I saw, it is a $502 million refinery, and we are going
to have to spend about $300 million of that money this year.

What I am saying is that there are some really major expenditures
that have to take first priority, because they are commitments we
cannot back away from. When we get through looking at those kinds
of expenditures and put everything in order, we found that we had
to forfo some drilling opportunities in this country with respect to
possible wells in situations where we might do some step-out drilling,
what we might call field wildcat drilling, to try to develop some addi-
tional locations to expand current production or to do some in fill
drilling, in the hopes that we can expand production. We have had
to forgo some of those and limit ourselves to drilling those kinds of
wells that I would call obligation wells and defensive &rillin¥ pro-
grams. That is, drilling wells that we had to drill to protect leases,
drilling wells that we had to drill to protect from drainage and things
of that nature, So, we are forgoing opportunities not only in other
areas but in drilling.

As I mentioned earlier, the tax bill in 1975 cost our company $200
million. That is just $200 million of after-tax money that we do not
have available to put into an energy investment program, some major
portion of which would be in dril ing programs, if the monéy were
available, :

I am sorry to have been so long, but I think it is important to put
these things in the proper perspective.

The Cmamrman. I appreciate that you did, because I think it is
important. ‘ :

. Now, the way it is going now, how much do you think you are
oing to make? Do you say you are spending $2.2 billion this year.
%—Iow much do you think you are going to make?

Mr. Srick. Senator, I have learned in corporate life one of the things
it is not very good to speculate on is future profits, at least in my
company. Our profit report for the first quarter is out. It is down from
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last year; it is substantially lower if you annualize it, as your own
numbers show. I think I-will just resg’ on those data. Our 6-months
report will be out later this month.

As T said earlier, we see nothing to indicate that the profit picture
is going to turn up sharply from what the first quarter was. We will
be lucky to sustain those kinds of levels. But I think it would be
idle speculation to g6 beyond that, sir.

The CrARMAN, Thank you. :

Senator Gravel is next.

Senator Byrp. Mr. ()hairman,’ there is a live quorum now. I thought
I would bring it to the chairman’s attention.

The CHAIRMAN. Anyone maiy make that live quorum if he wants,
I will protect the place on the list until he gets back.

Senator Graver. Mr. Slick, on the charts that you show, attachment
No. 3, you show & debt equity ratio of from 15 to 29 or 30 in this period.
That means that you have gone from 15 to 30 percent debt, right ¢

Mr. Srick. Yes, sir. .

Senator GrAVEL. Obviously the compression of price now, has re-
quired you to go to the marketplace for capital like other industries

" havedone historically.

Is it easier for oil companies to borrow money from our banking in-
stitutions than auto companies or chemical companies or large farm-
ing companies? Would you have any comment to make as to where you
stand in line in getting financing ¢

Mr. SLick. Sgenator, of course, that varies from company to com-
pany and time to time. The one comment I would offer, if you look
at the plot that is attached to the statistical data, you will see that
the ratio has been steadily rising. And we are really piercing new ceil-
JB%S as we go along. -

t has gotten more difficult to borrow money than it has in the

-past. There are some comganies’ that are having extreme difficulty and

there are others that are having less difficulty. I do not think that we
can generalize on this. I think when you look at the petroleum in-
dustry, however, compared to some other industry, you find that other
industries have sustained higher debt equity ratios but they have
totally different risk relationships.

You can look at more specific examples when you get down to
specific project-type investments. And I have had comments offered to
me by people who finance on an individual Project-type of basis, for
example, that it is getting extremely difficult to attract new venture
capital because of the great uncertainly that the industry faces. -

Senator GraveL. I think I could expect that, but T was trying to
get a feel as to how you stand in the debt market. Since the industry
has not historically been in the debt market as heavily as other in-
dustries. T have just been trying to get a feel as to whether or not, in
your coming into the market, if you just do not sort of-jump the line.

I would say, as a banker, that we are going to be needing energy
all of the time regardless of the capriciousness of Government and
other things, The fact is that we know energy is going to be needed
in our society or we are not going to have a society as we understand
it. In light of that, you would be a better risk for a bank than would
other types of industries. ‘

-



AN

A

547

Mr. Svick. Senator, I would agree with you on your many circum-
stances, But, I would respectfully point out that if I were a banker
looking at the petroleum industry and listeriing to the Congress in
the United States talk about rolling back prices, about breaking u
companies and divestiture, about refusing to let companies expan
into areas that are legitimate areas for expansion, then as a banker I
would begin to get a little bit concerned about whether this was an
essential industry and whether or not the Congress was going to let
this industry live. T

I think there are as many points on the curve on the negative side
as there are on the positive side, at least from my vantage point, sir.

Senator GrRavEL. Well, let me say that you are carrying coals to
Newcastle with me in that regard. That is an echo of a speech that I
have made on the floor.

The point I am trying to get at is that there is a general feeling in
this country that there is going to be a shortage of capital, By requir-
ing the industry to move into a stronger debt position, than was his-
torically the case, and because regardless of what the Congress does,
the banker can be reasonably secure that since we have an energy-
based society, that his loan to you is a secure loan. Now he may change
the ratio of the loan, but he knows that you are a secure risk. What I
am trying to find out is: your judgment as to whether or not, because
of your gize and the historical situation, that you cannot walk right
into the head of the line and push everybody back. That is my con-
clusion. And I wonder if you might have the same judgment.

Mr. Srick. I do not think we walk in at the head of the line and
ush everybody back. I do believe, and I think my testimony tends to
ear this out that the borrowing ability and needs of the industry, if

in fact it is to do the things that are necessary, exceeds the industry’s
ability to support that borrowing based on the kinds of cash flows
we are looking at under a controlled situation.,

--One of the real key factors, as you know, that a banker looks at,
is what kind of a revenue stream do you have to carry the debt load.
And as the debt load goes up, that revenue stream has to go up with it.

I think that the industry can carry a higher debt load if it has a
higher cash flow stream. But it is going to have to have a substantially
higher cash flow stream, if, in the decade ahead, the industry is going
to be spending $20 to $30 billion, as compared to the $8 or $9 billion
it spent in the decade just past. ‘

é:aemtor GraveL, Well, of course, the higher cash flow stream would
give you more ability to finance expansion out of your cash flow,
rather than going into debt, too. B

Mr. Srtick. Certainly. ) —--

Senator Graver. Thank you, Mr, Chairman.

The CaHARMAN, Senator Haskell.

Senator Haskerr. Thank you, Mr. Chairman. :

Mr. Slick, this is more for the record than anything else. We make
a great deal in this country about the fact that all the easy fields
have been drilled. And I would like, Mr. Chairman, if I may, to have
a very short article printed in the record; not this entire pamphlet,
from Energy Information, which I think is a recognized industry
publication, produced by Petroleum Informatjon, and its authenticity-
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is absolutely documented by the fact that it is published in Denver,

Colo.

This garticular issue, July 9, 1975, starts out “The percentage of
new field wildcats completed as discoveries in both 1974 and through
the first 6 months of 1975 is considerably higher than historical

quoted averages.” ] ) .
I think that is materidl in view of the claim by all of the companies

‘that all of the easy discoveries have been made. Then the companies

come in here and bleed about the loss of the depletion deduction and
how that is really adversely affecting drilling in the Nation. From the
same publication, this time dated July 2, 1975, there is a chart on rig
counts in the United States, The rig count on active rigs operating on
July 2, 1975, in the United States totaled 1,630. In the year prior
thereto, the active rig count was 1,459. L

Now, I would like, Mr. Chairman, just the article in the front here,
;Fiming partially over on page 4 to be included in the hearing record, .
if I may.

The %mmmzv. ‘Without objection, it will be included.

[The material referred to follows:]

{From the July 2, 1975, Energy Information)
WEEKLY RIG COUNT AND CRUDE OIL PRODUCTION

Rig count 1 Production (1,000 b/d)*

State or reglon July 2,1975  July §, 1974 June 20,1975  June 21, 1974
AIBSKS. ... eeeeecnnnennereeennnenncanansannsnnnnns 13 1 195 205
Louisiana....coaennnc.. 237 2 1,788 2,010
Midcontinent. ... ...... 228 1 602 656
Northeast United States.. 105 106 208 197
Rocky Mountsin.....cocvaeen.. a1 248 794 850.
Southeast United States..... . .....c.cccmaaanananne.. : 53 59 330 322
Texas-SoUtheast New Mexic0.....cccevcemcnacaaan.. 684 567 3,563 3,843
West coast. o vnianmeccc e ctec e craceccnranarae 69 76 879 905

U.S. total.. e ececmicciaaciniactanecncncanas 1,630 1,459 8,359 8,988
ALt .o oeaicinaroncaiaciincecaccnecnccnanannas 14 115 1,375 1,1
Other West Canada. . ... iciacnanen 21 3 260 282
EastCanada.....cocicvrricncniacrnncse besacaacanene 3

Canads, total.cueuecennnacemcinicmciacaacnaa. 140 152 1,638 2,002

Grand total.. .o e oo crincccirneenicicaaeciaaen 1,770 1,61 S, 997 10, 990

1 Hufhu Tool/Western Rock Bit.
2 AP1/Provincial estimates.

[(From the July 9, 1975, Energy Information}- -

INDUSTRY SUCCESS RATIOS SHOW..IMPROVEMENT-—AN ENERGY INFORMATION
EXCLUSIVE

- The percentage of new fleld wildcats completed as discoveries in both 1974
and through the first six months of 1976 is considerably higher than generally
quoted historical averages,

In 1974, discovery completions were made on 14.99% of new field wildcats. In
the first half of this year, performance was just slightly better at 15%. Per-
centages are calculated using classifications of wells at the time of completion
as made by the operators and reported in Petroleum Information reports, “Hind-
sight” revisions based on later drilling have not been made. The exploratory
risk under which the wells were drilled is recognized, ’

Through the first half of this year, larger operators had a considerably higher
percentage of successful new field wildcat completions than others, This wag also
true in 1974, but the percentage favored larger operators-of-record even more
during the first half of this year,
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The following table presents percentages of successful completions in all
categories, relative to each category, for the Chase Manhattan Bank Group of
80 larger companies and other operators for 1974 and the first half of 1975.

Not much change has occurred in the percentage of drilling done by the Chase
Group and other operators. The 1975 figures are set out on page4, - o

As in 1974, Chase operators drilled a higher percentage of footage thantheir
percentage of wells completed, This showed their concentration on the deeper,
more expensive efforts. Thelr better success ratios and the fact that Chase oper-
ators found 84.5% of the combined equivalent initial potentials reported in the
first half of the year show the comparative effectiveness of the long range ex
ploratory “game plans” to which the larger entities adhere. :

1974 " 1st half, 1975

: Successful Successful
Wells drilled (percent)  Wells drilled (percent)

All oﬁerators:

aw fiold wildeats. ..o cceueoiacenciaccvonnens 6,710 14.9 3,106 15.0
Other exploratory 2, 810 53,2 1,387 52,1
Development....c.ceeeeeencneeencnans 22,579 7.9 12,622- 786
AUWEIS. o cccecneccncrcreoracarcnncnenn 32,099 62.5 17,115 64.9
Chase group:
New field wildeats.......ccceueenuanaraccncanenca 807 17.2 315 90. 3
b Other exploratory. ... . 511 75.5 200 0.0
Development. . ...cuocucmnrenccrccranenacannas 5,183 8.8 2,767 90.0
AN WBIS. o ceeeiciciicrieiaccccseacaccnaeanae 6, 501 78.0 3,282 8l.1
Other operators:
New field wildeals. ...cooeeevecenocnncaccenana 5,903 14.% 2 79} 14.4
Othér exploratory... 2,299 48, 1,18 9.1
Development........ . 17,396 74.9 9, 855 75.4
ATWRNS. oo ccceeeccnmeanea 25,598 58.6 13,833 60.8

This doesn’t alter the fact that the faster-mmoving risk-taking smaller com-
panies still ind more new petroleum deposits, bring more wells onstream an-
nually, and generally keep any worthwhile prospects from befng bypassed.”

The better-than-generally-recognized percentage of exploratory success by all
members of the industry argues strongly for encouragement of all drilling pos-
sible. It's still an effective means of offsetting declines in established production.

Chase  Percent Chase  Percent Total
Well completions (January-fune 1975):
ew field wildcals: 35 10.1 2,791 89.9 3 109
Other exploratory 200 14.4 , 187 85.6 1,38
OQvelofment ..... cee 2,187 219 , 855 81 12,622
Alfwells. .. iiiirenaann 3,282 19.2 13,833 80.8 12,115
foothgo drilled (January-June 1975): ’
ow field wildeats . _.....ooiiceceanaaa... 2,678,693 - -14.7 15,570,641 85.3 18, 239, 334
Other exploratory, . .cceeuenevancccnnnnaans - 1,500, 616 18.5 . 6,604,22 8L.5 8,104, 843
Development. ... oueeeeamemnnreecrenunnann 14,016,608 - -.26.6 38,725, 4 3.4 52, 242,092
Alwells......... deememesecsenancnnenncan 18,195,917 23.0 60,900,352 n.o 79, 09, 269

Senator Haskewrr. So, Mr. Slick, when you come here talking about

‘how the Congress is disturbing your industry, making these state-

ments, you will find somewhat cold ears in certain members-of this
committee. :

I am interested in one statement you made.

The CrAmRMAN. If the witness wants to comment on that, I think he
ghould be able to comment on that. C

Senator Haskell. Certainly, by all means. Would you like to com-
ment on the petroleum data.

Mr. Srick. Yes: I would like to make two comments, if I might,
Senator. One, I think it is interesting to look at success ratios in terms
of what percentage of wildcats drilled were successful completions. I

-
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think it is even more illuminating to look at how much oil was found
as a result of these successful completions.

And when the industry talks about the easy ones have been found,
they are talking about having found the large fields. It does not do
the Nation mucg ood if we have 100 percent success ratio on wildcat
wells and each wildcat well is a one well field.

What needs to be found are substantial reserves, And the reference
that you made that the easy ones have been found is referring to the
major fields that have been found on some pretty obvious structures.

“ Now, obvious structures are very interesting and most major oil
fields have been found on obvious major structures. But I would point
out to you, sir, that just having a major structure and knowing there is
a major structure, does not remove the element of risk; it does not
assure success. And the best example I can point you to is a $330 mil-
lion lease dpurchase that my company made from the Government of
the United States on what is probably one of the classic examples of &
major structure that has been documented in textbooks for years, and
on which, to date, we have drilled seven dry holes and have very little

. prospect for anything other than those seven dry holes.

The second point that I would make has to do with rig count and I
agree, sir, that the rig count today is 1,620, give or take a couple of
rigs, and that about a year ago the number was about 1,400. But I
think it is illuminating to also look back that maybe a year before
that the number was about 1;100. And, about the first of this year, the
number was 1,600.

So, in terms of the level of activity. there was a great spurt of
activity. But we have sort of hit a plateau. And I think that to make
the record complete. we have to recognize that plateau as well as the

- difference between the two points that you selected out of history, sir.

Senator Haskerr. Well, on the rig matter, I think it might also be
interesting to see statistics on the number of rigs stacked, because,
after all, we only have so many rigs in this country. And I think that
would probably round out the information.!

Mr. Suick. You are not suggesting, Senator, that it would be de-
sirable to see rigs stacked in this country under present circumstances

Senator Haskerr. Mr. Slick, I have merely said to round out the
statistical information it would be desirable to know the number of

" rigs active and the number of rigs stacked.

You say we have reached a plateau. We may have reached a plateaun
beb%a'use we do not have any more rigs. And that is all I am talking
about. '

Now, you indicated in your statement, and then on your discoveries
I will do a little independent investigation on what type of dis-
coveries were made. I am sure that there is some industry information
published on that. But, I think it is significant that the averages are
going up substantially. '

You mentioned, Mr. Slick, that you thought it might be desirable,
something that we ought to consider, to have a dividend deduction

from income tax.
1 A subsequent telephone conversation July 1ed 19'?:3d between staff and Mr, Tom Dougher-

ty. vice president, Petroleum Information, indicated they do not have Information on
:lt::atltv&;%tary rigs on hand on a regional basis, Nor do {hoy have nationwide summary
8t
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I think there was an economist before this committee that made
a suggestion—and I wonder how you would react to it—that we should
eliminate the corporate income tax completely, and tax the corporate
income pro rata on the shareholders. How would that sit with you?

Mr. Srick. Senator, there have been a number of suggestions of that
type, which I would put in the category of innovative. I do not know
whether revolutionary is the right term, but they are major shifts in
the tax structure. And I would have to preface anything I say with
that I am not a tax expert. And I think that one of the things that
has to be looked at is the incidence of tax. )

I happen to agree with the notion that the double taxation situation
we have had in this country, is one that deserves some attention.
Whether the tax is applied at one end or the other, is a second issue, X
think, in the question of do you apply the tax twice. If you go to one
tax, then you have got to decide at which end do you put it. And there
are points on both sides that say it is easier to collect if you collect it
at the corporate level. And another one says that it is more equitable
if you collect it at the consumer or investor level.

do not think that is an absolute one way or another. I think that
is something that has both pros and cons.

Senator Haskerr. Thank you, Mr. Chairman.

My.time is up. "

The Cuarryman. Senator Packwood.

Senator Packwoop. Mr. Slick, I am sympathetic to much of what
you have said. I would disagree with only a few things.

But first, let me ask you, Dr. Nathan testified the other day as to
how much it costs to produce a barrel of new oil, on the average, as-
suming, a 15 percent profit. Without leading the witness, would you
tell me what Exxon’s estimate is of the average cost of producing—
finding. drilling, producing—a new barrel ¢

Mr. Stick. genator, I am familiar with Mr, Nathan’s testimony
and his study. I would comment that he had made an effort to deal
with one of the problems that has been, perhaps, the most perplexin
analytical problem faced by the industry over its history. I know o
no one who has come out with a precise formula that says, this is the
way to do it, and this is the way you get to the answer. The problem is
that you do not know how to precise;l%7 relate expenditures and results
in the sense that the geologic knowledge that is accumulated, that
leads to any one of those ventures, is accumulated over a period of
time: lease expenditures are made at one point in time, drilling ex-
penditures at another. dry holes at another, and then subsequently yow
find something. To deal with industry averages can lead to some
misleading results. .

On the positive side, T would say that Mr. Nathan’s study clearly
indicates that, regardless of the individual judgments that go into
that kind of a study, there has been a pretty obvious trend in this
country toward substantially increased costs of finding oil. And the
cost of finding 0il is one that varies over a tremendously wide range,
depending upon the nature of the drilling and the nature of the dis-
covery. Even when vou establish the cost of finding. then you have not
dealt with the total cost of developing and producing, which gets to
be even more complex. I think his numbers are reasonable at the
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margin, when we are looking at the high cost of ex lorin%ein' places

like the offshore and the Quter Continental Shelf, I do not believe, by

any stretch of the imagination, that the price for old oil which has to be

replaced by new discoveries is adequate to cover finding and

development costs.

g Senz;tor Packwoop. Is your answer that Exxon does not have a
gure

Mr. Suick. I would not want to mislead you by giving you a specific
number, because I do not think I have one. I question whether chere
is one. It is substantially above the $5.25 the barrel, which is the peg
price of old oil. ‘

Senator Packwoop. You are not prepared to say that his $12.50
to $13 a barrel average in 1974 is necessarily right ¢

Mr. Srick. Some oil that we have found, has been $20 a barrel.
Some of it has been substantially less than that.

Senator Packwoop. That is why I said an average.

g Mr. Suick. I am not prepared to give you an average number,
enator.

Senator Packwoop. Because of his credentials and the fact that he is
not normally regarded as sympathetic to conservatives, if his state-
ment is accurate, it i3 a linchpin in the case for new regulation, and
it will, I think, bear very heavily on quite a number of people. And I
want to make sure that study is accurate. .

I have asked several of the witnesses. I get frustrating answers;

- I'do not get any answer. It is hard for us, when we are passing specific

legislation, and people are saying, well, let us roll back the price of
new oil to $7.75 a barrel, not to be able to come back with specific
figures that say, look, you cannot produce it for that. i

Mr. Srick. Senator, I think that your comments lead to a real,
crucial, and critical point. Mr. Nathan’s study had to make, as does
any other study, a reasonable set of judgments about the relationship
between a number of factors that lead to the final economics of the
netroleum industry. I think he made a reasonable set of judgments.
I might or might not make the same as I went through the calculating
process. I am convinced I would not make all of the same judgments,
because no two analysts ever do.

The point T would try to make, however, is that, because there
are so many judgments reached, this is not a problem that has one
finite, specific answer. Therefore, one must look elsewhere for some
evidence as to whether or not the price is at too high a level or too
Iow a level.

I think the Congress would be well advised to look at the per-
formance of an industry over a period of time in reaching its judg-
ment as to whether that is a reasonable level of profitability or not,:
and whether it is evidence of a reasonably competitive industry. and
not try to engage in legislating price. I think it is a fatal mistake to
think that—with all due respect to the Congress of the United
States—that any group of 535 people can determine the specific price
that ought to apply to any commodity, be it oil or bread.

Senator Packwoob. All right. :

That is fair enough. But, then, do not come back and whack us if
we set a price and say this is the best judgment we could come up
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with, and then come forth with facts saying, well, that is not right.

Mr. Srick. Well, Senator, what I am saying is the fatal error is
to set the price in the first place, I think we need to get back to the
market mechanism and fely upon it results,

Senator Pacewoop. I agree. I am with you. I think ‘we ought to
deregulate.

Now, let me go drilling. Who does most of the drilling in this
country and the finding of new oil? Are they the independent wild-
cat people or, basically, the larger companies? . )

Mr. Svick. There are some statistics recently published that indi-
cate -that the independents do somewhere around 75 percent of the
drilling and that, on the basis of the barrels involved, or the mefs
involved, that they find about half of the oil.

Senator Packwoop. And then I assume they sell their rights. They
are not in the business of refining and transporting, by and large? -

Mr. Srrok. That varies from operator to operator. Some of them
make a discovery and sell it, some of them make a discovery and
develop it, some of-them have integrated in both directions in the
industry. I do not think there is a stereotype by any stretch of the
imagination. I do not think there is a general answer to that question.
There are a great many independents in the producing business that
have been in the producing business for generations and there are
others who stay in the business for extended periods of time but keep
turning over properties. It is widespread.

~~ Senator Pacrwoop. The record was made that the oil companies
have too great a control on the entire petroleum process from the
discovery to the gas tank.

Could the oil industry exist if it were split up, if the majors could
not do any drilling, or retailing, and if they were limited to refining
and transporting?

Mr. Suick. I think the more important question is, what is to be
achieved by splitting them up? Is there something wrong with them
being the way they are?

We are talking about the issue of vertical integration. It is not
unique in the petroleum industry. Integration is an economic phe-
nomenon. It is a manifestation of economic efficiency in a system.
Petroleum companies are integrated for the same reason that the
New York Times owns timberland. It cuts timber and makes paper
and prints newspapers. They find it more efficient economicaﬁy to
run their business that way.

Senator Packwoop. But from time to time the policy of this country
says that bigness is sometimes bad, and our antitrust laws are premised
on the assumption that big companies should not be allowed to have
even a well-intentioned control of too big a portion of the market.
And maybe you say the antitrust laws are bad and they ought to be
repealed, that vou ought to be able to be as big as you want.

Mr. Suick. No, I do not say that at all, Senator. T merely sayv that
in my industry, in some- facets of the business, my company is the
largest. We have got less than 10 percent of any phase of the busi-
ness. I fail to find it major control when the largest company in the
industry has got 10 percent.

If you look at concentration ratios—which I think serve-their pur-
pose but have their limitations—you will find out that the petroleum



554

industry is less concentrated than the manufacturing industries in
this country. There are 10,000 companies in the producing end of the
business; depending upon whose number you want, there are some-
where between 8 and 20 major oil companies, And I ask you to just
tick off in your mind the other significant industries in this country
and ask yourself how many major companies are there in those indus-
tries an({ what share of the market does the largest one have. I think
by any standard you will find that the petroleum industry is not a con-
centrated industry, that nobody dominates that industry.

Senator Pacewoop. Thank you.

The CHarMaN, Might I insert into the record, for Senator Pack-
wood’s benefit, a statement sent to me by a number of consulting
geologists in the ftirm of Butler, Miller, & Lance, Ltd., of Houston,
Tex. Here is their study.

They say:

We have concluded that the domestic oil industry spent $9.83 per barrel to

replace oil withdrawn from domestic underground inventories in 1973. If these
costs were applied using conventional invento:y cost practices—

That is, the last in, first out—
to the oil industry, no “windfall profits” would have occurred.

Now, if you projected $9.83 per barrel expenditure forward to 1975,
I would like to ask the witness about how much would the increase
in the costs of drilling and exploration be?

What would the increase be from 1973 to 1975%

Mr. Stick. In the producing end of the business, about 49 percent.

The CHAIRMAN. Forty-nine percent in production ¢

Mr. Suick. That is drilling and producing equipment went up 49
percent in the year 1974, half again that.

'{}m Cra1rMz 1. So that you would arrive at about the same position
AS MY, '

Senator Packwoop. Even slightly higher.

The CrAmRMAN [continuing.] As Mr. Nathan is. And he said he
picked 1974 as his year.

Senator Packwoop. Right.

The CHAIRMAN. Mobil Qil put-an ad in the paper saying that the
‘windfall profits were gone. Now, a Congressman from New York sent
a letter to the Washington Post saying that that was completely fraud-
ulent, and he compared the 1973 profits with 1975 profits. He left out
juslt, gggg thing. How much had the cost of living gone up from 1973
to

Do you know that, Mr. Slick ¢

Mr. Suick. From 1978 to 1975 ¢

The CHAmRMAN. Yes,

Mr. Srick. Eleven percent.

The CrHARMAN. So if you put the 11-percent increase, just put the
cost of living increase in that, Mr, Ottinger would not have written his
letter. As a country boy, I was very disappointed to find that in the
last few years mud had gone up by 8 percent. I thought you could get
mud, all you wanted, just for the cost of going out and putting a
s};ove] H’ it. But somebody tells me that mud is 10 percent of the cost
of a well.
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I recall reading “Pogo” sometime back‘, and he had this secret. One
of his friends said that mud is a secret “ingrediment,” that without
mud you would not have any detergents, ?rou would not have any
goaps. There are all sorts of things you would not have if you did not
have mud. And without mud, you would not have oil wells, it seems.

That is correct ; is it not, Mr. Slick?

Mr. Srick. Yes, sir.

The Cuamrman. And the cost of mud has gone up very substan-
tially, I regret to say. I thought that mud was something you could

> all ° for the cost of going out and picking it
up. But it seems that you have to have certain types of mud, certain
weights of mud, and all that, as T understand it. . ‘

Mr. Suick. It is a highly sophisticated end of the business, yes, sir.
Although that is not to say that when a fellow goes home and tells
his kids that he makes his living by being a mud engineer that they
do not look at him with a strange look.

The CHaryaN. Thank you very much.

Sorry, Senator Packwood.

Senator Packwoon, I have no questions.

The CHAIRMAN. Senator Byrd ¢

Senator Byrn. I yield my time.

The CHAIRMAN. %‘hank you very much,

Mr. Srick., Thank you, sir.

Slfl‘}l;e Cuamman. Excuse me. I did want to ask one more thing, Mr.
ick. '

Exxon has been running an ad saying that you have succeeded in
reducing your industrial consumption of energy in your refinery and
business operations. Would you tell us about that ?

Mr. Suick. We have a rather extensive program. We are trying to
reduce energy consumption, and we are working on a targeted plan
that will cut energy use in our company by about 15 percent over
about a 2-year period of time.

We have done essentially all of the things that you can do in terms
of changing the operation and ‘are now in the phase of doing the
things that would require making investments in order to save energy.

Some of the kinds of things we have done, we have found ways in
refineries, for example, where, under normal practice, a part of the
refinery stream, after it is processed, might go into a tank. It would
be pretty hot when it went into that tank; it would cool down, then
it would go to the next step. We would have to heat it up again. We
have insulated those tanks, and we have never let it cool down, so we
have saved the heat of reheating it.

We have installed what we call CO boilers, where you actually take
the exhaust out of a boiler which has a high carbon monoxide content
and you can feed it back into a boiler and you can burn it as a rea
low-grade fuel. You can burn it to CO,, carbon dioxide. So you are
recovering the heat content of the exhaust gases in terms of the fuel
content. The heat content itself is used for preheating boiler water. We
take the hot stack gas and use it as a source of heat. So we are doing
all those kinds of things.

The Cuamyman. I further understand that in your office buildings
at one time you were operating on the theory—and I say this because
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there is an executive of your company who lives in the Watergate
complex, with whom I have visited on occasion—that when energy
was very cheap, you were proceeding on the theory that with neon
tubes, the tubes would last longer if you just leave them burn all of the
time, that it did not pay to turn the lights off at night. You would have
a few central switches in these office buildings. And you have changed
all of that to where, because energy is expensive, you turn those lights
off.

Is that correct or not ?

Mr. Srick. One of my responsibilities is for that piece of our house-
keeping. We have gone through the building and conducted illumina-
tion surveys to find out how much light you need to work, We found
out, like most people, we were way overlighting the building. In most
of the corridors we have taken out a half to two-thirds of the light
bulbs. We actually gone if and taken them out. We have rediiced the-
amount of lighting in the office spaces themselves. We have changed
the way you have things like drapes to keep the sun from coming
in when 1t is hot and the cold from coming in when it is cold. Al
those things have been done, and they are very effective. o
. The CraryaN. Do you think you will achieve this 15-percent sav-
ings in the use of energy in your operation? That is, I assume if you
have a bigger operation that——

Mr. Sutck. Yes, sir. I think we will probably exceed that over the
long pull. But I think there is no question that we will hit the 15-
percent level. That is pretty much assured.

The CHalryaN. Well, here is the point I had in mind. A Senator
from New England testified yesterday that New England has reduced
the use of fuel oil by 20 percent up there, I take it largely because the
price went up. Exxon, the largest energy producer, is reducing its con-
sumption of energy by 15 percent.

Now, if everybody in the country would do the same thing, there
would not be any energy crisis. But so far, we have succeeded in pre-
venting that from happening. If the price had gone up, I would
think that people in Louisiana would probably achieve the same
savings that New England has achieved. But, no, sir, we have man-
aged to keep the price down and have done nothing to put pressure
on the consumer or to try to prevail upon him to change his wasteful
habits with regard to energy. So we have made practically no savings
In energy in Louisiana, other than, maybe, what you are doing in
that Exxon refinery at Baton Rouge.

Mr. Suick. I was going to say, Senator, I would have to disagree
with you, because we have saved some in our Baton Rouge refinery.
But let me also——

The Cratrman. Well, I gave you credit for that, though. I said,
other than that, I do not know of anything that Louisiana has done to
conserve ener;?'.

Mr. Suick. Let me also point out, though, Senator, that, while I am
convinced that conservation is essential, and I think we need to do more
of it and create the atmos;;lhere and the circumstances that will brin
it about, I do not believe that as a Nation we can save our way out o
this problem. At the present time, the United States is importing 37
percent to 40 percent of its oil requirements, depending upon which
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month you happen to look at it. There is no way we can reduce oil
consumption by that amount just through the savings approach. Even
if we could, we would not be catching up with the decline in the do-
mestic production that has been under way.

I think it is essential that we work both sides of the equation, both
the demand side and the supply side; that we do what we can in the
conservation field and the savings ficld, but that we get on with the
very serious and important job of expandinfg energf resources in this
country and develo{;ing our 1ndigenous supplies of all forms of energy,
not i:lst oil and gas but all of our indigenous energy supply.

The CrARMAN. I could not agree with you more, but {am very dis-
mayed that up until now we have failed to pass a bill that would open
up the vast coal reserves to exploration in this country. We have
failed to pass a bill that would encourage the drilling for the new gas.
You have got people sitting on top of gas fields all over America who
could drill down deeper and get more. But, we have failed to pass a
bill that would give them the incentives to do that.

We have done just the opposite, if anything, and we have failed to
provide the oil industry with the incentive to go out and provide the
new reserves. We have failed to do anything to move our time for
atomic energy from 11 down to 414, asin Japan,

Somebody has got to be blamed. If it is not the President, it is us.
And, as much as one might point the finger of scorn at the other, we
have failed to get together here, and expand our coal production as we
should be doing. expand atomic energy as we should be doing, expand-
ing gas production as we should be doing, and also provide adequate
- incentives for people to save. So, on the whole, I would think that the
public is going to get pretty dissatisfied after a while of the failures of
the Congress and the President one way or the other to provide them
with some leadership out of this mess. I could not agree more that the
answer has to be not only conservation, it has to be production, and it
has to be coal as well as o1l and gas and atomic.

I take it that is pretty much what your view is, too?

Mpr. Suick. Yes, sir.,

Senator, if T might comment, sir.

The CHAIRMAN. Yes?

Mr. Srick. I share your impatience at times with Congress and with
the administration, and I think you perhaps are a little bit overly
self-critical. I think in the long pull I am convinced of the efficacy of
this body, and I think you all will see the light sooner or later.

The CHATRMAN. I live in hope. T am an optimist. But I must express,
at this point we are going the wrong way. So far all we have managed
to do is to raise the taxes on the industry. So far that is all we have
managed to accomplish. .

Mr. Suick. The recent track record is not very good, Senator.

The CrAmryMaN. We are making great headway in the wrong direc-
tion, that isall T cansay.

Senator Fannin? . -

Senator FanniN. Thank you, Mr. Chairman.

Mr. Slick, I regret I did not have the opportunity of being here to
hear your testimony. We presently are diseussing in the Interior Com-
mittee a bill pertaining to coal and what we can do in that regard. I
understand t]l:at your company is quite involved in some of the coal
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gasification programs, and that the reports are encouraging, even
though we still do not have any substantial amount of product being
produced. In fact, there is no commercial product being produced as
far as I know in coal gasification plants. .

But, the economics of it, I understand, are more encouraging now
because of the complete cycle. That is, not ofily the gas will be pro-
duced, but byproducts also are very much involved in the petroleum
industry.

Do you have any report from your company as far as the economics
of this are and what is expected as far as coal gasification and the
utilization of end products from coal ¢

Mr. Surck. Senator, we are involved in coal gasification research. I
would make a few simple comments. We can get you some additional
data if you desire. I merely observe that we think synthetics from coal
have an important place to play in the future energy spectrum.

As I pomnt out in my statement, we think that between now and
1985, there may be some 10 coal gasification plants built that would
produce about 250 million cubic feet a day. That translates into about
40,000 or 50,000 barrels a day of oil equivalent, which by any standard
compared to a typical refinery in this country, is not a great amount
coming out of any one plant, Our best estimate is that a plant to do
that is likely going to run somewhere close to $1 billion, and that the
cost in oil equivalent terms of synthetic gas is going to run in the $14
to $18 a barrel range.

I make those points only to illustrate that the capital requirements
to get the synthetic industry going in this country are going to be
tremendous.

Senator FanNIN. Well, why I ask that question, I am wondering
what legislation is needed now$? We have talked about what could be
done to encourage industries to go forward. I know of one particular
company that I have had the opportunity to talk to over the last few
years. Even as long as 2 or 3 years aga, they had a prepared project
that was going to cost $650 million. I discussed that same project
with them in the last 2 or 3 months, and it is up now to $850 million.
Their problem is not the financing of the project as much as it is a

. uarantee as to what would result if they go forward with this pro-

gram. The economics do not work out as anticipated.
So, they are requesting consideration of a Government subsidy that
would not go into effect unless the economics do not work out. We have

_ Seen this type of request before. For instance, in World War I1, we did

1t on synthetic rubber. We did it even in copper where the guaranteed
price was given in the copper industry, and large projects were devel-
oped. I know one in my own State of Arizona, a%ﬁ)o million project. Of
course, $90 million in those days is like $900 million today. But this
;G>r03ect Was a copper mining operation and it never cost the Federal
overnment a dime, In other words, the price had been at the level
where they could sell the copper without having a subsidy involved.
Do you feel that legislation of that type is needed, and if it is needed,
would gou have any su gestion as to how it could be handled? '
Mr. Suick. Senator, think the first thing that is needed is a sub-
stantial clearing of the air in both the legislative and regulatory sense
to where there is some clear indication of where we are heading. It
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is difficult for businessmen to look at ventures requiring this much
capital, and ask themselves the imponderables about what the legisla-
tive attitude is going to be about prices and about the market mecha-
nism in the face of what is going on in price controls at the present
time. ' .

Secondly, in the regulatory area, there is a great deal of un.certa'mtyi
as I understand it, as to the relationship between synthetic natura
gas and conventional natural gas and where it is going to fit'in a
regulatory picture vis-a-vis the Federal Power Commission. Where
does the Power Commission take hold, where does it not? I think
that synthetic gas, if allowed to voll in, if you will, with conventional
gas can work its way in the marketplace. But there are so many uncer-
tainties at the present time that people have some reservations about
it, and there is an area of environmental uncertainty because the coal
has to be produced before you can synthesize it into gas; and, at the
present time in the West there is a big cloud over when we are going
on with developing western coal.

Senator Faxnin. Well, I think you brought out some of the very
serious factors, and of course, when you discuss regulatory agencies,
we also have that involved in LNG, liquified natural gas. Which
has presented a problem that has not been resolved as far as I know.

Is that true?

Mr. Surck. That is my understanding, Senator. I do think, though,
that we are dealing with a substantially different problem in terms of
the-contribution they will ultimately make to the energy spectrum. I
think synthetic coal, I think you would agree, has a much larger
potential than liquified natural gas.

Senator FAnNIN. I airee. That location of it, and there are so many
factors involved. But what was first discouraging to me was the report
that about 55 {)\ercent of the Btu in the coal would be lost if they went
from coal to the gasification, and then I was told more recently that
if you take into consideration all of the elements involved with the
recoveries of the byproducts from the coal, that it would bring it up to
as high as 71 percent.

Of course, that is a very high factor, and I was very encouraged
by it. But I do feel that we need to do a great deal in this field,
and we certainly are delaying the programing by not taking action
in Congress to see that these projects go forwarg.

I thank you very much.

My time has expired.

The Cuamman. Senator Talmadge?

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

_ Mr. Slick, my apologies for being late. I just arrived. I had to pre-
side in an executive session of the Agriculture and Forestry Com-
mittee. 1 did not have an opportunity to hear your entire testimony.
I have hurriedly read your prepared statement. There are many
things therein with which I heartily agree.

Apparently Senator Fannin was asking about some of the things
that I had on my mind. The one abundant natural energy source that
we have in this country is coal. It has been estimated that we have, I
believe 600 to 800 years’ supply of coal. Is that-about correct?
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Mr. Suick. Senator, the number is about that order of magnitude
or larger. It is so big it sometimes staggers the imagination, but it is
tremendous in terms of years of supply.

Senator TALMADGE. {Vhat are the oil companies doing to try to
convert that resource to natural gas or to petroleum, or something
along that line? o

Mr. Suick. Well, there is a close relationship between the technology,
the type of technology that is involved in processing coal into syn-
thetic Eas or synthetic liquids, and the operation and processing of
liquid hydrocarbons into a different form of liquid hydrocarbons. So,
it Is a natural area for petroleum research firms to get into. Oil com-
panies are expending significant sums of money in both coal gasi-
fication and coal liquefaction. They are not the only ones engaged
in those activities. There are other firms that have nothing to do with
tho oil industry that are looking at coal gasification. .

There is a_known process for gasification of coal into pipeline
quality gas. Research is being done to try to find one that is more

“economic, because it is a very expensive process. There are processes

that are at the point where prototype units can be and are being built
and tested. There is a major question of how you are goinjg to finance
and develop a demonstration plant, a commercial-sized plant, even a
small commercial-sized plant; to demonstrate whether or not it is a
viable commercial operation requires a tremendous investment. .

As I was commenting to Senator Fannin, there are an awful lot of
uncertainties on the horizon of the probability of getting this into a
viable economic situation over a reasonable timeframe. They are such
that there is some reluctance to go forward without getting some of
these questions clarified. .

Now, there are some research programs through ERDA with which
I am sure you are familiar that I think will probably stimulate some
of this and move it alon K

Senator TaLmapce. As you know, the Germans liquidfied coal and
gasified coal during World War II very effectively; but then, cost
was no object. I understand South Africa has had a plant that has
been operational for many years. One of the ministers from South
Africa was in my office several weeks ago, and he told me they were
presently engaged in vastly increasing that capacity. I believe there
1s also a similar plant that is operating in Scotland in the British
Isles. Do you know what the cost comparison is between gasifying
coal now as related to other competitive market factors$?

 For instance, to create petroleum out of coal, what would it cost

vis-a-vis importing petroleum from OPEC at about $13 a barrel ¢

Mr. Suick. Our data indicate it would still be more expensive than
that at the present, in 1975 dollars. Setting aside what might happen
with inflation, but in current dollars our best estimates are that syn-
thetic gas from coal is going to run in the $14 to $18 a barrel equiva-
lent range. So, it is somewhat just a little above what OPEC prices
for oil are.

Senator TaLmapge. Is that petroleum or gas you are talking about {

Mr. Srick. That is gas.

Senator TaLmapoe. What about petroleum ?

Mr. Srick. Liquid would be more expensive than gas. The technology
for coal liquefaction is a little behind the technology and state of de-
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velopment for coal gasification, and our numbers for coal liquefication
might run from $16 to $24, something in that order of magnitude.
That is, I admit, a )x])retty big range, but it bespeaks some of the un-
certainties in the technology. -

Se;lator TaLyapce. Is there not at least one utility in the Chicago
CAS ) ()
~ The Crrammman. Might T ask, just to get this straight, in terms of
per thousand Btu’s, what would that coal gasification price be? Can
you give us that ¢ -

My, Srick. Between $2 and 3.

The CHATRMAN. Per thousand cubic feet ?

Mr. Suick. Between $2 and $3.

Senator TaLmapce. If the Chair would yield at this point.

How does that compare with imported gas from, say, Algeria?

Mr. Stick. It is in the same ball park. Imported LNG is awfully
expensive. I cannot give you a specific number, Senator.

genator TarLMmapce. My recollection is something on the order of $3.

Mr. Srick. It is substantially higher than any gas is selling for in
the United States today.

Senator TALMADGE. And that is about the cost it was anticipated
when we had this deal going with the Soviets, was it not ?

Mr., Svick. Senator, you are straining my memory. It is in that
order of magnitude. We have had some experience with LNG in A frica
going into south Europe, and it is-an extremely expensive process.

Senator TaArMAbpGE. So, your conclusion then is that we presently
have the technology to gasify coal in this country at a comparative
price to what it would cost us to import it from foreign countries; to
wit, Algeria.

Mr. Srick. Yes, sir.
s, Senator TArmapcE. Is there not at least one utility in the Chicago
area now that is gasifying coal? -
Myr. Svick. Senator, there is a utility in the Chicago area that is
using a combined cycle-type technology with which I am familiar.

Senator TarLmapge. They are mixing it, are they not ¢

Mr. SLick. Well, you burn part of it, then you put it in the turbine,
and you in effect get gas out of coal. Yes, sir, they are not using a high
Btu gas. They are not using gas which you can put into a home. is
we are both well aware, it is kin to the old coal gas that we used in
some parts

Senator TaLMADGE. It was used years ago. - -

Mr. Svick. Used years ago. In my hometown, we manufactured gas
out of coal, low Btu gas.

Senator TaLMapee. What is the comparative cost of that ¢

Mr. Srick. When you start dealing with that, you suddenly have
to go through another cost threshold, because it is not only the cost
of getting gas, but you cannot burn it in a usual home, so you have to
ﬁo through a whole change in the distribution system. You have to

eep it segregated. And that, at the consumer end, would be extremely

exnensive,

Senator TaLmapce. Thank you, Mr. Slick. My time has expired.

The Crra1ryan. Senator Dole,

Senator DoLE. I believe Senator Hansen was ahead of s,
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The CrATRMAN. According to this list, gou got here at the same time,.
q Senator HanseN. He jumped ahead of me as we came through the
oor.
Senator Dore. Well, in any event, I had the same problem Senator
Talmadge did. I was at the same Ag meeting, an executive session,
and had the chance only to scan very quickly the testimony of Mr.
Slick. I would guess that the questions I have have already been pro-
ounded. Rather than take the time of the committee, since there are
¥0ur additional witnesses, I will submit the questions in writing 1n
the event they have not been asked. It is in reference to windfall pro-
fits, plowback, and things of that kind that I am certain you have
touched on. Is that right .

Mr. Surck. Yes, sir, .. .
Senator DoLe. I know your position from reading the statement.

Mr. Chairman, I will submit the questions to the witness. If he has
not responded, then he can do it in writing, and it will save time.
Mr. Srick. I will be pleased to do so.
['The questions and answers referred to follows:]

Question. If we were able to reduce our imports by 2 MMB/D, would the in-
dustry be able to increase domestic production to cover this short fall?

Answer. The nation’s ability to balance supply and demand to eliminate 2

MMB/D of imports without damage to the economy depends on a number of
factors. First, it is important to recognize that the most effective way to reduce
imports is to simultaneously encourage increased development of domestic re-
sources and energy conservation. This can best be achieved by decontrol of
domestic oil prices,

A second critical factor is timing. The U.S. has a substantial oil and gas re-
source base, however, the rate at which these resources can be developed is de-
dependent on many factors, such as federal leasing policies and availability of
adequate capital in the private sector. Even if these were not constraints, lead
times of several years are required to discover, define, and bring new reserves on-
stream. These lead times are even greater in remote frontier areas where a sub-
stantial portion of the nation’s future reserves are expected to be found. Simi-
larly, lead times of several years will be required to achieve appreciable improve-

ments in energy use efliciency.
U.S. reserves of oil and gas peaked a decade ago and production has been

declining for several years, resulting in growing dependence on imports. A sub-..

stantial effort will be required just to maintain current projection levels. The
nation’s key initial goal must be to reverse this trend. Only then can we hope to
achieve actual reductions in imports.

Esson U.S.A. analysis indicates that the U.S. can reverse the import trend
within the next decade- This can be accomplished through government policies
which permit market prices for U.S. ofl and gas production, provide access to
federally owned resources, and encourage energy conservation. These policies can
achieve a reduction of up to one-third in currently projected 1985 import levels,
although it is unlikely that future imports can be reduced below today’s levels.

Question. How much capital would have to be invested to create this new ca-
pacity ? How much more than is generated currently does the industry need?

Answer. If an additional 2 MMB/D of domestic production is to be achieved, it
will be necessary to discover 7-10 billion barrels of new reserves. Reserves of this
magnitude are most likely to occur in high potential frontier areas, such as the
Arctie or the OCS where finding and development costs will be very high. How-
ever, the key problem is the overall petroleum industry capital requirements over
the next decade, and the ability of the private sector to finance these
O ring the decade 103-72, U.S. petroleum 1

uring the decade 5 , U.S. petroleum industry capital expenditures aver-
aged $8.1 billion/year. During this period, industry profitability ?:s measured by
return on stockholders’ equity) was equal to or less than the average for all
manufacturing. Also, industry debt/equity ratios doubled (from about 15-30%
during this time, indicating that insufficient capital was being generated inter-
nally to meet expenditure needs.
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Most knowledgeable observers project domestic petroleum industry capital ex-
penditure levels of $20-$30 billion per year (1974 §) over the next decade, or an
+ increase of 100~2009%. More important, even these increased expenditures cannot
'+ eliminate the need for susbtantial import levels in the future,

The critical issue is the ability of the private sector to finance these sharply
# highér expenditures, They must be inanced from earnings from current produc-
T tion, much of which is controlled at less than half of market price, These current
earnings are not adequate to generate the necessary capital. Further, the un-
certainties created by various proposals to extend controls and roll back prices,

inhibit industry’s ability to obtain increased debt or equity financing.

Question. How long would it take to bring this oil onstream?

Answer. New production of 2MMB/D would require the discovery and devel-
opment of 7-10 billion barrels of new reserves. Reserves of this magnitude
are most likely to be found in the unexplored, but high potential frontier areas
such as the off-shore and the Arctic. Also, it is most likely that they would occur
in a number of separate flelds, rather than one or two large fields. If these
reserves were discovered in an area such as the Atlantic or Gulf of Mexico,
about three to four years would be required from discovery to initial production,
and 8-10 years from discovery to peak or full production, If the reserves occured
in' more remote areas, these lead times would be increased several years.

Also, it is important to note that these lead times are measured from initial
discovery which cannot occur until federal lease sales are held and various
permit requirements and environmental procedures are complied with. -

Question. If there was an excess profits tax with a plowback provision to go
along with a decontrol measure, would the industry be able to invest the excess
profits meaningfully in order to escape the tax?

Answer. A careful analysis will clearly show that no “windfall” or excess
profits result from decontrol because the resulting higher realizations must be
reinvested in the search for new energy supplies. However, if such a tax is
deemed necessary to achieve decontrol, it must be carefully structured so as
not to be counter productive to the industry’s capital formation needs. The
adverse impacts of such a tax can be minimized by a broad based plowback
provision, Also, the tax should be applied only to production which is decon-
trolled simultaneously with enactment of the tax. It should be phased out
over a reasonable period of time (3-5 years), and recognize the impacts of
inflation and loss of percentage depletion in establishing the tax base, .

Currently, 60% of domestic production, or about 5.4 MMB/D is controlled
at a price of about $5.25 per barrel. If, in the event of decontrol, thig were
permitted to rise to the current price of new domestic oil (about $11.50/Bbl),
the petroleum industry’s annual gross before tax revenue would be increased by
about $12 billion per year. However, about 7% of this revenue would be paid
to state governments in the form of higher severence taxes, and 139% would
go to royalty owners. This would leave the petroleum industry with a.net
increase in before tax revenue of $9.6 billion, 50% of which would go to the
Federal Treasury in the form of higher income tax payments. Thus, the indus-
try would gain less than $5 billion in earnings, When this is compared to 1974
domestic capital expenditures of $13-$15 billion, and projected future require-
ments of $20-$30 billion per year, it is clear that the petroleum industry can
spend the increased income from decontrol meaningfully.

Question, Are there plans now that go begging for lack of capital?

Answer. The experience of Exxon U.S.A. is not necessarily typical, but it
does illustrate the problem, Last year, Exxon's capital spending exceeded earn-
ings. This year with no assurance of earnings growth, capital expenditures will
almost double. Still, we are foregoing attractive opportunities for lack of
capital. This 1975 tax bill, which cost us about $200 million, has been a con-
tributing factor. Judging from the numerous announcements of cutbacks in
capital spending plans by other companies, it is apparent that our experience
is not unique. :

q Quea:ltgon. Could the industry and its suppliers cope with a large increase 1a
eman , -~

Answer. If this question is intended to address a large increase in domestic
petroleum demand, Exxon U.S.A. believes such an increase in the short term
is highly unlikely. The relationship between energy and economic growth is
well known and we belfeve that continued energy growth is vital to long term
economic growth. However, because of increased energy use efficiency, we expect
energy demand to grow at & slower rate than in the past. No difficulties are

‘s,
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anticipated in coping with this growth—provided adequate supplies of domestic
or imported oil and gas are available,

If the question is Intended to address the ability of the U.8, petroleum industry
and its suppliers to increase activity levels, recent Exxon U.S8.A. experience
indicates that many of the critical material constraints of last year have dis-
appeared. Ofl country tubular goods are now in ample supply, except for some
speclalty items. Utllization of land drilling rigs continues at high level, how-
ever, with new construction, supply now excecds demand and continued growth
in the rig population is expected. Mobile offshore rigs are available, but atill in
tight supply. These conditions, coupled with the fact that the entire U.S. capital
goods sector is operating well below capacity, indicates that increased activity
levels would be possible, The most effective way to insure continued expansion
of the oiltield equipment and supply industry, is through decontrol of domestic
oil and gas prices—thus, providing a clear market signal that the nation plans
to accelerate the development of domestic oil and gas resources.

Question. How much capital, on the average, has the industry invested in the
last five years to increase domestic production? What is the usual source of this
capital? Is it still available?

Answer. During the 5 year perlod 1969-73, according to Chase Manhattan,
the U.S. petroleum industry capital expenditures averaged $9.4 billion per year.
Of this amount, $6.7 billlon/year (66%), was spent for the exploration and
development of oil and gas reserves, $1.5 billlon/year (16%) was spent on
refineries and transportation of the crude end products, and $1.7 billion/year
(18%) on marketing and chemicals. During this period, about 809%*® of the
cash gain was generated internally by means of earnings and capital recovery
allowances, and about 20% from outside borrowing.

Although these traditional sources of capital are still availablte, they do not
appear adequate to meet the industry’s future capital needs, As a result of price
controls which maintain a substantial portion of domestic oil and gas production
at less than half of market price, current earnings are not adequate to generate
the industry’s hlgllre\rwe;tpital needs. Furtherimore, current depreciation provisions,
based on historica s, have proven inadequate to generate funds for replace-
ment of equipment in an inflationary environment. Finally, industry reliance on
outside capital has increased sharply over the past decade as indicated by a dou-
bling of debt/equity ratios. Because of the relatively high risks inherent in ofl and
gas exploration and production as well as the technically complex, long lead time
projects facing the industry in frontier areas, it is doubtful if the debt/equity
ratios and use of outside capital can be increased substantially,

Question. How much oil reserve is recoverable only by secondary or tertiary
methods? How fast could this oil be brought onstream if there was enough money
to make it economically feasible?

--.Answer. A large portion of domestic reserves which are suitable for secondary
recovery operations are already operating under some form of water flood or
pressure maintenance project.

There is wide agreement that U.S. reserves which can be recovered by tertiary
methods are potentially large. In 1973, the AEC contracted Gulf Universities Re-
search Consortilum (GURC) to assess the potential for tertiary recovery. This
extensive study concluded that potential ultimate recovery by tertiary methods
in the range of 30-60 billion barrels (current U.S. proved reserves at year-end
1974 are about 85 billion barrels).

Tertiary recovery can be very important in extending the life of 1.8, reserves
and inereasing ultimate oil recovery, but the impact on daily production, espe-
cially in the short term, is likely to be small for a number of reasons. First, the
technology for applying tertiary recovery in a substantial portion of U.8. reser-
voirs dees not now exist, 8econd, the tertiary process, where applied, is not char-
actefized by sharp and dramatic production increases. For example, GURC esti-
mated that tertiary production in 1985 might vary from an “almost assured” level
of 274.000 barrels per day, to a “realistic estimate” of 1.2 million barrels per day,
with higher levels considered possihle.

The C'rrAT™MAN. Senator Hansen.

Senator Tarapce. Would the Senator yield that T might also sub-
mit a question?

1 Based on the Chase Group of 30.
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I would ask you to prepare remarks for the record, please, Mr. Slick,
a})out;'the future possibilities of -the development of our shale rock
also.

Mr. Suick. All right, Senator. We have not been extremely active
in that area, but we will be glad to give you our view.*

Senator Taryapce. Thank you, sir.

Thank you, Senator Hansen.

Senator HanseN. Thank you, Mr. Chairman.

Mr. Slick, I too am sorry I was not here to hear your statement when
you gave it orally. I have been at an Interior Committee meeting
where we were marking up a bill to revise the mineral leasing laws in
the United States, and to the State that I represent, that is of no
little concern to me. I gather that among the various statements you
make, and I think you state the case very well for the oil industry,
and indeed, I believe for America. I observed you a few weeks ago on
TV, and I just hope that you might do that another time.

Mpr. Svick. Thank you, sir. '

Senator HANSEN. You did very well.

One of the faults vou find with this bill is that it imposes restric-
tions on imports which would have the effect. as I gather in scanning
your testimony, that that would, by the imposition of the self-impse
embargo, make even less energy available. We are an energyv-intensive
Nation, as you know far better than I, and T just give one statistic.
In agriculture, I think, for each man-hour of work that is put in on a
farm or ranch in America, we burn 1.2 gallons of fuel. The produc-
tion of our farms and ranches in this Nation is truly the amazement
of the rest of the world, and one of the reasons, I think maybe one
of the major reasons we are able to do the job we do is because we
have machines and we have fuel to power those machines. As a con-
sequence, at the disgosal of every farmowner is a very great amount
of horsepower which makes his farm far more productive than would
otherwise be the case. This excise tax, which you criticized, I under-
stand that the way that this bill is written. the House bill is written,
the excise tax applies to oil and-gas only when they are used as fuels.
Is that right?

Mpr. Suick. That is my understanding, Senator.

Senator HanseN. What inducement or what encouragement or what
sort of a stick do you think should be applied in order to hasten the
conversion of, say, powerplants from burning natural gas or oil, to
coal 2 Or do you think any further incentive is needed ?

Mr. Suick. I think the most effective incentive, of course, is to get
energy back into a market mechanism, if you will, and let the market
force it. But I have to hasten to add that within the near term, at
least, there are a couple of other very serious inhibiting factors of
coal conversion, setting aside the mechanical problems on the utility
level, and that is being about to develop the coal of the quality con-
sistent with the environmental laws of this Nation. For example, as

ou know better than I, Senator, there is at the present time an in-
unction imposed against the development of coal in a five-State area—
including your State—Montana, Wyoming, North and South Dakota,
and some parts of Nebraska, until a decision is made about a regional
environmental impact statement.
SRR
*See p. 999,
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I think as a nation we need to examine the question of what do we
have to do to get the environment right and what do we have to do
to keep people from using the environment as an excuse to slow down
some of the other things that we need to do in this Nation, because I
think there is a balance point between the environiiental needs, the
economic needs and the energy needs of this country, and unless we
find that balance point, we are going to get a biased answer to the prob-
lem. And so there is some clearing of the way that needs to be done.

Senator Haxsen., Congressman McCormack of Washington was
testifying some couple or 3 months ago, and he made the statement—
and I am just paraphrasing what he said—that if this Nation were to
adopt a no-growth energy policy—and for those who know Congress-
man McCormack, I am certain I need not try to embellish his environ-
mental concerns or his philosophical point of view; I have my own
assessment of that—but he made the statement that if this Nation
were to opt for that kind of a policy, it would visit upon this country
a greater catastrophe than would have resulted if we had lost World
War IT. And then he went on to point out that most of the jobs that
we have are energy dependent; that the opportunities for people out
of work, the unemployed, relate directly to the availability of energy.
That minority groups would be among the first to suffer if we had to
cut back on energy, because obviously, if plants had to work only part-
time or if we had to try to determine which plants were to operate and
which were not, obviously with people unemployetl there would be a
thrust to keep the more productive workers employed. Obviously, that
makes very good sense, and I was quite struck with his observation.

I would ask you, do you think that, without knowing precisely what
he said and having only possibly heard about his statement through
what I have just now said, do you think that a cutback in the available
amount of energy we have would indeed react severely upon job seek-
ers and exacerbate the problems that we have been trying to address
this past several months?

Mr. Sruick. Senator, I would say unquestionably that is the case.
There is an attachment in my statement that indicates that if we arbi-
trarily decide to cut energy consumption in this country by 2.5 million
barrels a day, round numbers, by 1979, as would be done by this bill
against our judgment of what is necessary, we would foist on this
country a reduction of GNP of over 8 percent, Contrast that against
the fact that we are now in the throes of what some people call a
depression or a recession, with about 8.5 percent reduction in GNP;
8 percent by 1979—a reduction of over 2 million jobs. .

I do not know where that kind of a scenario leads us, but it is cer-
tainly a horror story by any means. -

Senator Havsex. Thank you, Mr. Chairman. My time is up.

The Crairman. Mr. Slick, I would like to introduce you to this
Nation’s No. 1 environmentalist, Senator Gaylord Nelson.

Senator NeLso~. I trust that is intended as a compliment.

I did not hear the latter part of your statement. If you reduced oil
or energy consumption by what percentage ¢

Mr. Sricr. Compared to our assessments of what will be nc-essary,
the bill we are talking about would reduce energy consumption—
would reduce oil imnorts. in 1979, by 2.4 million barrels a day. We
looked at what would happen to the economy under those circum-

~ -
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gtgnces, and it indicated that there would be a reduction in GNP of
.6 percent.
' nator NersoN. That would be a total of what? : :

Mr. Suior. A 24 million barrel-a-day reduction in 1979, against
our assessment of what is necessary, would result in a reduction in
GNP of some 8.6 percent, and a reduction in employment of about
2million, -~~~ - ‘

Senator NerLsoN. Why would it mean that, if you did it by energy
conservation programs?$ -

Mr. Srick. We analyzed taking energy out of the economy arbi-
trarily over this period of time in a way that would be the least dis-
ruptive to the economy, and it is very easy to say we will do it by
conservation, but the question becomes conserving of what. If you
look at doing this over an extended period of time through more
efficient use of energy, then you can undoubtedly reduce energycon-
sumption through an efficiency. move, but when you do it by arbitrarily
cutting off in &e short term, without allowing for ad}‘ustment.m
the system, then what you end up doing is cutting out productive
activity and you end up cutting out jobs, you end up cutting out out-
put from the economy.

The simple example I like to use is that the place everybody wants
to turn immediately to reduce the use of oil is to the automobile.
And I might agree with that, but of the total energy consumption,
oil consumption, in this country, some 17-plus million barrels a day,
and only 6.5 of it that is gasoline, and when you boil that down to
how much of it is personal use of the automobile that might be
changed, you find out there is no way you can get 2.5 million barrels
out of it. And even if you do, it is not with impunity to the rest of
the economy, because if you tell the average citizen who has been
driving 10,000 miles a year that by one device or another I am only
going to let you drive 5,000 miles a year next year, he obviously is

- going to change his judgments on what he is going to do about buying
automobiles, what he is going to do about buying tires, and you
hegin to get a ripple effect through the economy. So, it is not just as
simple as saying. well, we will car pool everybody and cut_the con-
sumption of gasoline a great deal. When you do that, you are going
to cut the manufacturing of automobiles, steel, glass, tires, plastic

- fibers that go into the upholstery in the car. The whole economy sud-
denly gets involved in the process.

Senator NeLsoN. Well, we live in an economy of waste. Waste is the
most conspicuous thing this country does with all of its resources.
And T just do not accept the argument you make. There is not any
doubt in the world we could double the gasoline mileage of the
automobile fleet in this country with current technology, All you have
got to do is make a lighter, smaller car. Now, people will not like
that. The auto industry was here saying, oh, we have got to leave
people the freedom of choice to buy anything they please. What
nobod}s; seems to recognize who comes before any committee I listen
to, either when I was on Interior or here, is-that we are in a disaster
in this country. It is here. It is not a crisis, it is a disaster. We are

—either 1ﬁoing to rationally make some decisions, some hard decisions,
particularly about energy consumption and waste, or they will be

~—
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made for use in an irrational way. That is all there is to it. And it will
be imposed upon us.
Now, the auto industry says, oh, we cannot do that. The fact of the

" matter is that the automobile is here that will do 28 miles to the

gallon. It will get you all over. I talked to a friend of mine, not Iong
ago who had recently returned from living for 6 years in Englan
and I said, what was the most dramatic thing you noticed when yon
came back to this country? And he said, the monstrous size of the
automobile. He said it is unbelievable, He said, all day long in London,
you are looking at all these small cars moving millions of people.
Suddenly you land in New York and the monstrous size of the auto- .
mobile was the most noticeable t,hin%)to me when I came back.

Now, you would save 3 million barrels a day if gou just doubled
the averagre miles per gallon of the automobile. And the whole thing
is there. Now, of course, people would be limited in their choices.
They are going to be a damn sight more limited in their choices unless
we do something about it. -

So, I think we ought to start thinking in terms of the disaster we
are in. The Freeman study indicates that the United States unneces-
sarily, he concludes, unnecessarily wastes more enérgy than the third
largest power on Earth uses. We waste niore than Japan uses. So it is
going to have to come to a halt. You make the argument if you start
to conserve energy and stop wasting it costs somebody some jobs.
Well, they will do something else that is productive. I do not think
the country wants to survive on the basis of creating jobs through
waste, and I do not think you would defend that, I do not think any-
body can defend that. This idea that we cannot do something sub-
stantial in a rational way about utilization of our energy and cutting
its wastage—if that is the conclusion of the leadership in this country
and the leadership in industry, then we have no way to win, we are
lilc):ked; the whole economy is going to go down. There is no question
about it. -

Mr. Stick. May I comment, Senator?

Senator NELSON. Yes.

Mr. Srick. I do not propose that we do nothing about conservation.
To the contrary, I think it is essential. You made the comment if we
do something in a rational way, and I agree with you, Senator, but
I think the key element is it must be done in a rational way. And to
arbitrarily cut off the consumption of energy, rather than let the sys-
tem evolve to where we can use it more efficiently, I submit, sir, is
irrational. Now, I am not sugFesting that the technology is not here
today to make a 25 mile a gallon automobile; it obviously is. But we
have almost 100 million automobiles in-this country, and to turn that
fleet over into a more efficient automobile is going to take time.

We have put together an assessment of the energy outlook of this
country. In 1974, about 25 percent of the automobiles purchased in this
country were the equivalent in weight and in energy efficiency of a
Pinto or a Volkswagen; but the fleet average on the road in 1974 is
12.5 miles to the gallon. Our assessment shows that by 1990, 50 percent
of the automobiles purchased in that year should be of the order and
magnitude of a Volkswagen or a Pinto, in terms of weight and energy
efficiency. And those automobiles ought to have miles per gallon char-
acteristics of over 20. And by that time, the total fleet will be well



Fepna

live in America today who

569

over 18, Where, exactly, I do not know, but it takes a period of time
to do that.

Now, the important thing is that if you look at the peoxﬁle who

America t %mve already been born, and make some
judgments about how much this country needs to grow, even improv-
ing the efficiency of the automobile that much, you are going to have
to have more cars in that period of time, you are going to have to have
more energy in that period of time, and this is a long-term, tinie
consuming process.

The thing that creates havoc with the economy is to try to change
things overnight. We did not get to where we are overnight, and I
submit, Senator, we are not going to get out of what we are in over-
night. We have got to start getting out.

enator NELsoN. I have heard no one, no one, suggest we are going
to do anything overnight. I have not suggested it and no one else
has suggested it, I am not arguing the question of the import quotas
one way or another. That is a different matter. Just the question o
what we attempt to do in this country—-

Mr. Suick. That was the issue, sir, to which I was addressing myself
when I said that this bill, by our judgment, will have that impact on
the economy.

Senator NeLson. I thought you were sayin%, and I think you were,
that you could not think of any way you could cut consumption—

Mr. Stick. Oh, no, sir.

Senator NELsoN fcontinuing]. Of oil by 2.5 million barrels without
disrupting the economy.

Mr. Suick. No; T said it wonld hurt the economy if you cut con-
sumption the way this bill would do it.

Senator NeLsoN. Oh; all right.

The CHAIRMAN. Senator, you may go right ahead.

Senator NeLson. I am sorry; I have to appear before the Govern-
ment Operations Committee, I will reserve my speech for later.

The CmarmaN. Thank you very much.

Senator NersoN. Thank you. ;

Mr. Suick. Thank you, Senator.

The Cuamman. May I say this to our good friend Senator Nelson,
that as much as I may differ with him, if you talk about it long enough,
we tend to arrive at the same point eventually. We tend to agree. So
that is one good thing T would say about the members of this commit-
tee. They are, without exception, they are all subject to reason if you
present to them facts to contradict an erroneous assumption.

Thank you very much, Mr, Slick. I appreciate the very fine presenta-
tion that you gave. ‘

Mr, Srick. Thank you, Senator.

[The prepared statement of Mr. Slick follows:]

‘STATEMENT BY WiILLtaM T. Sriox, Jr, SenNror Vicr PresmeENT, Exxon Co,
U.S.A., IN BEHALF OF THE AMERICAN PETROLEUM INSTITUTE, MIb-CONTINENT OIL
AND (3AS8 A8HOCIATION, ROCKY MOUNTAIN OIL AND GAS ASBOCIATION, WESTERN
O1tL AND GAS ASSOCIATION

I am W. T. Slick, Jr., Senfor Vice President of Exxon Company, USA, a divl-
gion of Exxon Corporation. I am pleased to have this opportunity to appear
before the Committee on behalf of the American Petroleum Institute, Mid-
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Continent Oil and Gas Assoclation, Rocky Mountain Oll and Gas Association,
and Western Oll and Gas Assoclation,

The Energy Conservation & Conversion Act of 1975, has been proposed as a
meaningful response to this nation’s energy problems, However, in Exxon's view
this bill is seriously deficient in at least two critical areas. First, its import

quota provisions will in iy judgment create a permanent energy shortage or

self-imposed embargo which will have serious economic impacts. Second, the
bill does not address the fundamental need for increased development of domestic
energy resources, and in particular, the critical problems of capital formation
by the domestic energy industries.

There is only one way in which the United States can achieve increased energy
independence without unacceptable economic penalties. This is through a bal-
anced energy policy which encourages more efficient use of energy as well as
increased resource development. The relationship between U.S. economic and
energy growth is well known. No one, can reliably predict how much the BTU/
GNP ratio can be reduced and still meet the legitimate aspirations of the Ameri-
can people for jobs and a better quality of life. In any event, even though more
efficient use of energy can be achieved, the nation cannot maintain economic
growth without energy growth.

A key provision of the Energy Conservation & Converston Act of 1975 is the
imposition of quotas to limit ol imports. Within two years the maximum quotas
under the bill begin to fall substantially below Exxon USA projected volume of
the oil imports needed to fuel an expanding U.S. economy. Unfortunately, this
bill makes no provisions for increasing U.8, energy production to offset this loss.
The result is a self-imposed embargo. This creates permanent rather than tempo-
rary energy shortages, and all of the ills that go with such shortages. Most
important will be the substantial negative impact on the U.S. economy which
could result in an 8% reduction in GNP and in the loss of up to two million
jobs before 1980. This is an extraordinary price to pay for minimal improve-
ments in national security through lowering imports by quotas. (These effects
are illustrated in Attachment I.)

A second illoglcal feature of the bill {s imposition of an excise tax on ofl and
gas consumed by business and industry at a time when the price of much
domestic oil and gas production i{s controlled at less than half of market price.
Such a tax is clearly inflationary and would be reflected in the cost of all goods
and services. It should be considered only after oil and gas price controls have
been removed, and then only if additional conservation is deemed necessary.

Real and permanent improvement in our national energy condition depends
on increasing indigenous supplies. The U.S~-has a large resource base of con-
ventional energy such as oll, gas, and coal. Expeditious development of these
supplies can make a significant contribution not only to improving U.S. energy

independence, but to creating a healthy economy. Development of these resources

is dependent on a number of factors such as federal leasing policies and environ-
mental regulations. However, the most critical factor today is the ability of the
domestic energy producers in general and petroleum companies in particular to
generate adequate capital to finance the very large development costs,

The capital formation problems of the petroleum industry can be jllustrated
by ‘comparing historical expenditures with projected requirements. During the
decade 1963-72, the domestic petroleum industry’s capital expenditures accord-
ing to Chase Manhattan, averaged $8.1 Billion per year (Attachment II & III).
During 1978 and 1974 expenditure levels began to increase sharply, reaching an
estimated $13-14 Billion in 1974, These increased expenditures were primarily the
result of increased exploration and development activity in response to higher
energy prices, as well as higher real costs due to deeper drilling and expanded
offshore operations, and the rapid inflation experlenced during this peérlod, which
far outstripped the general inflation in the economy.

Profitability of the petroleum industry during the ten year period (1963-72)
was actually slightly less than the average for all manufacturing; return on
ghareholders' equity for petrolenm was 11.89 vs. 12.49% for all manufacturing
based on First National City Bank Data (Attachments III & IV), During this
period of modest profitability the industry was able to maintain its dividend
rates about constant (50-85% of net income based on the Chase Group of 30)
in order to sustain its equity investors, but found it necessary to rely increasingly
on borrowed funds to meet capital expenditure needs. As a result, industry
debt/equity ratios (Chase Group) doubled (from 169 to 809%) between the
early 1960’s and the early 1970’s, _
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Knowledgeable experts in industry, the financial community, and even govern-
ment, project capital requirements for the United States petroleum and other
energy industries will increase sharply over the next decade (Attachment V).
These estimates range from $20 to $30 billion per year (constant 1974 $) for petro-
leum alone, and from $24 to over $40 billion for all energy industries, excluding

__electric,utilities. If electric utilities are included, these estimates double. Regard-

less of the exact figure, the significant factor is that all projections indicate a need
for a 100-200% increase in petroleum industry investments over prior levels, It is
also important to recognize that even these expenditure levels will not eliminate
U.S, dependence on oil imports by 1985.

These sharply higher needs result from a number of factors. Increased levels
of exploration and development activity are needed to replace the nation's
declining inventory of oll and gas reserves. The bulk of this increased activity
is expected to occur in much higher cost areas such as deep inshore basins,
the OCS, and the Arctic. Finally, these constant dollar estimates do not consider
the effect of inflation which could substantially increase the required expendi-
tures. These capital expenditure levels can be better appreciated when they are
translated into physical facility requirements (see Attachment VI). For example,
these requirements include:

- -

PHYSICAL FACILITY REQUIREMENTS 1975-85

Type Number Size

0il and fas: .

Wells_ - e ineceicccicccccccnsacnaaanan 300,000 Productive and dry.

Offshore platforms. . oo .ocenceeeieancaaeeacccacarncenncaan 850

ROfNONIOS. e aeeceacnniancnaecarcennccecsscnananens 38 150 thousand barrels per day.
Synthetics:

Shaleoil plants. ... .o, 10 50 thousand barrels ger day.
c 'Coai BaS PlaNtS. « e iieeieicnicccecaancaccseencccanane 11 250 million cubic feet per day.

oal:

MiNeS. . oeveneenccacaaccacancacacesnacanacacseennaancana 145 5 million tons per year.

Unit trains . o e e cien e 1,100 ars.
Uranium: Mines. ... oo iiicimceiriecicanenanan 35 2 miltion tons per year.

The critical issue is the ability of the private sector to finance such sharply
higher expenditure levels. Chase Manhattan has indicated that petroleum in-
dustry returns in the 16%-20% range will be necessary to finance future capitat
needs, Also, in view of the sharp increases in debt equity ratios, it is clear that
a very high percentage of the increase capital needs must be generated internatly
rather than borrowed. In this regard, much has been said about recent industry
earnings. 1974 was a record year for the United States petroleum industry, and
return on investment increased to about 209 (19.7%) as compared to 169,
(16.5%) for all manufacturing. However, responsible observers now recognize
that 1974 was not a typical year; record earnings levels resulted to a substantial
degree from non-recurring factors such as inventory profits. Further, elimination
of percentage depletion for most oil and gas production will reduce industry earn-
ings by $2 billion this year. First Quarter 1975 petroleum industry profits are
down 25-30% from prior periods, and if this is typical of full year results, it
suggests industry returns in the 14-159, range. _

This leads to the conclusion that the petroleum industry will have a great
deal of difficulty financing needed resource development programs unless the
problems of capital formation receive immediate and constructive attention
from the government. In this regard, the current system of ofl price controls is
a major factor in Hmiting capital formation. It is true that under current regula-
tions ofl from the new discoveries needed to replace existing reserves is permitted
to sell at market prices and that these prices provide substantial economic incen-
tivs for many projects. However, because of the high initial costs and long lead
times before production and income are realized from these projects, they must
be financed by earnings from existing production, most of which is controlled at
less than half the market price. These current earnings are not adequate to gen-
erate the necessary capital. Further, the uncertainties created by the regulations
and varjous proposals to extend controls or even rollback prices inhibit in-
dustry’s ability to obtain increased debt or equity financing for new projects.

Exxon USA’s experlence is not necessarily typical, but it illustrates the prob-
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lem. Last year Exxon USA’s capital spending exceeded earnings. This year, with
no assurance of earnings growth, capital expenditures will almost double. Still,
we are foregoing investment opportunities for lack of funds. The 1976 tax bill
has been a contributing factor costing us about $200 million (AFIT) this year,

The removal of ol price controls, and the resulting few cents per gallon higher

-prices,- could significantly enhance industry’s ability to generate the necessary

capital, Much has been said about a so-called windfall profits tax. We belleve this
is a great misnomer. First, careful analysis will show there are no windfall profits
hecause the resulting higher realizations must be reinvested in the development
of new energy supplies. Second, the proposed taxes are in reality excise taxes
bearing no relation to profits. Accordingly, we believe the so-called windfall
profits tax is both unnecessary and inappropriate. Nonetheless, if such a tax is
deemed necessary to achieve decontrol, it must be carefully structured so as not
to be counter productive to capital formation needs. The adverse impacts of such
a tax can be minimized by confining it to only production which is decontrolled,
simultaneously with enactment of the tax, incorporating a broad based plowback
provision, phasing out the tax over a reasonable period of time (3-5 years), and
recognizing inflation and the loss of percentage depletion in establishing the tax
base. The regulation of interstate gas at prices substantially below the market
has the same inhibiting effect on capital formation and these controls should
also be eliminated.

One final and more fundamental point needs to be made. The effects of infla-
tion have severely damaged the capital formation ability of all U.S. industry,
including petroleum. Depreciation of capital assets on the basis of historical costs
has proven inadequate to generate the funds necessary to replace these assets
at inflated prices. Revision and liberalization of existing depreclation provisions
deserves urgent consideration by the Congress. Other proposals such as relief
from double taxation of corporate earning through a deduction for dividends
paid, merit careful study as the Committee reviews the capital formation problem,

In conclusion, we oppose the Energy Conservation and Conversion Act of 1975.
We are convinced that its import quota provisions are likely to be harmful to the
U.S. economy. We believe that a better and more logical approach is one which -
simultaneously encourages resource development and energy conservation, In
this regard, we believe one of the most critical issues to be dealt with by the
Clongress is capital formation. Of particular concern to us is the inhibiting effect
of price controls and tax proposals on the ability of the domestic petroleum in-
dustry to finance the resource development programs necessary for increasing
U.S. energy independence.

ATTACHMENT 1

EFFECT OF ENERGY CONSERVATION AND CONVERSION ACT OF 1975 (H.R. 6860) IMPORT QUOTA PROVISIONS ON
U.S. ECONOMY

[in milllon barrels per day}

Exxon U,S,
ol import H,R, 6860
Year projection quotas 1 Difference
6.3 7.0 0.7
7.2 7.0 ( .2)
8.5 7.5 1.0
8.9 1.5 1.4
9.9 1.5 2.4
10.7 85 2.2
1 Includes maximum Presidential allowance.
N Reduction in GNP
Exxon U.S. GNP  due to imf_ort Potentiat loss—
pro{ection bil-  quotas (billion GNP reduction of jobs
Year lion 1958 dollars) 1958 dollars) (percent) {millions)
791 0 1 I,
832 6.4 S .
872 331 3.4 1.0
- O R
1,001 75.9 7.6 2.0
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ATTACHMENT 111
HISTORICAL DATA—PETROLEUM INDUSTRY CAPITAL EXPENDITURES AND FINANCIAL PERFORMANCE
Capital Return on net worth
o expenditures (shareholders’ equity)?
& (million Dividends as .
Peny dollars per All manu- 8 percent of Debt/equity-
Year year)! Petroleum facturing income 3 fatios |
6.1 11, 1.6 49.0 15
6.8 11, 2.6 52.0 15
7.0 11. 3.9 52.0 16
1.8 12.6 4.2 $0.0 18
8.3 2.8 2.6 50.0 20
9.1 3 3.3 51.0 24
8.9 2. 2.5 56.0 24
8.9 0, 0.1 58.0 27
8.0 1,2 0.8 54.0 29
9.9 0. 2.1 $6.0 30
8.1 1 2.4 718 .
1.5 S, 4.8 35,0 29
4 13-14.0 9.7 15.5 [0} 04

source: FNCB.

Source: Chase Manhattan Group of 30.
Estimated.

Not available.

U.S. capital expenditures source: Chase Manhattan.
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ATTACHMENT v
CAPITAL EXPENDITURE PROJECTIONS—DOMESTIC ENERGY INDUSTRIES, 1975-85
[Biliions of 1974 dolfars per year]

Total energy Total energy

Petroleum excluding including

industry electric electric

only utilities utitities

FEA Project Independence, November 1974_ . ... eeeccecmcamncan 122 25 50

First Chicago Corp., May 1975. 21 24 gg,
First National City Bank, Septe 31 46

Sun Oil Go., March 1975_.. .. ._....... 27 NA NA

Exxon USA, December 1974 20 24 46

1 Excludes marketing and chemical expenditures.

——

ATTACHMENT VI

PROJECTED CAPITAL EXPENDITURE AND PHYSICAL FACILITY REQUIREMENTS, U.S ENERGY INDUSTRIES,!
1975-85

Cumulative
capital

required
1§75—85__
inclusive
(billion .
1974 dollars) New facilities required

Conventional oil............ PORIPRIN 195 300,000 wells, 850 offshore platforms, 38-150 Mbbl/d equivalent
refineries, 90,000 mi of new pipelines.
Synthetics. ..ueeemmneeeeiaennn. . 16 10'-50' mt:l'vllg e uiv&lent shale oif plants, 11-250 MMft3/d equiva.
ont coal gas plants.
[ | eeeeeen 21 145-5MM t%n/)ﬁ' mines; 1,100—100-car unit trains.
Uranium mining and processing. ... . 12 352 MM ton/yr equivalent mines and entichment facilities,
LLL | P . 44

Note: Excludes petroleum marketing and chemicals and electric utifities,
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The CuamrMaw. Next, I will call Mr, C. John Miller, President of
the Independent Petroleum Association of America.

Mr. Miller, we are very happy to have you with us here today. We
think your association has done some very fine work, and we certainly
do appreciate what you are doing to try to help solve the energy

~.crisis. .

So, we welcome your testimony—at least I know I do, and I am
sure the rest of the committee agrees with that.

STATEMENT OF C. JOHN MILLER, PRESIDENT, INDEPENDENT
PETROLEUM ASSOCIATION OF AMERICA

Mr. Mier. Mr. Chairman and members of the committee, my
name is C. John Miller. I am a partner in Miller Bros., an independent
oil and natural gas exploration and produetion firm at Allegan, Mich.
T appear here as president of the Independent Petroleum Association
of America, a national organization of independent petroleum pro-
ducers representing some 4,000 members in every producing area in
the United States.

The opportunity to appear and present our views on H.R. 6860 is
most appreciated. I would like to commend the efforts of the Senate
Finance Committee to derive energy policies that will serve this
Nation well,

H.R. 6860, as passed by the House of Representatives, will not
solve our domestic energy deficiency because it deals only with con-
servation of our existing energy resources. Because it does nothing to
encourage an increased supply of domestic energy, the long term
effects would be to lock in further unnecessary increases of foreign
crude oil imports. ——

There has been great emphasis on the opportunity and need for
improved conservation. As a result, there appears to be a false as-
sumption by marny that we can conserve our way out of our energy
problem. However, the most optimistic expectation is that we might—
through successful energy-saving techniques—Ilimit future growth in
demand fo about 2 percent per year. In general, that ig the goal of
H.R. 6860 and of other pending legislation. If achieved, this would
be a substantial saving from the years preceding the Arab embargo
when demand growth averaged above b percent.

T would observe that such a limit of demand is highly speculative,
hecause the theory that we can have maximum industrial output and
full emnloyment under such constraints on energy use has vet to be
tested. When recovery from the current recession occurs, substantially
increased energy demands will be unavoidable. Arbitrary limits on
energy use in the future, unless shifted entirely to personal and leisure
activities which would be difficult, would place arbitrary limits on
industrial growth and employment in America.

T would call your attention now to the chart following entitled,
“17.8. Oil Supply and Demand,” which compares 1985 oil consump-
tion based on assumed demand growths of 2 percent and 5 percent.
Tven with conservation efforts which would successfully limit growth
to 2 percent annually, the domestic demand for oil in 1985 would
rise to 21 million barrels a day. Without conservation, demand would

-
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rise t& 28 million barrels daily under the assumption of 5 percent.
growth.

Assuming that we could achieve the lower growth rate through im-
Brov”ed efficiencies, will this solve the energy problem? The answer is:

no. _

As this chart shows, domestic production of petroleum liquids has
declined 1.1 million barrels daily in the 5 years 1970-1975, while our
level of import dependency has almost doubled. This makes one fact
clearly apparent: Kven with the best conservation the decline in domes-
tic production must be turned around and production must be increased
substantially.

This chart assumes that it would be in the national interest to restore
by 1985 the 1970 level of importing dependency of about 23 percent. To
achieve this, even while limiting growth in demand to 2 percent per
year, domestic production must be increased from the current level of
10.5 million barrels daily to 16 million barrels a day. If we assume 2
million barrels a daIy will be coming from the A]asian North Slope
production in the lower 48 States and the contiguous continenta
shelves must be increased by 3.5 million barrels daily from current
levels, Again, I emphasize this must be done even with maximum con-
servation efforts and in face of currently declining production.

It is vitally important that we understand the alternatives; that is,
what happens if the present downtrend in domestic production contin-
ues and Congress deals only with the demand end of the equation
through conservation? The next chart, entitled, “Oil Imports versus
Domestic Supply,” sets forth the prospective levels of import depend-
ency under this “do no more” assumption. As can be seen, continu-
ance of the decline in domestic production at the 1970-75 rate would
reduce U.S. oil availability to 8.5 million barrels daily by 1985. This
means that our Nation would be dependent on foreign oil for half its
needs by 1980, and 60 percent of its requirements by 1985.

It is submitted, Mr. Chairman, that this prospective level of depend-
ence on, _foreign oil as a result of failure to correct the course we are
now following would be unacceptable because it is fraught with dan-
gers that are unthinkable. The implications to our domestic economy
are clear. In the absence of efforts to maximize domestic supplies, there
is no way that we can come to grips with the pressing problems of
inflation, recession and unemployment. S

We will fail or default in the need to reverse present trends not only
at peril to the consuming public and our economy which would become
hostages of the OPEC cartel, but the Nation’s position of leadership
and its freedom to pursue independently its vital interests in world
affairs could be obstructed and compromised.

Assuming that one would find a public and political consensus that
our present course is potentially disastrous and, therefore unaccept-
able, this brings us face to face with two basic questions. What can we
do about it? What will it cost ¢

The answer to the first of these anestions is that we have the fortu-
nate options of finding and developing the substantial remaining
petroleum resources in the unexplored sedimentary basins of the lower
48 States and of greatly increasing recovery from known reservoirs
through enhanced recovery techniques. We have an army of some
10,000 independent producers who have the experience, the technology,
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and the will to search out and produce these resources in the next dec-
ade when oil and natural gas supplies will be critical in bridging the
way toward alternate and “exotic” energy technology and production.
It is significant that even the lowest estimate of our undiscovered
petroleum resources is more than adequate to meet our requirements
through this transitional era, o -

The answer to the question of cost is the one that is in great doubt;
that is, whether from its internally generated funds and from borrow
and outside investor capital, the domestic petroleum producing indus-
try can put together the capital resources needed to maximize oil and
gas exploration and develogment in the next decade. Specifically, I
would like to talk in terms of funding the exploration and development
that would be needed to restore our 1970 level of dependency on oil
imports by 1985. Any less, we believe, would be putting the ﬁ'ation’s
energy future in.jeopardy. = - C ' A

I now refer you to the chart entitled, “Expenditures for Drilling
Wells.” As can be seen from this chart, drilling expenditures in the
years 1960 through 1973 ranged from $2.25 billion to about $3 billion
yearly. In 1974, the domestic industry increased its drilling expendi-
tures to an estimated $4.5 billion. T'o reverse the downtrend in domestic
oil production and raise 1985 output to needed levels, we must almost
double the 1974 expenditures for drilling in the years 1976-80, and
more than double the average annual expenditures in the succeeding 5
years, 1981-85, These estimates are in constant dollars and would have
to be adjusted upward for future inflation.

I would like to cite also that that chart is prepared with the assump-
tion that we will be limited to a 2 percent per year increase in demand.
If we are not able to achieve that, these numbers would necessarily have
to be adjusted upward. ) e

I should point out, Mr. Chairman, that drilling outlays represent
only a part of the industry expenditures involved in expanding petro-
leum supplies. Not inclqded in these figures are the very substantial
expenditures for geological and geophysical work, lease acquisitions
and production costs. These expenditures also will have to be increased
proportionately if we are to solve our oil and natural gas supply
dilemma. = _

It should be clear from the facts that I have discussed that the needed
expansion will not and cannot be forthcoming under an energy policy
of Government price rollbacks and punitive tax actions. From the facts
T have presented, one conclusion is mesgapab]e. We must increase
exploration for and production of domestic petroleum fuels irrespec-
tive of the scope or the success of future energy conservation initiatives.

In attempting to meet this challenge, the petroleum industry has
been operating in an atmosphere of great uncertainty. Unfortunately,
the recent removal of percentage depletion of the great bulk of the
domestic crude oil production was a severe blow to this Nation’s effort
to become reasonably self-sufficient in energy. In addition to that
action by Congress the industry faces great uncertainty from the
threat of further counter-productive legislation, such as a so-called
“windfall profits” tax or a crude oil price rollback or both. The higher

rices in recent years for ecrude oil and natural gas have greatly stimu-

ated domestic exploration activity—the forerunner to Increasing our
-domestic producing rate. In 1971, there were less than 1,000 drilling
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ios active in the United States; now there are over 1,600, Even the
ﬁggoarigs now operating fall far short of ‘bemg enough. In the mid-
1950s, some 2,60 riﬁs operated in the United States.
The petroleum industry is not the only industry that is concerned
and apprehensive about Federal policies toward oil and gas. For the
etroleum industry to double the number of operating rigs, the steel

- industry must make commitments to expand their output and rig

manufacturers must enlarge their rig-making capabilities. Commit-
ments have to be made to increase oil field tubular goods capacity in
the United States. These are just a few exam%l:cs of the many invest-
ments that must be made if this Nation is to become reasonably self-
sufficient in energy by 1985. As you know, these tremendous commit-
ments of capital require many years of exposure before they have
paid themselves out. The steel industry, fabricators of wellhead equip-
ment, sucker rods, compressors and gumps, and the other industries
that make up the infrastructure of the petroleum industry are also
uncertain about the ability of the petroleum industry to sustain its ™
own financial commitments and, therefore, we are not seeing an ex-
punsion of rig-making capability at the needed rate. Steel companies
are not going to build drilling rigs that no one will buy, and no one will
buy a rig if it is not profitable to go out and explore for oil and natural
as.
. To achieve domestic energy self-sufficiency, Congress should remove
the uncertainties created by Federal Government control. The free
market can function to allocate and conserve the available energy re-
sources more efficiently than the Federal Government. And moggim-
portantly, the free market would serve to solicit additional supplies
of crude oil and natural gas as well as alternative sources of energy.

The proposed roll back of the }l)rice or imposition of a windﬁl

rofits tax on new and stripper oil would have disastrous effects on

uturs domestic petroleum supplies. The higher price for new crude
oil has led to the greatest increase in drillmf activity -ever and the
higher stripper oil price has maintained production from thousands
of wells that would have otherwise been abandoned.

Independent producers have been in the forefront of the increased
domestic exploration and development activity and accounted for ap-
proximately 90 percent of the new field wildcat drilling ventures in
the first 6 months of 1975. A price rollback or a so-called windfall
profits tax on domestic new and stripper oil would impact on inde-

endent .producers much more heavily than it would on the large
mternational oil companies,

The price the consumer pays will go up whether domestic control
occurs or not. Each barrel of domestic oil that is not produced because:
the price is controlled must be replaced by a barrel of foreign crude
oil that already sells at the highest price in the market. Currently,
American consumers are paying foreign producers approximately $25-
billion annually for crude oil, and if present trends continue this out-
flow could double by 1985. Among other harmful economic effects, this.
growing dependence means the loss of thousands of jobs in the United
States because that money is not kept circulating in our own economy.

In conclusion, I would urge that this committee and the Congress
take into account these considerations. Domestic production o pe-:
troleum fuels is declining and our dependence on foreign oil is in--

—_——
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creasing. It is in the national interest that we reverse these trends,
and Congress, the American people and the industries involved, face
no greater challenge, We believe that, thus far, Congress has done
little that would encourage and assure future expansion of domestic
production. It has done some things, and threatens others, that would
discourage the domestic industry, and independent producers-in par-
ticular, It is our hope and our urgent recommendation that every
proposal be examined carefully against this test: Does it serve to in-
crease or to decrease our dependence on foreign oil ¢

[The attachments to the prepared statement of Mr. Miller follow :]

EXPENDITURES FOR DRILLING WEILS
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The CramrMaN. Thank you very much. That is a good statement.

Senator Haskell.

Senator Haskewrr, Thank you, Mr. Chairman. -

Thank you, Mr. Miller. It is an excellent statement.

The figure you use, the 90 percent discoveries by independents, is a
re I have heard before and thoroughly believe in and agree with.
at I have never been able to understand is how the indggendents,

lackins the great resources of the majors, can account for 90 percent

of the discoveries in this country. .
Mr. Mmrer. Well, the discoveries are not necessarily categorized

as to the cost of the venture, the depth of the venture, and so forth.

So naturally, it follows that the independents, because of their lesser

financial capabilities, tend to drill in less expensive areas, and we

therefore, do not have that type of expense. )
Senator HaskeLL. Nevertheless, it is a remarkable figure. If an in-
dependent is able to get 90 percent, I do not care if they are not in the

Alaska wells. I assume you cannot drill there. I assume you cannot

drill offshore, a:lthougll: I hoi)e the outer continental leasing bill will

enable you to do so. And still, I think it is an amazing figure. I never
thoroughly understood how the independents were abletodoit.

Mr. We are very proud of the figure, of course. And it is
true—I do not mean to indicate that the independents-do not par-
ticipate in the deeper wells. I think in fact that last year’s study may
indicate that independents were involved in a majority of the onshore
tests over 20,000 feet onshore. But nevertheless, it does follow that
there are somethings that we have a ter difficulty doing, but we do
have some 10,000 independents, as I indicated, that have been in this
business and are in this business. And we have moved upward, in
fact, in that percentage number of wildcats.

Senator HaskeLr, Thank you, Mr. Miller.

fi

— Thank you, Mr. Chairman.

The CHARMAN. Senator Fannin. -

Senator FannNiN. Thank you, Mr. Chairman.

Mr. Miller. I commend you for an excellent statement. You
covered quite well the problems that you face, the lack of certainty
that exists, which, has vitally aﬁecteg what is being done by all of
the companies, both large and small, the independents and the ma-
jors. If you are seeking a solution in this legislation. I agree with
you, we do not have a solution. In fact, we are placing greater barriers
il your path. I think the great problem we have in explaining to
many of the Members of Congress what is happening is because of
the lack of understanding of the time element involved. )

I have heard you bring it ont many times. that the drilling in-
creaces—and of course. that does not immediately reflect in the amount
of prodnet that is produced. Could you give us some thought on how

- we could better explain this time element that is involved ?

Mr. Mm.rer. Depending on the type of prospect you are working
on, Senator, T think commonly it has been stated. that from the time
you have the thonght and the basic idea of developins the geological
proposal, until the time that you might anticipate having that on pro-
duction. vou are dealing with & timelag of 3 to 5 vears. Some of the
prospects take more time than that.
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I would like to give you a personal illustration if I might. In my
own State of Michigan right now, we are developing a very fine Ni-
agaran reef prospect across the northern half of the lower peninsula.
A lot of these leases were taken in 1968, Some of the geophysical work
had been done prior to that time, But by the time we were able to
acquire all the leases, do the geo h¥siml work successfully, with the
reinterpretation of the data, and all those things that are required,
from that time until right now, we have been getting this play going.
And now it is a very substantial play, but nevertheless, it took us that
amount of time to turn it from an 1dea or concept into a producing,
or a number of producing reservoirs, ]

Senator Fannin. I thank you for that explanation, I think it is
misunderstood. But the factor which I feel causes the greatest dis-
cussion is when you have been able to increase drilling—say that there
has been a 25-percent increased drilling in 1973, for instance, or 1974,
but the amount of 0il produced has dropped, You have heard some of
the comments by different Senators who say we are going to produce
more oil if we give this incentive and still we are producing less oil.

I understand from gour explanation that this is the lag time that
is involved. But would you want to discuss the matter of what hap-
pened, say, in 1974, with the increased drilling, and then the falloff on
production?

Mr. Mirrer. I think T could say we are producing less than we
would be producing without the increased drilling activity. By that
I am saying, we did arrest the decline. And our normal rate of de-
cline—had that been followed without any of the new input of %ro~
duction, we would be at a less-barrels-per-day figure right now than
we presently are.

But again, if I may again use another personal illustration. In that
same area that I spoke about in Michigan, there are over 120 wells
that are not now on production. They have all been drilled during
this last year, but there are no gathering lines out there yet. We have
environmental problems which require a number of things that have
to be done before those wells can be put on production. Altogether in
the State. there are something around 200 wells not on production.
And this is something that occurs in each of the new producing areas,
where there are no pipelines in existence. ~

So even though the wells have been drilled, some production has
been found, that is not necessarily being translated into a daily pro-
duction, at this particular moment. We have another 6 months or a
year, a year and a half to go.

Senator Fannin. T know that the downward trend has leveled out
some, and we certainly hope it will level out more. And I hope we can
give you greater incentives for going forward with the exploration
work and your drilling, because I think it is going to result in that
}ine perhaps starting back up the other way. That is what we all hope

or,

Mr. Mirrrr. We fullv anticipate. Senator. that that will be achieved.

Senator FannNiN. T hope it is better understood by members of the
Congress, who are voting on different legislation and considerin
different provisions of the legislation, What specific pronosal woul
you offer to resolve the problem of capital formation? What do you



I

4\

584 -

think we could do that would assist you the greatest in helping you
on capital formation$ ' - ‘

Mr. Miurer. Insofar as our position, the decontrol of the old oil
price, and of our natural rices would be that which would be
most ilelgfu]. This would allow the increased capital formation for the
seo le that are involved in the business. They would have additional

ollars available for exploration. And if this can be achieved, I think
it would be the single greatest step we could take.

Senator FanNiN. All right. So this legislation goes the other way,
as far as the new oil is concerned, so you are very much opposed—and
naturally would be, to any action of that nature.

The problems that we have, as I have said, are a better understand-
ing of just what would be involved if we had deregulation. So many
people think that immediately on deregulation. that the prices would
increase tremendously. I do not know but what that may come about.
If we are ever going to resolve the energy problem in this country,
we must have not only the increased production of ietro!eum products
but also greater utilization. as we have discussed here this morning,
of coal, and of coal gasification and coal liquefaction. Al] of these other
programs will not come about until we have the higher prices.

We have many programs we are trying to get underway, but the
economic factors are difficult. It is difficult to understand why many
Members of the Congress will not realize the economics involved in
your activities—that economics are going to deteriiiine what we are
going to be able to do as time goes along.

As T understand it now, you have rigs that are available, but that
there is not the investment capital availability to go forward on drill-
ing. Is that true tndav?$

Mr. Mrrer. Well, it has been said accurately but facetiously, that
one thing the Congress did do—it cured the steel shortages, the pipe
shortages, and the rig condition. And this is certainly true. There are
rigs available today, and there is pine that is available today, but it
is for the wrong reason—a leveling off in drilling.

Senator FANNIN. And this came about immediately after the action
was taken by the Congress, as I understand it, It was almost-an
immediate reaction, as far as capital formation is concerned, and as
far as seople that were normally making these investments; they just
stobpipe . -

r. MiLLER. That is correct, Senator, and I have another fear, and
that is that T am afraid we arc onlv seeing the tin of the iceherg,
insofar as that cutback is concerned. Some commitment had been
made. They were irrevocable. So I think we are seeing a false rig
count perhaps even at this time. And when those commitments are
worked off, we may see a precipitous decline in the rig count.

Senator FANNIN. In other words, you feel there is even going to
be more of a decline than what has been registered up to this time?t

- Mr. MiLrer, Yes, sir, I do. Barring the changes that I have asked
ltlhe Czingress to consider and to implement in the statement that I
ave given,

Senator FanNiN. I think you have made it very clear that the
uncertaintiy has resulted in a great deal of this lack of investment and
apprehension. And I do feel that we had better look at some incen-
t:fves,drather than some penalties to what is being done in the field
of endeavor.
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And T commend you for what you are doing, and the leadership that
you are giving in the independents.

Mr. l\ﬂ.mm Thank you, Senator.

If T might just amplif%egne answer that I gave a moment ago,
You asked me what could best be done to secure the necessary capi bal
formation, and I answered you in the context of what is now in
regulation or law, I did not answer you in the context of what is bein
contemplated. Otherwise, I want to be sure that it is understc
that the so-called windfails profits tax, or rollback in crude oil prices
would devastate the independent. Those things that have been pro-
posed would impact about 85 percent of the penalty on those inde-
pendents that have been doing the bulk of the new drilling.

Now, I did not answer you that way, because I was answering due
to the fact that the controls are now upon us, and the others are
proposed. I want to be sure that you understood my answer.

Senator FaNNIN. I appreciate your amplifying your answer. Thank
you. -

The CHAIRMAN, Senator Dole, ‘ t

Senator Dore, I think there is also some discussion about changing
the tax treatment of tangible drilling costs. I think that would have
some impact on your industry. If that were eliminated, there would
probably be even more pipe available. .

Mr. MmLer. Senator, 1f that is eliminated, there is no question but
what the domestic drillin% operation is finished, insofar as the inde-
p;r};lent sector is concerned. That will just roll us up; that is the end
of it. .

Senator DoLE. There is a feeling in the Congress, and I think, across
the Nation, that because the price of oil is %13 or more per barrel,
everyone in the oil business is rolling in money. The{ do not under-
stand the two-tier system, and the fact that we sharply have reduced
the depletion allowance, and we have not really provided any incen-
tives. I do not know the answer, but I agree with your statement that
we have got to find some incentives.

I think at the same time. we have to be realistic, and look at some
of the problems we are going to have, if we have any solution.

So what about the President’s decontrol # Do you think 30 months is
ton slow, I suppose you do. ‘

Mr. Mirrer. I could answer that, T suppose, two ways. I conld say
that instant decontrol would be better, but looking at the political
expendiency of the thing. the 30 months, let us say, may not be too
objectionable. And I think that mcst important, if we could just get
understood, get across the entire consumer section, the entire citizenry
of this country, that we are talking about decontrol that means less
than 7 cents a gallon, Some horrendous figures have been blowing up
and circulated around in the media, but we are talking about less than
7 cents a gallon. And I think that needs to be clearly understood. and
that amount phased in nver 30 months certainly ought to be considered
to bo a very minimal number. -

Senator Dok, And I think also there is going to have to he some
windfall profits tax in conjunction with the ({)hasinq-in of the decon-

) to it insofar as stripper
and new oil, and I would share that view.
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Yesterday, in an effort to start some discussion, I introduced an
amendment to 6860. Of course, I hope 8860 does not pass in its present
form but at least I have an amendment that we can discuss, What
about a windfall profits tax? Mine would be for a-period of 5 years.
It would phase in with the decontrol. It contains a plowback pro-
vision at 90 percent. And at least 10 percent of the tax, regardless
of the amount of the plowback would be paid. It is only a starting
point, but I think if we are Foing to get a package, we are going
to have to have some windfall profits tax on the o1l, as it is decon-
trolled—not the new and not the stripper production. )

Mr. MiLLEr. Let me, if I may, Senator, comment on that suggestion
this way. First of all, and I know that you know this, certainly as well
as I do, but just for the record, I would like to be sure that it is indi-
cated, that the term windfall profits has nothing to do with cost or
profit. It is an ill-chosen word. 1t is an excise tax.

Now, once we have determined that particular point to be true, then
we also look at the inflation factors over the cost of 80 months, and the
increased production cost for that oil as it becomes decontrolled. Then
we would have to grapple with the question, is there indeed an
increased profit of any type? But beyond that, I think that the
industry has indicated a reasonable approach to the reinvestment of
that mongy in qualified investment expenditures.

I would have a serious concern about the 90 percent. If our goal is
to achieve additional energy, then it should be 100-percent plowback.

~ We should be trying to encourage the maximum reinvestment of those

dollars and not taking some lesser number and preventing that being
invested in capital formation for the development of our energy
resources,

. Senator Dowz. I think, just so the record is clear, I refer to the tax
in my amendment as an excise tax.

Mr. Miuier. Thank you. I appreciate that definition greatly. The
entire industry will, I am sure.

Senator DoLe. The popular phrase is windfall or excess profits, but
the technical word used in my amendment, which I woulé) ask to be
made a part of the record, is clearly called an excise tax and recog-
nized as such.

[The amendment referred to follows:]
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imsweo . H, R, 6860

IN TIIE SENATE OF THE UNITED STATES

. Jury 15 (legislative day, JuLy 10), 1078
Referred to the Committee on Finance and ordered to be printed

AMENDMENT

Intended to be proposed by Mr. Dorni to II.R. 6860, an Act
to provide a comprehensive national energy conservation
and conversion program, viz: At the end of the Act insert
the following new title:

1 TITLE V—OIL DEREGULATION TAX

2 SEC. 501. DEREGULATION PROFITS TAX; PLOWBACK

3 CREDIT.

4 (n) IN GENERAL.—

5 (1) AMENDMENT OF SUBTITLE D.~Subtitle D of
6 the Internal Revenue Code of 1954 (relating to mis-
7 cellaneous excise taxes) as amended by this Act is
8 amended by adding at the end thereof the following
9 new chapter:;;.

Amdt. No. 691
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2
“CHAPTER 45—OIL DEREGULATION TAX ON

" DOMESTIC CRUDE OIL

“Sec. 4995, Imposition of tax.

“Sec. 4996, Amount of tax.

“Sece, 4997. Plowback credit against tax.

“Sec. 4998. Definitions and special rules.

“Sec. 4999. Records and information; regulations.

“SEC. 4995. IMPOSITION OF TAX.

“(a) IMrosITION OF TAX.—There is hereby imposed
on the deregulation pr‘oﬁts- from taxable domestic crude oil
removed from the premises duringr each taxable f)eriod an
excise tax as provided in this chaptér.

“(b) By WaHoM PAin.—The tax imposed by this sec-
tion shall be paid by the person entitled to the deduction

under section 611 for depletion with respect to the crude oil.

“SEC. 4996. AMOUNT OF TAX.

“(a) IN GENERAL.—The tax imposed by section 4981
shall be an amount equal to 90 percent of the déregulation
profit from cach taxable barrel of crude oil removed from the
premises.

“(b) FRACTIONAL PART oF BARREL.—In the case of
a fraction of a barrel, the tax imposed by section 4981 shall
be the like fraction of the amount of such tax imposed on a
whole harrel.

“SEC. 4997. PLOWBACK CREDIT AGAINST TAX.
“(a) GrNERATL Rurnk.—There shall he allowed to cach

person liable for the tax imposed by scction 4981 for any

-
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taxable period, as a credit against such tax, an amount equal

~—

to such person’s plowback investment for such taxable period.

“(b) LaMirariox.—The amount of the credit allowed
under this subsection for a taxable period and for a recompu-
tation period shall not exceed 90 percent of the taxpayer’s
liahility for tax under section 4981 for such periods.

“(e) PLOWBACK INvESTMENT,—For purposes of this
chapter, a person’s plowback investment for any taxable
period is the excess of—

“(1) his qualified investment for such taxable
period, over -

“(2) his plowback threshold for such taxable periiod.
“(d) RecosrurartioN or Tax axp Crevir oN Cu-

MULATIVE BASIS,—

“(1) IN GENERAL.—In the case of each taxablo
period (hereinafter in this subsection refefxlad to as ‘cur-
rent period’) ending after December 31, 1975, the tax-
payer’s liability for the tax imposed by section 4981
and his credit under this section shall be recomputed by
treating the current period and all prior taxable periods
as one taxablo period (hereinafter in this subseetion re-

~ ferred to as ‘recomputation period’) _

“(2) Errect or RECOMPUTATION —If the suin of /,

the taxpayer’s net tax liahility for the current period nndj”
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for each prior taxable period exceeds his net tax liability
for the recomputation period— -

“(A) a portion of such excess (not greater
than the amount by which the tax imposed by
section 4981 for the current period isAgreater than
the credit allowable by this section for the current
period) shall be applied to, and shall reduce, the
amount of the tax imposed by section 4981 for the
current period, and -

“(B) the remair&der of such excess shall be
treated as an overpayment of the tax imposed by
section 4981 for the current period.

“ 3) NET TAX LIABILITY DEFINED.—For purposes
of this subsection, the term ‘net tax liability’ means, }vith
respect to any taxable period, the excess (if any) of tho
amount of the tax imposed by section 4981 for such
period (or, in the case of the recomputation period,
wonld be imposed for such period) over the credit allow-
able by this section for such period.

‘““(4) ADJUSTMENT OF NET TAX LIABILITY FOR
PRIOR ADJUSTMENTS UNDER THIS SUBSECTION.—For
purposes of this subsection, if for any taxable period be-
fore the cwrrent period the application of this subsection

resulted in a reduction in tax liability or an overpayment

of tax (or both) under paragraph (2), the excess re-
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5
ferred to in paragraph (2) for the current period shall he
reduced by an amount equal to the sum of all such
reductions and overpayments.
“SEC. 4998. DEFINITIONS AND SPECIAL RULES.
“(a) DEREGULATION Prorir.—

“(1) IN GEXERAL. For purposes of this chapter,
the term ‘deregulation profit’ means an amount equal to
the excess of the removal price of the barrel of taxable
crude oil over the sum of—

“(A) the base price for such barrel, and

“(B) the amount by which any severance tax
imposed with respect to such barrel exceeds the
severance {ax which would have heen imposed if the
barrel of oil had heen extracted and sold on Decem-
ber 1, 1973, at the ceiling price determined in the

manner provided in regulations section 150.35:

prescrihed by the Cost of Living Council, as such

regulations were in effect on such date, for domestic
crude oil of the same grade and location;

“(2) 75 I’ERC‘ENT OF NET INCOME LIMITATION ON
DEREGULATION PROFIT.—The deregulation profit on any
larrel of taxable crude oil shall not exceed 75 percent of
the net income attributable to such harrel. For purposes
of the preceding sentence, the net income attributable to

a barrel shall be determined—
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6
“(A) by taking the taxable income from the
property (within the meaning of section 613 (a) )
for the taxable peried, computed without an allow- _
ance for depletion and without any deduetion for
the tax imposed by section 4981 or for costs de-
-ductible under section 263 (¢) (other than those in-
curred in drilling a nonproductive well), and
“(B) by dividing such taxable income by the
namber of barrels of all erude oil produced from
such property during such taxable period.
““(b) REmovAL Price.—TFor purposes of this chapter—
“(1) IN GENERAL.—Except as otherwise provided

in this chapter, the term ‘removal price’ means the

" amount for which the barrel of oil is sold.

“(2) SALES BETWEEN RELATED PERSONS.—In the
case of a sale between related persons (within the mean-
ing of section 103 (¢) (6) (C) ), the removal price shall
be not less than the constructive sales price for purposes
of determining gross inco\l’ne from the property under
section 613.

“(3) OIL REMOVED FROM PREMISES BEFORE
SALE~If crude oil is removed from the premises he-
fore it is sold, the removal price shall be the constructive

sales price for purposes of determining gross income

~ from the property under section 613.
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1
“(4) REFINING BEGUN ON PREMISES.—If the
manufacture or conversion of crude oil into refined prod-

ucts begins Dbefore such oil is removed from the

premises—

“(A) such oil shall be treated as removed on
the day such manufacture or conversion begins, and
“(B) the removal price shall be the construc-
tive sales price for purposes of determining gross

income from the property under section 613.

“(5) MEANING Or TERMS.—As used in this sub-
section, the terms ‘premises’ and ‘refined product’ have
the same meaning as when used for purposes of deter-
mining gross income from the property under section
613.

“(c) Basg Price.—For purposes of this chapter, the

term ‘base price’ means the ceiling price determined under
seotion 212.73 of title 10 of the Code of Federal Regula-
tions as prescribed by the Iederal Energy Administration
pursuant to the Emergency Petroleum Allocation Act of

1973, as such regulations are in effect on June 30, 1975,

“(d) TaxasLe Domestic CRUDE OIL.—
“(1) In GENERAL.—The term ‘taxable domestie
crude oil’ means with respect to any property—

— “(A) the number of barrels produced from

~
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8
such property and sold or removed from the premises
during any month, reduced by
“(B) the sum of—

“(i) the number of such barrels for which
the removal price is not greater than the base
price, plus

“(ii) the amount by which the number of
such barrels (not incitnding any barrels taken
into account under (i)) exceeds the adjusted
base price control quantity for such month.

“(2) BASE IRICE CONTROL QUANTITY.—For pur-
poses of this subsection, the base price control quantity is
the average monthly number of barrels from any prop-
crty for the three-month period ending June 30, 1975,
which, pursuant to scctions 212.73 and 212.74 of title
10 of the Code of Federal Regulations, as then in effect,
could not be sold at a price which is greater than the
base price described in subsection (c). In the case of
any property from which production does not occur
for the cntire three-month period, the average monthly
production shall be determined pursuant to regulations
prescribed by the Secrctary or his delegate.

“(8) ADJUSTED BASE PRICE CONTROL QUAN-
TITY.—For purposc;s of this subsection, the adjusted base

price control quantity for any month is an amount equal
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to the base price cogtrol quantity reduced by an amount
\ equal to 1§ percent of the buso price control quantity

multiplied by the number of calendar months in the

period beginning on the effective date for any law or
regulation described in paragraph (2) and ending on the
last day of such month.

“(e¢) QUALIFIED InvESTMENT.—For purposes of this
chapter, any person’s qualified investment for any taxable
period is the sum of the amounts or incurred by such person
" during stich taxable period (with respect to areas within the
United .States or a possession of the United States) for—

| “(1) intangible drilling and development costs to
which section 263 (c) applies or gealogical and geo-

;h-ysi.c;l ;—;ts described in subsection (g) (7),

“(2) the construction, reconstruction, erection, or
acquisition of the following items if the original
use of such items begins with such pergon:

“(A) depreciable assets used for—

“(i) the exploration for or the develop-
meénit or production of oil or gas (including
development or production from oil shale),

“(ii) converting oil shale, coal, or liquid~
hydrocarbons into oil or gaé, and

“(iii) refining oil or gas (but not beyond

the primary product stage), and
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“(B) pipelines for éathering or transmitting oil
or gas, and facilities (such as pumping stations)
directly related to the use of such pipolines,

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

“(4) the acquisition of oil and gas leases, but the
aggregate amount which may be taken into account
under this paragraph for ajny taxable period shall not

exceed one-third of the aggregate of the amounts which

-are taken into account by the taxpayer under para-

graphs (1), (2), and (3) for such period.
“(f) PLowBACK THRESHOLD.—

“(1) In GENERAL.—For purposes of this chapter,
any person’s plowb;\_ck threshold for any taxable period
is an amount equal to $3 multiplied by an amount equal
to the sum of the lesser of—

“(A) the number of barrels of crude oil pro-
duced by such person during such period, or

“(B) the base price control quantity for cuch
of such person’s domestic oil-producing properties.

-~ “(2) LIMITATION BASED ON 75 PERCENT OF NET

. INCOME.—A person’s plowback threshold for any tax-

able period shall not exceed the excess of—
“(A) 75 percent of his taxable income attrib-

utable to taxable crude oil from all oil-producing
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properties (within the meaning of section 613 (a) )
for the taxable period, computed without an allow-
ance for depletion and without any deduction for the
tax imposed by section 4981 or for costs deductible
under section 263 (¢) (other than those incurred in
drilling a nonproductive well), over
“(B) the amount of such person’s linhility for
" tax under scction 4981,

“(g) OrueEr DEFINITIONS.—For purposes of this
chapter— ” -

“(1) CrupE o1L.—The term ‘crude oil’ includes a
natural gas liquid recovered from a gas well in lease
separators or field facilities,

“(2) DoMESTIC CRUDE OIL—The term ‘domestic
crude oil’ means crude oil i)roduced from an oil or gas
well located in the United States or in a possession of the
United States.

“(8) BARREL.f-The term ‘baryel’ means 42 United
States gallons, ‘

“(4) Un1TED STATES.—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 scction 638,

85-583 0 - 78 - pt,2 - 10
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“(6) TAXABLE 1*1;1:!01».——'5]1(! term ‘tavable period’
neans—
“(A) the period b(:ginning on the first duy of
the first calendarmonth beginning after the date
~ of tho ‘enactment of this chapter and ending at the
cloge of December 31, 1975,
“(B) ecach calendar year beginning after
Decemher 31, 1975, -and ending hefore Januery 1
-of the calendar year described in subparagraph ('),
and
“(C) the peried beginning on January 1 of the
. calendar year in which ends the G60th calendar
month after the date of enactment of this chapter
and ending on the Tast day of such GOth calendar
- month, '
“(7) GEOLOGICAL AXD GEOPHYSICAL COSTS.—The
terin ‘geological and geophysical costs’ means expendi-
tures of ascertaining the existence, location, extent, or
quality of any deposit of crude oil or natural gas.

“(h) MrMBERS OF AFFILIATED GROUPS TREATED AS
Oxe PersoN.—If two or more corporations are members of
an aftiliated group hmking a consolidated roturn with respect
to the tax imposed by chapter 1 for a taxable year or years

which include any entire taxable period, such corporations
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shall bo treated as one person for purposes of the tax imposed
by section 4981 for such taxable period and for purposes of
the credit against such tax allowable under-section 4983 for
such period.

“(i) ExpmprioN FroM Tax \WHERE Tax-ExpMpr
ORGANIZATION Is PRroIBITED FroM PLowING BACK.—
The tax imposed by scction 4981 shall not apply to any
organization deseribed in section 501 (e) (3) which is
exempt from tax under subtitle A, to any political subdivi-
sion of a State, or to.any agency or instrumentality of a
State, or political subdivision thereof, if under the applica-
Dle State or local law such organization, subdivision, agency,
or instrumentality is not permitted (and was not on Apil 1,
1974, permitted) to pay or incur amounts for any of the
purposes specified in subsection (e).

“SEC. 4999. RECORDS AND INFORMATION; REGULATIONS.

“(a) Recorps AND INFORMATION.—Each person
linble for tax under section 4981, vach partnership, trust,
or estate producing domestic crude oil, cach purchaser 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 \\'iﬁl re-
spect to such oil as the Sceretary or his delegate may hy

regulations prescribe,
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“(b) ReaurATiONs.—The Sccretary or his delegato

shall prescribe such regulations as may be necessary to carry

out the purposes of this chapter.”.

(2) CrericAn AMENDMENT.—The table of chap-
ters for subtitle D is amended Dy adding at the end

thercof the following new item:

“Chapter 45. Dercgulation profits tax on domestic erude oil.”,
(b) TECTINICAT, AMENDMENTS.—

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

“(6) The net deregulation profits tax imposed by

._section 4981.”,

(2) The first sentence of section 613 (a) (relating
to percentage depletion)-is amended by striking out the
period at the end thereof and inserting in liou thereof
the following: “, and (in the case of oil and gas wells)
reducing such gross income by the amount of the tax

imp\ost.;d by section 4981 (rolating to deregulation profits

. tax).”.

(8) (A) Part II of subchapter B of chapter 1
(relating to items specifically included in gross income)
is amended by adding'at the end thereof tho following

new section:
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“SEC. 85. OVERPAYMENTS OF DEREGULATION PROFITS
| TAXES.

“Gross income includes any amount treated as an over-
payment of tax under section 4983 (d) (2) (B) (relating
to recomputation of deregulation profits tax and credit on
cumulative basis).”.

(B} The table of sections for _such part II is
amended by adding at the end thercof the following now

item:

“Sec. 85, Overpayments of deregulation profits taxes.”,

(¢) Time For I'iLiNa RETURN OF DEREGULATION
Prorirs TAx.—

(1) Part V of subchapter A of chapter 61 (relating
to time for filing returns and other documents) is
amended by adding at the end thereof the following'
new section: B

“SEC. 6077. TIME FOR FILING RETURN OF DEREGULATION
PROFITS TAX.

“Each return of the tax imposed hy section 4981 (rélnt—
ing to deregulation profits tax) for any taxable period
(within the meaning of section 4984 (g) (7)) shall he filed
not later than the 15th day of the third month (15th day

of the fourth month in the case of an individual) following

the close of the taxable period.”,
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(2) The table of sections of such part 'V is
amended by adding at the end thereof the fellowing new
item:

“See. 6077, Time for filing return of dercgulation profits
tax.”,

(d) CEernTAIN INFORMATION REQUIRED To BE
I'urNISIED.—

(1) GexErRAL RULE~Subpart B of part III of
sabchapter A of chapter 61 (relating_ to information
concerning transactions with other persons) is amended
by adding at the end thereof the following new section:

“SEC. 6030A. INFORMATION FURNISHED BY PURCHASER
AND OPERATOR REGARDING DEREGULA-
TION PROFITS TAX ON DOMESTIC CRUDE
OIL.

“(a) Crrralx INFORMATION FURNISHED BY PUg-
ciAskR.—~Under regulations preseribed by the Secretary
or his delegate, the purchaser of domestic crude oil (as
icefinéd in scction 4984 (g) (2)) shall furnish to the person
liable for tax under section 4981 with respect to such oil a
monthly statement showing the following:

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

“(2) the amount of taxable domestic erude oil
purchased from such person during such month,

“(8) the removal price of such taxable oil,
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“(4) the base price with respect to such taxable
oil,

“(5) the amount of such person’s liability for tax
under section 4981 with respect to such oil,

‘““(8) the severance tax liability with respect to such
oil, and the severance tax liability which would have
applied with respect to such oil under the rates in effect
on December 1, 1973, and

“(7) such other information as may be rgqilin'ed T)S'
regulations prescribed by the Secretary or his delegate.
“(h) INFORMATION FURNISHED BY OPERATOR.—

Under regulations prescribed by the Secretary or his dele-
gate, if the purchaser of domestic crude oil and the operator
of the well from which such crude oil was produced make a
joint clection under this subsection, the monthly statement
required to be furnished by the purchaser under subsection
(a) shall be furnished by such operator.

“(e¢) TiME FOR FinLIN¢ MONTHLY STATEMENT.—
Each monthly statement required to be furnished under sub-
section (a) or () for any month shall be furnished before
tho first day of the second month which begins after the closo

of such month.

“(d) CERTIFICATION FURNISHED BY (PERATOR.—

Under regulations prescribed by the Secretary or his dele-

gate, the operator of the well from which trude oil subject

~
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to the tax imposed under section 4981 was produced shall
certify (ot such time and in such manner as the Sécretary
or his delegate shall by rogulations prescribe) to the pur-
chaser til‘lo base price (within the meaning of section 4984

(c) ) and the basc price control quantity (within the mean-

“ing of 4984 (d) (2)) with respect to such crude oil. For

purposes of scetion 6652 (b) (relating to additions to tax for
failure to file other returns) such certification shall be treated
as a statement of a payment to another person.
“(e) Cross REFERENCES.—
“(1) For additions to tax for failure to furnish infor-
mation required under this section, see section 6652(b).
“(2) For penalty for willful failure to supply informa-
tion required under this section, see.section 7252.”,
(2) TECINICAL AND CONFORMING AMEND-
MENTS,—

(A) Scetion 6652 (b) is amended by striking
out “or section 6051(d)” and inserting in lieu
thereof the following: “scction 6050A (relating to
information regarding deregulation profits tax on
domestic crude oil), or section 6051 (d)”.

(B) The table of sections for subpart B of part
III of subchapter A of chapter 61 is amended by
ndding at the end thereof the following new item:

- “See. 6050A. Information furnished by purchaser and oper-
ator regarding deregulation profits tax on
domestic crude oil.”,
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(e) CrIMINAL PuNavty ¥or FAtLure To PunLisu
CERTAIN INFORMATION ,—
(1) In oeNErAL~—Part II of subchapter A of
_ thapter 75 (relating to penalties applicable to cortain
taxes) is amended by adding at the end thereof the fol-
lowing new scction:
“SEC. 7242, WILLFUL FAILURE TO FURNISH CERTAIN IN-
FORMATION REGARDING DEREGULATION
PROFITS TAX ON DOMESTIC CRUDE OIL.
“Any person who is required under section 6050A (or
regulations thereunder) to furnish any statement, informa-
tion, or certification to any other person and who willfully
fails to furnish such statement, information, or certification to
any other person and who willfully fails to furnish such state-
ment, information, ‘or certification at the time or times re-
quired by law or regulations, shall, in addition to other pen-
alties provided by law, be guilty of a misdemeanor and upon
conviction thereof, shall be fined not more than $10,000, or
imprisoned not more than 1 year, or both, together with the
costs of prosecution,”.
(2) CrERICAT, AMENDMENT.—The table of sections
for such part IT is amended by adding at the end thereof

the following new item:

“Sec. 7242, Willful failure to furnish certain information
regarding deregulation profits tax on domes-
tic crude oil.”,
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(f) INrorMATION FURNISHED BY PARTNERSHIPS,
TrusTs, AND ESTATES.—

(1) INFORMATION TO BE FURNISHED TO
PARTNERS AND TO BENEFICIARIES OF ESTATES AND
TRUSTS.—Subpart B of part III of subcﬂapter A of
chapter G1 is amended by adding at the end thercof the
following new section:

“SEC. 6050B. INFORMATION TO BE FURNISHED TO PART-

NERS AND BENEFICIARIES OF ESTATES
AND TRUSTS.

“(a) REQUIREMENT.—Under regulations prescribed by
the Secretary or his delegate, each partnership, estate, aud
trust required to file a return pursuant to section 4985 for
any taxable period shall furnish to each partner or bene-
ficiary, as the case may be, a written statement showing the
following:

“’(1) the name of such partner or beneficiary,

“(2) information received by the partuership, trust,
or cstate pursuant to section 60504,

“(3) the total amount of qualified investment made
by such partnership, trust, or estate during such taxable
period,

“(4) such partner’s or beneficiary’s distributive

share of the items referred to in puragraphs (2) and

(8), and
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1 “(5) such other information as may be required by
2 regulations prescribed by the Secretary or his delegate.
3 “(b) TiME ror FURNISHING WRITTEN STATE-
4 MENT.~-Each written statement required to be furnished
5 under this section with respect to any taxable period shall be
6 furnished before the first day of the third month following

-

7 the close of such period.”.

-

8 (2) CrerICAL AMENDMENT.—The table of scetions
9 for such subpart B is amended by adding at the end
10 thereof the following new item: \

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

11 (¢) ErrecTivE DATE.~~The amendment made by

12 this section shall apply to erude oil produced after June 30,

13 1975,
14 () TERMINATION DATE.~The tax imposed by this
15 amendment shall terminate at the close of 60 calendar months

16  following the date of enactment.
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Senator Hansexn, If the Senator would yield, I might observe, Mr.
Chag:'man, that in the Interior Committee, we refer to them as obscene
profits.

Senator DoLe. In any event, in the absence of decontrol, is there an
doubt that domestic production and exploration for petroleum will
continue to decline. I think you should repeat it for the record.

Mr. Mrrrer. I hope it does good to repeat it. I have been doing that

'now, for about near on 2 years, and I have not, I guess, been very suc-

cessful in telling the story.

Senator DoLe. And how much, if we adopt the President’s decontrol
plan, how much oil per day can be produced from the independent
sources by 1985 ¢ -

Mr. MrLrer. There are various studies that have been made on that,
but they deal with substantial levels, I would rather not select the
number. As you know, there are a number of studies made on that. It
is very substantial. ’

Senator Dore, Thank you, Mr. Chairman.

The CHAIRMAN, Thank you.

Senator Hansen.

Senator HanseN. Thank you, Mr. Chairman.

Let me compliment you, Mr, Miller, on your clear perception of the
problem, and your relating it, as you do, so factually, in my opinion in
terms of national security and economic well-being in this country.

You say in your testimony :

The answer to the first of these questions is that we have the fortunate
option of finding and developing the substantial remaining petroleum sources in
the unexplored sedimentary basins of the lower 48 states, and of greatly increas-
ing the recovery from known reservoirs through enhanced recovery techniques.

I might have questioned, more than I am inclined to today, that
statement, if I had not read earlier in the Washington Post, by J. W.
Anderson—this is John Anderson, and not Jack Anderson, I want to
observe—he writes about the Minco field in Oklahoma. And anyone
who is familiar with the oil business knows that that State has prob-
ably been explored and drilled and geologized and seismographed
probably as much as any comparable area on the Earth’s surface. And

et this Woods Co. down there went into a field that T understand has

een drilled and redrilled and abandoned, and drilled 13 dry holes in
a row, and the 14th happened to produce a very sizable discovery
down there.

Woods had spent, I think, some $300,000, but they made one more
:iest in that area, and they found this very significant petroleum

eposit.

Now. what T am concerned ahout is. it seems as thoueh a lot of peo-
ple these days have a feeling that we have found the last oil there is,
that there is not very much left to do or to discover, and yet, I think,
by pointing out, as you have, what could be accomplished if we took
price controls off, took regulation off the oil industry, it does indeed
merit our serious consideration.

They tell me, the USGS and the AAPG, the American Association
of Petroleum Geologists, and also SIPES, the Society of - Independent
Petroleum Earth Scientists, that, given present values of oil in this
country, old oil, we have in place and recoverable, about 40 billion

-
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barrels; that is, with the costs where they are, and the prices where
thev are, we will produce about 40 hillion barrels of oil.

How much more-oil could we produce if we were to take price con-
trols off, and not discover any new fields—and I am told also that
there is not a major oil field in the United States that has been dis-
covered sin~e we started drilling for oil, that has been completely
abandoned. There is some stripper-well operation going on, and there
is some flooding or secondary or tertiary recovery, that is taking place
right now. So if we would take the price controls off, and let the prices
of domestic oil, old oil, move up where they would, we could recover,
in addition to the 40 billion barrels, another 60 billion barrels; in
other words, 114 times more than we will likely otherwise be able to
recover. Does this square with what you understand? You are an ex-
pert in this field, and I would like your opinion{ _

Mr. Mmeer. I thank you for your qualification. However, let me
just say. I do agree with those numbers and feel that we do not have
any real handle on what can be developed in the United States if we
have a free market, uncontrolled situation, .

- Now, there are a couple of specific illustrations I might use just

uickly here, Senator, if I might? As you know, in the State of Texas,
there was-a-great shortage of gas for a number of the cities. The gas
that had been found there had been to interstate pipelines and short-
ages were developing within the State. With the better price of intra-
state gas and the new drilling that has occurred, that intrastate market
is basically cared for. I am not saying completely cared for but I am
saying that sufficiently so the price has softened. ‘ :

‘The contracts that are being discussed down there today are dis-
ciissed at a lesser rate than those which were discussed 8 or 4 or 5
months ago. I think that is probably as quick an illustration of what
can occur, :

Various basins were looked at. The gas was known to be there but
it could not come on stream with some artificially regulated price that
was not commercial. At a better price, a supply demand situation that
is commercial, the supply has been developed, the demand has been
met and you have a price interaction.

Senator HanseN. You spoke about what happened after the pas-
sage and signing into law the Tax Reduction Act of 1978 which man
people believe was a misnomer. But, whether it was or not, let me call
your attention to what I hear from a constituent of mine in Wyoming.
He says, “Since the passage of that act, the average number of drilling
rigs active in the State of Wyoming has decreased from 129 to 99,
a 30-r1tg dropoff in activity:” which he says is a decrease of over 23
percent. , ‘

And he goes on to point out, “During the same period last year, the
average number of drilling rigs in operation increased by 13 percent.”
Is this what you have in mind when you say that that act proved to
be a very explicit disincentive to the industry? And what it did ac-
complish, I think you said, was to relieve the shortage in tubular
goods and drill rigs, ' '

——T-gather a lot of them are being stored now. Is that correct?

r. MiLLeR. That is correct, Senator.
. Early today, Senator Haskell was referring to a piece of informa-
tion developed in his own State and I think a week or two previous
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this same publication had done a study in various active areas of the
United States on the rig count and it indicated that this same per-
centage that you are alluding to here was basically true. .
I think beyond the point of the rigs being shut down at this point,
~ and they are, the rig count has dropped, let us say, from a high of 1,680
e to perhaps 'gresently around the range of 1,620,

. You might siy a 60-rig drop is not that important if we just deal
rgcially. I think more importantly we ouggg -
to deal with the fact we have been on an incline from less than a 1,
in 1971 coming up to the 1,250 to 1,450 to 1,670. And without the so-

with the numbers supe

called Tax Reform Act

etion provision, we could

point and then taking this precipitous drop.
ng. (ghair?nan, if Ipcould exceed my time with

Senator HANSEN.

appens to be the fifth

ferred to SIPES and other
think might be accomplishe

as You have called it, without that particular
action taking away the dep

ated that today, instead of deal
ooking at 1,820 or 1,850 on our w
other numbers that we nee

well have antici-

ing with 1,600 or 1,620, we might be
ay back toward 2,000, 2,600, and some
d to be going for instead of coming to this

ust one more observation{ I talked about my State of Wyoming which

largest oil and gas producer. And I have re-

grofessional organizations as to what they

Let me now read from the Oil Daily, WednesdayéJ uly 9, 1975. And

this, I am certain, will

The Louisiana Mineral Boar

be of interest to you, Mr.

vent what will certainly be a catastrophe. In a resolution

B3y

hairman.

01 percent from January to May 1975; acreage leased
down 62.09 percent in 2 months; Louisiana drilling permits issued in the first
16 weeks of 1975, 5.09 percent, fewer than in the like 1974

off 30 percent year-to-year. - . 4
H“Even more alarming,” the article continues, “1,020 wells plugged

period, completions

and abandoned in the first 16 weeks of this year compared with 600 a
year earlier, a net increase of 41,02 percent.”” .
May I just conclude, Mr. Chairman,‘l{'y saying that I think this

e

indicates that this is & national problem.
as you have so often said, and I appreciate t

has made as president o

ing to get the attention of people as to w

country.

are going the wrong way,
he contribution Mr. Miller

f IPAA and his apﬁ)earance here today in try-

at has ta

Thank you, Mr. Chairman.
indicated that the demand for rigs has fallen

The CrHAIRMAN. You

off sharply. Can you give

rigs there are in the country now today ¢
Mr. Mrrrer. I missed the last part of the question.
The Cramman. How many idle rigs are there in this part of the

country §

Mr. Mmrer. T would
looking at 100 rigs at 1
"~ The CrHARMAN. Now

ken place in this

me some indication as to how many idle

say in the trade rig count, you are probably
east that are not working at this time.

here we are in a recession wi

th a lot of people

out of work and an energy shortage which is one of the big contribut-

ing factors to the recession,
everything within our ca

. able with which to drill

and to be manufacturing mo

a8 they can be manufactured and put into operation ?

Would it not make sense to be doin
pacity to operate all of the rigs we have avail-

re rigs as rapidly
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Mr. MouLER. Yes, sir, that-is another side, and I am glad you raised
that point because it is true that some rigs that have been ordered, new
rig orders placed, have been canceled because of a lack of assurance
that they were going to have a viable place to ogerate.

The CHAIRMAN. Now, if Congress cannot do anything better, you
would think it miqht be capable of correcting some of the mistakes
that it has made at least during this year.

You and I had something of a difference of oi)inion when we were
voting on the depletion allowance. I did not really favor going as far
as the Congress went, as you well know, but I felt that if we did not
do something along that line, not only were the majors going to be
denied their depletion allowance, but everybody would be denied the
deRI;,t,ion allowance. .

d I felt we should draw up something that would very tightly

see that nobody gets by without a substantial amount of income tax if
he i8 making a profit even though he is in the oil business.

Your people have been concerned about this, and insofar as you
have fears along that line, would you submit to us some suggestions
as to how we might be able to protect you from some unintended———
hardships that were occasioned in the recent tax cut bill ¢

B(/lfr. Mirrer, Thank you, Mr. Chairman, we would be most happy
to do so. '

The CHamMAN. That is obviously something we did not intend, and
I think also you have a problem where the depletion allowance does
not appl({r to someone who has sold a producing proPerty. And the way
independents operate is that ordinarily they pool their money, and
one fellow goes and he is usually described as the operator, and he
obtains a lease, he drills the well, and if it is successful, he then assigns
to everybody his share. :

It was my thought when we did that, that all of those people would
receive their depletion allowance. But someoiie has pointed out to me
that you are afraid it might be construed that although those people
were partners from beginning, that they would not get their depletion
allowance because they werenot listed as the operator in the beginning.

Mr. MILLER. Yes, sir, we are very much concerned about two aspects
of that, at least. And those two are normally referred to as the retailer
exclusion, which you first illustrated, and the second one being the
transfer of property. And we would like very much to set forth some
specific corrective suxgestions in both of those areas.

The CaAmMAN. If you cannot get anyone else to correct the errors,
I will try to correct some of those that I made. '

Now, would you explain to me why you felt that you would be
reluctant to pick any particular price at which a barrel of oil could
sell? Would you explain to me what you told me personally just
yesterdﬁy ¢

Mr. MiLLEr. I think probably it starts in this way—by saying that
for some 20 years the Federal Power Commission has tried to develop
a price structure for gas and has been completely unsuccessful in its
attéinpt, and it is one of the large contributing factors to having us
in the problem that we are in bodag.

In addition to that, if you go back and try to assign the costs that
have gone into the development of oil and gas, you necessarily have
to try to break out, if you are going to tell them an oil price, what was
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drilled for gas and vice versa, here are some very difficult procedural
things here to come uH with ‘a specific number 1n allocating costs to
your gas versus your oil., . C

In addition, while you can count permits issued and footage drilled
and estimate drilling costs, there are a number of things that go into
the other phase of oil business. In fact, it has been said that about $1
out of $5 goes into the drilling, So, you have the other expenditures

-and gﬁphysicql,- geologicalhand all of the interrelated costs, and I do

not there is any way t
and cranked into a picture.
You can come out with a fixed barrelage cost for oil or a cubic foot of
a8, We can demonstrate the fact that it has accelerated tremendously;
that can be done. |
But again, to go back to a particular illustration, the area that is
now under development in m:lnﬂ own State, we believmat totally there
is gtohm to be to 500 million barrels found in this so-called little
no ope. , -
The CramMaN, What State is that when you say your home State?

Mr. MrLrER, Mic.hi%a.n. y
And also, perhaps 3 t6 5 trillion cubic feet of gas. But, if you tried
to equate the cost basis of those particular commodities, you would
necessarily have to go back and be able to ascertain all of the beginning
ge(iphysicsl work that went in there back some 20 years ago.
have some personal knowledge of one comm that expended over
$20 million, and they prodiced a total of 2, arrels of 0il—2,800
garrels, Senator. Then they left, shut down, cleaned out ; they are shut
own. :
Now, later on some of that geophysical data was used and was up-
graded with new technology, new techniques, and it has been helpful
as a resource base for today’s development. But, those costs, those pre-

at those costs can be properly estimated

vious costs of one company—one company is the only one I mentioned
but a number of other attempts were made—those costs are not neces-
sarily available in a study. )

We have 10,000 independents today. We can perhaps calculate their
cost by some type of a survey. But, how are we going to find the 30,000,
40,000, or 50,000 people that over the past 20 years have left this busi-
nes§? They were unable to make a profit. Some 10,000 of them were
active operators that we can demonstrate from our own _personal
knowledge but there are a number of other large private investors.
How do you gather all of those costs together then and come up and
say, this is the unit price and at that unit price we will have a guar-
anteed or an assumed 15 percent profitability ¢ .

These numbers bother me tremendously. I maintain that we can
demonstrate an accelerated cost. But, I have a real foar of trying to
develop a cost and say that is the magic number and at that number,
that will be sufficient to bring all of the investor capital into the in-
dustry and it will be sufficient to take into acceunt accelerating new
costs and it will bring onstream the need of development of new oll and

gas.

The CrAmRMAN, Well, in addition to that, it is sort of hard, even by
pulling the producer’s tax returns—which can be done by this commit-
tee—but it is hard to say what the price of the energy ought to be on
that basis because we are not in position to pull the urns out of
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people whoe went broke in the business. There are plenty of them, is that
not correct

Mr. MiLLER. Quite a number of them, the majority I believe.

The CrarMAN. That is one thing a lot of people do not understand.
I have been told that about 40,000 people put mondy into the oil busi-
ness and lost their money and just wanted to forget about it and hear
no more about it. And I know some of those 40,000 people, some of
them are dead now, but I know some of them are still alive and my
impression is that when they lose their money they do not even want
to go home and and tell their wife about it. They would just as soon
forget about that whole thing, ~

I see you smiling because you kncw some of those people too.

Mr. Miier. Yes; I do.

The Ciammyan. But, this much, I think people can rely upon: That
if we let the price go up too high it will bring a tremendous number
of people into the industry and I would think that it would bring
onstream other forms of energy such as coal, shale, atomic and others.
And when the production of energy gives us a surplus again then the
price will come down.

Now, that makes sense does it not {

Mr. MiLrER, It certainly does.

The CrrairMaN. Now, we have reports here for the first quarter of
1975 would indicate that the industry average for petroleum and conl
is running about 10.2 percent profit after tax, which is a little better
than all manufacturing or nondurables as a whole or even durables.

But, the major, oddly enough for their domestic energy, are report-
ing in at 9.2, which it would sound as though the independents must
be doing better than the majors right now, probably because the inde-
pendents still have the depletion allowance, at least in part.

Avre you familiar with some of that ¢ »

- Mr. Mir.Ler. Not totally on that survey because I am sure that that
is addressing itself to public companies. And, of course, as you are
vory much aware, & large number of the independents are not public
stoclk companies, And so I am not exactly sure of the genesis of that
study. ~

The Cratraran. Well, one point that does occur to me is that if you
are willing to agree with Mr. Nathan’s figure that one should expect
about a 15 percent profit margin in something as risky as this—and it
is very speculative, I think we all know how risky a drilling operation
is—and he said, if you do not want to buy that, you at least ought to be
willing to agree that 12 percent would be a fair profit margin,

Our latest figures indicate that the industry is not making that. And
so, if people are worried about the price or profits in the industry, I
think it mi%ht make some happi, I mean some of the people who do
not seem to like the industry might be happy to know that tl?e industry
is not making enough money to attract the capital it needs to provide
for the needs in this country.

Mr. Miller I think there is one added point Senator, and this is very
important to me, and that is that a number of times the statement has -
been made about the hifh profits of the industry and how easy it is
and so forth and so on. I think one thing that ought to be very clearly
understood is that it is an open industry.

55-583—18—pt, 2——11



&

¥y

614

Senator HanseN, It is what{ - .

Mr. Miuier, It is an open industry. There is no closed system, there
is_no closed corporation. As I stated earlier, there are some 10,000
active, ongoing, aggressive independents. Anyone in this room or
anyone in the United States that cares to involve themselves in the
development of oil and gas properties has the perfect right to do so.
And it is not that complicated to get in. . .

It does take some particular requirements, albeit the necessity of
somebody else’s money, perhaps, but some money for investment. But
you can get a permit to drill in almost any State I know of. You do
not have to qualify as an attorney or a doctor, or a patent lawyer, or
whatever the case may be. If you want to get a permit to drill, you
prove that you have acquired a lease and you set down the stipulation
of whero you are %oing to drill, file the necessary form, and file that
particular fee. And then have at it. .

The CratrmaN. That just gives me one more thing that occurred
to me. Someone has the idea there is too much profits in this oil busi-
ness and they have a few dollars to invest.

Could you ;i.ive me the names of a few people who pay dues to your
association, who have a good reputation, and who would be willing to
take them in as partners in their next drilling venture

Mr. MiLLER. Senator, if you had not said a good reputation I would
have got in line first. I ought to get some fringe benefit for this work,
sir.

Yes, sir, I am sure there is a great number of places of good worth-
while prospects, that need capital and can be drilled and hopefully
with the intrastate markets and the release of some of these regula-
tions, we will see a greater activity on the part of the private investor
back in the development of these resources. -

The CrairMaN. Well, some-years ago I persuaded my family that
wo should not engage in any more dr1 ling for oil and gas, And that

- was back before the energy crisis hit. And I simply suid, let us go back
and take out the books and look at the last 80 wells we participated

_in. All we are doing is losing money and we ought to quit it, just
quit and swear that we will never go back into it, promise each other
we will never have anything more to do with it.

All we are doing is losing money and someone comes around with
these optimistic prospects, and by the time they get through we lose
the money all over again,

So, we quit, we got out of it, we were cured of it and then subse-
quently some friend came along and had this fine prospect and he got
us back into it, at least he Eot me back into it. So, I told one of my
colleagues that I thought this thing sounded so good I was going to
put some money into it if I wanted to. And he could have half of it.

So, he decided to take me up on that and so I reported to him a
coupie of weeks later that we now had a dry hole and he wanted to
know more about it. And I said, if you want to, you can go down and

ses the hole. But, I will tell you right now that the man had reported
to the State mineral leasing board down there that he had aban-

doned that well, and you can read it in the newspaper and save your-
self some money.
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So, he said, well, that seems awfully quick to me, a quick way of los-
ing money. And I said, that is why we need the depletion allowance,
that is what I have been trying to explaintoyou. o

And thereare a lot of good Reople who are looking for capital in
this industry right now, if it is the way it was the last time, I was cured
of investing in the oil industry, is that correct ¢

Mr. MiLLER. Yes, sir, that is very correct.

Certainly a large number of the wells drilled by the independents
aro_drilled with private investor capital and that capital is,
as I said before in previous testimony, that investment capital
is the most mobile thing in America. And when that 1proﬁt potential
is no longer available to those peoll)le that are contemplating that type

1 hold it to the sidelines, that money
will not be available and we will not be able to sustain the momentum
that we have achieved and we will not have the percentage that the
Senator from Colorado, Senator Haskell, referred to earlier of the
successful wildcats that we are now doing.

This investor capital is vitally important to a large segment of the
independent industry.

The Cramman. I think that is one thing that 1|i)eople ought to under-
stand. If anybody thinks the oil industry is all that profitable, they
should meet the good, honorable people who are looking for capital
now who would be ﬁlad to take them in as partners because it is a very
risky, speculative thing. When you go out to drill a wildcat well yon
had better feel assured that the odds are about 80 percent that you are
going to wind up losing money.

The fact that it is that way justifies a profit that exceeds what you
make if you are going to build a generating powerplant. If you try to
regulate this type of speculative activity as though it were an electric
generating plant where an engineer can draw you a set of specifica-
tions and with the help of an architect they can have that thing con-
structed and guarantee you that electricity will come out the other
end, provided you pour some fuel in the starting end, is just an en-
tireiy different thing.

As I have tried to say, it is just as though you are trying to make
an eagle operate as though he were a squirrel or vice versa. They are
just two different kinds of animals and to try to make one operate as
though it were the other has necessarily got to fail. There is no way it
gan_ work and that is what you have been confronted with in the gas

usiness.

And now they are trying to confront you with that in the oil end of
it. Is that not about the size of it ¢

Mr. MiLLeR. Yes, sir, I fully agree.

The CramrMan, Thank you very much.

We will meet again at 2 :30.

[Whereupon, at 12:58 p.m., the committee recessed to reconvene at
2:30 p.m. the same day.)]

AFTERNOON SESSION

The Cuammax. Mr. Jerome J. McGrath, executive vice president,
Interstate Natural Gas Association. We are pleased to have you, Mr.
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McGrath. I will try to see to it that my colleagues are made aware of
what you testify to. I try to keep them here but sometimes it is ncces-
sary for some of us to try to inform the others.

STATEMENT OF JEROME J. McGRATH, EXECUTIVE VICE PRESIDENT
AND GENERAL COUNSEL, INTERSTATE NATURAL GAS ASSOCIA-
TION OF AMERICA

Mr. McGrari. Thank you, Mr. Chairman. We understand the com-
mitments of the Senate.

My name is Jerome J. McGrath. I am executive vice president and
acroral cousel of the Interstate Natural Gas Association of America,
i v=.0AL Washington, D.C. '

'NrAL\ is a national organization representing virtually all of the
»jor terstate natural gas transmission line in the Unit:d States.
i companies account 1ar 90 percent of all gas transported and sold
1 interstate commerce and all of our companies are subject to the
j{u-is\lu-l 1ion of the Federal Power Commission under the Natural Gas
Act, '

We are greatly concerned, Mr. Chairman, with the provision in the
House Lill 6360, title IV, section 411, which appears on pages 77 to

- 80, whici: wenld Jevy a tax on the business use of natural gas, with

certain stated exceptions, ostensibly with the objective of encouraging
the conservation of this premium fuel. Qur primary concern is that
the tax would apply to the use of natural gas by pipelines as com-
pressor fuel in the operation of their gas pipeline systems. Second. we
question the desirability of such a tax, in any event as a conservation
measure, in view of the artificially depressed wellhead price of gas
today resulting from Federal regulations as well as the curtailment

’ ‘g‘li())(gjmms of the pipeline companies which are also under control of the

H.R. 6860 would amend subtitle D, miscellaneous excise taxes,
of the Internal Revenue Code by adding two new subsections: Sec-
tion 4991, which would impose a tax on certain business uses of nat-
ural gas, graduating from 4 cents per 1,000 cubic feet in 1977 to 18
cents per 1,000 cubic feet in 1980 or thereafter; and section 4992, which
would define “Taxable Use” and also except certain uses from the
tax. If this section is.retained in the bill we would urge the com-
mittee to amend the House Bill by excepting the use of natural
gas as a fuel in the transportation of gas by pipeline. This could be
accomplished very simply by insgrting on page 79 of the bill a new
subparagraph (I) which would read: .

“(I) in the transportation or gathering of gas by pipeline,” and
certain other conforming amendments would have to be made on
lines 20 and 24 if this adjustment were to be made.

Although the House provision is written with the intent of collect-
ing revenue at the business level, the fact of the matter is that it
will result in a substantial tax on all natural gas consumers. The in-
terstate pipeline companies have about 160,000 miles of transmission
lines in operation today. The number of compressor stations on each
system will vary from system to system and by the amount of ﬁas
being transported in each, but as a general rule a station is installed

—
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sbout every 80 to 90 miles along the system and more than one line
~wy foed into or come out of a particular station. As of December 81,
190, there were aver 1,000 com'Fhressor stations on major interstate
lines spreact across the country. These stations are necessary to main-
tain pressure in the pipelines to pump the gas from the producing -
fields to markets. For the most part, compressor stations are locate
in remote rural areas and they ave ertirely dependent on the natural
gas being pumped through the line for their fuel. Indeed, few if any
stations -are equipped to burn any other fuel. As you can readily
see, compressor stations are an integral part of a maj’:)r long-distance
pipeline operation and they provide the power for the most efficient
transportation system operating in the United States todaiy.

The excise tax on compressor station use of gas we believe is in-
appropriate and will unnecessarily penalize all consumers of natural
gas who will have to share in the burden of paying this tax. The latest
figures available to us indicate an annual usage of about 558 billion
cubic feet of gas as compressor fuel on major interstate pipelines.
If the excise tax is imposed as proposed, and assuming this amount
of usage, we estimate the tax in 1977 to be $22,320,000; in 1978, $44,6840,-
000: 1979, $66,960,000; and in 1980 or thereafter, $100,440,000. Ac-
tually, this impact is somewhat understated because it does not include
compressors used by smaller pipelines or by intrastate pipelines,
including field compressors, '

Businesses which would have to pay the excise tax would face
double taxation because the compressor fuel tax, as with other taxes
imposed on regulated industries such as pipelines and local distribu-

tors, are passed on to consumers as part of the cost of doing business.

Thus the business user would pay not only the tax on his use but
hig share of the pipeline tax on gas used in compressors. ) )
Furthermore, such_a tax would not achieve conservation objec-

~ tives asserted in the House report. As I have indicated, compressor

&

stations are scattered all over the country mostly in rural areas where,
even if the alternative fuels could be used, it would be costly and dif-
ficult to convert the compressors to some other form of energy. A
rather quick study has been made of the cost of converting compres-
sor engines to other energy sources on an industrywide basis, that is
using total installed horsepower of about 15 million horsepower, While
these are very rough figures, they dc serve to indicate the dimension
of the problem. It must be borne in mind also that the alternate fuels
that could be used are in short supply and are a good deal more ex-
pensive than natural gas, resulting in much higher operating costs.
Our data shows:

First, to convert all compressors to propane, a fuel closest to natural
gas in burning properties and characteristics, it is estimated to cost the
industry and ultimately the consumer $1 billion.

Second, to convert to oil it would cost about $2.5 billion. Many units
“:;)uld have to be replaced entirely since they cannot be converted to
oil,

Third, to convert to electric drive engines, practically all units that
we are aware of would have to be replaced at a cost of about $5.5 bil-
lion and additional generating capacity would have to be added by
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the supplying dpov&er companies at a.cost of about $3.5 billion—or a
g(;%a{)flalstimate impact for electrical-driven engines of about $9 to
$10 billion.

These figures should be compared to the total investment of $47

-billion for all gas utility plants. Obviously, requiring substitution of

other fuels or energy could have a serious economic impact on the gas
industry and the customers it serves:

Now, these are very rough figures, Mr. Chairman, and they are
based on 1973 data, but they are offered merely-to give the committee
some measure of the impact as we see it. In this regard, Mr, Chairman.
I would also like to call your attention to a recent order of the Federal
Energy Administration concerning the prohibition against burning
otl or natural gas as the primary energy source in major fuel-burning
installations. This order specifically excludes from its coverage “gas
turbines and combined cycle or combustion engines.” This order was
issued April 16, 1975, =

Finally, we believe the excise tax, and I believe there is a correction
if I could note that for the record, Mr. Chairman. On the last line of
our pre;s)ared statenent on page 5, the word “Gas” after excise should
be “tax,” to read “Finally, we believe the excise tax on the use of natu-
ral gas to be a misdirected effort. Instead of placing a tax on natural
gas.the Congress should be.seeking ways to free the wellhead price
of gas from the regulatory shackles with which it has been encumbered
for over 20 years. The excise tax will increase the cost to consumers
but it will not gerve to generate 1 cubic foot more of supply. In some
producing areas the tax for old or flowing gas will be higher than the
price allowed by the FPC. o

In the Hugoton gas field of Kansas, Oklahoma, and Texas, for ex-
ample, the area rate for old gas is around 13 to 14 cents per 1,000 cubic
feet. The tax would be 18 cents. If anything, this would be a disincen-

. tive to producers to develop new reserves.

As this committee is undoubtedly aware, the natural gas industry is
faced with a serious shortfall in supply which has caused the inter-
state pipelines to impose ever deepening curtailments in service. Pro-
jections for next winter show a 45 percent increase in curtailments
over last year. While it may be contended that the excise tax on busi-
ness use of natural gas will discourage use of this fuel, we do not be-
lieve this will be the result, especially when you compare the cost of
alternative fuels which are two to three times higher than gas in the
industrial market. It should be pointed out also that as a result of the
curtailment programs invoked by the FPC, many industrial users of
gas are curtailed substantially during the winter months so that the
compressor fuel tax would be carried by and large by the small users.
of gas who are otherwise specifically excepted by subparagraph °
(a)%;) (B) of proposed section 4992 of H.R. 6860.

In conclusion, Mr. Chairman, it is INGAA’s view that the excise
tax on natural gas usage will serve no truly beneficial purpose. It
should not be enacted. We would urge the committee, at a minimum,
to provide an exception from the tax for gas used in compressor sta-
tions for the gathering and transportation of gas to market.

We would be pleased to answer your questions and we appreciate
the opportunity to submit our views on this important subject.
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The CxairMaN. Thank you very much. I see you have a real problem
here. I am going to instruct our staff to see to it that we consider the
-problems that you raised here when we are considering this bill, I
can see how this tax can create a real problem for your companies, for
example, because you have been proceeding under the assumption that
from the very beﬁmning that you could use some of the gas that you are
shipping throug ’Eour pipeline to move the gas.

Mr. McGrati. That's mﬁht, sir, a very integral part of the operation.

The CHamMman. Just like the fellow, if he has a gas well and he
wants to drill another one, he expects to use gas from the existing gas-
well to provide the power to drill the second well.

Mr. McGraTtH. That’s right, sir,

The CrairmaN. Thank you very much, I see that you have a problem.
{ \ytlll try to see that we consider it and try to provide some answers

o it.

Many thanks, Mr. McGrath. We will look into that.

Mr. McGraTH. Thank you, sir.

[The prepared statement of Mr. McGrath follows:]

TESTIMONY OF JEROME J. MCGRATH, EXECUTIVE VICE PRESIDENT AND GENERAL
-COUNBEL, INTERSTATE NATURAL GAS ASSOCIATION OF AMERICA

My name is Jerome J. McGrath. I am Executive Vice President and General
Counsel of the Interstate Natural Gas Assoclation of America (INGAA), Wash-
ington, D.C. INGAA 1is a national organization representing virtually all of the
major interstate natural gas transmission lines in the United States. Our com-
panies account for 90 percent of all gas transported and sold in interstate com-
merce and all of our companies are subject to the jurisdiction of the Federal
Power Commission under the Natural Gas Act (18 USC 717, et seq.). Every one
of the lower 48 states with the exception of Vermont is served in whole or in
part with natural gas transported by one or more of our companies,

We are greatly concerned, Mr. Chairman, with the provision in the House Bill
(H.R. 6860, Title 1V, Sec. 411, pp. 77-80) which would levy a tax on the business
use of natural gas, with certain stated exceptions, ostensibly with the objective
of encouraging the conservation of this premium fuel. Our primary concern is
that the tax would apply to the use of natural gas by pipeline as compressor fuel
in_the operation of their gas pipeline systems. Secondly, we question the de-
sirability of such a tax, in any event as a conservation measure, in view of the
artificially depressed wellhead price of gas today resulting from Federal regula-
tion as well ‘as the curtailment programs of the pipeline companies which are
also under control of the FPC. v

H.R. 6860 would amend Sub Title D, Miscellaneous Excise Taxes, of the
Internal Revenue Code by adding two new subsections: Sections 4991, which
would impose a tax on certain business uses of natural gas, graduating from 4
cents per 1,000 cubic feet in 1976 to 18 cents per 1,000 cubic feet in 1980 or there-
after; and Section 4992, which would deflne “Taxable Use” and also except

—certain uses from the tax. We would urge the Committee to amend the House
Bill by excepting the use of natural gas as a fuel in the transportation of gas
by pipeline. This could be accomplished very slmply in inserting on page 79 of
the Bill a new subpargraph (I) to read:

“(I) in the transportation or gathering of gas by pipeline.” and by striking the
word “and’” on Hne 20, p. 79; changing the period (1) to a comma (,) affér the
word “products” on line 24 and inserting the word “and”.

Although the House provision is written with the intent of collecting revenue
at the business level, the fact of the matter is it will result in a substantial tax
on all natural gas consumers. The interstate pipeline companies have about
160,000 miles of transmission lines in operation today. The number of com-
pressor stations on each system will vary from system to system and by the
amount of gas being transported in each, but as a general rule of thumb a station
is installed about every 80-980 miles along the system and more than one line
may feed into or come out of a particular station, As of December 81, 1978, there
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were over 1,000 compressor stations on major interstate lines spread across the
country. These stations are necessary to maintain pressure in the pipelines to
pump the gas from the producing fields to markets, ¥For the most part, com-
pressor stations are located in remote rural areas and they are entirely depend-
ent on the natural gas being pumped through the line for their fuel. Indeed,
few if any stations are equipped to burn any other fuel. As you can readily see,
compressor stations are an integral part of a major long-distance pipline opera-
tion and they provide the power for the most eficlent transportation system
operating in the United States today.

The excise tax on compressor station use of gas is inappropriate and will
unnecessarily penalize all consumers of natural gas who will have to share in
the burden of paying this tax. The latest figures available to us indicate an
annual usage of about 558 billion cubic feet of gas as compressor fuel on major
interstate pipelines. If the excise tax is imposed as proposed, and assuming this
amount of usage, it will result in the following impact on natural gas consumers:

ESTIMATED TAX IMPACT

Proposed tax per
Year pos 1.ooo%t.- Revenue
1977 e e e e s e e e e e e s .04 22,320,000
374 S SR ”.08 s44.6‘0.000
7 .12 66, 960, 000
1980707 Therealter- - o - oo e o oo oo e .18 100, 440, 000

Actually, the tax fmpact is somewhat understated because it does not include
compressors used by smaller pipelines or by intrastate pipelines.
Businesses which would have to pay the excise tax would face double taxation

" because the compressor fuel tax, as with other taxes imposed on regulated indus-

tries such as pipelines and local distributors, are passed on to consumers as part
of the cost of doing business. Thus the business user would pay not only the tax
on his use but his share of the pipeline tax on gas used in compressors.
Furthermore, such a tax would not achieve the conservation objectives asserted
in the House Report. As I have indicated, compressor stations are scattered all
over the country mostly in rural areas where, even if alternative fuels could be

“used, it would be costly and difficult to convert the compressors to some other

form of energy. A rather quick study has been made of the cost of converting com-
pressor engines to other energy sources on an industrywide basis, that is using
total installed horsepower of about 15 million H.P. While these are very rough
figures, they do serve to indicate the dimension of the problem. It must be borne
in mind also that the alternate fuels that could be used are in short supply and
are a good cdeal more expensive than natural gas, resulting in much higher
operating costs. Our data shows:

1. To convert all compressors to propane, a fuel closest to natural gas in burn-
ing properties and characteristics, it 18 estimated to cost the industry, and ulti-
mately the consumer, one billion dollars.

2, To convert to oil it would cost about $2.5 billion. Many units would have to
be replaced entirely since they cannot be converted to ofl.

8. To convert to electric drive engines, practically all units that we are aware
of would have to be replaced at a cost of about $5.5 billion and additional generat-
ing capacity would have to be added by the supplying power companies at a cost
of about $3.5 billion—or a total estimated impact for electrical-driven engines of
about $9 to $10 billion.

These figures should be compared to the total investment of $47 billion for all
gas utility plant. Obviously, requiring substitution of other fuels or energy could
have a serlous economic frgpact on the gas industry and the customers it serves.

Now, these are very rough figures and they are based on 1973 data, but they
are offered merely to give the Committee some measure of the impact as we see it.
In this regard, Mr. Chairman, I would like to call your attention to a recent order
of the Federal Energy Administration concerning the prohibition against burning
oil or natural gas as the primary energy source in major fuel burning installa-
tions. This order specifically excludes from its coverage “Gas turbines and com-
bined cycle or combustion engines”. See FEA Major Fuel Burning Installation
Coal Conversion Report, Para, VII, Definitions, Subpara. 1 “Major Fuel Burning
Installation”, issued April 16, 1975.
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Finally, we belleve the excise tax on the use of natural gas to be a misdirected
effort. Inatead of placing a tax on natural gas the Congress should be seeking
ways to free the wellhead price of gas from the regulatory shackles with which
it has been encumbered for over twenty years. The excise tax will increase the
cost to consumers but it will not serve to generate one cubic foot more of supply.
In some producing areas the tax in 1980 will be more than the price allowed by
the ¥Federal Power Commission for old or “flowing” gas. In the Hugoton gas
fleld of Kansas, Oklahoma and Texas, e.g., the Area Rate for old gas is 13-14¢/
1000 cubie feet. The tax would be 18¢ by 1980, If anything, this would be a dis-
incentive to producers to develop new reserves.

As this Committee is undoubtedly aware, the natural gas industry 1s faced with
a serious shortfall in supply which has caused the interstate pipelines to im-
pose ever deepening curtallments in service. Projections for next winter show a
459% increase in eurtailments over last year. While it may be contended that the
excise tax on business use of natural gas will discourage use of this fuel, we do
not believe this will be the result, especially when you compare the cost of
alternative fuels which are two to three times higher than gas in the industrial
market. It should be pointed out also that as a result of the curtailment pro-
grams invoked by the FPC, many industrial users of gas are curtailed substan-
tially during the winter months so that the compressor fuel tax would be carried

by and large by the small users of gas who are otherwise specifically excepted by .

Subparagraph (a) (2) (B) of proposed Sec. 4892 of H.R. 6860.

It is INGAA's view that the excise tax on natural gas usage will serve no
truly beneficial purpose. We would urge the Committee, at a minimum, to pro-
vide an exception from the tax for gas used by pipelines in their compressor sta-
tions for the gathering and transportation of gas to market. We would be pleased
to answer your questions and we appreciate the opportunity to submit our views
on this important subject.

_The Cuairyan. Next we \?ill call Mr. Geprge H. Lawrence, senior
vice president for public affairs of the American Gas Association.

Mr. Lawrence ?

STATEMENT OF GEORGE H. LAWRENCE, SENIOR VICE PRESIDENT,
AMERICAN GAS ASSOCIATION

Mr. Lawgrexce. Thank you, Mr, Chairman. I appreciate the oppor-
tunity to a[i%)ear and to express the very serious concerns we have re-
garding H.R. 6860.

The gas industry has been gravelfr concerned for some time that the
administration has placed far too little emphasis on the natural gas
industry as a significant supplier of the Nation’s energy requirements

present and future, and we fear that such a policy is now also reflected -

m H.R. 6860, which essentially ignores the gas.industry except to the
extent that it would be used as a source of revenue as it replaces its
business use taxes Mr. McGrath just referred.

H.R. 6860 was at one time widely heralded in the House of Repre-
sentatives as the energy bill. In our opinion it misses the mark very
widely both as to what 1t failed to include and what it does include.

First, Mr. Chairman, to what it failed to include, I would like to
emphasize three points. One, we feel that this bill should have ad-
dressed the vitally needed capital incentives such as a permanent in-
crease in investment credit, rather than leaving them to tﬁe vastly more
complex and time consuming general tax reform proceedings now
gomg_ on before the Ways and Means Committee. We, AGA, testified

efore Ways and Means on March 11 on this and we are preparing to
testify again next week on July 22. And while we are not attempting to
offer testimony on this subject before your committee at this time, we
would respectfully recommend that this committee consider expanéing

\-
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its review of H.R. 6860 to expedite the congressional decision on these
vital issues, and if so we would be prepared to testify on very short
notice on this subject. - '

A second point, an original draft of the Ways and Means bill and
the committee task force reports in effect recommended that the well-
head price of natural gas be deregulated and in anticlgatlon of this

ts tax, which
1w:auslproposed in the form of an excise tax above a certain field price
evel,

Now if in this committee’s judgment such an excise tax on the field
price with an appropriate plowback provision to encourage explora-
tion and drilling would in anyway expedite a Senate and congres-
sional decision, which is now upcoming on deregulation of the field
price of natural gas, we would most heartly encourage that it be in-
cluded within the scope of the committee’s consideration on this bill.
We think that is the single most important issue facing the gas in-
dus{:)xl'y and really facing the country as far as solving this energy
problem, -

A third point that is missing from the bill; the original House ver-
sion also contained a provision for a dividend reinvestment whereby
energy utilities, gas and electric, could retain needed capital by issu-
ing stock insteag of cash dividends and paostponing the income tax
until the stock was disposed of. ' )

Now this was an excellent concept and one which would provide
our natural gas companies with additional capital without having to
go into the financial market, and we would urge this committee to re-
store the dividend reinvestment provisions and make it available to
all natural gas and electric utilities.

Second, as to what H.R. 6860 does include, we would mainly offer
our strong objection to a use tax on natural gas which is discrimina-
tory, unfair, and regressive and which makes no contribution whatso-
ever to improving gas supplies at a time when this is the single most
important step that could be taken, in our opinion, toward domestic
energy self-suﬂiciencg. :

And in support of this point, Mr, Chairman, I would like to tick
off just a few facts. No. 1 is all too seldom understood that natural

as is right now our dominant source of domestic energy. When we
ay aside imports it is by far the largest supplier of energy produced
in the United States. And second. when we focus on the energy used
by U.S. industry, its importance is even more significant. It accounts
for over 50 percent of what industry uses and this is over 214 times as
what is supplied elsewhere. And if we §et to the very critical point
of supply—ive speak about concern with limited capital and incentives
for capital investment. That, gas is the most capital efficient form of
energy that we have and this is a very seldom understoad point but
very important. Of a net capital investment of some $50 billion, the
gas industry provides over one-third of the total energy usage in the
country. By-comparison, the electric industry, with an investment of
some $132 billion, provides only about 10 percent compared with our
one-third of the energy usage.

So if we focus on this very critical ratio of energy provided per
capital dollar invested, the gas industry has a 9 to 1 advantage, but
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this does not seem to creep into too many of the capital investment
incentives that are offered, This in particular, by the administration.

We have a huge resource base—— .

The CHAmrMAN. I am not sure I understand that point. I would
like for you to explain that to me again.

Mr. LAWRENCE. Yes, sir, I would be glad to. .

We went into this because of our concern that the administration
was making recommendations for specific investment credit and rapid
amortization provisions for the electric industry only, and they were
very concerned with their capital derivation problems. And yet we
have, as I will point out in a moment, the same serious capital problems
and we submit that at this time when we say we'vé got a capital short-
age in this country to meet our energy needs and capital formation
is a problem—Ways and Means is addressing it now. You are ad-
dressing it now, and so forth. But when compared With the electric
industry, we have a tremendous advantage because with our investment
in the ground now, pipeline and the facilities, valued at $50 billion, we
are abﬁx, to provide over 80 percent of the energy, and yet the electric

_industry, with an investment of some $130 billion plus——

The CuArMAN, They’ve got how much$ ‘

Mr. Lawrence. Over $132 billion. They now account for about 10
percent of the total energy, nearly three times the investment for
approximately one-third the energy produced.

o when we are speaking and when we relate the amount of ener
that can be brouiz t to the consumer per capital dollar invested in
utilityenergy delivered facility, the gas industry has a 9 to 1 ad-
vantage over the electric industry.

The Cuamrman. Well, now you are talking about $50 billion. You
are just talking about the $50 billion invested in pipelines or are you
talking about the $50 billion in the wells as well ¢ :

Mr. LLAwreNCE. No, sir. In pipeline, transmission, distribution facil-

‘ities, which is comparable to the investment in electric utilities because

theirs does not account for all of the investment in coal or oil and
so forth that is also burned to generate electricity.

The CuzarMaN. I believe I'm getting your point. I did not get it at
first. I think I get it now.

In any event, whether you are going their route or your route, in
either event you would have to produce the base fuel. In other words,
you would have to produce the coal or the gas or the oil in any event.

Mr. LAWRENCE. Yes, sir. - .

The Chairman. So that the investment in the primary fuel would
have to be made anyway. But if I understand what you are saying,
to get a given amount of Btu’s or a given amount of energy to a custo-
mer going by way of delivering gas directly into the customer’s estab-
lishment, it only takes $1 for every 9 to do it by way of delivering gas
into his home, for example, compared to what it takes in terms of
investment to get it there through an electric powerline.

Mr. LAWRENCE. Yes, sir.

The CuairMan. I never thouﬁht about it that way. Even though I
have been vaguely familiar with these two industries for a very long
time. Now you are saying your industry needs additional capital, as
well ag theirs. - - — -

—
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Mr, LawgreNnce. Indeed. We are not knocking the capital incentives

_that the people proposed for them but we are just very perplexed that

we seem to get excluded as to the urgency of why we would have those
same capital needs, and especially in view of the efficiency that we get
with the capital novw.

The Cuamdan, That just proves why we hold hearings on these
matters, because I must say that I have heard advocates of the two in-
dustries explain their problems year by year but that the first time
it ever occurred to me that there is that much less investment required

~ to get the energby into the place where you want it.

Now it had been explained to me that assuming that you are going
to use gas and you are going to deliver it inside a-home—for example,
suppose you have the option as to whether to cook with natural gas
or whether to use the natural gas beneath a boiler and generate elec-
tricity, that you would get three times as much mileage for a thousand
cubic feet ofy gas by putting it directly inside the home and burning
it in that range as you would if you put it directly into the home
through a gas pipe and let them burn it in the range to heat it that
way. Is that about your experience ¢

Mr. LAwWReNCE. Yes, sir, about two-thirds of the Btu’s that are
utilized to generate electricity are wasted.

The Cuarraan. In other words, if you had your choice and you are
worried about energy conservation, you would have no business using
an electric range if the gas is available to be burned inside as a flame.

Mr. Lawrence. That’s quite true.

The Cramrman. Now how did the economics compare with regard
to refrigerating with—for example, in terms of using gas for air-
conditioning. How does that compare with the use of electricity ?

Mr. LawreNnce. I think the large, expanded commercial use of
natural gas for home cooling and so forth has been a market that has
not been sufficiently developed. We do not have either the efficiency
advantage to that extent or the economics and I think perhaps part
of it is an economy of scale. I am sure some of our research efforts
that might have been ongoing in that direction, Mr. Chairman, and
close that gap to where we could have capitalized on some of the
efficiency in gas air-conditioning, I think has been a victim of the
natural gas shortage. And we simply have not focused on it. But I
do not think we have that same advantage that we have in heating.

_The CramrmaN. I hardly thought it would be anything like that if
you talk about gas air-conditioning, but I was led to believe that in my
part of the country, for example, it is still cheaper to do air-condition-
Ing using a gas unit than it is using an electric unit.

Mr. Lawrence. I think it is, sir, both by conservation as far as the
economy of Btu’s are concerned, and probably in Louisiana in the
economy of dollars also. But I am really not sure I can quantify that

“to the extent that I can with electric space heating versus the cost of

heating with gas. Even if we deregulate the field price and let it go
to the free market level, electricity for space heatillu)g is still going%o
be 4 to 7 times what it would cost if you had to switch over to
ele’f‘llslrlclty.

6 CHATRMAN. Plus that you are just losing a tremendous amount
of energy. I think that is even more import i ot
fact that you are wasting money, portant right now than the
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Mr. Lawrence. Yes, indeed. These are some of the points, Senator,
I think we have got to get across next week on the Senate floor wherr
S. 692 and substitute amendments on deregulation are before the
Senate. L . )

The CrARMAN. Now when gas is piped into a home, is that sold on
the same type rate structure as electricity, as it were, that the earlier
units are sold at a higher cost and the last units are sold at the lower
cost. Or is it sold at a constant rate? : .

Mr. Lawrexce. I think in most jurisdictions there has in the past
been a so-called block rate that did give certain economies to larger
uses, but I think that has become very controversial in virtually all
jurisdictions and I think it is being changed to the point where the
1arger user does not get the economies of block rate.

The Crratryan. I am frank to tell you it seems to me if you are try-
ing to encourage economy you ought to do more than just require a
straight-line rate. You ought to require that they reverse the rate so
that the early units come cheaply and the last units come very high.

Now if you do it that way, when a person economizes, he just, well
he finds the economics are just twice as much of an advantage to gut in
storm windows and insulate his home as he does otherwise, doesn’t he ?

Mr. LAWRENCE. Yes, indeed,.and I think all of these points are the
subject of very diligent consideration by the various State commis-

_sions that regulate, and that very point you mentioned, we are giving

a lot of consideration. - .

The CrrairmaN. It seems to me that is so obvious. Frankly, the man
that pointed that out to me, was an officer of one of the big gas-pipe-
line companies. He did not come in here as an advocate of it. He just
pointed out as a simple fact of life that if you want people to econo-
mize, you ought to quit using rate structures that encourage waste.

And down in Florida they tell me that people used to use quite a bit
of solar hot water heating and the power companies paid them cash
payments to take the hot water heaters out and to replace them with
electric units.

Now that we are short on energy, that seems like a very foolish
thing to do. But not only did they pay them a cash bonus to take out
their solar heating unit, but they also sold it on this kind of a rate
structure where you charge a very low price for the last unit so the
company is not making any money. You would think they would be
losing money for the electricity they are delivering at that price. But
they are selling more electricity, I guess they are cushioning an overall
rate structure where the early units carried the burden of the cheap
units at the far end.

Now I wouldjust think it makes all-the sense on earth that we ought
to find a way at our level to encourage them to do what they failed
to do by now.

Do you know of any State in the Union where the Public Service

“Commission has moved to discourage waste by restructuring that rate

structure?

Mr., LawreNnce. I am aware of some efforis I think in at least one
State, but I think they did reverse themselves again on the so-called
block rate that would provide the excessive charge for larger usage
because it has certain complexities also,
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Just very briefly, the history of the way we got into this sort of rate
structure is of course we are fully regulated utilities at the distribution
level, as are the electric companies and the rate t6 the consumer is based
strictly on the cost of service. And of course, you get these so-called

- economies of scale. If you have a larger unit the cost per unit is less

and that was reflected in the rates. But the thought began to change, of
course, a8 we got to a point where there really was a major emphasis
on conservation. - . -

But I think also there are some real problems with the so-called
block rates on the other end to actually encourage that. I would be
glad to give you some literature on that.

The CaamrMaN, I wish you would because to me it is so obvious I do
not understand why we have not done something about it up till now,
but go ahead, I appreciate it. -

Mr. LawreNnce. Well again, the reason for some of the facts that
we are perplexed about, why solving the lga:s problem does not get
quite the. attention of the Con and all of the Government, we
believe we have a huge resource base of potential natural gas supplies.
Just a final two points. Natural gas is the cleanest fuel, with no envi-
ronmental concerns. It does not pollute air, land, or water. Finally,
it is the most efficient form of energy, simply because it does not have
to be transformed into electricity as does coal or oil. It does not have
to be refined as does crude oil, and it is also the most cfficient-at the
point of utilization. ' :

We submit these are facts that Congress and the administration
should face up to in this legislation. As I mentioned earlier, the gas
industry is facing a financial crisis, at least equal to those of the elec-
tric utilities. And {et, the administration has repeatedly warned Con-
xress of the urgent capital requirements of the electric industry only.

have attached here a study prepared va the Conference Board which
shows that in 1974, the swing of capital investment in the electric in-
dustry has increased where as it is still declining for the natural gas
industry. It is in the consumer’s and the overall national interest that
any price rise in natural gas to the consumer be devoted to developing
new supplies, we submit, and H.R. 6860 is not a step in this direction.
To the contrary it penalizes the gas incentive. -

The CrairmMaN, If you will pardon me.

Mr. LAWRENCE. Yes, sir.

The Cuamrman, All ri%ht, please go ahead, sir.

Mr. Lawrence. On the contrary, it seems that there has been a
penalty to the consumer, apparently to encourage the consumer to
shift to more expensive alternatives, particularly electricity. It seeks
Lo force conversion of the industrial energy market to coal or elec-
tricity by increased taxes on gas and oil, with the higher proportion
of the tax falling on the gas consumer. As we point out on the under-
lined portion on page 7, mone ga}d by the consumer, that should be
going into (a) exploration and drilling for new natural gas reserves,
and %b) the development of highly capital intensive new supplemental
and synthetic gas sup]f)llies, this money would go instead into the U.S.
Treasury with no benefit to developing new supgl;es. L.

I stated earlier the use taxes imposed in the bill are discriminatory,
unfair and regressive. They are dicriminatory because they do not
fall on all energy users. They are unfair because the consumer of elec-
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tricity derived from oil and natural gas is exempt. And they are regres-
sive and counterproductive becausc—and this point we were discuss-
ing earlier—when you generate electricity, two out of three Btu’s of oil
or gas used is wasted. Second, the ndded cost of the tax burden would
preclude many consumers from investing in more energy-efficient
equipment, which many industrial users are moving very rapidly to-
ward; and finally, the cost of industrial goods manufactured in the
United States would significantly increase because of this price in-
crease.

AGA believes that H.R. 6860 fails to meet either the short-term
or long-term energy requirements of this country, and these are briefly
described in the preg)ared testimony, Mr. Chairman, at the bottom of
page 9 and the top of page 10. ) .

s to these goals, none of them is advanced by the excise tax on the
business use of natural gas imposed in section 411, and we would
recommend that it be deleted from the bill in its entirety.

At the very minimum we would urge that the exemption of title IV
be expanded to eliminate certain double taxations on the users of
SNG or natural gas.

In~addressin{; SNG first, the gas industry must have access to feed-
stocks, particularly naphti)a, for synthetic natural gas plants if we
are to serve the essential short-term demands, both residential and
industrial, of the energy market through the 1980’s.

H.R. 6860 would impose a three-tiered tax increase on the price of
synthetic natural gas to industrial users. Under section 112, import
licenses are to be sold at public auction. Under section 121, import
duties are imposed. In addition, in section 411, it has the business use
on natural gas, the excise tax, to which Mr. McGrath referred and I
referred, and this is a double taxation on the industrial user of
synthetic natural gas.

Of course, in the transmission and distribution of natural gas,
certﬁin volumes are frequently used in the transportation process or
stordge process—for example, as compressor fuel. Such uses should
certainly be exempt so as to avoid a double tax when the ultimate
industrial consumer uses the natural gas. And, of course, Mr. McGrath
gave several reasons for this, and we support that part of the point.

As a final point on this, we would note that where title IV imposes
this tax on any “use as a fuel” in a trade or business with certain
exemptions, a specific exemption is provided, through 1981, for fuels
used in the generation of electrical power. We respectfully submit
that gas and petroleum products consumed in the transmission and
distribution of gas, or in the manufacture of SNG are, for such exemp-
tion purposes, fuliy comparable to fuels used in the generation of
electric power. So again, we would urge as a very minimum that
title 10, part I, be amended to provide an exemption from the indus-
trial use tax for fuels used in the transmission and distribution or in
the manufacture of SNG. N

Title IV also provides specific exemption from the tax for uses in
the textile and glass industries, We support these. While these are
desirable, wé would urge as a minimum that this be expanded and be
applied to all other industrial users who have no other alternative,

here are few available.

-
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One final point, Mr. Chairman, concerns us. AGA has long encour-
aged the establishment of a so-called Energy Research and Develop-
ment Trust Fund, and one is included in this bill. We support title I1I
of the bill insofar as it creates and funds such a program and things
that we are normally involved in. But we know there is a limitation
on anyone who could serve as a trustee or director of that fund. It
would preclude anybody who over the past 5 five years earned as much
as $2,55)0, or earned as much as $10,000, I believe, in income, from any
energy industry, or one who had as much as $2,500 in stock in any
energy industry. This would preclude virtually any consultant, and
certainly those from academia or anybody who had any exposure to
the industry whatsoever, .

We think this is going astray, when you actually prohibit people
who have some expertise and can make some contribution to this. They
will certainly go through a valid confirmation process before this Sen-
ate to make sure that qualified, objective people serve on this Board.
We think there is an undue limitation on people who can make a con-
tribution,

The CrAIRMAN. In other words, you think the fact that a person
knows something about what he is supposed to be doing should not
necessarily disqualify him.

Mr. Lawrence. That is right, Mr. Chairman. :

The Caamman. Thank you very much, Mr. Lawrence. I do believe
I should vote on this bill that is presently being voted on. It is a bill
apparently to establish domestic 01l price ceilings. I think I would like
lt)o ;r{ote against it. I will be back as soon as I can go vote and come

ack.

Mr. Lawzrence. Would you like me to stay, Mr. Chairman? ~

The Ciam»an. No, no thanks. )

I have no further questions to ask you. But I have one more witness,
and I will be back as soon as I can.

[ A brief recess was taken.) o

[The prepared statement of Mr. Lawrence follows:]

STATEMENT OF GEORGE H. LAWRENCE, AMERICAN GAS ASSOCIATION

Mr, Chairman, I am George H. Lawrence, senior vice president of the Ameri-
can Gas Association. I appreciate the opportunity to appear before this com-
mittee on behalf of the American Gas Association (AGA) and to express our
serious concerns regarding H.R. 6860.

The American Gas Assoclation is composed of 300 member companies pro-
viding natural gas transmission and distribution services to 160 million con-
sumers in the 50 states. Natural gas is the principal source of energy for our
Natlon’s stationary energy needs, that is to heat and cool our homes, schools,
and public buildings, and to run our businesses and factories. Our member com-
panies have some $50 billion invested in the million-mile underground pipeline
network which constitutes their transportation and distribution systems. This
valuable national asset is our Nation's most efficlent, dependable and least ex-
pensive energy delivery system and must be protected in establishing national
energy policfes, -

A.G.A, has been gravely concerned that this Administration—-through policies,
language of communications and general attitudes of FRA, Treasury and Inte-
rior—has placed far too little emphasis on the natural gas industry as a signifi-
cant supplier of the nation’s energy requirements—present and future. We fear
that such policy is now reflected in H.R. 6860 which includes undesirable Admin-
istration proposals not contained in the original Ways and Means Committee
Draft Bill, H.R. 5005. H.R. 6860 essentially ignores the gas industry—except to
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the extent we would be used as a source of the revenues to be raised by the
{)arlffjs, li::nse fees and use taxes. The national interest demands that this policy
e rejected, . ’

H.R. 6860, entitled the “Energy Conservation and Conversion Act”, was at one
time wldely heralded in the House of Representatives as “The Energy Bill”. In
our opinion, it misses the mark badly, both as to what it failed to include and
what it does include. - ’

First, as to what 1t failed to include, I would emphasize three points:

(1) This bill should have addressed the vitally needed energy capital incentives
such as a permanent increase in investment credit, rather than leaving them to
the vastly miore complex and timo consuming General Tax Reform proceedings.
A.G.A. presented testimony on this at Ways and Means Committee hearings on
this bill on March 11 and is scheduled to do 80 again at the General Tax Reform
hearings on July 22, We would not attempt to offer this type testimony to the
Committee at this time; however, we would respectfully recommend that the
Committee consider expanding its review of H.R. 6860 so as to expedite Congres-
sional action on these vital issues. If this Committee concluded to do so, A.G.A,
cou}d be prepared, and would welcome the opportunity to testify on very short
notice,

(2) The original draft of the Ways and Means bill, in effect, recommended that
the wellhead price of natural gas be deregulated. In anticipation of this, a so-
called “windfall profit tax” was proposed in the form of an excise tax above a
certain field price level and while it did not contain the necessary plowback
provisions to insure additional drilling for natural gas, it was a step in the
right direction. If, in this Committee’s judgment, such a provision in this bill with
the necessary plowback would expedite a Congressional decision on deregulation,
we would urge the Committee to give it such consideration.

(3) The original House version also contained a provision for dividend rein-
vestment whereby a company could retain needed capital by issuing stock instead
of cash dividends and postpone income tax thereon. This was an excellent concept
and one which would provide our natural gas companies with additional capital
without having to go directly into the financlal market. We urge this Committee
to restore the dividend reinvestment provision, and make it available to all natu-
ral gas and electric utilities.

Second, as to what H.R. 6860 does include, we would mainly offer our strong
objection to a use tax on natural gas which is discriminatory, unfair and regres-
sive, and which makes no contrtbution whatsoever to improving gas supplies at a
time when this is the single most important step that could be taken toward
improving domestic energy self-sufficiency.

Such a concept ignores the critical nature of natural gas to the nation’s econ-
omy and is contrary to the goals of improving domestic energy self-suficiency
and stimulating the economy with minimum inflation impact and with optimum

_use of capital resources at a time when great concern is being expressed as to

capital limitations. The following facts support this:

1. Natural gas is our dominant domestic energy source. It provides one-third
of our nation’s total energy requirements. However, when oil imports are elimi-
nated, natural gas i8 our principal domestic source of energy, accounting for
41,19 of total U.8. energy production, compared with 30.69% for crude oil, 22.1%
for coal and 6.2% for hydropower and nuclear. -

2. Natural gas is the key to our economy. It provides over 509 of the energy
used by U.S. industry, some 214 times that supplied by the next largest source—
coal, which accounts for only 229, including ceal-generated electricity. If our
nation’s economy is to be stimulated and unemployment reduced, gas supplies
must not be permitted to decline further—they must be increased.

3. Gas is the most capital eficient energy form. On a net capital investment of

"some $50 billion, we serve some one-third of the nation’s total energy needs. In

contrast, on a total investment of 182 billion—nearly three times greater—the
electric industry serves only 109 of our country's energy requirements. Thus, on
the highly eritical ratio of energy available per capital dollar invested, the gas

"industry offers a 9 to 1 advantage.

4. There is a huge resource base of potential natural gas supplies in the U.8.
and a vast potential for supplemental gas supplies. .

5. Natural gas is our cleanest fuel. Every other fuel, including uranium, re-
quires expensive emission control devices to protect land, water or air environ-
ment.

55-583—176-—pt, 2—12



I\

N

A

630

6. Natural gas is our most efficient fuel. Delivered through a million mile
underground pipeline network, 93% of the gas produced at the wellhead is
utilized directly by the consumer. It does not have to be transformed as does coal
or ofl into electricity or refined as does crude oil. And, its utilization is more
eficlent than alternative fuels. For example, the gas-fired home furnace is 830%
more energy efficlent than its oll-fired counterpart. Further, two out of every
three Btus consumed in generating electricity are wasted,

The Congress and the Administration must face up to the above facts. Rather
than writing off the natural gas industry simply because it has a supply problem
created largely by Government policies, both Congress and the Administration
should strongly support the importance of continuing aid improving the major
role of natural gas in the economy. i

The gas industry is facing a financial crisis at least equal to that facing the
electric utility industry. The Administration has repeatedly warned the Congress
of the urgent capital requirements of the electric industry. We are perplexed that
it ignores the equally urgent needs of the gas industry. It is especially inexplic-
able that they would do so at a time when the ability of the electric industry to
attract capital is rising, but availability of capital for the gas industry is declin-
ing. We attach as Appendix A the First Quarterly Survey of Utllity Appropria-
tions, prepared by the Conference Board, which shows a dramatic rise in the
electric industry, and a disappointing decline in gas utility appropriations.

Substituting electricity to meet the 40% gas curtailments projected by many
for 1985, would require a doubling of the existing capacity of the electric indus-
try—at a capital cost of more than three times the electric's present investment
of $132 billlon. This would be a totally unmanageable capital burden for our
nation and, as noted earlier, a vastly less efficient use of our limited capital.
The gas industry will require between $100 and $120 billion new capital over
the next 10 years, predominantly to finance new supply resources such as gas
from Alaska, coal gasification, LNG and SNG, as compared with $27 billion
of capital expenditures in the past 10 years. These additional capital require-
ments will, of necessity, be financed, in part, through higher rates to the con-
sumer. Deregulation of field price is urgently needed to stimulate new supplies,
and while the impact on the consumer will be substantially less than alternate
sources of energy, the price to the consumer of natural gas and supplemental
gas will bave to rise, However, it is in the consumers’ and the overall national
interest that this price rise be directed to developing new supplies.

H.R. 6860 is not a step in this direction. To the contrary, it penalizes the gas
consumer, apparently to encourage the consumer to shift to more expensive
alternatives, particularly electricity. It seeks to force conversion of the indus-
trial energy market to coal or electricity by increased taxes on gas and ofl,
with the higher tax falling on the gas consumer. Such an approach will merely .
fuel the inflationary fires and could contribute to more unemployment. But its
longer term and most devastating effect is in relation to future gas supply and
the financial capability of natural gas companies to continue rendering service. .
Money paid by the consumer, that should be going into (a) exploration and
drilling for new natural gas reserves, and (b) the development of highly capital
intensive new supplemental and synthetic gas supplies, would go instead into

the U.8. Treasury.
The imposition of use taxes would be a severe blow to the industrial markets
which are of significant financial importance to the gas industry. Loss of the

revenues obtained from industrial sales would impair the capablility of the natural
gas industry to serve the energy requirements of the country. This Committee
should recognize that the current rise in natural gas prices, and decline in
natural gas availability is already accomplishing the purported conservation
goals of H.R. 6880 to the extent those goals are appropriate. The growing natural
gas curtailments are causing a voluntary shift to alternate fuels when such .
alternate fuels are technically and economically feasible, And the rising cost
of natural gas is prompting the remaining natural gas consumers to Invest in
the equipment essential to minimize their use of this valuable resource.

The use taxes imposed in the Bill are inherently diseriminatory, unfair and
essentially regressive. Discriminatory because they do not fall on all energy
users. Unfair because the consumer of electricity derived from oll or natural
gas i8 exempt. Regressive and counterproductive because:

(1) to the extent electricity is derived from gas or oll, that consumer wastes
2 Btus of gas or oil for every Btu ultimately utilized, and does so free of

taxation;
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(2) the added cost burden of the tax would preclude many consumers from
investing in more energy-eficient equipment, or other conservation investments
which would permit him to reduce his consumption of natural gas or oil; and

(8) the costs of industrial goods manufactured in the U.S, would significantly
increase, defeating the capacity of American industry to compete in both foreign
and domestic markets, ultimately resulting in reduction of both our gross national
product and gross national income, aggravation of balance of payments problems,

sy~ ANG Severe unemployment.

A.G.A. belleves that H.R, 6860 falls to meet either the short-term or long-term

'energy requirements of this country. What America needs is a balanced energy

policy that relies upon available technology for the short-term, and maintains
our flexibility to move to alternate energy-resources as they develop. True
conservation demands that the consumer be able to use the most energy-efiicient
systems available, and that our national policles do not destroy the industries
that provide these services,

In the case of natural gas, we must stimulate domestic production by de-
regulation of natural.gas and develop our Alaskan reserves. For the short-term,
we must protect against gas supply distortions by development of supplemental
gas supplies such as synthetle gas plants and LNG facilitles to protect supply
avallability in selective critical market areas. For the long-term, we must move
energetically to develop and perfect the technology for manufacture of pipeline
quality gas from coal. In that way America could effectively utllize its vast
conl resources without compromising our environment, endangering our health,
or becoming excessively dependent upon foreign energy resources. Ultimately
our national research ‘éfforts could hasten the day when hydrogen can be
delivered through the present highly eficient, underground pipellnes energy
transportation system.

None of these goals are advanced by the excise tax on the business use of
natural gas imposed in Section 411, and we recommend that it be deleted from
the bill in its entirety.

At a very minimum we would urge that the exemption of Title IV be expanded
to eliminate certain double taxations on users of SNG or natural gas.

Addressing SNG first, the gas industry must have access to feedstocks, par-
ticularly naphtha, for synthetic natural gas plants if we are to serve the
essential short-term demands—both residential and industrial—of the energy
market through the mid-1980’s. These plants are located to serve the industrial
Northeast and North Central U.S., where air pollution and other environmental
restrictions and existing generation equipment dictates that electricity will con-
tinue to be primarily generated by oll-ired equipment over the next 5 to 10
year span., Forcing the home heating market to electric heating or home heating
oil in this region increases our dependence on oil imports by 30% in the case
of home heating ofl, or 60% in the case of electricity generated from oil.

H.R. 6860 would impose a potential three-tiered increase in the price of syn-
thetic natural gas to industrial users. Under Section 112, import licenses are
to be sold at public auction. Undoubtedly the cost of such licenses will be re-
flected in the import product cost. Second, under Section 121, import duties
are imposed—29% ad valorem on petroleum and 5% ad valorem on petroleum
products, with authority to increase this by as much as 10% or $1 per barrel, or
to decrease it, but not less than 29%. (This would result in a petroleum import
duty of approximately $1.20 per barrel under present prices

In additional, to the extent that the SNG output is sold for industrial use, it
would be subject to the Industrial Use Tax established by Section 411. While

it would appear that synthetic natural gas may not be construed as “natural

gas” for the purpose of the industrial use tax, it would certainly, in the alter-
native, be taxed asg ‘“other petroleum products”, which is also subject to an
fndustrial use tax. _

Therefore, in any event, there should be added to the list of exemptions to
the business use tax of Section 411 on natural gas those SNG gaseous products
derived from feedstocks subject to the import licenses and ad valorem taxes.

In the transmission and distribution of natural gas, certain volumes are
frequently used in the transportation process or storage process—for example,
as compressor fuel. Such uses should certainly be exempt so as to avoid a
doublé tax when the ultimate industrial consumer uses the natural gas.

AS a final point on this, we would note that where Title IV imposes this tax
on auy “use as a fuel” in a trade or business with certain exceptions, a specific

-
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exemption is provided, through 1981, for fuels used in the generation of electrical
power. We respectfully submit that gas and petroleum products consumed in
the transmission and distribution of gas, or in the manufacture of SNG are, for

. such exemption purposes, fully comparable to the use of such products for the

generation of electrie power. A.G.A. urges Title 10, Part I to be amended to
provide an exemption from the industrial use tax for fuels used in the trans-
mission and distribution of gas, or in the manufacture of synthetic natural gas.

Title 1V also provides specific exemption from the tax for uses in the textile
industry and glass manufacturing industry. While such exemptions are desira-
ble, we must point out that the exemption should be provided for all usages in
manufacturing and processing of raw materials and finished goods, where the
user has no alternate or the alternate is economically unacceptable, in addition
to those in the textile or glass manufacturing industries. Thus, Congress in
focusing on the problem, should expand its exemption to encompass all similar
uses.

A.G.A. urges that the exemptions from the industrial use tax established
for the textile industry and glass manufacturing industry in Title 10 be expanded
to apply to all industrial users who have no effective alternative fuel avallability.

A.G.A. urges that Title I of the Bill be amended so that petroleum products
imported for use as SNG feedstocks are exempted from the import duties and
import quotas as well as the import license fees, or in the alternative, we urge
that a special classification for SNG operators be established similar to that
created for small refiners and independent marketers in Section 112(b).

One final point concerns us. A.G.A. has long urged establishment of an Energy
Research and Development Trust Fund. We support Title III of the Bill insofar
as it creates and funds such a program. Title III, however, establishes a dan-
gerous precedent of excluding essential industry expertise from the administra-
tion of the proposed “Energy Conservation and Conversion Trust Fund”. Section
313(b) (1) (B) excludes from potential membership any person who for 5§ years
prior to his appointment had stock or other interest in energy related industries
having a fair market value in excess of $2,600 or who had received or accrued
income in excess of $10,000 from any energy related industry. This would deprive .
the Board of essential practical experience. It is particularly frightening when
you focus on the fact that the Board is intended to have fundamental powers
over the future direction of the energy services in the U.S,

A.G.A. recommends elimination of the limitation on membership on the Board
governing the Energy Conservation and Conversion Trust Fund which excludes
personnel with practical expertise. .

APPENDIX A

THE CONFERENCE BOARD QUARTERLY SURVEY OF UTILITY APPROPRIATIONS
F1rST QUARTER 1976

TOTAL APPROPRIATIONS

Appropriations for new plant and equipment by U.S. investor-owned utilities
rose another 669% in the first quarter of 1975, to $16.90 billion (seasonally ad-
justed). This was 5% higher than the previous record of a year earlier. It fol-
lowed a major upturn of 104% in the fourth quarter from a third-quarter trough
of $4.99 billion. These two consecutive boosts in appropriations were attributable
to the electric utility sector; gas utilities’ appropriations leveled in the fourth
quarter and declined 6% in the first quarter.

Cancellations, which had reached record levels in 1974, dropped 78% from
their 1974 average quarterly rate, making way for a 188 rise in net appropria-
tions between the fourth and first quarters—an even larger percentage rise than
in the preceding period. Electric utilities again accounted for all of the change.

TOTAL EXPENDITURES

Utliity capital expenditures in the first quarter of 1975 declined 69 from the
previous quarter to $4.48 billion. This was 2.49% below the year-ago first quarter
and 99% below the record $4.94 billlon in the fourth quarter of 1978. Despite
declines in 1974, expenditures set their annual record of $19.02 billion in that
year—68% higher than 1978 expenditures. Sustained by record net new appropria-
tions together with the downdrift in expenditures, backlogs of unspent appropria-
tions swelled 179 between January 1 and March 81, 1975, reaching a record
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$83.20 billion, Thus the backlog-spending ratio, which represents the number of
quarters of capital spending the backlog would support at the current rate, rose
to a record 18.6 continuing its steady rise since the mid-Sixties.

ELECTRIC UTILITY PLANS REBOUND

In the first quarter of 1975, investor-owned electric utilities renewed their plans
for expansion with a 719, increase in capital appropriations. The record $16.29
billion was 7¢% above the year-ago peak. Since project cancellations subsided to a
more normal $0.39 billion from the more-than $2-billlon average of the three
preceding quarters, the unspent backlog as of March 31 stood at a new high of
$81.66 billion.

Several factors may have given the impetus for electric utility appropriations’
sharp increase in the January-March quarter. In late March the Tax Reduction
Aet of 1975 gave utilities a 10% investment tax credit in place of the previous 4%.
(In June 1975 President Ford has urged a 1295 credit for utilities along with
other tax incentives to encourage restoration of canceled plans for additions to -
electric capacity.) In the presence of a more favorable capital market, electricity
rate relief,.a diminished rate of inflation and less fear of another oil erisis, the
recent burgeoning of-appropriations is to be expected if future utility needs are
to be achieved. Furthermore, plans for nuclear generation are on the rise—from
last year's 6% of total existing generating capacity to an eventual 25%. The very
high proportional cost of these nuclear plants contributes to increasing dollar
amounts at the time appropriations are made. In terms of-planned additions, the
inveitﬁ;-«owned segment expects to build 49% of its future expansion as nuclear
capability.

In contrast to the rise in appropriations, actual expenditures ($3.82 billion)
were at a lower rate than in any quarter of last year. However, as the recently
approved appropriations reach maturity, a rise in capital expenditures can be
expected to ensue.

GAS UTILITIES TRIM INVESTMENT PLANS

After holding steady in the last two quarters of 1974, capital appropriations by
gzas utilities dropped to $0.61 billion in the first quarter of this year—69, less
than in the fourth quarter and 319, less than a year ago. It was 169 less than
the average of quarterly appropriations over the past five years,

The gas companies’ expenditures, though rising 149 from the preceding quar-
ter, remained under the level of a year earlier, by some 10%. Between year-end
and March 381, backlogy of unspent appropriations lost §% and reverted to the
rather low level of last September 30 ($1.54 billion), which was the smallest back-
log observed since mid-1971. The gas utility backlog-spending ratio was within its
historic average range of 2 to 3.

The CHAIRMAN. Is Mr. Tom Love in the room ? Mr. Love, we will be

pleased to hear your suggestions.

STATEMENT OF TOM LOVE, PRESIDENT OF THE NATIONAL OIL
JOBBERS COUNCIL :

Mr. Love. Thank you, Mr. Chairman. I am president of Musket
Oil Co. in Oklahoma City, and I am appearing here as president of
the National Oil Jobbers Council. I want to thank you and the mem-
bers of this committee for permitting me to appear before you today
to offer the reaction of our 15,000 members to this critical legislation.

As you may know, the National Oil Jobbers Council is a federation
of 42 State and regional trade associations whose members include
approximately 15,000 independent petroleum marketers, Among these
independents are marketers using major refiner brands, as well as many
who use a regional or private brand. Collectively, these marketers
wholesale or retail about 25 percent of the gasoline consumed in Amer-
ica, and they retail almost 75 percent of the home heating oil. In some
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cases, they distribute one or both of these products on consignment,
and they often market other petroleum products, including diesel fuel,
lubricating oils, residual fuel oil, kerosene and liquified petroleum gas.
_ Wide geographical representation, a varied mix of products, and the
independent small businessman’s utter dependence upon the satisfac-
tion of his customers, the American consumer, combine to make us par-
ticularly sensitive to the impact of this energy legislation.

Rather than review each element of the legislation, I should like to
focus upon those points which most vitally concern our members, Our
suggestions rest on the premise that free enterprise is a basically sound
mechanism for resolving the Nation’s energy shortage. Some Govern-
ment activity is essential to enhance competition, to reflect environ-
mental and social costs in the market, and to assure that fiscal and tax
policies serve national goals. But, the basic solution should still coms
from the freely made choice of millions of consumers and thousands ot
independent businessmen. ,

Starting with this premise, we oppose the quota set forth in the
legislation adopted by the House. In its place, we endorse standby
authority requiring the President to restrict imports only to the extent
to which domestic energy resources are not being fully utilized. =

The import limits established by the House, while carefully thought
out, are still arbitrary. They could create an artificial shortage so severe
that the Government could not avoid rationing or at least continuing
the present firm-by-firm allocation regulations. After 18 months of
this type of detailed regulation, a majority of independent marketers
and their customers are convinced ‘that less specific authority which
permits or even encourages use of the market mechanism is essential to
their survival. Although a national emergency may require rationing
or firm-by-firm allocation, it is highly undesirable to deliberately
choose a policy which requires such a high degree of interference in
individual supplier and purchaser decisions.

'We suspect there is an even more basic reason for rejecting the quota.
The American economy, when operating at nonrecessionary levels, is
enormously productive in that it greatly enhances the value of the
raw materials it utilizes. NOJC lacks the expertise to determine the pre-
cise magnitude of this enhancement, but we believe it great enough to
justify paying today’s cost for imported oil. If, for example, we can
produce $2 worth of GNP from $1 of foreign oil and employ our peo-
ple doing it, then we do not serve our national interest by importing
less foreign oil than the amount required by a dynamic_American
economy. Even if that dollar of assets must be given to OPEC, we are
still another dollar richer in national productive capacity. In other
words, a quota must never become a ¢onstraint on energy supnlies as
long as someone is willing to pay the cost to use foreign oil
productively.

The National Oil Jobbers Couneil is also unalterably opposed to all
taxes, tariffs, duties, fees, supplemental fees, special fees and every

‘other assessment on petroleum products which directly add to Gov-

ernment revenues. Higher prices serve only two functions. Within
rather narrow limits higher prices reduce demand, and higher prices
increase the incentive for exploration. But a tax on gasoline or a duty
on imports of petroleum products aims at only the first of these two
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- goals. Because taxes and duties accrue to the Government, they do

not serve as an incentive to exploration, and the consumer does not
get what he is paying for. . .

Moreover, direct taxes on petroleum fail to recognize that the energy
problem involves all fuels and forms of energy. If we use less natural
gas then fewer industries will be forced to convert to oil. If we use
less electricity, then utilities will need less fuel, reducing our need for
oil both directly and indirectly by freeing natural gas and coal for
other uses. And]: of course, if we use less oil, we can directly reduce
the level of imports. In short, we need to conserve all fuels and forms
of energy, not just petroleum products. )

Consider, too, that a duty makes oil even more expensive than com-

‘peting fuels. This encourages false conservation by conversion. That

would not be so serious if all the conversions were to an equally ef-
ficient use of coal, but in many cases that is impossible. For example,
home heating oil users are most likely to convert to artifically inex-
pensive natural gas. The FPC places its highest priority on home heat-
Ing, so with natural gas in extremely short supply, the result of home
conversions to gas will be earlier interruption of industrial custom-
ers who will promptly apply to FEA for oil. They will be given that -
oil because FEA places a higher priority on industrial use than does

~ the FPC. The net result is expensive conversions by homeowners with

no reduction in imports. There may even be an increase in imports
because most industrial use is far less efficient than residential use.
Much the same is true of home conversions to electric heat because
the electric utility wonld be forced to use several times more Btu’s
to generate the same heat.

We believe the House wisely struck the gasoline tax from this leg-
iglation, and we encourage the Senate to reject any efforts to revive
that tax. At the same time, we would urge the Senate to go even fur-
ther by removing the duty on all imported oil.

There is, however, one important tax which we believe should be
added to this legislation. Our members favor the phased simultaneous
decontrol of oil and natural gas prices. This, of course, necessitates
price increases, but these increases will be small for petroleum prod-
ucts if they are accompanied by an end of the present $2 supplemental
fee on imported crude oil. What price increases do occur can be chan-
neled directly into exploration and development of new energy re-

- sources with a windfall profits tax that confiscates revenues generated

by decontrol which are not used for exploration or development. To
assure that Americans as a class pay for no more than they get, the
windfall tax revenues should be rebated evenly to all citizens. A va-
riety of decontrol plans are under active consideration. We have grave
reservations about many of these, but most of them require a wind-
fall profits tax with a plowback provision. Hence, it is critical that
such tax legislation be developed and incorporated in this bill.

Our members strongly support such measures as the automobile fuel
economy standards set forth in section 212. Similarly, we believe that
the tax credits for expenditures on installation of residential insula-
tion and solar energy equipment are constructive. However, these
incentives overlook the significant opportunity to encourage conserva-
tion with tax credits for improving the efficiency of the energy gen-
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erating systems in the home where a large percentage of national fuel
consumption occurs. L

NOJC strongly urges inclusion of tax credits for improving the
efficiency of conventional residential heating and/or cooling systems.
By providing such tax benefits for upgrading the currently existing
equipment, Congress could realize two objectives of critical impor-
tance to the -American fpeople. ]

First, the reduction of fuel consumption by efficiency improvements
would greatly assist our energy conservation effort. While critics argue
that consumption will be proportionately reduced as the price of
heating a home rises, consumption of heating oil is already down 15
percent from the base year, 1972, The significant additional savings
by homeowners must soon come solely from improvements in the burn-
ers themselves. Second, improvements in these systems would also
result in lower fuel bills for the homeowner, thereby reducing the
inflationary strain on households. = .

‘The language we suggest parallels a proposed tax credit authority
for insulation and solar equipment, except in denying the credit for
efficiencies gained by conversion to a heating or cooling system, using
a different fuel or form of energy. Changes from one fuel to another
make it difficult to calculate an efficiency improvement ; but, more im--
portant, such conversions work against the national goals of conser-
vation and reduced dependence on foreign oil. ' C

Conversion to electricity is exceedingly wasteful because about half
of our electricity is generated with natural gas or oil with a conver-
sion efficiency of only 29.4 percent. Because direct oil or natural gas
heat is so much more efficient than electric heat generated with those
fuels, it would actually waste fossil fuels to convert to electricity.

Conversion to natural gas would jeopardize the stability of Ameri-
ca’s economy by disrupting the fuel oil market. Through diversion
of new existing supplies of natural gas or oil to homes, industry would
be deprived of the few precious supplies it still receives and would
be forced to convert to more expensive alternative fuels. Such increased
costs would result in reduction of manufacturing or production, em-
ployment cutbacks and increased wholesale prices. If the slowdown
and cutback of supply occur, employee layoffs would follow and
could well perpetuate the present recession and unemployment.

In view of the compelling need for greater fuel conservation, a tax
incentive for improving the efficiency of conventional heating and/or
cooling systems could provide the requisite stimulus. -

In conclusion, let me thank you very much, Mr. Chairman. I will
be happy to respond to any questions you may have. '

The CuarrmaN. Thank you. You have made some points here we
should definitely consider when we mark this up. We do ‘not want
to pay people to convert to a more wasteful source of energy, but I
think by the same token we should pay them to convert to & more
efficient use of energy.

Mr. Love. Yes, sir. We would welcome that.

The Cnamryan., Which is the most—efficient way to use energy?

T think you covered that. Would you mind repeating it ¢
Mr. Love. Yes,sir. Natural gas and oil are the most efficient methods
of space heat. ' -
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The CHAIRMAN. In other words, if you simply use it inside the

[3

house that is far more efficient than to use it to generate electricity

inside the house _ ) )
Mr. Love. Yes, sir. Striking the more exotic forms of heat like solar,

of the conventional sources of heat generation, the most efficient are
gas and oil.

The CrAIryMAN. Do you have any experience, or have you observed
firsthand, any encouraging solar developments with w ich you are
familiar?

Mr. Love. No, sir, not to our knowledge, but that is outside of our
area of responsibility and expertise.

The CHAIRMAN. I think we are going to have to look into that
further because we think it has more potential than we thought pre-
viously, and I think we should definitely logk into it and see what can
be done to help. Thank you very much for your suggestion, and we will
certainly consider them.

Mr. Love. Thank you, sir.

[The prepared statement of Mr. Love follows:]

TESTIMONY OF ToM LOVE, PRESIDENT OF THE NATIONAL O1iL JOBBERS COUNCIL

As President of the National Oil Jobbers Council, I want to thank the mem-
bers of this committee for permitting me to appear before you today to offer the
reaction of our 15,000 members to this critical legislation.

As many of you know, the National Oil Jobbers Council is a federation of
42 state and regional trade associations whose members include approximately
15,000 independent petroleum marketers. Among these independents are market-
ers using major refiner brands as well as many who use a regional or private
brand. Collectively, these marketers wholesale or retail about 256% of the gaso-
line consumed in America, and they retall almost 75% of the home heating
oil. In some cases, they distribute one or both of these products on consignment,
and they often market other petroleum products including diesel fuel, lubricat-
ing olls, residual fuel oil, kerosene and liquified petroleum gas.

Wide geographical representation, a varfed mix of products, and the in-
dependent small busimessman’s utter dependence upon the satisfaction of his

_customers—the American consumer—combine to make us particularly sensitive

to the impact of this energy legislation.

Rather than review each element of the legislation, I should like to focus
upon those points which most vitally concern our members. Our suggestions
rest on the premise that free enterprise is a basically sound mechanism for
resolving the nation’s energy shortage. Some government activity is essential
to enhance competition, to reflect environmental and social costs in the market
and to assure that fiscal and tax policies serve national goals. But, the basic
solution should still come from the freely made choice of millions of consumers
and thousands of independent businessmen. . ,

QUOTAS
Starting with this premise, we oppose the quota set forth in the legislation

adopted by the House. In its place we endorse standby authority requiring__

the President to restrict imports only to the extent to which domestic energy
resources are not being fully utilized.

The import limits established by the House, while carefully thought out,
are still arbitrary. They could create an artificial shortage so severe that the
government could not avoid rationing or at least continuing the present firm..
by-firm allocation regulations. After 18 months of this type of detailed regula-
tion, a majority of independent marketers and their customers are convinced
that less specific authority which permits or even encourages use of the market
mechanism {8 essential to their survival. Although & national emergency may
require rationing or firm-by-firm allocation, it is highly undesirable to deliber-
ately choose a policy which requires such a high degree of interference in

. individual supplier and purchaser decisions.
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We suspect there s an even more basic. reason for rejecting the quota. The
Amerlcan economy, when operating at nonrecessfonary levels {3 enormously pro-

“ductive in that it greatly enhances the value of the raw materials it utilizes.

NOJC lacks the expertise to determine the precise magnitude of this enhance-
ment, but we belleve it great enough to justify paying today’'s cost for imported
oll, If, for example, we can produce two dollars’ worth of GNP from a dollar of
foreign oil and employ our people doing it, then we do not serve our national
interest by importing less foreign oil than the amount required by a dynamiec
American economy. Even if that dollar of assets must be given to OPEC, we are
still another dollar richer in national productive capacity. In other words, a quota
must never become a constraint on energy supplies as long as someone is willing
to pay the marginal cost to use foreign oil productively.

GASOLINE TAX

The National Oil Jobbers Council is also unalterably opposed to all taxes,
tariffs, duties, fees, supplemental fees, special fees and every other assessment
on petroleum products which directly add to government revenues, Higher prices
serve only two functions, Within rather narrow limits higher prices reduce de-
mand. And, higher prices increase the incentive for exploration, But a tax on
gasoline or a duty on imports of petroleum products aims at only the first of these
two goals. Because taxes and duties acerue to the government, they do not serve
gs an incentive to exploration, and the consumer does.not get what he is paying

or.

Moreover, direct taxes on petroleum fail to recognize that the energy problem
involves all fuels and forms of energy. If we use less natural gas then fewer
industries will be forced to convert to oil. If we use less electricity, then utilities
will need less fuel, reducing our need for oil both directly and indirectly by free-
ing natural gas and coal for other uses. And, of couise, if we use less ofl, we can
directly reduce the level of imports. In short, we need to conserve all fuels and
forms of energy, not just petroleum products.

Conslider too that a duty makes oil even more expensive th- n competing fuels.
This encourages false conservation by conversion., That would not be so serlous
if all the conversions were to an equally efficlent use of coal, but in many cases
that is impossible. For example, home heating oil users are most likely to convert
to artificlally inexpensive natural gas.The FPO places its highest priority on
home heating, so with natural gas in extremely short supply, the result of home
conversions to gas will be earlier interruption of industrial customers who will
promptly apply to FEA for ofl. They will be given that ofl because FEA places a
higher priority on industrial use than does the FPC. The net result is expensive
conversions by homeowners with no reduction in imports, There may even be an
increase in imports because most industrial use s far less efficlent than residen-
tial use, Much the same is true of home conversions to electric heat because the
electric utility would be forced to use several times more BTU’s to generate the
same heat. If the utllity used oll, this result is absurd; but even if the utility
used coal, that coal is wasted in that it could be used by industry to reduce in-
(tustrial consumption of ofl,

We believe the House wisely struck the gasoline tax from this legislation and
we encourage the Senate to reject any efforts to revive that tax. At the same time,
“lrle would urge the Senate to go even further by removing the duty on all imported
oll.

THE ALTERNATIVE

There is, however, one important tax which we believe should be added to this
legislation. Our members favor the phased simultaneous decontrol of ofl and
natural gas prices. This, of course, necessitates price {ncreases but these increases
will be small for petroleum products if they are accompanied by an end of the
present $2.00 supplemental fee on imported crude oll. What price increases do
occur can be channeled directly into exploration and development of new energy
resources with a windfall profits taw that confiscates revenues generated by de-
control which are not used for exploration or development. To assure that Ameri-
cans as a class pay for no more than they get, the windfall tax revenues should
he rebated evenly to all citizens. A variety of decontrol plans are under active
consideration. We have grave reservations about many of these, but most of them

require a windfall profits tax with a plowback provision. Hence, it 13 critical that -

such tax legislation be developed and incorporated in this bill.
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TAX INCENTIVES FOR IMPROVED BURNER EFFICIENCY

Our members strongly support such measures as the automobile fuel economy
standards set forth in Section 212, Similarly we belleve that the tax credits for
expenditures on installation of residential insulation and solar energy equipment
are constructive. However, these incentives overlook the significant opportunity
to encourage consumers with tax credits for improving the efficlency of the
energy generating systems in the home where a large percentage of national fuel
consumption occurs.

NOJO strongly urges inclusion of tax credits for improving the efficlency of

-conventional residential heating and/or cooling systems. By providing such tax

benefits for upgrading-the currently existing equipment, Congress could realize
two objectives of critical importance to the American people. First, the reduction
of fuel consumption by efficlency improvements would greatly assist our energy
conservation effort, While critics argue that consumption will be proportionately
reduced as the price of heating a home rises, consumption of heating oll is al-
ready down 16% from the base year, 1972, The significant additional savings by

- homeowners must soon come solely from improvements in the burners themselves.

Second, improvements in these systems would also result in lower fuel bills for
the homeowner, thereby reducing the {nflationary strain on households,

The purpose of Title II, Part III is to encourage fuel conservation through
tax incentives; hence, we propose that the following provisions be added:

“A tax credit to provide for improvement, according to standards developed

7 by the National Bureau of Standards and administered by FEA and HUD, in

:he eﬂ}c;eznggo of a residential heating and/or cooling system up to a total expendi-
ure of $2,000.

“Conversions from one fuel to another should be prohibited and the market
shares of the small independents would be preserved.

“The qualified system expenditures should be those made after March 17, 1975
and before January 1, 1978, but only if the building was used as the owner's
principal residence on March 17, 1975.

“The tax credit should be limited in the case of joint ownership, and the credit
would be available to tenant stockholders in cooperative housing corporations and
condominfum owners,” .

This proposal parallels the proposed tax credit authority for insulation and
solar energy equipment, except in denying a credit for efficiencies gained by
conversion to a heating or cooling system using a different fuel or form of

..energy, Changes from one fuel to another make it difficult to calculate an efii-

clency improvement; but more important, such conversions work against the
national goals of conservation and reduced dependence on foreign oil,

Conversion to electricity is exceedingly wasteful because about half of our
electricity is generated with natural gas or ofl with a conversion efliciency of
only 29.49%. Because direct oil or natural gas heat is so much more efficient than
electric heat generated with those fuels, it would actually waste fossil fuels to
convert to electricity:- -

Conversion to natural gas would jeopardize the stability of America’s economy
by disrupting the fuel oil market, Through diversion of new existing supplies
of natural gas or ol to homes, industry would be deprived of the few préclous
supplies it still receives and would be forced to convert to more expensive alterna-
tive fuels. Such increased costs would result in reduction of manufacturing or
production, employment cutbacks and increased wholesale prices, If the slow-
down and cutback of supply occur, employee lay-offs would follow and could well
perpetuate the present recession and unemployment. - :

Finally, conversion from a gas or electric system to oll would increase demand
for fuel oil and confiict with the national policy objective of conserving petroleum
by reducing demand for foreign ofl imports,

In view of the compelling need for greater fuel conservation, a tax incentive
for improving the efiefency of conventional heating and/or cooling systems could
provide the requisite stimulus, -~

In conclusion let me again thank the Committee for this opportunity to present
our views. I welcome any questions you may have and I would be glad to provide
whatever additional information we may have which the Committee may now or
subsequently find useful.

The CuamrmaN. That concludes today’s hearings. The committee
will meet again at 10 tomorrow morning.

[ Whereupon. at 8:35 p.m., the committee recessed until 10 a.m., the
following day.] : -
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4, in which we deal generally with the subject o

ENERGY CONSERVATION AND CONVERSION
ACT OF 1975 '

THURSDAY, JULY 17, 1975

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

The committee met, pursuant to notice, at. 10:05 a.m. in room 2221,
Dirlg?iqn Senate Office Building, Senator Russell B. Long (chairman)
presiding.

Present: Senators Long, Talmadge, Ribicoff, Byrd, Jr., of Virginia,
Gravel, Hathaway, Curtis, Dole, Packwood, and Brock.

The CrarrmaxN. The committee will come to order.

We are pleased to have as our first witness today Mr. Carl E. Bagge,
president of the National Coal Association.

Mr. Bagge, you may proceed. '

STATEMENT OF CARL E. BAGGE, PRESIDENT, NATIONAL COAL
ASSOCIATION

Mr. Bacor. I have a prepared statement with an accompanyin
exhibit A, Mr. Chairman, that I ask be incorporated into the record.
% will attempt to summarize the prineipal points of that statement, if

may, sir.

My name is Carl Bagge, T am president of the National Coal Asso-
ciation whose members include the mnajor coal producing and coal sales

‘companies of the Nation.

e appreciate the opportunity to express our views on H.R. 6860,
as well as other financial and tax-related subjects which impact on the

. American coal industry.

-May I just for 2 moment address, in a general way, pages 1 through
£ coal’s financial

requirements. ) )
he American coal industry’s projected financial requirements are

indeed staggering. Recent estimates put coal’s capital needs at roughly

$20 billion to $25 billion by 1985. For an industry with a current total
capitalization of something close to $5 billion, the magnitude of the
task is indeed formidable. However, such financing levels can be met
if the investment climate surrounding coal is strgngly expansionary.
And, of course, this has not been true for the coal industry in the past.

To rapidly expand the coal industry will require a significant con-
certed effort by industry, labor, and government alike, and for an in-
dustry whose productive capacity has remained stagnant for the past
two decades such an effort will require the creation of an entirely.

(641)
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new expansionary climate, one predicated upon planned and orderl
growth, and if there is anything the coal industry has not had, is
planned and orderly growth. Our economic configuration has been

one of boom and bust, expansion and contraction, much like a roller

coaster. This has typified our industry in the past and has resulted
in complete stagnation of our productive capacity for the last two
or three decades. .

The coal industry, for its part, is committed to doing all that it
can to meet this huge growth in a rational and orderly manner in re-
sponse to what appears to be a growing consensus to expand the
American coal industry.

Recently the National Coal Association undertook a study of the
coal industry’s expansion plans through 1985, which is attached here
as exhibit A. In order to try to establish for the members of this com-
mittee that we do indeed plan, based on certain assumptions, to
double our productive capacity by 1985 and that we have indeed

" made these plans to do so, this exhibit is included. The study pro-

jects that additional capacity under construction announced or
planned by our member companies by 1985 amounts to 534 million
tons, which together with mines already under development in 1974
make a total of 577.8 million tons of added capacity available to the
American public by 1985. This means a doubling, literally building
an entirely new industry in the next decade.

I might say incidentally, it is unparalleled. Except for the early
expansion of the railroad industry in this country, there is no precedent
for any other basic American industry growing at an incremental
rate of something like 8 or 9 percent incrementally per year. This is
what we are being asked to do, what the coal industry is being asked
to do under the concepts underlying Project Independence and the
various reports of the Government at this time. \

While this report is a tangible gage of the coal industry’s commit-
ment to expanding the Nation’s energy supply base, it also under-
scores the essentiality of shifting the tax structure of coal to encourage
expansion. Unless ap%ro.priate al and financial incentives are im-
plemented soon, the ability of the American coal industry to meet its
¢ommitments will be in question.

Now, I would like to briefly discuss, if I may, some of the particu-
lar aspects of HLR. 6860 that we would like to submit for the com-.
mittee’s consideration. The ultimate goals of H.R. 6860 are highl
commendable, The coal industry supports greatly expanded researc
in the energy area. Equally im%ortant, we supported the stated aim of
the legislation to reduce the U.S. dependency on foreign oil. How-
ever, the bill is deficient in several significant areas and unless
amended, does not provide the treatment essential for an expandin
coal industry, if we are serious about-expanding the American coa
industry and our supply base. .

Let me deal, if I can, with four aspects of the amortization of quali-

B fied energy use property.

Among other things, section 189 provides for a 5-year amortization
of (}pahﬁed coal processing equipment, qualified coal pipelines and
qualified deep mining equipment. Similar amortization would be
allowed certain railroad equipment under section 428. These provis-
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ions, Mr. Chairman, do not provide adequate relief for the coal in-
dustry and we urge that the bill be amended to correct and clarify
certain deficiencies as outlined below. : ) _
The first issue we would like to bring to your attention, is section
421(b) (4), which concerns itself with coa ﬁprocessmg equipment,
There is no provision in existing law for diflerential treatment for
depreciation of the cost of plants to convert coal to low-pollutant

synthetic fuels. That cost must be recovered, for tax purposes, over’

the estimated useful life of the plant. While the depreciation guide-
lines do not contain a specific class for such plants, because we are
talking about an entirely new industry, a possible clue to the useful
life is provided bfr the guideline life of 80 years for a manufactured
gas production plant. At present, therefore, there is little incentive
for investment in these very exiaensive coal conversion plants.

The present wording of the bill refers to, and I quote, “any machin-
ery or equipment—of a character subject to the allowance for depre-
ciation—for processing coal into a liquid or gaseous state.”

Now the two concepts there, Mr. Chairman, are a liquid or gaseous
state. The American coal industry believes that the words “liquid”
and “gaseous” tend to restrict the meaning of this section and the
obvious intent of the Congress in passing this legislation and that it
should be amended clearly to apgiy to all synthetic fuels, regardless
of their physical characteristics, be they liquid, gaseous, or solid. The
solvent refined coal process, which is one that is under active con-
sideration now by the southern services, a system in the South, and
by both the Gulf Oil Co. and by Sohio and a number of other com-
panies should be in this so that we are talkingeabout a low pollutant
fuel and not just “gaseous” or “liquid” fuels, because what comes out
of this is a solid fuel which may also have special application for small
industry where they could not afford a pollutant removal plant, but
they could use a solid fuel that has been cleaned through the solvent
refining process. Indeed, other technologies may arise, but I think
this is one change that ought to be made, and we are fully aware
when we say that the House report has something to say about its
intention, but we think this should be made explicitly clear. .

The second thing I would like to point out that i1s important to the
coal industry, Mr. %}hairman, is section 421 (b) (5), the “Qualified Coal
Pipelines.” ~

oal slurry pipelines are increasingly being looked to in order to
move the vast quantities of coal needed in the United States by 1985,
While it has been proven feasible, the extremely high initial costs of
Jand acquisition and construction have deterred the investment neces-
sary to construct these systems. :

ou know; Mr. Chairman, the Black Mesa pipeline has been oper-
ating now at peak efficiency carryinf; 3 _million tons of coal annually
over 275 miles in Arizona. Longer lines are planned but there must
be additional incentives to encourage the necessary capital expendi-
tures. We fully support that provision without any suggestions for
amendment.

The third aspect we would like to call to your attention is section
421(b) (7), qualified deep mining equipment. Here the intent is to
provide incentives through the amortization provisions of the legis-
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lation for deep mines only. We believe that this provision is far too
restrictive and should be amended to cover all types of coal mining
eguilpment. There is no rational distinction between the financial needs
of the American coal industry, be they underground or surface coal
mines. Furthermore, surface mining of coal i3 an essential element

"in our efforts to achieve the underlying objectives of H.R. 6860;

namely, to achieve energy self-sufficiency. With 50 percent of our
total coal production based on surface mining, we do not believe
that the biﬁ should be narrowed in scope, only to reflect increasing
investment in the underground mining of coal. To differentiate be-
tween coal mining equipment used in surface mines versus under-
ground mines is not sound public Policy and equity demands that
equal tax treatment be accorded all segments of the coal industry.

Therefore, we urge the committee that section 421 pertaining to
“qualified deep coal mining equipment” be amended to include all
coal mining by deleting the word “deep,” and by deleting the final
sentence of that subsection which specifically excludes property used
in surface mining. ,

The final provision under the amortization concepts we would like
to discuss with the committee and which we suggest consideration
be given, is section 423 dealing with railroad rolling stock. While
the bill does extend the benefit to some rolling stock owners, section
493 of H.R. 6860 does not include coal operators who own or would
purchase rolling stock. And I might say, sir, that many of the smaller
operators in the Midwest and in Kertucky and in Tennessee who
have not been able to get equipment from various railroads, have
gone out, because of the recent increased flurry and interest in coal,
and purchased their own equipment. If we extend the same invest-
mer;t to all we then have another incentive provided to achieve these
goals.

Woe strongly believe that coal operators should be afforded this tax
treatment. and urge that the bill be appropriately amended to extend
the 5-year amortization provision to include rolling stock owned or
purchased by coal companies.

Such treatment would provide coal operators parity with other
private rolling stock owners; moreover, it would provide for a sound
and essential tax incentive for expanding the Nation’s tenuous rolling
stock supply.

The existing guideline life for railroad transportation equipment is
15 years. If section 423 as we propose it be amended is adopted, per-
mitting a 5-year writeoff, there will be added incentive for shippers
and customers to purchase the new railroad rolling stock which the

country so desperately needs, but which many railroads simply cannot

furnish,

And I can_say just parenthetically, that in talking with the Penn
Central people and trying to build a consortium of the various opera-
tors in the States served by Penn Central, that if we had had this kind
of a provision extended to the coal operators 2 or 3 years ago, I know,
and I can testify of my personal knowledge, that there .would have

been a method, an incentive by which the smaller operators and larger

operators who are unable to get equipment from the Penn Central and
the bankrupt railroads in the East would have created such a con-
sortium and secured their own rolling stock. -
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I would like to also express our concerns with other energy-tax-
related proposals beyond 6860. There are two other major 1ssues,
Mr. Chairman, which we urgently want to bring to the committee’s at-

“tention on behalf of the American coal industry because we think it is

relevent. If you are serious about exﬁanding the supply base of coal
there are two urgent provisions which ought to be included either in
this bill or enacted bglr this committee and the Congress.

The first one I would like to discuss, is beginning at page 11 of the
})repared text, the evaluation point for coal processed into a low pol-
utant fuel, . )

Under present law if coal is processed to produce oil, gas, or solid
low-sulfur fuel, such processing is considered beyond the valuation
point for percentage depletion purposes. That is, the coal must be
valued before it is converted to low-sulfur fuel. Existing law, however,
does permit the processing of oil shale to the point where it is equiva-
lent in value to crude petroleum. .

Legislation recently introduced by Senator Hansen would permit,
for percenta%e d(:lpletion purposes, processing of coal into low-pol-
lutant fuel—liquid, gas, or solid. Thus, the same depletion valuation
would apply to synthetic fuels from oil shale and synthetic fuels from
coal, If coal is processed to remove pollutants, the valuation for deple-
tion purposes would occur after such processmi.

It 1s already provided, in section 613(c) (4) (A) of the Code, that
processes to convert oil shale to the equivalent of crude petroleum
through the retorting Erocess shall be considered as taking place prior
to the depletion “cutoff point.” Such treatment increases the incentive
for investment in shale conversion plants, since it increases the possible
future {))grcentage depletion deduction. Similar treatment, we believe,
should be provided for coal which is converted to low-sulfur fuel, not
merely as a matter of equity but, far more importantly, because the
Nation needs additional sources of clean fuel, and commercial quanti-
tixeSIOf synthetic fuel from coal appear closer to reality than from oil
shale.

Does that bell mean that I am through? :

The CHARMAN. Yes, sir. We will read the rest of your statement,
sir. I am going to ask that staff see to it that we consider all of your
suggestions in the course of our executive meetings.

I want to to ask you a few questions about your statement. Can you
make available to us a schedule of the rate at which it is presently
projected that coal production should be expanded to try to arrive at
energy independence? o

In other words, how much money is going to be needed year by year ¢
You state that you need $25 billion, I think, over a 5-year period. I
think we would like to know on what basis, on about what schedule
would you suggest that money be made available? We want to try to
see that you have the money but we really need to look at the sched‘:ﬂe,
and I assume Mr. Zarb might have some suggestions as well.

I think we need to have a schedule of the amount of money that is
needed, the amount of income that you have and the amount of income
you are going to need to support that kind of investment.

[Mr. Bagge’s response follows:]

Answer. In ‘erms of 1974 dollars, we project our industry will need no less
than $20.339 billion, and probably more, in new financing through 1985, This

65-583—76—pt, 2——13
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inchides front end money for new production as well as projected requirements
to maintain current production, Our breakdown on a yearly basis is as follows:

Estimated capital ea:penditufes by yea'r4—1974 dollars

1T o e e ——————— e s e e e e e ‘$1. 565
1976 e e ——————— 1. 892
B fr S Py 1., 952
1078 e e e ——————— e e = e e e 2. 089
1070 e e m e mm e ———— 2, 066
1980 e e ———— 1. 892
2981 e ——— e e e m e — e m e — e ————— 1. 766
1982 e e e ———— e e ———— 1, 756
1988 e 1,745
1984 o e e 1. 770
108 o et D m e ———— 1, 846

Total oo e ——— 20. 339

The Cramaax. We also need to pass a strip mining bill, do we not,.
so additional leases can be let to strip mine more coal by surface
methods, or do we ?

Mr. Bacoe. Well, Senator, if you are asking me the question about
strip mining ;

The CHAIRMAN. Yes.

Mr. Bagae. Frankly, Senator, I do not believe we need a strip mine
bill in order to get Federal leases. I do not think that is true at all. The
fact is that the Federal Government today on Federal lands has regu-
lations governing the whole range of reclamation requirements that
the industry has to comply with in order to get a lease, in order to get
a permit, and there is a continuin%review of the regulations.

Those Federal regulations are being changed right now. The De-
partment of the Interior issued in a groposed rulemaking last
November, which is now being updated, being tightened and being
strengthened, and those regulations will cover al%

Federal domain, _

The CrairyAN. Do I understand then that we can get by without a
strip mining bill? In other words, under existing law that once the
regulations have been drafted and agreed upon, that it does not require
any congressional action to move forward in strip mining ¢

Mr. Bager. In my opinion, Senator, that is true. I think that the as-
sumption that we have to create a whole new level of bureaucracy on
the I'ederal level which is redundant to the States’ efforts themselves
is fallacious. In any event, in order to be a condition precedent to

lands within the

-additional Federal leasing, I think is unsound policy, sir.

The Cratrman. Well, with the political warfare of an unrestricted
nature that is going on in the Congress these days, particularly in the
Senate right now, T would not suggest that anybody-seek any kind of
leinslation in the energy area that he does not absolutely have to have.

would suggest we leave that at the bare minimum.

Mr. Baege. Senator, I respectfully submit that in my opinion we
do not need a Federal strip mining bill, that the Federal Government
has all of the authority to handle the leasing and the reclamation
standards on its own land. The States are requiring, in the State of
Montana, for example, on the Federal land, the operator has to compl
not only with the Federal regulations that exist now, but wit
Montana State law as well. And I think it is an absurdity to say
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that we cannot lease land, Federal lands that are urgently needed
now, today, in order to make a logical mining unit, in order to make
commitments to the gas industry so we can back up some of these

synthetic projects we are talking about unless we have a Federal

strip mine law and create a whole new bureaucracy which, in'm
opinion, would be redundant. I do not think that is essential at all.
The Curamrman., Well, if that is the case then, at least sve are that;
much further down the road. Do we nced any more laws to see that:
environmental planning moves ahead step by step while other matters:
proceed ¢ For example, I am being told that these environmental re--
orts have not prevented us from opening new mines, strip mining;
eep mining, or otherwise, but that there is a problem with the timing,
that if you could make the environmental thing meve along while
you are acquiring your machinery, the other things, environmental
concerns need not delay the day when you begin mining dctivities.
Is that correct or not? ‘ S
Mr. Bacge. Let me just answer that question this way, Senator, by
saying that we are completely stymied in the Powder River Basin
today because of a court deciston, the Sterra Club v. Morton-case here
in the District of Columbia Court of Appeals. The Department of
Interior created over a 2-year period; to comply with the National
invironmental Policy Act, an environmental impact statement. Now
the cxtreme environmentalists, those who are not sympathetié¢ to de-
velopment at all, have used the procedural requirements or questions
or ambiguities in the National Environmental Policy Act to secure
from the District of Court of Appeals here in the District of Columbia
Court an injunction that now frustrates all of the operhtors’ in the
West 'who have created environmental plans, who have taken care of
the infrastructure, who have secured leases, who are no¥ waiting for
a permit, secured the eé]uipment and are ready to go. Now: the Secre-
tary of Interior is under an absolute prohibition to issue & mining:
permit. Now to say that the National Environmental Policy ‘A¢t has:
not deterred production in the West; therefore, I respectfiilly submit,’
Senator, is wrong. It has. Now the question is does the 2 years of
work that the Department of the Interior did—the Environmentil De-
fense Fund is contending it was not broad enough. You have got to’
include even a lariger area in order to rationalize what thie’ environ-
mental impact will be. : Lo f
Well, if Interior goes back and spends another 2 years trying to
embrace a larger area, the same group will come in and shy, you
have got to look at the entire West, and we will be stymied for an-
other 2 years. We are stymied right now at least 5 years 'tinless the
Supreme Court overturns that opinion in the District of Columbia
Court of Appeals, and I can testify, too, Senator, that tliere are many
operators who have thrown in the towel and are giving up, which
is precisely what a lot of those groups would like to see ddtie, They
are giving up because they are totally frustrated. .=~ .
The Crarrman., Well, now, do we need laws to remove some of
the environmental impediments? : L
Mr. Bagoe. Indeed, we do. Indeed, we do, sir. We need laws to
make the Clean Air Act rational and operative so we can secure the
goals of -clean air without shutting down and wiping out, dver 250
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million tons of eastern production which is living on a day-by-day ex-
istence in the east today. We need laws to make the National Environ-
mental Policy Act work. It is not working today. It shut us down in
the West completely. We cannot get a permit today anywhere in the
Powder River basin because of that litigation and we need laws to
change the Court’s opinion, the Supreme Court’s opinion, in the non-
degradation decision to clarify that. That is beintimarked ug, I under-
stand now, by the Public Works Committee of the Senate, but indeed
we need laws to bring the fulcrum back into balance so we can achieve
the goals, our conservation goals and our environmental goals in a
more rational and orderli' manner than we are doing now, Senator.
. 'Those are the kinds of laws we need, not laws that will shackle the
industry at a time we are being called upon to double our production
as we are shackled today, sir. We are shackled in the East with an
overzealous implementation of the Clean Air Act and we are shackled
in the West in our planning because of an overzealous attitude toward
strip mining and almost an hysterical, which I might say with all due
regard, is outcropped in this very bill which gives the 5 percent
amortization only to deep mines. There is no rational justification
for giving it to deep mines only. It is madness to say we are %oing to
extend it onl{ to the deep mining segment of the industr{). here is
no conceivable rationale for that except the prejudice by certain
Members of the Congress against the surface mining of. coal.

The CuHAammAN. Senator Packwood.

Senator Packwoop, Tell me about coal conversion and the costs and
about this new process Batelle has patented which will economically
take the sulfur out of coal.

Mr. Bagor. There are a number of processes that are now under de-
velopment. You know the Department of the Interior and the Ameri-
can (Ras Association are jointly funding various high Btu gasification
projects. I think we have five of those plants now either under con-
struction or that are functioning for high Btu gasification. There is not
any question but that we could do this today with the Lurgi technolow.
The Germans developed the Lurgi technoloiy-man years ago. We
could go today to produce high Btu gas with Lurgi. There is no doubt
about this. But we are trying to develop this and make it more sophis-
ticated through the new processes. We have a process we developed in
our own laboratory, for example, with a contract with the Office of
Coal Research. That is higa Btu. This can be achieved today. We can
make liquids out of coal today by using the Fischer-Tropsch process
that the Germans also developed. Maybe you have seen the ads in the
Washington Post that Koppers has been running saying you could do
it today. We could have done this 10 years ago. .

Senator Packwoop. Is the only problem cost? The technology is
there. You can meet the Clean Air Act standards but you cannot meet
them cheaply, is that the situation ¢ _ L )

Mr. BagoE. No; that would be oversimplifying it, Senator. I think
that there is a financial aspect, a financial dimension to this, We have
got the technology to do that. 1 we use Fischer-Tropsch to liquify and .
we use the Lurgi to gasify, I think cost is a deterrent to those two proc-
esses. Now 'ust%:)okmg at those two processes——— .

Senator Packwoop. In other words, those two processes will produce

" aynthetic fuels or meet the standards but they are too expensive to be

economically used in competition with gas or oil now{
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Mr, Bagge. That is true. It is going to be more costly than gas or oil
now. That is right.

Senator PAckwoop. But they will meet the Clean Air Act standards?

Mr. Bagge, Indeed, You are converting a high pollutant coal into
either synthetic high Btu gas or you are putting it into a liquid.

Now the Germans did 1t. The German war machine ran on coal 30
years ago. We can do it today if we have the will to do it, but there are
economic deterrents.

- Now at El Paso, I—— ’ _

Senator Packwoop. What are the economic deterrents? I do not
understand the process.

Mr. Bagge. They are not just economic. Let me just say that El Paso
Natural Gas was prepared to go in the Four Corners area, Farmington,
with a coal gasification process. They had the coal reserves there read
to go and what held them up, at least the chairman of the board tells
me, I used to regulate these fellows for 6 years in the Federal Power
Commission and Howard Boyd told me that the reason it was held up
was the water problem. :

To serve the southern California market they have got to turn to
coal. There is no question about this because the gas is being depleted.
They have to turn to coal.

Senator Packwoop. Well, what is the water problem ¢

Mr. Baage. The water problem there was, at least as reported to me
the problem was that the permit when thely finally went through all of
the environmental impact analysis and all of that, that the water per-
mit that was issued by the Department of the Interior was subject to
the prior sovereign rights of the Indians and that without any cer-
tainty with respect to the amount of water that they could draw the
whole plan became uneconomical.

So I say to you, Senator, it is not a technological problem. It is not
only a financial problem, although the financial constraints do enter
in, but in that specific case you could have had a high Btu commercial
gasification project based on Lurgi existing technology today in the
Farmington area to serve the consumers in southern California if they
had gotten the water problem straightened out, but they did not.

Senator Packwoop. And El Paso said had they been able to get the
water, they could have economically done it ¢

Mr. Bagge. That is correct.

Senator Brock. They were ready to make the investment ¢

Mr. Bagoe. They were grepared to make the investment. They spent
214 years waltzing around with the Federal Power Commission, waltz-
ing around with all of the agencies of the Government, and then the:
finally were stymied on the water. And we have got another big proj-
ect out there to take care of the southern California market again, and
that is the consortium that Pacific Lighting has put together with an-
other major pipeline. We are hoping that one will be resolved favor-
ably, but that is not a technical problem, that is not a financial problem,
that is a water problem. That is a matter of resource problem. That is
the constraint on that one. B

Senator Packwoop. I have seen different figures. How much of the
coal today, the coal leasees are owwned by oil companies?

Mr. Bagae. Owned by oil companies ¢

Senator Packwoop. Yes.
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Mr. Bagge. I do not have that at my fingertips. I would say just the
largest holder of coal reserves today 1s the railroad industry from the
land grants they secured in the 19th century when they went West.
They are the largest holder of coal reserves.

The oil-owned coal companies produce about 20 percent of our total
production of conl today.

Senator Packwoop. Qil-owned coal companies produce about 20 per-
cent of our current production?

Mr. Bacge. That 1s corvect.

Senator Packwoobn. You do not even have a ballpark guess as to how
much of the reserve?

Mr. Bagee. I will supply it for the record, sir.

Senator Pacxwoon, Will you?

Mr. Bacok. Yes. I do not have it at my fingertips.

[Mr. Bagge subsequently supplied the following response:]

We have been unable to locate specific information with respect to leased land.
However, using the information published in the Keystone Coal Industry Manual
we have determined that oil companies own, control or lease 7.2 percent of the
gamonstrated coal reserve base of 434 billion tons as defined by the Bureau of

nes.

Further information on this subject may be derived from a letter to the editor
which appeared in the Washington Star-News last January by Robert R. Hurt,
Director of Public Relations for the American Petroleum Institute. In his letter
Mr. Hurt points out that: :

s, ., . Continental Oil Company, which owns the Consolidated Coal Company—
the largest coal company owned by any ofl company—controls only 2.4 percent
of all knowit proved U.S. coal reserves.” He further states:

“Exxon, 1.6 percent control of all known proved U.S. coal reserves; Occidental
Petroleum, 0.8 percent.; Kerr McGee, 0.7 ; Mobile 0.7 ; Gulf, 0.6; Sun, 0.5; Texaco,

. 0.4; Atlantic Richfield, 0.3.”

Note that Mr. Hurt refers to “control” of coal reserves, which would include
land owned. Thus, the land under lease should be a lesser figure.

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

The CrrarMAN. Senator Byrd.

Senator Harry F. Byrp, Jr. Thank you, Mr. Chairman.

Mr. Bagge, I am glad you put into perspective the surface mining
controversy. Several witnesses have come before the committee with
the impression that the surface mining legislation enacted by the Con-
gress and vetoed by the President would increase the production of
coal. Actually, it would decrease the production of coal; would it not ?

Mr. Bacee. Not only would it decrease existing production of coal,
Senator, but even more importantly, that is tragic enough at a time
we are being strained, our industry is straining to produce it, bufin
terms of the future it would so lock up. particularly in the American
West, that resource because the underlying assumption of that legisla-
tion was to force the American coal industry underground as a matter
of national policy. And for the alluvial valley prohibitions and
through the hvdrology provisions which cannot be met, they did not
permit an engineering solution. In addition to which they so con-
strained the Secretary of the Interior’s right to lease, they shackled
him so far that he can only lease for methods other than strip mining
purposes, which in my opinion and the opinion of our technicians
whom we hired as consultants in this, was merely a variation on the
theme of the Mansfield amendment. Tt would have been a shocking
locking up of the resource that is urgently needed today.
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We think that bill was a monstrosity.

Senator Harry F, Byrp, Jr. Well, the President, in your judgment,
was fully justified in vetoing that bill ¢

Mr, BaggEe. Indeed he was, |

Senator Iarry F. Byrp, Jr. And the way that the energy problem
has been helped is not by the bill itself but by the President’s veto of
the bill¢

Mr. Bacar, Of conrse.

Senator Harry F. Byrp, Jr. For example, it would eliminate in the
State of Virginia the annual production of 10 million tons of low-sul-
fur coal. Now how is that going to help the energy problem—to elimi-
nate 10 million tons of low-sulfur coal in the State of Virginia, just
one State out of the whole country?

Mr. Baage. Nobody believed us, Senator. We tried to tell this in the
hearings. Nobody believed us. The press did not believe us but thank
God for-the President. He had the political courage to veto it and the
Members of the House who sustained that veto. We think it would
have been a national disaster. I think more and more people are begin-
ning to realize it now. ,

Senator Harry F. Byrp, Jr. I think so and I think algo that the cara-
van that came from southwest Virginia and from Kentucky and from
Tennessee, the coal miners, the truckdrivers, the families of those
people who would be adversely affected—thousands of people being
thrown out of work—when they came here to Washington, I think the
served their cause well. They certainly handled themselves well. And
was very proud of my fellow Virginians who made that trip to Wash-
ington. I think they made a good impression on the Congress and I
think the Congress today as a result of that trip, as a result of the Pres-
ident’s veto, has a sounder view of that legislation. As you have indi-
cated in your testimony, it would be very detrimental if we want to
increase the production of coal and the consumption of coal at a time
when we are running out of petroleum resources.

Mr. Baage. I could not agree with you more, Senator Byrd, and I
applaud the efforts of your constituency that somehow got the atten-
tion of the Congress, because we tried and we-could not, but that
demonstration—apparently the only way that we can get our voices
heard today is by using the same tactic that is used by the malcontents
in our socicty, that is used by the extremists in our society. We have
got to employ them ourselves to get the attention of the Congress and
our Government.

But I applaud those people and I appland your constituents who
got the attention of the Congress on that issue.

Senator Harry F. Byrp, Jr. I am very proud of the people of south-
west Virginia. Coal is vitally important; it is the most important
resource in that part of our State.

I notice in your presentation that you cite a report which has been
prepared by your organization, which projects an increase in West

: Vir]g'inia’s coal productive capacity of 71 million tons, Kentucky, 69
i

million tons, Illinois, 40.6 million, and Pennsylvania, 31.5 million
tons. But I do not notice anything about Virginia in that.
Do you have any figures on Virginia? o
Mr. Baaoe. That is an error. We should have put that in.
Senator Harry F. Byrp, Jr. I want to get that on the record.
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Mr. Baage. I apologize to you, Senator. I apolog.ize profusely. The
fact is that on page 8 of exhibit A we show that Virginia is going to
have an increase by 1985 of 12.7 million tons based on our members’
projections, a cumulative increase of 12.7. That is on exhibit A ac-
companying the statement, Senator. ) - .

Senator Harry F. Byrp, Jr. Fine. I think it would be just as well if
we put that in the record. . .

r. Bagae. I would like to amend my statement and include, if I
may, sir, for the record, the State of Virginia and put the tonnage
in the text, sir.

Senator Harry F. Byro, Jr. I do not like to see Virginia left out.

Mr. Bagge. It will not be. I apologize profusely.

Senator Harry F. Byrp, Jr. Thank you, sir. Thank you, Mr.
Chairman,

The Caamman. Senator Curtis. ’

Senator Curtis. To what extent have price -controls on oil and
natural gas discouraged the maximum utilization of our coal resources

Mr. Baaoe. I was part of the process for 6 years as a member of the
Federal Power Commission. I can personally testify, Senator, to the
fact that by regulating the field price of natural gas, as we did in the
Permjan Basin, the first area pricing case at 1614 cents an MCF, by
encourz:fing the use by the American utilitly industry of gas as a boiler
fuel and by encouraging industr¥l generally to use gas to raise indus-
trial steam, we in the decade of the 1950’ shoved coal out of the mar-
ket; as a matter of national policy we did it. It was cheaper, it is
still cheaper today to burn and flare natural gas under utility boilers
and industrial boilers to raise industrial steam than it is coal be-
cause the price regulation on the field price of gas. As to oil, what we
did in our zealous regard for the environment and also for the so-
called cheap oil in the Middle East, we got 90 percent of the entire
east coast utility industry, on Middle Eastern oil, “cheap oil,” as a
result of which the railroads went bankrupt because they lost the
coal traffic and now we are trying to extricate ourselves from this.
The indust?r declined. We have been at an absolute plateau of our
production for the last 30 years due to erroneous governmental policies
with respect to, as your question assumes, both oil and gas.

Senator Curtis. I agree with you.

You referred to the large capital needs of the coal industry. Do you
think the coal industry can raise the funds it needs?

Mr. Bacge. The coal industry can raise the funds it needs if it is
provided the kind of incentives that this bill attempts to provide for
but with the amendments that I have attempted to articulate in these
ideas I share with you. It is my belief, it 1s my conviction that the
coal industry can, if it is not regarded as a marginal industry as the
fire engine to be called in, as we have been treated in the past in a
period of war or an Arab oil embargo, if we are given the decision
to go, if we can grow in an orderly and responsible manner with
incentives, we can generate the capital ourselves or go to the sources
of capital to which we have to go in order to expand at this unprec-
edented rate.

.Senator Curris. What factors, other than artificially low prices of
oil and gas have precluded utilities from using coal to generate
electricity ¢
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Mr. Bagoe. You mean in terms of today, in converting today, in
converting back to coal today?

Senator CugTis, Yes. ..

Mr. Bagoe. Well, first of all the price. The government policies have
encouraged the use of oil and ga.s,1 because of the pricing policies,
ignoring coal. I think that the problem of supgly, because of this the
consequential effect has been that we have had a marginal industry.
We are still a marginal industry really only in the periphery of the
American energy spectrum to this day.

Senator Curris. We have the situation in my State where we are
trying to build a large coal-burning electric generating plant.

Mr. Bagge. Yes, sir. .

Senator Curtis. It is quite an operation, They are buyinfg their own
trains to haul the coal. They are going to build 36 miles of additional
track. But the Sierra Club has moved in and caused various delays
that have already cost the electric users of my State $38 million, and
if ltl}}ey run the full course of their delays, it is going to run $100
million.

Is that one of the things that is causing the trouble?

Mr. Bagee. Oh, indeed, indeed. When we tried to, in the middle of
the embargo, Senator, I was attempting and our staff was attempt-
ing to plug in coal operators with utility presidents in New England
because they could not get the oil. It is not only the organized mal-
contents and doomsazers and naysayers in the various organizations,
it is our own EPA, the Environmental Protection Agency, that when
we finally got the coal up to New England, sir, in’ the middle of the
embargo when people were going to be cold that winter, and we were
looking at a strike in our industry with the United Mine Workers,
the EPA refused to permit its use, except on very short term when
they did grant it, 30-day increments. The utility presidents that I
worked with said, “Carl, we wound up buying 600,000 tons of West
Virginia real estate which is'sitting up here.” They chartered the ves-
sels, We dumped it at Hampton Roads. They wound up with a half
‘million or 1 million tons of West Virginia real estate. The Environ-
mental Protection Agency would not Iet them burn it even though it
complied with the primary health standards.

So it is the right arm of the Government telling them to convert
not knowing what the left arm is doing and we are still frustrated
today. Here we have got the Federal Energy Agency telling the util-
ities to convert and EPA will not let them burn the coal.

It is madness, absolute madness. ‘

Senator Curris. Now, I was in South Africa this spring. They are
making between 13 and 17 percent of their gasoline needs from coal.

Mr. Bacee. With American technology and American industry that
built the plants.

Senator Curtis. And they are in the process of doubling the facilit
so that they will have in excess of 25 percent of their gasoline needs
made from coal.

Mr. BacGE. Yes, sir.

Senator Curris. And they are doing it without a subsidy. They had
a subsidy while the Persian Gulf oil was so low in price but now it is
operating successfully. Could that be done here?

*
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Mr. Bacek. It not only could be done here, it should have been done
here 20 years ago, Senator. That is American technology. The tragedy
is that in South Africa; I talked to the people who were going over
to erect still another liquifaction plant, that it is American technology,
American industry that is putting it up in South Africa and we can-
not build one in this country and I think that is tragic. .

It shoud be done here, it should have been done here long ago. We
could do it today.

Senator Curtis. Is there an environmental problem involved there?

Mr. Bacee. I am sure that some of these groups would find an en-
vironmental problem involved in almost anything. But, I am not
aware of any rational environmental problem.

I look to my technical expert in terms of coal liquifaction. No. The
tragedy, Senator, is these are Americans, putting up in South Africa
these plants. Before they left they visited with us here about a month
or so ago. They are going out to put another plant up and with tears
in their eyes, Senator, these men are committed men, with tears in
their eyes they are going to South Africa to do ‘what we should have
been doing here years ago.

And I am not overstating it. You know these are dedicated men,
they are leaving their own country to go to South Africa to putin the
technology that America has developed and we are not doing it here.

Senator Curris. Instead of having government by the people we
have government b{ the fringe.

Mr. Bacor. Yes, I agree, government by the fringe and sloganeering
and imagery.

Senator Curtis. That is all, Mr. Chairman,

The CHAammAN. Senator Gravel ¢

Senator GraveL. Mr. Bagge, you are turning this into a love fest.

Mr. Baggk. I am grateful, let us keep it that way.

Senator GRAVEL. You spoke of securing some incentives. What has
been the reaction in the last 90 days to the incentives that Congress
gave you? Has there been any substantial activity in the coal industry
since the first part of April¢

Mr. Bagge, I am not aware of any incentives that we have been
given. The Congress has not been giving us incentives, Senator. Every
action that has occurred in the last few years, that I am aware of, has
been counterproductive.

Senator Graver. And coal still competes with oil, does it not?

Mr. Bacoe. It does indeed and competes with gas for the utility
market as well. ~

Senator Graver. The Congress took away the depletion allowance
of oil and gas and still left it at 10 percent on coal.

Mr, Bagog, Yes,sir,

Senator Graver. That gives you an incentive you did not have
hefore in the marketplace since you now have a tax advantage of
some support that you do not have 1n any other industry.

What have you done with that advantage since the first of April?

Mr. Bagok. Let me say this; it was only in 1974 that our industry
was profitable. In 1973, Senator, of the top 15 coal companies, 12 of
them lost money. So, we have not been using; we have got, as you
know, a 10-percent depletion on shale oil. One of the things I wanted
to say here, but I did not, I never got a chance, the bell rang on me,
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is we think in addition to computing the cutoff point for depletion,
like oil shale, we should also have, if oil shale gets 15 percent we
think the same rationale-should apy iy to us. sir. But, it was not until
1974 that we were able to apply and utilize depletion because we were
not profitable, generally speaking, as an industry until the year 1974.

Now, that has been an incentive, it has indeed, and it is on the
basis of that incentive, Senator, that we can laok to the future in
1985 and show to you the studies showing that we can and will double
our production by 1985. ,

Senator Graver. But, you do recognize from April that Congress
gave you an incentive because it took the incentive away from your
greatest competitor so that now you have an advantage.

Mr, Bacoe. We are grateful.

Senator GRAVEL. It is a real advantage.

Mr. Bacce. We are grateful.

Senator GrAVEL. You should hang on to it dearly; there may be
some forces in Congress that want to take yours away.

Mr. Bagge. I understand that.

Senator Graver. That incentive and the hope that the Congress
might deregulate gas and oil which would cause the prices of those
products to rise, would also affect you in the economic marketplace
to make it economically more-attractive to use coal vis-a-vis oil and gas.

Mr, Bagor. Exactly, and that is precisely why we support the
deregulation of gas and the deregulation of old oil. It is in our self-
interest, too, but it will also provide more rational allocation of fuels-
for this country.

Senator Graver. Good, so_you are saying that through deregula-
tion, we will permit the market mechanism to bring online alternate
sources of energy that could rightfully take their place in the spectrum
of energy supplied in this country. '

Mr. Bagoe. Exactly, I agree with that completely. It will also en-
courage the development, as you are suggesting, of a synthetic fuel
industry in this country.

Senator Graver. Right, so we would not have to go to artificial
incentives. In other words, all we have to do is just get the Govern-
ment out of the price mechanism, and the marketplace will work
things out so that these products would be sold at their value.

And this in turn would bring other products online to satisfy our
energy needs. .

Mr. Baagae. That is a long-term view. But, in the short-term, sir,
I would not want to demean in any respects. the amortization provi-
sions that are before this committee in this bill. In the long-term view,
you are quite right. But, we need incentives today to start gearing
up our industry. That is why we are saying that these amortization
provisions for rolling stock and for equipment and all of that are
also essential.

Senator Graver. How long do you think that should be on ¢

Mr. Bagee. You mean the duration of that policy. At least long
enough so that we have some e¢vidence that there is, in fact, a true
response.

I would say—let me put it this way—I think it should be on as long
as the national interest requires it.
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Senator GRAVEL. But, that is a very capricious thing. When we do
things that are self-serving to elements of industry, they get in the
habit of drinking up those subsidies, and-they want to keep drinking
it forever. Then they lobby against the change in the law. So, we
cannot correct many of these Ioopholes that are well intentioned to
beg}n with but become real abortions after they get going. -

- Mr. Baaar. I would say that a 5-year term would be adequate, then
take another look at it,

.-Senator Graver. Could you supply anything for the record; if
there has been a change, a flurry of activity, within the industry since
April 1?2 T hate to keep going back to that, but you know, if you were
not sensitive to the fact that you had an advantage, then maybe the
rest of the industry is not particularly sensitive to the fact that there
now exists a real advantage to them in terms of their former com-
petitors or the gresent competitors.

Mr. Bagge. I would be happy to do that, Senator, certainly.

[Mr. Bagge’s response follows:]

Actually’s this “reverse incentive” has had little immediate impact on the
coal industry. This is probably because of the long lead time needed to open new
mines. Further, removing oil’s depletion does not necessarily result in a greater
incentive for the coal industry. Even a direct incentive, such as increasing coal’s
depletion would not be reflected in new mine openings for at least two or three
Yyears.

Senator Graver. But, I have got to say, in all candor, if there is any-
thing that has given a new birth to our industry, it is in fact the rec-
ognition by Government in its various studies, beginning with Project
Independence, the Dixie Lee Ray study, the R. & D. studies that recog-
nize coal. It may be all rhetoric, but I must say that it has provided
a new sense of urgency to my industry and has given us a new lease
gn life so we can have the kind of plans we are submitting to you

ere. ,

I think it transcends the depletion allowance, taking away the de-
pletion from oil, it transcends that. It is a matter of attitude based
on what they are reading and hearing and interpreting to be an-
evolving commitment to coal by the U.S. Government.

Senator GrAVEL. I think the commitment is just a realization that
we have to satisfy energy needs and we are prepared to take whatever
product will satisfy those needs, whether it is coal or geothermal or
anyg,hing else. If you people find your place in the sun with that,
so be it,

But, all we are interested in is getting energy at the proper market
price.

Mr. Bagge. Correct. --

Senator Graver. Thank you.

The CrairMAN. Senator Brock?

Senator Brock. Mr. Bagge, you are a refreshing witness, and I
appreciate your testimony.

r. Bacae. Thank you, sir. »

Senator Brock. I hope you do not run for office in Tennessee any-
time in the future. _ ,

Mr. BagaE. I ran for office in Illinois once, Senator, and I learned
the hard way, you cannot beat the machine.
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Senator Brock. I am trying to convince any potential opponents
of that in Tennessee with less success so far. )

I think, to follow up on Senator Gravel’s question, depletion does
not mean a hill of beans if you are not making a profit,

Mr. Bagge. That is what I tried to tell him, as nice as I could.

Senator Brock. I think he understands. .

Mr. Baaor. In 1978, we were not making a profit, and all this deple-
tion did not matter, you know.

Senator Brock. That is right. But conversely, if the marketplace
were allowed to work out, tﬁe depletion would not be so crucial if
you were in a fully competitive and profitable position. So, the coin
does flip on both sides.

Let me ask you just a couple of questions. One of the things that
has bothered me in the last couple of days, other witnesses have said
we could convert some of our utilities in the Northeast to coal and
still comply with the new clean air standards. But, we cannot even

et the coal to the Northeast because we do not have the rail facilities.
ow, is that really accurate?

Mr. Bagee, Well, if the utilities say they cannot do this, they cannot
do that, and you know they have got problems, Senator.

Senator Brock. Right.

Mr. BagaE. If the utilities say they cannot, what we need to do is to
say let us sit down now and make the plans that are essential to do it.
Now, during the embargo we were working overnight in our shop try-
ing to get fuel purchasing vice-presidents of utilities in New England
who had never burned a single ton of coal in 80 years, who did not
know a single coal operator, and we did setve the function of the cat-
alyst to put them together, and they did burn coal.

And it was possible to charter vessels and bring it up there economi-
cally. And I might say, incidentally, at a price much cheaper than the
price of imported oil since the oil price rise. If EPA would have let
them continue to burn the coal that they were bringing in chartered
vessels up from Hampton Roads—one utility system could have saved
$100 million a year just in fuel costs alone.

Senator Brock. That is my whole point. There is no reason why we
cannot use the Port of Boston, the Port of Norfolk, or Hampton Roa.. 3
to get that coal up there. It might put a little burden on the rail system
buat:,b t}llxe problem is more of governmental restraint than it is of market
viability.

Mr. ﬁAGGE. That is correct because they were frustrated in their
efforts by the Federal Environmental Protection Agency. The States
would permit it, and we are not talking about compromising human
health, we are not talking about the primary health standards at all.
And yet they were frustrated.

And then again, there is another dimension of the problem, Senator.
‘When you are only given your permits ‘n 30-day increments, how can
a utilitKeexwutive plan for coal, how can a producer? He has got to
go on the spot market, as you know, and there are two markets, 80 per-
cent of our coal is marketed in long-term contracts, it is that 20 percent
of the spot that: responds to the fluctuations of the prices.

And your own constituents, they went into the coal industry when
the price wag right and they will go back to working for the county
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highway department when the price is wrong. That is where they are
today because the spot market suddenly has zoomed down again to ap-
proach the long-term contract price. And so, the fellows are stuck with
the equipment, now, it has again been the boom or bust.

And i? I plead for anytiiing, it is for some understanding. If we are
serious about indigenous resource development and if we are serious
about our place in that sun, as Senator Gravel put it, then we have

ot to attack the heart of the problem which is rational and orderly
development in the public interest. All we are asking for is a fair price,
a fair return, not outrageous prices that were experienced last year in
the spot market by a few producers, This is not in the public interest.

But, the American consumer is %oin to be best served by rational
and orderly development of the coal industry.

Senator Brock. 1 might point out, for the benefit of some of my col-
leagues who are not in the TV A area, EPA has told TV A to put lime-
stone scrubbers on its stacks now. It cost us $1.2 billion to install them.
The operating ¢ost is $220 million a year. There is obviously no increase
in production as a result. But, the fascinating thing is that with $1.2
billion worth of capital expenditure, $220 million worth of operating
costs, there is no reduction in ground level emission at all, zero.

And yet, the order is still being pressed, I just find that insane.

Mr. Bacok. This is Government gone beserk, TV A has demonstrated
compliance with continuous monitoring at the plant at Gallatin. They
have documented it.

Senator Brock. I know, why cannot we communicate that? I do not
understand.

Mr. Bacer. If you Senators cannot do it there is nobody left in our
whole system to turn the levers of power on to change it. And you are
asking me? '

Senator Brock. I think most of the members here would understand
what wo are talking about. You may be carrying, I hate to say it, but

‘coals to New Castle with this particular argument.

Anyway, let me talk to you a little bit about research. We are doing
some interesting work in my State, the Space Institute in Tullahoma
on MHD, the process of direct conversion of coal to eléctricity through
the heat process. :

I do not know how deeply you all are in these various research
efforts. I am sure you are very much involved and I wondered if you
could comment on the adequacy of our Federal support in these basic
fundamental long-term decisions. ‘

Mr. Bagge. I would be glad to.

Research is one of our missions at the National Coal Association. If
T might say, a third of our budget goes to support our laboratory in
Pittsburgh, the Bituminous Coal Research, Inc., which is our research
arm, modest as it is, and a third of my dues goes to that.

I might say that I think we can throw billions of dollars at liquifac-
‘tion, we can throw billions of dollars at gasification, we can throw bil-
lions of dollars at MHD, we can throw money at them which ap-
parently we have the national will to do now.

You know, I was around these Halls of Congress trying to get the
OCR, the Office of Coal Research budget from Appropriations Com-
mittee extended from $52.3 million in fiscal year 1973 to $100 million.
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You know, you go from 50, the OMB had given them $52.3 million,
and they go from that to $347 million now almost overnight because
suddenly it is popular. _ ‘ .

But, I want to say this, Senator, I think those efforts are adequate.
We have now restructured the institutional apparatus now of Govern-
ment with ERDA. I think under Dr. Seamans I was concerned about
Seamans at first, I am still concerned about all of the AEC types they

. have got there. But, I think as I read their last report they submitted

to the Congress here just 2 weeks ago, as I read that report there is a
balanced commitment now to fossil fuel development.

I think we have done something in that area that I think is going
to take care of itself. But, I think we fall short in the area of extrac-
tion technology, coal extraction technology. It has no sex appeal. You
cannot pose with pictures pushing magic buttons, But, the winning
of coal, as the British call it, the winning of the coal, which is a term
I like better than production because it connotes a kind of a struggle
against the elements; the winning of coal, that is an area that has
been ignored. The Federal Government has not put a single dime
into coal extraction technology except for the mine, health, and safety
la\rea, where, when they passed in 1969, the Mine, Health, and Safety

ct.

But, the Government has not put a dime until last year into coal
extraction, And what has happened there, Senator, is that while the
Department of the Interior a year ago went out and ballyhooed a 5-
year plan that was going to be funded at a level of up to $65 million in
fiscal year 1975, they never followed through. :

Instead of following thé 5-year plan—we had some irfput into that—
it was a rational plan which should have demonstrated new mining
technologics—the level of funding for coal extraction in the Bureau
of Mines, the Department of the Interior, is just at a plateau, at this
time. ‘ -

And I want to call that to your attention because it is not these
exotic conversion things that are going wanting for funds, It is
simple mining of coal because it has no appeal, it has no sex
appeal and we have to do something to get a mining breakthrough. The
so-called continuous miner we are using is only continuous 30 percent
of the time. We have a logistical problem in the mines. It waits
on this bulk handling of coal in the mines. The shuttle cars are what
is retarding its full use. ‘

We have to solve these problems, that is where the money is
needed today because we are not going to have a new conversion
industry unless we can extract the coal in a more efficient way.

Senator Brock. Thank you very much, you have made my point.

Mr. Baace. Thank you, I did not know that was your point, Senator,
I am delighted I hit the right button, ,

The CHAimraN. Senator Talmadge.

Senator TaLmapce, Mr. Bagge, I regret I was late and did not hear
your testimony in chief. However, I have been tremendously impressed
with your eloquence and your articulance in responding to questions.

Mr. Bagae. Thank you, sir.

Senator Taryapce. I have seen various statements that this Nation
has anywhere from 300 to 800 years supply of coal. Which is accurate?
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Mr. Bagge. Which is accurate?

Senator TALMADGE. Yes, how much coal §

Mr. Baace. The answer to that, Senator, is that we don’t really
know how much coal we have got, We say there are 434 billion tons
of coal in demonstrated coal reserve base in the United States, and

e 50 percent of that we say is recoverable with the present technology.

P That would take us to 300 to 400 years. But then the geologists tell

- us in addition to the demonstrated coal reserve base, we have got at
least twice that.

And, of course, if we employ the mining technologies that they do
in Europe, where they have to go two and three times as deep, we
do not go that deep in the United States, we do not go for all of
those thin seams, or seams that are difficult to mine, but we are talking
about something that potentially could be enough, at the present. rate
of use, for 800 years, i1n my opinion.

The CramMaN. May I interject at that moment, because I want to
get this straight; you are presently providing about 18 percent of our
energy needs with coal and at that rate we have enough for 800 years.

- But, if you were Froviding 100 percent of our present energy needs
Wit}?I coal, you would have to divide that 800 by about 5, would you
not
Mr. Baaee. Exactly. That is why I said under present levels of
production, we are producing at a rate of about 600 million tons a
year today.
Senator TaLmapoE, The chairman has just asked my next question.
That is about 18 percent of the energy needs of this country
Mr. Bagge. That is right.

Senator Tarmapee. What percentage of the energy needs of this
country could coal and its derivatives supply?
- Mr. Bagae. I think that the figure that we used, based on the Project -

e Independence study and basedg‘(lm the ERDA study that was sub-
mitted to Congress a week or so ago, is that we would, by 1985, be
supplying up to 22 or 23 percent of the total energy use in the next
decade, But that jump from 18 to 24 percent is a staggering jump.
That is more than doubling our base. '

Senator TaLmapaE. It seems to me that as the energy crisis confronts
us, we ought to accentuate the positive, which is our strength: coal,
and make the greatest possible utilization of that that we possibly can.

Mr. Baage. Absolutely.

Senator TALmapce. What percentage of the utilities now use coal
for their fuel? * o C

Mr. Bacae. About 50 percent of the total fuel burn of the electric
utilities is in the form of coal, Senator.

Senator TaLMADGE. Is it increasing or decreasing ¢

Mr. Bagge. I think there was a little increase, just a small increase,
in last year compared to the year before. And that accounts, because
of the gas, they cannot get the gas, ) L

You see, a lot of the Texas utilities are now going into getting lignite
for their incremental needs. I think there, most assuredly, as I read
the EEI’s projections for full utilization, there will be a tremendous
increase in coal use for 1985, burned by utilities. Something on the
order of 800 million tons, from 890 million tons.
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Senator TaLmance. Is it practical to mandate the utilities to use
coal in lieu of petroleum or boiler fuel :

Mr. BagoE. Yes, it is practical to mandate, Senator. I know the
utility industry disagrees with that, but I have testified on several
occasions before FEA that unless we give that extra push—I am a
free enterpriser—I like to keep Government out of it as much as possi-
ble, but I do think this country is at war, and in a period of war, like
this, when we are fighting the energy battle and we are talking about
economic and national survival of our body politic, I think it requires
some extraordinary measure. And I do not find offensive the fact that
the FEA is now mandating the conversion to coal, because it is not
going to happen unless there is some effort by Government to say, as a
matter of national policy, that you ought to be doing it if you can.

Senator Taraapce. Would it save the utilities money or cost them
money to mandate them to use coal ¢

Mr. Bagoe. In my opinion, broadly speaking, some utilities can
show that the conversion costs are going to exceed the useful life of the
plant. It may be that in those situations you would not do it.

But, generally speaking, the cost, the fuel cost of coal is going to be
at least 50 percent less, on an average, than the equivalent cost of oil.

Senator TaLmabce. How about natural gas?

Mr. Bacoe. Natural gas is still cheaper. You see, if they can get gas,
that is still cheaper than coal.

Senator TaLmapee. It is in such short supply, that for all practical
purposes it will not be available as boiler fuel very long, will 1t ¢

r. Bagee. That is right. And my old colleagues at the FPC are
not permitting it. And I noticed that some of the States, now, the
State of Texas has got hearings on it, not permitting the use of gas
in boiler fuel. ]

Senator TALmAnce. If my memory serves me correctly, it has not
been but 2 or 3 years ago that EPA was mandating them to convert,
from coal to petroleum. Is that not correct

Mr. Bacae. That is absolutely right.

And I might say here is another one. The military establishment
canceled all of the coal contracts and went to oil. This was just like
2 years ago. And then they had to switch it around, afain, because
GSA decided they are embarked on a another frolic and detour now.
They want to go down another road. And then they came back to us
and they wanted the same old contract for coal at the same price, the,
same terms and conditions which they had canceled on us.

Senator TALMADGE. Are we going to be able to mine this coal and
deliver it as rapidly as it is going to be needed ?

Mr. Bagge. We will if we straighten out in the east coast our railroad
problem. We will, if the Congress has got the courage to implement
the Clean Air Act rationally. You will, if you permit the leasing of
coal in the West. And you will, if you do not pass another strip mine
bill that is going to shackle the arms of the industry and prevent the
use of the vast coal reserves of the West, and as Senator Byrd said,,
frustrate the existing production in Appalachia and the Midwest. 1
think with those conditions we can. o

Senator TarLmapge. What percentage of our coal that is mined now-

_ isexported?

66~-588-—15~—pt. 2——14
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Mr. Bacae. Ten percent of our total production is exported. Now,
when we talk about that, that includes Canadian export, which is about
18 million tons to Ontario Hydro which is all steam coal.

But apart from that export to Ontario Hydro of steam coal, which
really comes back to us in the form of electric energy through the
interties, in part, 95 percent of our total coal exported, is not a fuel,
Senator, it is a chemical. The steel industry of the entire free world
depends upon a certain amount of the unique characteristic, cokin,
characteristics of American coal. They blend it with the Polish coal,
South African coal, German coal. But they have to have a certain
amount. I am not a technician. I cannot tell you why. But I can per-
sonally testify, because I have talked to the steel industry people in
Europe, when I have been there and visited the mines and visited the
steel industry, this is a chemieal.

And those people who are asking you, the Congress, to block exports
because we had an energy problem there last fall in the southeast, and
those clements of the electric utility industry and the domestic steel
industry that wanted to block exports, I do not think that that policy
is in our national self-interest. Our coal, I am proud to say, is essential
to the free world steel industry. And that is a chemical. It is not a fuel.

Senator Taryapoe. Thank you, sir. My time has expired.

The Cuairman, Senator Dole?

Senator Dote. I have only one question.

Assuming we do adopt some decontrol plan on petroleum and gas
products in the next few years, what is going to happen to the price
of coal? Is it going to go u})?

Mr. Bacce. The price of coal is going to reflect the inflationar
experience of this society. There is no other way. But the fellows tell
me what their continuous miner costs, they tell me what a CAT costs
and the reclamation costs, and it is twice, three times the price. The
price of coal is going to reflect that increase. That is right.

But, I deny emphatically to those who say that the price of coal
follows the price of oil. That simply is not true. It simply is not true
to say we are going to be exploiting the American public because of an
increase in oil prices, that coal is going to follow. That is not true, and
we can demonstrate that it is not true. We are under investigation
right now by several agencies of the Government ; the Wage and Price
Stabilization Board and other agencies are looking into this. But, I
must say, sir, that the price of coal has to reflect the increased cost of
production, the increased cost of labor, the increased reclamation and
environmental costs that are being imposed on us. But, I deny emphat-
ically the fact that it is oil related.

Senator DoLe. The point is if we have a decontrol plan, it is going
to be accom]i)anied by a “windfall” profits tax. I wouFd assume 1f the
price of coal did follow that price, you might be confronted with the
same issue of “windfall” profits.

Mr. Bagoe. We are well aware and we are sensitive to that tact, anu
the responsible coal operators in this country that I am proud to say
I represent, Senator, are asking from the Government the kind of
certainty that will permit rational and orderly growth and a reason-
able rate of return with long-term contracts, not this roller coaster
boom and bust which has characterized our industry before. If we get
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~- the right policies and if you give us the incentives with the amend-

ments that we are asking for here, Mr. Chairman and members of the
committee, I think we are going to be able to do it. But, if we go on
the way we have been going now, shackling us and compounding un-
certainty and uncertainty, divesting Peabody from Kennecott Copper
and taking another whole look at this oil control issue, oil and coal and
all of that, and compounding—— _

Senator DorLe. We did not do the divesting. That was the Federal
Trade Commission.

Mr. Bagge. I know. But you may have the chance to fix that one up
very shortly, I hope, in the Congress. —"

All I am trying to say is that the uncertainties that we have experi-
enced and continue to experience are frustrating us. What we need is a
big green light, and we are getting it in the form of a lot of rhetoric,
and we love it. We love it. But that and 25 cents will get you a cup of
coffee. When you go to the bank to try to fund a new mine, whether
it is deep or stripped—=

Senator Dore. Where will that get you a cup of coffee?

Mr. Bagek. I do not know. Maybe it is 80 cents now.

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

The Criamman. Thank you very much, Mr. Bagge. You have made
a very fine presentation.

Senator T'aLaapce. May I ask one question before the witness leaves?

I was intrigued by your statement about this gasification and liqui-
fication plant in South Africa. The Minister from South Africa wasin
my office a few weeks ago and we talked about that. He informed me
that they were going to double their groduc‘tion there.

Now why is that economically viable in South Africa, and not eco-
nomically viable in the United States?

Senator Bacee. I wish I knew the answer to that question, Senator.

Senator T'araaber. They are doing that with no subsidy.

Mr. Bagae. I do not think they are doing it with my subsidy.

Senator Brock. Would the Senator yield ¢

Senator Taryapce. I will,

Senator Brock. Is it not part of the fact that they are paying close
to $1 a gallon for gasoline; are theiv not ¢ '

Mr. Bagae. Well, yes, of course. The South African economy is based
on coal. That is 90 percent of their resource base, just like us. Just like
us. :

Senator Brock. I understand that.

Mr. Baage. But they are doing something rational about it, and we
have ignored this resource base all of these years. '

Senator Brook. But we are holding down the price of old oil and
natural gas which makes it not economically feasible to develop al-
ternative technologies. I think that is Mr. Bagge’s point.

Senator TaLMADpGE. The Senator from Tennessee 1s probably correct.
As T recall, the vice president of Exxon was before us yesterday, and
he estimated that petroleum would have to cost, as I recall, about $16
a barrel in order to make gassification and liquification economical.

Senator Brock. The figures I have been given say $14 a barrel. But

that was late last fall, so it is probably up to $16 now. We are in that
range. : S
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Senator TaLmapee. Thank you. )
Mr. Baaag, Again, I want to say it is America that is building those.

- plants down there, Americans.

Senator TaLmaDGE. They are not using the old German process

Mr. Bagae. Well, it is based on that. It is based on Lurgi. But it is
a Koppers Corp. variation on the theme of Lur%i, and it is Americans,
and that is what I am trying to tell you—that they are doing it down
there and we are not doing it here. In God’s name, I do not know why.

Senator TaLMADGE. Thank you very much,

Mr. Bagoe. Thank you.

[The prepared statement of Mr. Bagge follows :]

STATEMENT BY CARL E. BAGGE, Passmmr}Nmoxu COAL ASBOCIATION
My name is Carl E. Bagge. I am president of the National Coal Association,

.whose members include the major coal producing and coal sales companies of

the nation.

We appreciate the opportunity to express our views on H.R. 6860, as well as
other financial and tax-related subjects which impact on the coal industry.

I. COAL'S FINANCIAL REQUIREMENTS '

The coal industry’'s projected financial requirements are indeed staggering..
Recent estimates put coal’s capital needs at roughly $20-$25 billion by 1985.
For an industry with a current total capitalization of $5 billlon, the magnitude:
of the task is indeed formidable, However, such flnancing levels can be met if’
the Investment climate surrounding coal is strongly expansionary.

America is an energy intensive nation, Domestic raw energy value in 1974
was approximately $37.5 billlon, This includes crude oil value at the wellhead
of about $22.1 billion, coal at the mine of $8.9 billion and domestic natural gas-
at the well of $6.5 billion, .

The substantial figures highlighted above, however, do not begin to indicate
the vital importance of energy, both in our national life and in our relative
position in the world at large, For, it 18 evident that energy now occupies the:
central role in the rapidly unfolding dilemma of industrial America which,
accustomed to unlimited natural resources, now finds itself dealing with grow--
ing fuel shortages. At stake is our ability to continue the social and economic
progress which we have made over the past several decades and, more im-
portantly perhaps, our ability to function in the world community as a stable-
and progressive force, -

Energy, its supply and consumption, is no longer of parochial interest only to
the energy industry. Rather, its importance has escalated and it must now
occupy the immediate attention of those charged with the determination of’
nationgl policy at the highest level. This fact is being underscored today in these
hearings you have convened on this subject, Mr. Chairman.

Even if the discomfort and inconvenience caused by the Arab oifl embargo:
has subsided, the uneasiness and concern among the American public about the-
adeqr;acy and reliability of our energy supplies spawned by that crisis still
remains,

Indeed, the imperative for creating incentives for domestic resource develop-
ment ig now clear. Either we develop our indigenous energy resources and thus-
regain national self-sufficiency, or we become increasingly dependent on foreign
resources with the gravest possible consequences for our national security and
our ability to promote the well-being of our own citizens, as well as to act as a
responsible member of the world community.

The United States must now look to domestic sources for its energy. In
this country, coal represents 80 percent of known recoverable U.8. fuel reserves,
including uranfum. From this vast supply base will logically come a significant
in(i-)majse cinld%manddfor coal.d ol . lated by Co both fect

roject Independence and energy plans formula y Congress both projec
coal production attaining a level by 1985 of roughly double that of existing pro-
duction. The vast majority of this coal will be consumed in its conventional
form, wl;ﬂel the remainder will be used as & feedstock for synthetic liguid and:
gaseous fuels. ’
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To rapidly expand the coal industry to meet these needs will require a sig-
nificant concerted effort by industry, labor and government altke, For an in-
dustry whose productive capacity has remained stagnant for the past two
decades, such an effort will require the creation of an entirely new expansionary
climate—one predicated on planned, orderly growth, o S

The coal Industry, for its part, j3 committed to doing all it can to meet this
huge growth in a rational and orderly manner. It caninot be overemphasized, how-
ever, that due to the long lead times involved, the longer we wait to create
ﬁgcg a growth atmosphere, the more difficult and frantic such an endeavor will

come,

Recently, the Natlonal Coal Zssoclation undertook a study of the coal in-
dustry’s expansion plans through 1985 which is attached as Exhibit A. In doing
8o, certain basic assumptions were made in arriving at the coal industry’s
projected increased productive capneity. These included the following:
en}{ tT(l}ua Clean Air Act Amendments proposed by the Administration will be

cted.

2. Capital will be avaflable for the proje~ted expansion.

8. No unreasonable surface mining legislation will be enacted,

4.l A viable federal coal leasing program will allow development of Western
coal,

5. Realistic means of complying with the National Environmental Policy Act
(NEPA) will allow energy development without undue delay_or restraint.

6. Adequate transportation will be available,

If any of these assumptions prove to he incorrect, the figures arrived at in
the NCA study would, of course, be overntated. Moreover, existing productive
capacity could also be jeopardized.

The study projects that additional capacity under construction, announced or
planned by 1985 amounts to 634.01 million tons which, together with mines
already under development in 1974, make a total of 577.8 million tons of ndded
capacity available by the end of 1985. The report shows that of this $77.8 million
ton total, some 302.4 million tons will come from the West and 275.4 miilion tons
will come from the Eastern U.S,

The greatest increase is expected to be in Wyoming, with ultimate capacity ad-
ditions of 123.4 million tons by 1985. Also tn the West, Montana is projected to
have 57.3 million tons of incremental production, Utah 36.8 million, Arizona 27
million and North Dakota 21.9 miliion tons. .

In the East, the report projects an increase in West Virginia’s coal productive
capaclty of 71 million tons, Kentucky 69 million, Illinols 40.6 million and
Pennsylvania 31.5 million tons..

While the report is a tangible gaugé of the coal industry’s commitment to ex-
panding the nation’s energy supply base, it also underscores the essentiality of
shifting the tax structure of coal to encourage expansion. Unless apprgpriate
fiscal and financial incentives are implemented soon, the ability of the coal in-
dustry to meet its commitments will be in question. As mentioned earlier, there
are a number of other problems presently confronting the coal industry—air
quality restrictions, implementation of the Coal Mine Health and Safety Act,
Federal leasing moratorium, to name just a few. These like fiscal and financial
issues, must also be resolved in order to guarantee the nation a stable and con-
tinuing supply of coal.

II. H.R. 6880

The ultimate goals of H.R. 6860 are highly commendable. The coal industry
supports greatly expanded research in the energy area. Equally important, we
support the stated aim of the legislation to reduce the United States’ dependency
on foreign oll. However, the bill is deficient in several significant areas and,
unless amended, doesd hot provide the treatment essential for an expanding coal
industry.

A, Amortization of Qualified Energy Use Property
Among other things, section 189 provides for five-year amortization of qualified
sing equipment, qualified coal pipelines and qualified' deep mining
equipment. Similar amortization would be allowed certain railroad equipment
under section 423. These provisions do not provide adequate rellef for the coal
{ndustry and we urge that the bill be amended to correct and clarify certain
deficiencies as outlined below.
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1. Coal Processing Bquipment (Seotion 421(b) (4))

There is no provision in existing law for differential treatment of depreclation
of the cost of plants to convert coal to low-pollutant synthetic fuels. That cost
must be recovered, for tax purposes, over the estimated “useful life" of the plant.
While the depreciation “guidelines” do not contain a specific clags for such

“plants, a possible clue to the useful life is provided by the guideline life of 30

years for “manufactured gas production plant.” It may be, however, that a much
shorter life could be used under existing law, since the guideline life for chem-
ical plants is only 11 years.

The supplies of natural gas and natural petroleum will, inevitably, be gone
long before our huge reserves of coal are exhausted. Already prospective custom-
ers are being denied natural gas. The use of energy is growing, and alr quality
restrictions have resulted in an accelerated demand for low-pollutant fuels which
is impossible to meet unless coal is converted to low-pollutant synthetic fuels in
commercial quantities.

At present there is little incentive for investment in these very expensive coal

.conversion plants. The plants are estimated to cost on the scale of $700 miltlion

or more. Should shortages of natural gas and petroleum become more acute,
investors will give serious consideration to the construction of conversion plants,
The report of the House Ways and Means Committee accompanying H.R. 6860

- elearly states that section 421 pertaining to “Qualified Coal Processing Equip-

ment” is to apply to all synthetic fuels processed from coal. However, the pres-
ent wording of the bill refers to *. . . any machinery or equipment (of a char-
acter subject to the allowance for depreciation) for processing coal into a liquid
or gaseous state.” (Emphasis added). We believe that the words “liquid” and
“gaseous” appear to restrict the meaning of this section and that it should be
amended to apply to all synthetic fuels—liquid, gaseous and solid.

2. Qualified Coal Pipelines (Section 421(b) (5))

Coal slurry pipelines are increasingly being looked to in order to move the
vast quantities of coal needed in the U.S. by 1985. While it has been proven
feasible, the extremely high initial costs of land acquisition and construction (as
well as the lack of federal eminent domain power) have deterred the investment
necessary to construct these systems. The Black Mesa Pipeline has been operat-
ing at peak efficiency carrying 8 million tons of coal annually over 275 miles in
Arizona. Longer lines are planned but there must be additional incentives to
encourage the necessary capital expenditures. A 60-month amortization period
for these facilities would be an encouraging beginning.

With the anticipated demand for coal all segments of the transportation indus-
try will be strained to the utmost. The slurry pipeline should not be viewed as a
competitive threat to the railroads or the barge lines, but rather a welcome addi-
tion to the logistical capability of America’s transportation industry to move
ever growing volumes of ¢oal from mine to market.

In a recent report by the Natlonal Academy of Engineering entitled U.S.
Energy Prospects: An Engineering Viewpoint, the coal pipeline was discussed
as it relates to the railroads. Based on projected coal production over the next
decade, the NAE report said that railroads will have to buy 8,000 locomotives
and 150,000 coal hopper cars to handle the increased traffic. The cost estimates
for the necessary modernization and expansion of the railroads fs estimated
at $4 billion a year of $40 billion over the next ten years. In addition, the report
states, 4 new coal slurry pipelines of 25 million tons per year capacity each and
60 new 2 million tons per year Eastern rail-barge systems and 70 new 3 million
tons per year Western rail-barge systems, will be needed. Based on these pro-
jections, it appears that there will be all the coal the rallroads, barges, and
pipelines can handle,

8. Qualified Deep Mining BEquipment (Section 421(d) (7))

A new deep mine costs $25 or more per annual ton in initial expenditures be-
fore coal is commereclally produced. This means that a medium-sized mine of
1 million tons of annual production has front end costs of about $25 million.
In addition it may be five years from the drawing board to when the mine is In
full production. -

Some of this cost s in acquisition of the coal. However, a much larger amount,
perhaps $17 million, is in depreciable capital costs that under present tax law
must be depreciated over 8 to 12 years. This {s an extremely long period when
one considers that the expensive equipment may have an average useful life of
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only about three years, For instance, a coal shuttle car which, according to
Bureau of Mines (BOM) figures, cost $59,000 in 1974, may last six or eight years.
But a continuous miner, which costs about $240,000 according to BOM, may
last only one year. The five-year amortization period proposed in this bill would
be much more equitable.

However, we believe this provision is too restrictive and should be amended to
cover all types of coal mining equipment,

‘There is no rational distinction between the financial needs of underground
and surface coal mines. Furthermore, surface mining of coal is an essential
element in our efforts to achieve the objective of H.R. 6860-—namely, to achieve
energy self-sufficiency. To differentiate coal mining equipment used in surface
mines versus underground mines is not sound policy and equity demands that
equal tax treatment be accorded all segments of the total industry.

Therefore, we believe section 421 pertaining to “Qualified Deep Coal Mining
Hquipment” should@ be amended to include all coal mining by deleting the word
“deep”, and by deleting the final sentence of that subsectlon which specifically
excludes property used in surface mining,

4. Railroad Rolling Stook (Section 423)

If, indeed, our industry can mine the coal in quantities to meet the projected
demand, it must still be moved to market, and nearly 70 percent of coal pro-
duction moves by rail. We are vitally concerned with the current posture of the
rallroads—particularly in the Northeast—and we believe that necessary incen-
tivest fgr both railroads and others to invest in rallroad rolling stock should be
enacted.

Unfortunately, many of the railroads simply do not have access to the capital
necessary to maintain an adequate supply of transportation equipment. It is
important, therefore, to stimulate investment in new rolling stock from any
possible source—including shippers and customers. Section 184 of the Internal
Revenue Code provides for a fast write-off for rolling stock, but unfortunately
owners other than common carrier railroads are excluded from the benefit.

While the bill does extend the beneflt to some rolling stock owners, section
423 of H.R. 6860 does not' include coal operators who own or would purchase
rolling stock., We strongly belleve, therefore, that coal operators should be
afforded similar tax treatment and urge that the bill be appropriately amended
to extend the five-year amortization provision to include rolling stock owned
or purchased by coal companies. Such treatment would provide coal operators
parity with other private rolling stock owners, moreover, it would provide for
a sound and esgential tax incentive for expanding the nation’s tenuous rolling
stock supply.

The existing “guideline life” for railroad transportation equipment is 15
years. If section 428 as we propose it be amended is adopted, permitting a five-
year write-off, there will be added incentive for shippers and customers to
purchase the new railroad rolling stock which the country so desperately needs,
but which many railroads simply cannot furnish,

Many essential commodities can be limited in their availability by the lack
of transportation equipment. Coal is a prime example, Recurrent and persistent
shortages of open-top hopper cars and locomotives have often forced many coal
mines to operate only part time, even in perlods when customers (primarily
electric power utilities) were seriously short of coal stockpiles. For some com-
modities, alternative means of transportation might be avallable, but for bulk
commodities like coal this Is not the case and landlocked mines which do not
have cars available eannot operate.

Ve III, OTHER ENERGY-RELATED TAX PROPOSALS

Beyond H.R, 6860 there are other issues of fiscal policy and financtal 1ncen-
tives that warrant this committee’s consideration, -

A. Valuation Point for Coal Processed Into Low-Pollutant Fuel

Under present law if coal 18 processed to produce oll, gas, or solid low-sulfur
fuel, such processing is considered beyond the valuation point for percentage
depletion purposes. That is, for percentage depletion purposes, the coal must be
valued hefore it is converted to low-sulfur fuel. Existing law, however, does
permit the processing of ofl shale to the point where it is equivalent in value
to crude petroleum.
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Legislation recently introduced by Senator Hansen would permit, for per-
centage depletion purposes, processing of coal into low-pollutaht fuel—liquid,
gas or solid, Thus, the same deplétion valaation would apply to synthetic fuels
from ofl shalé and synthetic fuéls from coal. If coal is processed to remove
pollutants, the valuation for depletion purposes would o¢cur after such
processing, , o

“Coal and oll shale constitute such a huge part of our totdl énergy reserves
that inevitably they must be used to satisfy future deficlencies in supplies of
natural gas and oll. The conversion of these fuels to low-sulfur fuels should be
encouraged to the extent possible because only when-such conversion becomes a
commercial reality will the United States be assured of an adequate supply

-of these precious fuels,

Congress has alregdy provided, in Section 613(¢) (4) (A) of the Code, that
processes to convert oil shale to the equivalent of crude petroleum- (retorting)
shall be considered as taking place prior to the depletion “cut-off point.” Such
treatment increases the incentive for investment in shale conversion plants,
since it increases the possible future percentage dépletion déduction. Similar
treatment should be provided for coal which is converted to low-sulfur fuel,
not merely as a matter of equity but, far more importantly, because the Nation
needs additional gources of cledn fuel and commercial quantities of synthetic
fuel from coal appear closer to reality than from oll shale, ”

In the absence of some unexpected sclentific breakthrough, oil and gas from
coal and oil shale will not supplant natural gas and petroleum—they will
merely supplement them in the very difficult task of meeting future energy
needs. This is true because the cost of producing oil and gas from coal and oil
shale is higher than the currént price of natural gas and oil. At some point
in the future, the shortage of natural gas and oil and the increasing cost of
finding new supplies will drive the price upward to a level where oil and gas
from coal and oll shale will be competitive. At that point, the additional supplies
‘represented by synthetic fuels will be badly needed. That point in time may
be very close—already many prospective customers are being denied natural
gas service because of lack of supply, and curtailments of industrial gas are
-growing each year,

Senator Hansen's legislation would also cover processing of coal to produce
a low-sulfur solld fuel—a process currently in the research stage. This should
‘be encouraged because many of the smaller industrial plants have need for
solid fuel but are not large enough to warrant bullding a chemical plant to
remove sulfur from the boiler stack. With the increasing demand for a clean
-environment, such plants may wind up with no source of energy unless industry
is encouraged to invest in these processes.

B. Black Lung Trust

The second proposal I ask you to consider is technieal in nature, and is
actually an outgrowth of the federal black lung legislation which was enacted
into law in 1969 and amended in 1972.

Under that law, coal producers must now pay black lung benefits to all coal
miners that contract the disease. These obligations could continue for 50 or
75 years after a mine 18 closed, because the benefits apply to a miner’s depend-
ents. Estimates vary, but actuaries calculate it will requiré about $1.35 to
$5.00 per ton of coal mined depending on the life expectancy of the mine, and
the age complement of the work force to fund each claim,

If the operator elects to buy insurance, the premium rates run about $7.80
for a strip mine up to $25.00 for an underground mine for each $100 of payroll.
In purchasing insurance he pays regular premiums which, as a legitimate busi-
ness expense, are deductible on a current basis. The problem with insurance,
however, is that an operator can never be certain an insurance carrier will
continue to renew a policy. If a risk proves too great for an insurance company,
cancellation of coverage 18 not uncommon.

For the mine operator who chooses to self-insure and wishes to create an
escrow or trust fund to insure past as well as future obligations, there is a
uniqué problem.

Therefore, we propose that the operator be allowed to establish a tax-exempt
irrevocable trust into which he makes payments. The payments into the trust
would be deductible at the time of the contribution, rather than at the time the
payments are made to the disabled miner or his dependents—which might be
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50 or 75 years hence. Any income earned by the trust would be exempt from taxes
and payments to the minor would be excluded from the miner's tax llability.
The trust monies could also be used to fund other obligations due the employee
such as workman’s compensation. The corpus of the trust could never revert to
the creator of the trust, It could not be used as a tax shelter device by the mine
owner with the funds to be recaptured at a later date.

There are advantages to both the miner and the operator. First, the miner work-

~ ing in the mine today, should he qualify for benefits in the future, would know

that his black lung disability compensation is being funded on a current basis,
Irrespective of the future there would be money in the fund. The employer, fund-
ing on a current basis, would know how much his current obligation is, rather
than wait 20 years from now when a claim is registered, at which time the money
would hopefully be avallable.

Simply stated, we recognize the legal obligation to compensate the miner dis-
abled by black lung. What we seek is a legal vehicle to carry the funds so that
today's coal production pays for the obligations arising as a result of current
production.

There is a very real problem that could arise in the future if these obligations
are not currently funded. State public service commissions would have difficutty
approving utility rate increases based on increased coal costs resulting from obli-
gations incurred in years past.

Never in the history of the country has an industry been singled out in the
manner of the coal industry with réspect to the black lung legislation, and saddled.
with a financial obligation of this magnitude, I urge you to help us meet this
requirement of the law in a reasonable manner.

IV. CONCLUSION

The nation’s coal industry stands ready to do its part in putting the United
States back on the road to energy self-sufficiency. Although coal presently supplies
less than 20 percent of our energy, it constitutes more than 80 percent of the do-
mestic economically recoverable fuel reserves. The timely and orderly develop-
ment of this prodigious, indigenous energy asset is essential to achieving this
vital national goal.

Fiscal policy and financial incentives are crucial in providing an expansionary
climate for coal. The provisions we have discussed here today would go far
toward restoring this essential ingredient in’ order to achieve energy self-
sufficlency. .

- Exnisir A

This report summarizes expansion plans of the bituminous coal industry
through 1985. Mines already under development in 1974 will, when completed,
have a productive capacity of 43.79 million tons. The additional capacity under
construction, announced or planned by 1985 amounts to 534.01 million tons, making
a total of 577.8 million tons of added capacity available by the end of 1985.

(The cumulative figures for eastern mines should be discounted to allow for
about 3 percent annual depletion of existing mines or 15 million tons per year: no
such)factor need be applied in the West, where nearly all operations will be
new.

The figures are subject to the following assumptions which would remove ob-
stacles to industry expansion: -~ -

l.dThe Clean Air Act amendments proposed by the Administration will be en-
acted.

2. Capital will be available for the projected expansion.

3. No unreasonable surface mining legislation will be enacted.

4. A viable federal coal leasing program will allow development of Western
coal,

5. Realistic means of complying with the National Environmental Policy Act
(NEPA) will allow energy-development without undue delay or restraint.

6. Adequate transportation will be avallable,

If the expanston indicated in this report is actually to take place, these assump-
tions must be transformed into accomplishments as soon as possible. Each as-
sumption concerns a present major obstacle to coal production. Each week that
they persist means a week's slippage—even complete loss—in attalning future
production goals,

With stretched-out timetables in developing new production, inflation Increases
the cost of materfals, capital becomes inadequate, and the whole intricate time-
able is thrown askew,
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NEW COAL MINES AND MAJOR EXPANSIONS OF EXISTING MINES PLANNED, ANNOUNCED OR UNDER CONSTRUCTION IN THE UNITED STATES; 1975-85
( {in mitlions of tons}]
* Ultimate
capacity of
Region and State | additions: 1982 1983 1934 1985
EASTERN UNITED STATES
Alabama:
Incremental. ... ... .. ... 3.55 3.45 2,95 1.50 0,50 oot eeeemeccisamemmsacseemmeesmsmemeem——————-
i Cumulative_ ... ........... 19.55 3.55 7.00 9.95 16.05 16.55 16.55 16.55% 16.55 16.55
inois: ‘
Incremental 175 7.75 7.70 5.10 2.90 1.90 L8 .
Indi Cumutative ... 1.75 9.50 17.20 30.00 329 37.00 38.80 33.80 38.80
iana:
tncremental . _ 2.8 270 e eeceeas 1.00 1.00 100 Lo iiiaaiaicaecana———-
Cumulative. . 2.8 5.50 5.50 6.50 7.50 9.50 9.50 9,50 9.50
Kentucky, eastern
Incremental 3.80 6.80 5.10 3.20 100 e eoameecmesscmccsmeemevc—e——memeeeem=—eas
Cumulative 3.80 10.60 15.70 22.30 23.30 23.30 23.30: 23.30 23.30
Kentucky, western
Incrementat 310 2.80 3.00 6.00 5.40 2.60 3.60 4.20 1
Cumtiiative 3.10 5.90 8.90 19.20 24.60 33.20 36.80 41.00 42.00
Kentucky, total:
Incremental . o imnnee-- 6.90 9.60 8.10 7.70 9.20 6.40 . 2.60 3.60 4.20 1.00
ohi Cumulative..__. . .. . ... 69. 00 6.90 16.50 24.60 32.30 41,50 47.90 56. 50 60. 10 64.30 65. 30
io:
2.00 2.60 3.00 2.60 1.20 D U S
2.00 4.60 7.60 10.20 11.40 12.50 12.50 12.50 12.50 12.50
4,40 1.70 7.80 6.00 2.90 2.20 e e mmmm—me e eeee———s - —mmeee——————
4.40 12.10 19,90 25.50 28.30 31.00 3110 3110 . 3110 31.10
.............................................. 1.00 110 1.25 1.00 e e e e e~ b ———————————————————————
1.00 2.10 3.35 4.35 4,85 4.85 4.85 4.8
.30 1.70 1.90 3.00 1.30 .20 0.B0 L ...
30 2.00 3.90 6.90 8.20 12.10 12.70 12.70 12.70
2.60 2.10 1.40 1.40 300 L6 e ieecmeammeanliemcmese e e
2.60 4.70 6.10 7.50 10.50 12.10 12.10 12.10 12.10
5.45 7.80 8.26 8.60 6.70 1.60 ... 1.50 1
5.45 13.25 21.51 30.11 36.81 43.81 43.31 ‘ 45.31 46.81
$



%,

A
2
~
N
>

West Virginia, total:
Incremental - - o .o oeeeoccccecmmmmm—ezze o 8.05 9.90 9. 10. 00 9.70 5.70 1.30 1.60 oooomoanea 1.50 1.50
Cumulative. . o voeeececccommmmnn 71.00 8.05 17.95 27.61 37.61 47.31 53.01 54.31 55.91 55.91 57.41 68.91
Subtotal, eastern: .
fncremental. .. e ceec—eieemamazoo e 29.75 46,40 42.21 42.85 - 32.90 21.40 12.20 8.3 6.00 5.70 2.50
Cumulative. oo ooeeecceccnnaenen 275.40 29.75 76.15 118.36 161.21 194.11 215.51 221.1 236.01 242.01 237.1 250.21
WESTERN UNITED STATES
Arizona:
Incremental - ceecammmmnn 2.50 3.00 .60 2.20 5.30 5.20 cecmmeaaan 3.90 ) U S
c°IOCumulaﬁve ....................... 27.00 2.50 5.50 6.10 8.30 13.60 18.80 13.80 22.70 24.50 24.50 24.50
0 .
Incremental — - .15 .15 1.00 1.60 ceeeaacmocmececcmmmnmaam—n R, - B, S P .
" mgumulaﬁve ....................... 2.90 .15 30 1.30 2.90 2.90 2.90 2.9 2.90 2.9 2. 2.9
na:
tncremental. ..o oemoccrccnmccemmanmcanzzanne 6.80 5.00 6.00 8.00 14.40 4.30 4.00 1,00 oo cmeercccmememmmmemsae=a
Cumutative. oo ccammconan 57.30 6.80 11.80 17.80 25.80 39.80 44.10 48.10 49.10 49.10 49.10 49.10
New Mexico:
tncremental. .._oooooooo e e .- 3.00 5.00 3.00 260 oo eeemsacamccmacumemmm—a=ere
Cumulative . coneceeemaccccemennen 13.60 oo cceoremmercceamemmamamemcma 3.C0 8.00 11.00 13.60 13.60 13.60 13.60 13.60
North Dakota: ‘
tncremental. . oo eeieemccccocsemeorzzaaze 3.00 1.00 .30 2.00 2.60 1.80 3.80 3.60 1.40 2.00 ooaeacaee
T Cumulative._ - 21.90 3.00 4.00 4.30 6.30 8.30 10.10 13.90 17.50 18.90 20.90 20.90
exas:
tncremental . oo ccecnmeccemrmanmem o 1.00 3.50 3.00 160 1.00 2.80 1030 oo eeceemmeemmemeeemzaensemeeememm=2s
WhCumuIative- - 16.70 1.€0 4.50 7.50 9.10 10.10 12.90 14.20 14.20 14.20 14.20 12.20
TnCremental oo ocmmeoemmeaonzenne 1.50 2.70 1.40 2.60 8.40 8.50 3.00 5.90 186 oomooeoccocmmmmmnmmnmes
Cumutative_ . 36.60 1.50 4.20 5.60 8.20 16.60 25.10 28.10 4.0 35.80 35.80 35.80
Washington:
Incremental . oo eecececmammazese 1.30 .30 60 .40 .30 10 e eeeamieasemmmesamzemameeemeszessemoccessessis
w Cumulative_ _ .. .oemeooooeeennan 3.00 1.30 1.60 .20 2.60 2.90 3.00 3.00 3.00 3.00 3.00 3.00
ing.
y"‘l"lat;tzement:ll __________________________________ 5.40 17.70 21.20 22.20 21.80 15.50 5.50 3.50 3.00 2. 2.00
Cumlative . e ccccnanen 123.40 5.40 23.10 44.30 66. 50 88.30 103.80 109.30 112,80 115.80 117.80 119.80
Subtotal, western:
tncremental .o oo ccecececccmezzzenan 21.65 33.35 34.10 43.60 57.80 41.20 20.20 17.90 8.00 4.00 2.00
Cumulative_ .. ___.oooeoocauene 302. 40 21.65 55.00 89.10 132.70 190. 50 231.70 251.90 269. 80 277.80 281.80 283.80
Total United States:
Incremental . _ . . ieececceeoizsezz- 51.40 79.75 76.31 86. 45 90.70 62.60 32.40 26.20 14.00 9.70 4.50
Cumulative. . ... occecceinncene 577.80 51.40 ¢ 131.15 207.46 293.91 384.61 447.21 479,61 505.81 519.81 529.51 534.01

1 Ultimate capacity of new mines and expansions, including capacity that was added before 1975.
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The CuarMaN. Next we will call Mr. James J. O’Connor, executive
vice president of Commonwealth Edison.

STATEMENT OF JAMES J. 0'CONNOR, EXECUTIVE VICE PRESIDENT,
COMMONWEALTH EDISON CO., ON BEHALF OF THE EDISON ELEC-
TRIC INSTITUTE, ACCOMPANIED BY AL NOFTZ, IMMEDIATE PAST
CHAIRMAN, TAX COMMITTEE, EDISON ELECTRIC INSTITUTE

Mr. O’Connor. Thank you very much, Mr, Chairman.

My name is James J. O’Connor. I am executive vice president of
Commonwealth Edison Co., which provides electric power to Chicago
and to northern Illinois.

Today I appear on behalf of the Edison Electric Institute, and
I have with me Mr. Al Noftz, who is immediate past chairman of
the institute’s tax committee.

The institute is the principal trade association for the investor-
owned electric utility industry, We have about 198 members, and
these members provide about 98 percent of the service provided by
the privately owned sector.

We appreciate very much the opportunity to comment on H.R. 6860.

My comments this morning wiﬁ be directed toward half a dozen
different areas. First, comments on the legislation pending before this
committee ; second, the financial condition of the utilities; third, our
demands for capital in the years ahead ; fourth, the recommendations
submitted by the president which arose out of the labor-management
committee report; and fifth, additional tax proposals which would
be of assistance to our industry, with particular emphasis on the
employee stock ownership plan.

irst, on the Ener (gonservation and Conversion Act, I had an
opportunity this morning to review the testimony that is going to be
submitted later by the Independent Petroleum Dealers and %y the
New England oil people, and I think they deal qklllite forcefully and
ersuasively with many of the aspects about which we are concerned.

o, I will not go into detail.

However, I would like to comment on three aspects of the bill which
do trouble us, and that is title I, title IT1I, and title IV.

The stated purpose of title I is to reduce the dependence of the
United States on imported oil, and it would attempt to accomplish
this by imposing (i:lantitative restrictions on the amount of oil that
could be used in this country. It would impose excise taxes as well
on the use of that oil. In 1974, our industry used about 550 million
barrels of oil. In many cases utilities have no choice, because as the
Senator before mentioned, utilities were forced in many instances
to convert from coal to oil in order to meet clean air requirements
of various localities.

At the same time the bill provides or proposes that. the conversion
should take place within a period of 2 years, an abnormally short
time in which to acquire the equipment and meet the requirements
necessary.

Finally, and perhaps I think most importantly. from our standpoint,
is that the burden for title I would fall most directly on our consumer,
who would have to share the cost. As all of us know, it is the consumer
who is in the steady process of revolt at higher electric costs.
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The second item in the bill that troubles us begins the subject of
a rather lengthy discussion in the testimony. you will hear later today,
the establishment of an energy conservation and conversion trust fund.
They attempted to do this by imgosing an excise tax on the use of gas
and oil. These funds would be then devoted to R. & D. expenditures
in the 1980’s. T

Our concern with this is that the mechanism already exists, both
through the Federal Government and under the auspices as well of
-the EEI, through its arm, which is our research arm, the Electric -
Power Research Institute, to carry on, we believe, the necessary re-
scarch to delve into new ways to develop and encourage additional
types of technology for the production of electricity.

So, once a%f,in, -‘we feel that we have presented to us a duplicative
process, one that can be done elsewhere, and one that most importantly
1mposes an unnecessary burden on our consumers.

In our industry, traditionally—I guess I am really moving into my
second section, now, gentlemen, and that is the question of growth—
we have had many scenarios painted for us, whether it is a question
of no growth or very advanced growth due to substitution of electric
power for other types of fuel. But, it seems to us that the most logical.
tﬁpe of growth to anticipate is on the order of 514 to 6 percent in
tho years immediately ahead of us. This is somewhat lower than the
Ti4-percent rate of growth that our industry has experienced
traditionally. _

One of the great problems that we have is trying to raise the money
to finance this growth. Just 10 years ago, or 11 years ago, back in
the early 1960’s, we were able to finance all of our construction ex-
penditures, or virtually all of them, through retained earnings or
retention of cash flows that were available to us, Today we are only
able to provide roughly one-third of our capital requirements from
internally generated funds. The electric power industry is the most
capital intensive industry in the country. In our industry, for example,
in order to get $1 of revenue, we have to put up $4 in plant. You com-
pare that with the auto industry which requires only 50 cents worth
of investment to get $1 of revenue, or roughly an 8-to-1 ratio. Even
those industries which are traditionally considered to be quite capital
intensive, the oil and steel industry, only require $1 of investment
to get $1 of revenue.

Tt has been projected by the Federal Power Commission’s Techni-
cal Advisory Committee that the construction expenditures for our
industry in the privately owned sector alone over the next 15 years
will exceed $500 billion. This compares with roughly $125 billion that
we have had to spend over the last 15 years.

So, we are going to have to spend four times as much in the next
15 years as we have in the past 15 years. In_order to finance these
oxpenditures, it is going to mean that we are going to have to go to
outside markets to raise about $320 billion.

Most of us are aware of the treméndous delays and deferrals and
cancellations that took place in the latter part of 1974 and early 1975
in the electric generating capacity. During that period, over 250 coal
and nuclear powerplants were affected because of the financial crisis.
To put that into perspective, that 250 plants represents about 40 per-
cent of the presently installed capacity in this Nation by electric
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utility companies. At the same time an important byproduct of these
deferrals is that over 300,000 highly skilled laborers were affected by
the deferral and cancellation of these projects. e

There have been submitted to Congress several proposals by the
labor-management committee which we wholeheartedly endorse. I
would like to touch briefly on them, if I may.

First of all, we strongly believe that in order to restore the financial ———
integrity of the utilities, it is going to be necessary to continue to
have more rate increases, as undesirable as they may be. But, from a -
practical standpoint, there is no alternative.

In the labor-management committee there are recommendations for
a dividend reinvestment program. This is of great importance to us
because in the next few years we are going to have to go to the common
market to raise about $3 billion of new equity money for each year,
and we think that there could be made available a mechanism by
which our existing stockholders could return their cash dividends to
purchase stock and have a tax on those dividends deferred until the
time of disposition of the stock.

Why is this important? It is important because just 10 years ago
our stock was selling at roughly two and a half times the level that
it was in September 1974, and even with the recent upsurge in the
market today, in the last few months, the value of the utility stocks is
only about one-half of what it was 10 years ago. So, we regard the
dividend reinvestment proposal as one of the most important aspects
to help to restore and provide attractiveness to electric utility stocks.

Second, there has been a proposal placed before Congress to raise
the level of investment tax credit to 12 percent, to have it apply in-
: definitely, and to make it applicable to qualified f)rogress expenditures.
e Once again, we thoroughly endorse this proposal to provide the needed
S incentive to construct electric power facilities.

Third is a proposal pending which calls for an extension of the pro-
vision for a rapid writeoff, or a 60 month writeoff of pollution control
facilities. We think this is also a very important provision. It has been
estimated by the FEA that during the period of 1975 through 1983,
our industry will have to spend between $15 and $25 billion on pollu-
tion control facilities alone. We do have one concern with respect to
that proposal and the rapid writeoff applies only to pollution control
facilities installed on plants that were in service as of December 31,
1968. We think that is unfair since rapidy changing environmental
requirements will cause us to retrofit the plants that have been placed
in service after that date, and that provision should be applied to
those plants as well.

In addition, we endorse and strongly recommend that consideration
be given to approval of the 60-month amortization of fuel converting
facilities, those facilities that are converted from oil and gas to coal.
Tt has been anticipated that the FEA will require or order the conver-
sion of 11 million kilowatts of capacity from oil and natural gas to
coal. This amortization provision would be extremely helpful to us in
helping us to get the cash we need to provide for these expenditures.

Finally, there are some additional proposals that I might briefly
touch upon. Many companies, in our industry particularly those in the
East Coast and up in New England and a few out in the Far West,
cannot take advantage of the investment tax credit because they no

e
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longer paﬁ taxes. It has been sug%ested that these companies should
be given the opportunity, as have the banks and certain other financial
institutions, certain segments of the transportation industry, to go back
to a period i)eyond 8 years, and more than 5 years forward to cover the
net operating losses, and to have an opportunity to take advantage of
this critical source of funds that has been made available to others. We
strongly recommend that the committee consider that proposal.

We would like to propose that the carryback, carryforward period

_be extended from the present 8 years back to 10 years back, and from

5 years forward, to 7 years forward.

2I,n addition, some companies cannot take advantage of the credit.
We would like to suggest that there be consideration given to the re-
funding of unused investment tax credits. I guess, gentlemen, that this
leads into the discussion of the employee stock ownership plan.

Virtually every company in our industry is giving active considera-
tion to the implementation of adopting such a program. We recognize,
however, the importance of this being tied in to some sort of invest-
ment tax credit incentive for those companies that cannot any longer
take advantage of investment tax credit because they are in a negative
tax situation, unless there is some refundability of unused credits and
such a program could not be provided for. -

So, we urge that the committee actively consider this proposal.

Again, we thank you very much for the opportunity to present our
views to you. We will be happy to try to answer any questions that you
mi’%ht have.

he CHalRMAN. You have made several points on which I want to
cominent. I permitted you to run a few minutes beyond vour time,
because I wanted you to say it on the record. What should be done in
the case of an industry which needs a credit to acquire new facilities
and which is entitled to a credit but does not have the profits to take
advantage of the tax credit. It would seem to this Senator that we
ought either to give you a very long carryback, or else we ought to do
what we did with regard to the earned income credit or the work
bonus—just say it is a refundable tax credit.

It does not seem to make any sense to me to say that those who need
it the least will get it and those who nced it the most will not get it. That
is one point you are making here.

Mr. O’CoNNoR. Absolutely, Senator. And I think one of the reasons
why these companies are in trouble today, the so-called financial in-
valids of our industry, is that during the periods of the 1960°s, where
industry generally was given the ful% 7 percent, utilities were given 3
percent. It was not until the early 1970°s that we were raised to the 4-

ercent level, considerably below the level that was given all other
imndustries. And had these companies that are so weak today had the
opportunity 10 years ago to take advantage of the increased credit,
perhaps they would not be in the position that they are.

So, we think there is a certain amount of equity in providing for an
extended carryback period which would help these companies which
are in the deepest trouble,

The CHArRMAN. Mr. Stanley Surrey and others believe that we
should amend the tax code to describe anything that is an incentive
to business to do something as a tax expenditure. Perhaps we should
do just exactly that.
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I have never been misled about what the investment tax credit was.
It is a tax advantaiemgiven a taxpayer because we want to encour-
age him to do something. It is the use of the tax system to make, you
might say, to encourage him to do something that we think is very
much in the public interest. I do not see that that need be tied to
the condition that he is making a profit at that moment.

It seems to me that, in doing so, we are excluding those who need
it the most, and that does not make any sense to me.

Mr. O'Connor. I agree completely with that. .

The CrARMAN. If you are going to do that, you ought to do it for
these companies which are providing essential services. I am intrigued
with the idea. It seems to me that we ought to persuade, cajole,
coerce if need be, companies like yours to reverse their rate struc-
ture, so that you no longer are encouraging Feople to waste energy;
you are encouraging them to save instead of waste.

As far as I am concerned, if it can be done in such a way as to
increase your income rather than reduce your income, that is all right
with this Senator. But I do not think that this Nation can any longer
afford utility rate structures that encourage people to waste energy.

Now, what suggestions can you give me along that line?

Mr. O’Connor. I think you will find in most jurisdictions of the
country today that the commerce commission or the regulatory bod-
ies are flattening out the rate structures. They are not inverting them,
Senator, because it would be such a tremendous gyration and such a
tremendous shock. It would be, I would think, an inequity to those
customers that had installed capacity, or have taken service on the
expectation that they would not be forced darn near into oblivion
because of the complete upset in the rate structure.

The CHAIRMAN. Let us just take an ordinary household bill such
as mine, and agpl it to that. Let us assume I am paying $100 a month
for power, and that I am paying—well, let us just take your rate.
About what do you charge for the beﬁmning units in a home?

Mr. O'Connor. You are talking about 214 cents, 234 cents per
kilowatt-hour.

The CaammaN. What do you charge for the final units, when you
get past a certain amount?

Mr. O’ConNor. You get to 1.7, 1.8 cents per kilowatt-hour.

The Cramrman. Now, let us assume I am consuming that way, and
that I am paying $100 a month. Suppose you change my rate around,
so T am still paying you $100, but you have reversed the rate so that
g;:texpensive units come last rather than the expensive units come
Now, applied to such an individual case, could it be done that way$

Mr. O’Connor. I think one of the difficulties, Senator, is we have
found many of our lower-income customers are some of our largest
users of electricity, because they do not have an opportunity to suf-
ficiently insulate their homes. They live in poor conditions. They sup-
plement their heating requirements with electric space heaters, and
they find out that there is no parallel, as one would assume, between
the amount of usage and the amount of income that an individual has.
T think that would be one difficulty.
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The CrHARMAN, Well, that brings me to point No. 2. We ought to
find a way—and I do not see why we could not work right through
the utilities—in which the banks will loan the money to insulate those
homes and work with the utilities to insulate those homes, %aymg the
utilities to charge a flat amount on the bill to help pay the cost of
insulating the homes and pay them to collect through their billing

on Frocess and pay it into the banks. In the lon%l run, people would pay

A

ess for energy, not more, because they would have insulated homes.
Now, if we can put to ether a package that helps to meet the ener,
cri.sis,’ why can we not structure it so that nobody loses, everybody

ins |
gaMr. O'Connor. I think the other thing, Senator, on that point
alone, is that some companies have attempted to do this. And the
difficulty arises in com;f)e ling the customer to assume this cost, even
though it is a string of expenses over a period of time. I think the
broadest experience has been had by the Michigan Consolidated Gas
Co., where they had a system of working with the banks to cover the
cost of insulation, and in turn had slightly higher electric bills over
a period of time. :

ow, we ourselves, at our company, are looking into a program
similar to that, and I think in the near future, we will probably em-
bark on something like that. I know of other companies who: are
doing the same thing. The most difficult thing is to get the consumer,
who stands in the long run to benefit the most, to accept this as an im-
portant thing in his budget, and something that he wants to do.

The Crramryan. Well, that is what concerns me about voluntarism.
‘We have not gotten anywhere with voluntarism. In New England
they are using 20 percent less fuel oil, because the price went up; an
in some areas, where the cost of the new energy is of concern, people
are finding ways to economize on it. As long as you just get the same -
service for the same price, people are not the least bit interested in
chanéging their lifestyle. A .

I find myself asking if this is a genuine national emergency, why.
do we not forget voluntarism and start telling somebody you either
have got to do it, or else? One thing we could do is to put a big tax.
on energy waste, and say, “All right, this tax applies to any rate
structure that encourages a waste of product.” In this way, I think
the utility commissions would start moving to change the rate
structure. .

We could say, “You do not get the investment tax credit unless you
do this,” and your people would be looking them up.

Mr. O’ConNNor. Senator, I think there is not a utility company in
the country that advocates waste. I know that it happens. We do
everything in our power to try to prevent it by telling people how
they can best conserve, and how they can use more efficient equipment.
I think you have to go back to the origin of the rate structures that
we have, and it is a rate structure that is based primarily on the cost
of rendering that service. And I think that when you have a system
where you are delivering more kilowatt-hours to a residence, and par-
ticularly to an industrial customer where you have the economies of
scale operatin% for you, the plain fact of the matter is it costs you
less to serve a Jarge customer than it does to serve a smaller customer.

55-683—75—pt. 2—185



678

The CrARMAN, I can recall how all of this happened, too. It hap-
pened when you had surplus energy, and everybody was trymfg to
persuade the public to use more. I would drive down the highway from
Baton Rouge to New Orleans and see big signboards with three little
birds—“Electricity is cheap, cheap, cheap. Use more of it.”

And every time you would pick up a magazine, there would be an
ad saying tﬁat if you go from here to there, and you do not call the
family and tell them, and ask about everybody’s health, and tell them
that pop is fine, that you are a heel.

We now have a situation where we need to be conserving energy,
and we ought to try to get Eeople to try to reverse all those kinds of
habits. And I do not know how we are going to do it, unless we start
with this thing of reversing utility rates. We have got to do business
on a different basis. The Congress 1s considering a bill to stop building
these monster automobiles to try to increase fuel economy, and I do
not know why we should not also be asking utility companies to reverse
their rates. ' :

The Standard Oil Co. testified that they used to leave the lights
on all night in all of their buildings, because in the long run, it
was cheaper. The flourescent tubes would last longer, and the starters
on those tubes would last longer, if you did not switch it on and off.
And so, it was cheaper just to leave the lights burning 24 hours a day
than it was to turn them off, from their point of view. There was no

oint in bothering with it, and they were wasting fuel left and right
1n their refineries.

Now they have stopped that practice. They are going to save 15
percent of the fuel they use in that operation. Now, 1f they can do it,
why should we not be putting the pressure on other people to do it?

Mr. O’Connor. I think that is what is being done, Senator. I think
you would find that most every facility has a load consultant, where
they are going around to their industries and telling them the way
they can conserve, and telling them how they can more efficiently
use the machinery they have, and save on load. And we are finding
that that is what has been happening. I think the effort is there, and
I think the bigger dividends, in this respect, are to be achieved in
the commercial and industrial sector, rather than the residential
sector ; because they count for two-thirds of our total usage.

The Cramaran. The industrial sector ?

Mr. O’Connor. The industrial sector accounts for about a third,
and the commercial about a third, and the residential sector about a
third. There you are dealing with a smaller number of customers with
a greater stake in the final outcome.

The Cramman., We do not need any more explanation about all
of the difficulties. What we need are some answers. I would appreciate
it when you have a chance to think about it, if your people would send
us some suggestions how we might go about persuading customers—or
making them, if they have to do it—use less energy.

Mr. O’ConNor. We would be happy to do it.

The CrairMAN. Thank you very much. Senator Packwood ¢

‘Senator Packwoop. Mr. O’Connor, you are opposed to the quotas
in the House bill on imports ? ‘ ‘

Mr. O’CoNNoOR. Yes.
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Senator Packwoop. If this Congress, as a matter of policy, is going
to decide it must cut imports—and I think we should—how do you
suggest we go about doing that? -

Mr. O’Coxnor. Well, sir, our concern, as I mentioned, is we, unlike
most companies, have an obligation to provide service regardless.

- Many other industries cut back on their supplies during tight money

times. They cut back on their expansion during tight money times,
or if the demand for product goes down, .

We, on the other hand, are obliged to continue to provide service
regardless. And in order to do that, we have to be assured of a con-
tinual and reliable source of fuel supply. And it is our judgment that-
the import quota which has been suggested would diminish our ability”
to provide a reliable supply of electric service to our customers, because~
it threatens the markets we have established, and it also takes away”
from those companies which oftentimes have no other opportunity—-=-

Senator Packwoop. Let me interrupt you. I understand that. How
do we cut the imports? :

Mr. O’ConNor. Well, sir, I am afraid that one of the suggestions
that has been made is that, in this instance, certain exceptions should

. be made for electric utilities, which have such a strong responsibility

to meet the service. I do not have a good answer as to how the import
levels can be cut.

Senator Packwoop. Do you think they should be cut?

Mr. O’CoNNor. It has been sugfi;ested that—I think they perhaps
should be cut, Senator, but I would be less than honest with you if
I told you I could answer your question.

Senator Packwoob. I am not sure I can, either. There is no palatable
alternative. Quotas are abhorrent. We can raise the tariff $3, $4, $3,

. $6, $7; and finally, it would get to a place where imported oil was

o
",

so_expensive, we would burn more coal or something, and that is
abhorrent also.

But it is also abhorrent to be 40 or 50 percent dependent upon a
source of energy over which we have no control.

Mr. O’ConNor. On that I could not agree more, and I think some
of the suggestions we have advanced-would help to make our industry,
which can use nuclear power and can use coal, have an opportunity
to substitute that type of fuel for imported oil. And that is one of
the reasons why I think it is so important that we——

.IS?ena.tor Packwoop. Do you generate all of your electricity with
oi

Mr. O’Coxxor. In our case, no, sir. Sixty percent is generated with
coal, 80 percent with nuclear power, and 10 percent with oil and gas.

Senator Packwoop. In your experience, could electric utilities rea-
sonably easily convert to coal if they are now using petroleum?

Mr. O'Cox~or. It would be in certain instances very difficult, pri-
marily because of the environmental requirements.

Senator Packwoobn, Not so much because of the cost of conversion,.
or the access to_coal, but simply the requirement that it must be burmed:
cleanly, and it cannot be done at the moment ?

Mr. O’Coxxor, The cost to convert, too, sir, because of the pollutiom
control equipment if you do convert to coal.

Now, the planned program for the installation of scrubbers is esti-
mated to cost about $3 billion, and that is about 30,000 kilowatts.
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Senator Packwoop. I am curious. How do you burn your coal now ¢
Do you meet these standards when you are burning it?

Mr. O’Connor. We meet it by brin xﬂg in 9 million tons of coal
from the Far West, from W yoming an§1 ontana, which has replaced
coal which formeriy came from fllinois.

Senator Packwoop. Is that very low sulfur coal you are bringing in'#

Mr. O’ConNor. Yes, sir, 0.6 percent sulfur coa{

Senator Packwoop. So you can meet the standards doing it?

Mr. O’ConNor. We can meet the standards in most of our areas by
doing it. But there are other generating stations that are outside of
the metropolitan area, and they use the Illinois coal.

Senator Packwoop. But if you were generating in Boston, it is not
practical to bring in coal from Wyoming#?

Mr. O’Connor. If youare generating from Boston, if you are gener-
ating in New York City, I see no alternative but to use either low-
sulfur coal or gas or oil. -

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

The CuarkaaN, Thank you very much. Senator Byrd?{

Senator Hary F. Byrn, Jr. Thank you, Mr. Chairman. Mr. O’Con-
nor, how quickly c~n utilities such as yours convert from oil to coal?

Mr. O’Connor. The question was asked, how quickly could we con-
vert from oil to coal? I think, Senator, when we converted back—I
am taking one plant as an example. We converted one of our metro-
politan stations in the late 1960’s, due to pressure from the environ-
mental movement; we converted that from coal to oil, and I think
it took us about 18 months. In order to go back to coal, we would
have to first find out what the schedule for deliveries might be. But
it is my expectation it would take considerably longer today than 18
months to return to coal because, in addition to the simple process of

roviding conveyor belts and rail facilities, the barge unloading facil-
1ties that would have to be adiusted, in addition to that, we would have
to install very expensive pollution control equipment. And the ques-
tion of delivery of that equipment, as well as the time to install that
equipment, which may average about $100 a kilowatt—which, in-
cidentally, is the same we were paying for a whole plant: $100 a
kilowatt. It could take a good deal longer than 2 years or 3 years,
so it could take us quite some time. But until we actually went out
and solicited bids, and until we determined, through our environ-
mental agencies—local, regional, and national—what might be per-
mitted, it is very hard to tell. But my estimate is we are probably
talking 4, 5, maybe 6 years, ,

Senator HArry F. Byrp, Jr. Four to 5 to 6 years to reconvert to coal ¢

Mr. O’ConnNor. And to meet the environmental requirements.

Senator Harry F. Byrp, Jr. Yes. i

Mr. O’CoNNoOR. Yes, sir. And these are the facilities that are con-
vertible; these are the facilities that at one time were able to burn
coal. Now, n boiler is a very mysterious animal, and certain facilities
that were built to burn only oil would have a much more difficult
time in adapting to a new source of fuel. And I think the process
would be much longer and much more costly thar it would, say, be in
our case for our one plant. :
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Senator Harry F. Byrp, Jr. So, what has happened is that the Gov-
ernment, in effect, forced you to convert from coal to oil—

Mr. O’ConNoRr. Yes, sir.

Senator Harry F. Byrp, Jr. [continuing]. In the 1960’s, and now, in
thell970’s, the Government is going to force you to convert from oil to
coal,

Mr. O’Connor. Yes, sir, in the industry, generally, that is what
has happened.

Senator Harry F. Byrp, Jr. So, another way of phrasing it, I guess,

" is that the Government is a major fuctor in the plight or the condition

that the utilities find themselves in today.

Mr. O’Coxxor. There is no question about it, Senator. The enor-
mously shifting requirements that are being piaced on utilities by
the Knvironmental Protection Agency—as the Senator mentioned
earlier, the Senator from Tennessee, to spend $1 billion-plus in in-
stallation costs and have operating costs in excess of $200-and-some
million annually and achieve no improvement whatsoever in ground
level concentrations-of sulfur is a huge mistake, and this is oftentimes
what we are being required to do. Tﬁere are plants around this coun-
try, including a couple of ours, that can very easily meet the clean
air standards on the ground, which is where people live and where
they breathe, but the Environmental Protection Agency is saying, we
do not care about the ground; we want to know what the emissions
levels are going to be at the stack. And the utility industry answers
and they say we can use intermittent control devices or we can have
a control system, where, during periods of downwash or what-have-
you, we can shift to an alternate fuel that is cleaner. And EPA says
it does not make any difference.

So, in answer to your question. Senator, you are correct.

Senator Harry F, Byrp, Jr. So, the consumers are gaying for the
g};wernment regulations, which are becoming greater and greater all of
the time.

Mr. O’Cox~or. Certainly.

Senator Harry F. Byrp, Jr. The utilities do not pay for it; private
business does not pay for it. It is the consumer who pays for it.

Mr. O’Con~or. That is exactly right.

Senator Harry F. Byrp, Jr. And, as I see it, the more regulation
Government puts on, the more the consumer is going to pay.

Mr. O’Connor. That is absolutely right, Senator.

Senator Harry F. Byrp, Jr. It is correct, is it not, that the only place
that the utilities can obtain funds, obtain revenue, are from the con-
sumers, the people who use the product ¢

Mr. O’Connor. That is right.

Senator Harry F. Byrp, JJr. And the more your costs go up, the more
the cost to the consumer will go u]p.

Mr. O’ConnNor. And it is an alarming trend, too, Senator, because I
think we in the industry have been very proud of the fact that over the
vears we have been able to keep prices down, despite what people today
might think. as to “what have you done for me Intely.” The fact of the
matter is, in most areas that price of electricity today is only, on a per
kilowatt hour basis, about 20-percent higher than it was in 1950, despite
all of these changes and all of the increases in the cost of fuel, But it is
Foing to go much, much higher; and how high it goes will depend in

arge part on what the Government decides to do with us.
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Senator Harry F. Byrp, Jr. It seems to me that the more Govern-
ment controls we get, the more Government regulations we get, the
worse off everybody is, and the hiﬁher the cost is to the consumer and
to the individual citizen. I do not think we can run this great big coun-
try here in Washington. I think the more we try to run it out of Wash-
ington, try to make all of the decisions here, the worse it is going to be
for the individual, for the consumer and for everybody.

Thank you.

Mr. O’ConnNor. Thank you.

The CHAIRMAN. I have another question.

I was in North Carolina a few days ago and some air came in from
the northwest, and it was obviously carrying a heavy haze, so you
could not see as well as you could prior to that time, The local news-
paper said that it was pollution being blown in from the Chicago area.

Tow much sacrifice or compromise with the atmosphere do we have
to make-if we have to call upon utilities such as yours to go back to coal ¢
In other words, how much additional pollution or additional haze in
the air is entailed in putting these utilities back on coal?

Mr. O’CoNnnor. It depends, again, Senator, on what requirements go
along with putting them back on coal. If the Environmental Protection
Agency is willing to, itself, sacrifice something, then the cost of the
pollution at the ground level will probably not be substantially heavier
than it has been. But at the stack level, where the emphasis had been
girected, there would be considerably more pollution than there has

ecen.

For example, in Chicago, they would be burning Illinois coal that
has about 8.5 percent sulfur content in it. If they are burning the far
western coal, it has got 0.6 or 0.7 percent. You are talking about an
increment of maybe five times as much sulfur. And when you are
talking about poilution from powerplants, you are normally talking
about sulfur dioxide and particulate matter, which is dust. Now, the
dust we are pretty well able to control. Most of our new units are
equipped with facilities that take up 99 percent of the dust from those
stacks, and they are clean, But it is a question as to how much empha-
sis is going to be put on the removal of sulfur oxides from stack gases,
and that is the rub today.

If the Environmental Protection Agency would determine that we
are required to meet only the ambient standards at the ground, rather
than thase at 500 feet, then the job would not be that much greater.
But if they are going to require, as they have been, that you must meet
the standards at the stack level, then the job will be very tough.

The CrARMAN. Now, when you make such a requirement based on
the use at the stack rather than at the ground, who is going to be both-
ered by the pollution at the stack ?

Mr, O’Connor. That is what we have been saying, Senator: nobody.

The CA1RMAN. Maybe a pigeon, but not likely a human being. He is
on the ground, he is not at the stack.

Mr. O’ConnNoR. That is correct.

The CHATRMAN. I am sure they would contend that you are spread-
ing the nollution out over a larger area—-— )

Mr. O’Coxnor. By dispersion. '

The CHARMAN. Yes, by dispersing it: but if T understand correectly,
vour argument is that that does not make much difference because at
313% ground level the pollution is so minute it would not make any

ifference.
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Mr. O’CoxNor. It is not a threat to public health at the ground level ;
that is correct. a

The CHAIRMAN. I see.

Thank you very much. ~ .

Senator Harry F. Byrp, Jr. Mr. Chairman, could I ask one question
for clarification ¢ .

As I understand your testimony, you feel it will take from 4 to 6

" years to convert your plantt

l\gr. O’Connor. Yes, sir, and that is a guess; but I think that is about
right.
gSenator Harry F. Byrp, Jr. Now, take a plant that had not pre-
viously been using coal and had been converted to oil, but had always
used oil. How long would it take to convert such a f)lant?

Mr. O’Coxnor. That might be very difficult. In the first instance,
it might not even be possible, because the boiler, which is such a large
part of the capital investment, might not be suitable for adapting to

a new fuel; but in many instances where there is that opportunity, I
would think, and again, this is a guess, sir, and I am not a technician,
my guess is it will take anywhere from b to 8 years, because it costs
today, to construct a power plant, in the conventional fossil-fired
facility, it takes about 5 years at a minimum. And if you are takin
a boiler that is not accustomed or is not equipped to burn oil an
you are completely redoing it, you have to anticipate that the time
frame will be about the same.

Senator Harry F. Byrp, Jr. If a company were building a- com-
pletely new plant, what would the timespan be in that regar t

Mr, O’Connor. If you are building a_completely new plant today
or a fossil-fired plant, which is coal or oil, starting from scratch, you
have to plan on a minimum of 5 years. If you are building a nuclear
plant today, we figure 8 to 10 years is the time frame. But it is often
much harder to convert a plant than it is to start from scratch, be-
cause you are trying to retain as much as you can of the old structure
and work in a much more confined area and pull out the old system
and install the new one. So, that is why my guess is on the same order
as it would take to build a new plant.

Senator Harry F. Byro, Jr. Thank you, sir.

Mr. O'ConNor. Thank you.

[The prepared statement of Mr, O’Connor follows:]

STATEMENT OF JAMES J. O'CoNNoR oN BEHALF oF Ep1son ELECTRIO INSTITUTE

My name 18 James J. O'Connor. I am Executive Vice-President of the Common-
weaith Edison Company which provides electricity to Chicago and the northern
one-third of Illinois. Today I appear on behalf of the Edison Electric Institute.
The Institute is the principal national association of investor-owned electric
light and power companyies in this country. Its 108 member companies serve
some 08 percent of customers served by the investor-owned electric utility
industry. We appreciate the opportunity of commenting on the “Energy Con-
servation and Conversion Act of 1975” (H.R, 6860).

H.R. 6860 covers several aspects of our nation’s energy situation, We wish
to comment on Titles I, TII, and IV because these parts of the bill adversely
affect our ability to supply electricity in compliance with air quality regulations
at a reasonable cost and do not result in assisting the nation to reach its
energy goals. We would alzo like to comment on the recent recommendations
of the President’s Lahor-Management Committee, Additionally, we want to
make further suggestions for amendments to H.R. 6860 which would, if enacted,
ald in the attainment of the required electrical energy supply and provide in.
centives for tli& conservation of oll and natural gas.



4
H

A

\

684

TITLE Y~—IMPORT TREATMENT OF OIL

~—

One of the principal purposes of Title I is “to reduce the dependence of the
United States on foreign oil. . . .” We feel, however, that the manner proposed
in the bfll can result in hardships for the electric utility industry and its
customers without realization of the stated purpose.

Section 111(a) would impose quantitative restrictions on the amounts of
petroleum and petroleum products which may be imported. Sectiomr-112 would
establish an import licensing system based on competitive bidding. Section
121(a) would impose a 2% ad valorem duty on imported crude oil and a 5%
ad valorem duty on imported distillate fuel oil and residual fuel oil. Section
121(a) would allow for an increase in these duties, but Section 121(b) would
not permit an increase of the duty on distillates and residual oil before the
end of the two-year period beginning on the date of the enactment of the
proposed legislation,
 The net effect of these provisions would, almost assuredly, cause an increase
in the price of fuel to many electric utilities and the possibility of a shortage
of fuel for utilities which must depend upon imported fuel oil as their main
source of fuel. Electric utilities used about 550 million barrels of oil as boiler
ituel for electric power generation in 1974. A significant portion of this was
mported.

The quota system would have the effect of raising prices by some unpredictable
amount as imports are bid upwards under the competitive bidding system, The
bill anticipates that these price increases plus the ad valorem tax will dampen
demand for imported ofil. This pricing corrective system, however, is not appli-
cable to the electric utility industry. Many utilities must continue to rely on
foreign erude and residual ofl despite price increases because it 18 the only fuel
available which they can burn in an environmentally acceptable manner. Even
if some utilities could convert from the use of imported oil to coal, the bill does
not provide a sufficlent time period in which to make the conversion. Depend-
ing upon the design of the boller, the availability of coal and coal-handling equip-
ment and environmental requirements, to name a few factors, conversion time
can take longer than two years. Moreover, with the diftficulty of acquiring capital
funds in order to meet the costs of converting, the period of time could be
even further stretched out.

The demand for residual and distillate fuel oil will also increase as the supply
of natural gas decreases and as FPC curtailinent orders restrict the amount
of natural gas which can be utilized as a boiler fuel.

Because many electric utilities have, in the near term, no other choice but to
continue to depend upon imported oil and because the consumer would have
to bear the higher costs brought about by the quota and licensing systems, we
strongly urge your Committee to reject both proposals. -

TITLE III—ENERGY CONSERVATION AND CONVERSION TRUST FUND

This Title of the proposed legislation would establish an energy conservation
and conversion trust fund. The monies for this trust fund would be supplied by,
among other taxes, the excise taxes imposed on petroleum anad petroleum products
under Section 411 of the bill, .

All the basic energy technologies upon which research and development would
be carried out under this Title are already the objective of government programs
sponsored, or to be sponsored, by the Energy Research and Development Ad-
ministration, and, as they relate to the electric utility industry, by the Electric
Power Research Institute. In view of these on-going programs, there is serious .
question as to whether a . separate means of funding energy projects should
be carried out as anticipated hy H.R. 6860. Such a course of action could lead
to duplication and a waste of valuable technical and capital resources.

In viety of the established government and industrial energy R&D programs,
the Edison Electric Institute recommends that the trust fund not be established
and that the funding of government energy R&D projects be carried out through
the normal authorization and appropriation processes. Furthermore, the exclse
taxes on utflities to fund this research would be paid for by electric utility
customers who are already confronted with increasing costs of electrie service,

TITLE IV—ENCOURAGING BUSINESS CONVERSION FOR GREATER ENERGY BSAVINGS

Section 411 of this Tit'e would, with certain exceptions, impose an exelse tax
on the business use of oil und natural gas. While generating facilities utilizing
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these fuels which were in operation, under construction, or under a binding
contract to construct prior to January 1, 1076, would be exempt from these taxes
until January 1, 1982, those facilities contracted for subsequent to December 31,
1875 would not be exempt from these taxes,

Utllities are striving to decrease their dependence on oil and natural gas. To
the extent possible, we are planning to use coal and nuclear power plants to meet
future electric generating needs. Environmental restrictions and other problems
in the mining, transportation and use of coal make it difficult to utilize coal in
many instances, Construction of nuclear plants is hampered by financing and
regulatory difficulties.

In view of this, some utilities may be forced to utilize oil and gas as principal
sources of fuel. Since these utilities will have little choice in the selection of
their fue), it is inequitable to tax the use of fuel for these purposes. The imposi-
tion of the tax will not encourage conservation or non-use of oil or natural gas,
but siinply increase the cost of electricity to many consumers.

A further inequitable situation would result from the enactment of Section 432
of the proposed bill. This provision would deny eligibility of the investment tax
credit for electric generating facilities fueled by oil and gas placed in service after
April 17, 1975, subject to certain “grandfather” exceptions. Again, there will be
instances when utilities will not have the choice as to their fuel supply, and
thus it seems improper that their customers should bear the burden of the extra
expense resulting from the loss of the tax benefit.

CAPITAL NEEDED TO MEET ELECTRIC ENERGY GROWTH DEMANDS

A recent Edison Electric Institute study concluded that under conditions of
moderate economic growth, electric energy consumption over the next 25 years
will grow at an average rate of 5.3 to 5.8 percent per year, ~

The electric utility industry has encountered difficult problems in raising the
capital necessary to finance the power plants and assoclated facllities required
to supply this anticipated growth in electric energy consumption. The problems
encountered result from drastically increased costs; particularly the costs of
new generating, conversion and environmental equipment and the capital re-
quired to-finance them, and an inabllity to obtain prompt authorization for
increased rates to cover these increased costs. For some companies this has led
to inadequate “coverage” of interest and dividends which, under indenture
covenants, limits or prevents the sale of senfor securities, Despite improvement
since the first of the year, market prices of many electric utility stocks are still
below book value so that the sale of additional common stock, which dilutes the
book value of existing shares, is difficult.

In 1964, electric utilities were able to finance 64 percent of the total funds
needed for expansion and for replacing worn out plant and equipment through
internally generated funds (retained earnings, depreciation and deferred taxes).
In 1978, this source of capitalt had dropped by almost one-half to the level of 33
percent, thus forcing electric utflities to rely more heavily on expensive open
market financing.

The electric utility industry is by far the most capital-intensive industry in
the country. For every $1 of revenue, $4 must be invested in plant facilities, In
contrast, the steel industry, generally considered to be capltal-intensive {tself,
needs only $1 of investment for every $1 of revenue.

In a study concluded late last year by the Technical Advisory Committee on
Finance to the Federal Power Commission, it was estimated that the electric
power industry’s construction expenditures will increase from the annual rate of
$1614 billion in the first half of the 1970's to about $23 billion in the last half of
the 1970’s. Over the next fifteen years, the investor-owned industry’s construétion
expenditures are expected to total in excess of $500 billion ; this is compared with
expenditures of approximately $125 billion over the last fifteen years. The figures
do reflect the effects of moderate inflation. As a result, our financing needs from
outside sources will increase proportionately. The Investor-owned electric indus-
try will have to raise approximately $320 billion in the outside market over the
next 15 years,

The difficulties experienced by most electrie utility companies in raising money
have been the principal reason for deferrals and cancellations of new generating
facilities, Since the beginning of 1974, close to 250 coal and nuclear units
aggregating over 200 million kilowatts have been deferred or cancelled, This
1s equal to roughly 409% of the total present installed generating capacity. It is
estimated that the projects deferred or cancelled involve more than 800,000 jobs

ar_mua!ly.



L

o

- ) 686

Deferrals and cancellations have an immediate relationship to unemployment
and the current economy. Even more important are the implications for the
national economy in the near future, if there is then a significant shortage of
electric power. In all likelihood there will be shortages if action is not taken
promptly to restore the project schedules. .

Without question, the principal solution to this problem is adequate and
expeditious authorization for rates to cover increased costs and attract new
capital. However, changes in the Internal Revenue Code are & necessary con-
comitant in the overall capital picture,

RECOMMENDATIONS OF THE PRESIDENT'S LABOR-MANAGEMENT COMMITTEE

The President’'s Labor-Management Committee has recommended a number of
changes in the Internal Revenue Code that would help resolve our industry's
?ni}ﬁ‘é}al problems and thus stimulate construction of urgently needed electric

acilities.

We strongly endorse their recommendations and urge early and favorable
consideration by your Committee and Congress. -

DIVIDEND REINVESTMENT

One of the principal recommendations of the President’s Labor Management
Committee concerns the Issuance of stock dividends by electric utilities under
qualified reinvestment plans with no current income tax payable by the stock-
holder participating in the plan.

This proposal is of considerable importance to the industry. Our industry’s
needs for new common equity financing are expected to be $3 billion a year
during the next five years. These requirements are §0% higher than those in
each of the past 6 years. -

The dividend reinvestment program would assist materially in making utility
stocks more attractive, By September, 1974, the average utility stock was trading
at about 40 percent of its level ten years earlier. Even with overall market
conditlons improving somewhat in recent months, the utility stocks today are
valued at only slightly more than one-half their values in 1964, The dividend
reinvestment proposal would permit a stockholder of an electric utility to elect
to receive a stock dividend under a qualified reinvestment plan in lieu of a cash
dividend without having to pay current income taxes. We strongly favor this
proposal because the primary effect of dividend reinvestment would be to provide
much needed equity capital.

The proposal results only in a deferral of ordinary income taxes. Taxes will
be recoupled by Treasury at ordinary income rates when the stock is disposed
of by the shareholder. Hence, there I8 no permanent loss of tax revenues to
Treasury.

INVESTMENT TAX CREDIT

We support the recommendation that the investment tax credit be increased
to 12 percent for electric utilities, that it apply indefinitely and continue to be
applicable to qualified progress expenditures. Also, the additional credit should
be normalized.

There is a need for assurance that the credit will be allowed for an indefinite
period. This is premised on the long lead time now necessary for the construc-
tion of large generating plants and transmission lines. On the average it takes
over five years to put a coal-fired plant in operation and ten or more years for a
nuclear plant. Large amounts of capital are tled up during these extended
periods and serve to strain the financial position of the utility. Allowance of
the investment credit at the 129, rate would provide important capital funds,
reducing the amount of new security Issues required.

Also the investment credit should be based on the full amount of qualified
progress expenditures with no transition adjustments. This will reduce the lag
between incurring the expenditure and realizing the credit.

AMORTIZATION OF POLLUTION CONTRNOL AND FULL CONVERSION
GENERATING FACILITIES

The Institute also agrees that the existing provision for 60 months’ amortiza-
tion of pollution control facilities be extended and that 60 months’ amortiza-
tion of fuel conversion generating facilities be permitted.
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Pollution Control Faotlities
Controlling and eliminating pollution is still an important challenge facing
our nation, Government makes and enforces regulations, but it is private in-
dustry that must make the dollar investments to install the devices and retrofit
the facilities to control and eliminate pollutants. Such facilities are for the bene-
. fit of the general public and are non-productive from the standpoint of the pro-
.=~ ductlon or conservation of electrical energy. Costs are inevitably higher to retro-
%=+ fit an existing plant than to provide pollution devices on a new plant. Expendi- -
tures for pollution control add nothing to the efficiency of production; they do,.
in fact, detract from efficlency. FEA estimates that air and water pollution .
control expenditures by the electric utility industry will range from $14 to $25-
billion between now and 1983.

AMORTIZATION-POLLUTION CONTROL FACQILITIES

With respect to pollution control facilities, the proposal relative to 60 months’
amortization requires that such facilities be added to a plant that was in opera- -
tion on December 31, 1968. Additional environmental requirements since 1968
necessitate modification of facilities on plants placed in operation after 1968,
as well as additional modifications to pre-1969 plants. Accordingly, to maximize
the effectiveness of this proposal, it should apply to pollution control facilities
added to all plants placéd in operation prior to July 1, 1975,

EMPLOYEE STOOK OWNERSHIP PLANS

We suggest that should this Committee adopt any additional investment tax
credits with respect to Employee Stock Ownership Plans, then any such credit
for contributions to an ESOP should be specifically provided for, and should
clearly be in addition to other changes enacted. Our recommendation concern-
ing a refundable investment tax credit particularly lends itself to the Employee
Stock Ownership Plan; as without such a refundable provision, the employees
of many companies in poor financial positions would not benefit from the appli-
cability of such programs as would the employees of an electric utility which is
able to use investment tax credits.

) TREATMENT OF UNUSED INVESTMENT TAX CREDITS
s, There are electric utilities which cannot use investment tax credits because
of existing Iimitations. Since these utilites must also finance needed faclities to
meet the public’'s demands for electricity, means must be found to service them
to utilize the investment credit, The Institute recommends that with respect to

any additfonal investment tax credits that unused credits be refundable.
Alternatively, we recommend that consideration be given to extending the

carryback and carryover periods for utilizing investment tax credits,

INVESTMENT TAX CREDITS—-AMORTIZABLE PROPERTY

Much emphasis is placed on 60 months’ amortization of property as a tax in-
centive, and properly se. However, it should not be overlooked, that if the in-
vestment tax credit is denied to that portion of property qualifying for 60
months’ amortization as is the case under existing law, such amortization will, in
most cases, not be elected by an electric utility taxpayer.

In consideration of the time value of money, an electric utility taxpayer will
normally elect an accelerated method of depreciation, with an ADR tax life
and the investment tax credit_in lieu of amortization and no credit. It is be-
lieved that amortization provisions would be more widely used if the investment
tax credit would be applicable to property with respect to property for which
amortization is claimed,

NET OPTRATING LOSS CARRYBACK AND CAREYOVER

The net operating loss provisfons should be modified to extend the perlods
for which a net operating loss can be carried back and carried over by electric
utilities. The net operating loss carryback and carryover perfods for electric
utllities are presently three and five years, respectively.

¥
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It 1s important to point out that electric utilities with the most severe finan-
«clal problems do not now have taxable income., For many of these companies,
‘the existing incentives in the Internal Revenue Code are of little or no signifi-
-cance since they cannot be utilized within the specified carryback and carryover
periods. Incentives would be of aid to these companies if the carryback and

-carryover provisions were extended.

Congress has recognized the special needs of particular classes of taxpayers
-and has provided several modifications to the general rule with respect to net
-operating losses, For example, a ten-year carryback period is provided for “fin.
.ancial institutions” and “A Bank for Cooperatives” and a carryover period of
:seven years is provided for “regulated transportation,”

We recommend that an amendment to the Code be made to provide for a ten-
year carryback and seven-year carryover of net operating losses for electrie
utility companies. We also suggest that consideration be given to permitting
the electric utlllty taxpayer to elect an increase in the carryback period of it is
willing to give up an equivalent carryover period.

Fuel Conversion Generating Faotlities

Recent orders of the Federal Energy Administration requiring the conversion
of 11,816,000 kilowatts in a number of existing electric power plants from oil
and natural gas to coal illustrate the predicament in which the industry and its
customers are caught, Customers of these utilities ultimately must pay for -the
cost of converting from one fuel to arnther as well as for the pollution devices
that will be necessary because the change to coal is mandated. The recommenda-
tion relative to 60 months' amortization would have a substantial effect in redue-
ing the cost to the industry and its customers and in promoting the formation of

capital.
' DEPRECIATION

In view of the long lead time necessary to bring major generation and trans-
mission facilitles into operation, the Institute also agrees that qualified progress
expenditures included in the rate base should be eligible for tax depreciation.
Also, we agree that to obtain this tax benefit such depreciation should be normal-
ized. The combined effects of additional tax depreciation and qualified progress
exmnditures in rate base will add materially to the cash flow of an electric
utility.

CoMMENTS CONCERNING ADDITIONAL CHANGES NEEDED IN THE INTERNAL REVENUE
Cobe

In addition to those proposals recommended by the President's Labor-Manage-
ment Commtittee, which we firmly endorse, the Institute proposes for your Com-
mittee's consideration additional tax proposals which would be of significant

.assistance to investor-ownegd electric utilities.

. 'The Cuairman. Thank you very much, sir.

Next, we will call Mr. F. Perry Wilson, chairman of the board of
Union Carbide Corp. ,

I might announce at this point we are going to hear Mr. Wilson and
his associate, and then we will have a break for lunch and will come
back at about 2 o’clock.

Senator Harry F. Byrp, Jr. Mr. Chairman, before Mr. Wilson
starts, may I make a brief statement?

The CrHAamMAN. Yes, indeed.

Senator Harry F. Byrb, Jr. Mr. Wilson, may I say to you I would
like to be here for your testimony. I shall read it, but I have a speaking
engagement in the historic city of Alexandria and I must leave to make
that ; otherwise, I would certainly be here for your statement.

Mr. WiLson. I understand, sir, -
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STATEMENT OF F. PERRY WILSON, CHAIRMAN OF THE BOARD AND
CHIEF EXECUTIVE OFFICER, UNION CARBIDE CORP., ACCOM-
PANIED BY ERNEST S. ROBSON, JR., VICE PRESIDENT, ENERGY
AND MATERIALS MANAGEMENT, MONSANTO CO.

Mr. WiLson. Mr. Chairman, members of the committee, my name is
F. Perry Wilson. I am chairman of the board of Union Carbide Corp.
And I have with me today Ernest S. Robson, Jr., who is vice president
of energy and materials management for Monsanto Co. I am speaking,
however, on behalf of the 23 independent petrochemical companies
comprising PET, the Petrochemical Energy Group. These companies

roduce the major share of petrochemicals produced in the United
tates. We are basically consumers of oil and natural gas, not pro-
ducers. We are the customers of the oil and gas industry.

Now, Mr. Chairman, with your permission, and in the interest of
conserving the committee’s time, I will condense certain segments of
my summary statement.

The CratryaN. We will print the entire statement in the record as
you have it here.

Mr. Wirson. Thank you, sir.

Virtually all petrochemicals are derived from crude oil or natural
gas. Without crude oil and natural gas derived raw materials, which
we call feedstocks, we cannot make petrochemicals. We urge this com-
mittee to recognize that the use of petroleum for feedstock is different
from the use of petrolenm as fuel, so that whatever policy on fuels is
selected, there will not be an unintended consequence on feedstock use.
Petroleum is so valuable, we should not just burn it up.

Let me outline some of the major categories of petrochemicals.

First, synthetic rubber. Today, 78 percent of the Nation’s rubber
used, for example, in tires, irrigation piping and plumbing is petro-
chemical based.

Second is plastics and coatings. Our Nation requires more than 29
billion pounds of plastics each year to meet its needs. Petrochemical-
based resins make up 75 percent of paints and coatings. Home insula-
tion, transportation materials, electrical wire coatings and plywoods
all depend upon synthetic resins.

Third is textiles. While less than 1 percent of U.S. petroleum de-
mand is used as raw material to make synthetic fibers, almost 60 per-
cent of the textiles produced in the United States are dependent upoi.
petrochemicals.

Fourth is agricultural chemicals. Ammonia from natural gas forms
the backbone of the Nation’s fertilizer industry. Pesticides and herbi-
cides also come from petrochemtcals, .

The petrochemical market encompasses a broad list of uses. every-
thing from antifreeze and hydraulic fluid for cars to key ingredients
for detergents and aspirin.

The importance of these praducts to our economy and our evervday
lives is illustrated by the size of the U.S. petrochemical industry. which
directly employs more than 390,000 people, with annual sales running
at $41 billion. o )

Despite its size. the petrochemical industry requires only a small
percentage of the Nation’s shrinking petroleum and natural gas pro-
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duction, Only 4 percent is used as petrochemical feedstock. The bulk
of the oil and gas hydrocarbons, some 64 percent, are burned in station-
ar’ylf‘ boilers. Some 32 percent are burned as transportation fuels,
he committee is considering three areas of ﬁey interest to PEG:
gonlservation, import tariffs and quotas, and conversion to alternate
uels,

As you work on conservation, gou have the wholehearted endorse-
ment and commitment of PEG. PEG companies are actively cutting
their fuel consumption. We do not need more taxes or regulation to
make us conserve. The rising cost of fuels gives us plenty of incentive.
At Union Carbide, for example, our intensive energy conservation pro-
grams saved the equivalent of more than 2.8 million barrels of o1l in
19/4. And this is representative, I think, throughout this industry.

But regardless of the policy toward industrial fuels, it must be recog-
nized that there is no significant conservation or conversion potential
for petrochemical feedstocks. Thus, we support the intent of title IV in
H.R. 6860 to ap})Iy excise taxes only upon fuel uses. Similarly, how-
;ave.rf,f imports of petrochemical feedstocks should not be subject to

ariffs,

In any conservation strategy, the difference between petrochemical
feedstocks and fuels must be recognized. Taxes or tariffs on use of
petroleum as petrochemical feedstocks would have the opposite effect
of that intended. While such a tax might ultimately reduce the use of
oil, when applied to petrochemical feedstocks, it will harm the Na-
tion’s balance of payments, increase unemployment, and encourage
the importation of petrochemical-based products costing 5 to 20 times
more—thus further contributing to inflation.

If the industry is required to pay taxes on feedstocks, imported or
domestic, its positive contribution to the U.S. balance of trade will di-
minish, if not in time disappear. Petrochemicals contributed about
$3.7 billion to our trade balance in 1974. The chemical industry operates
on a world scale, in fiercely competitive world markets. Since petro-
chemical products have very high value they are imported and ex-
ported across every nation’s borders.

U.S. chemical companies do not dominate the world market. Of the
Jargest ten chemical companies, only three are headquartered in the
United States.

In this connection, it is worth noting that the major petrochemical
producing countries of Western Europe do not impose any quota,
tariff or tax on the use of petroleum as a petrochemical feedstock.
There are no tariffs on' the imports of crude oil, naphtha, or other
feedstocks and no excise taxes are imposed by any country in the
European Economic Community on the use of petroleum as a feed-
stock. Some of those countries do, however, impose some excise taxes
on the use of petrolenm as a fuel.

Section 111(d) of IL.R. 6860 would exempt petrochemical feedstocks
from import quotas, and we urge the committee to continue such an
exemption. We are a manufacturing nation, It does not make sense to
tax raw materials, -

Let there be no doubt, we look to domestic natural resources first for
our supply of feedstocks. We do not wish to rely on foreign suppliers
any more than you wish the United States to be dependent on foreign
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sources. The Emergency Petroleum Allocation Act of 1973 recognizes
the necessity of providing feedstocks primarily from domestic sources.
Yet, like the Nation as a whole, we cannot secure all needed feedstocks
from domestic sources. For the incremental- volumes, unless and until
domestic production is dramatically increased, we need access to for-
eign supplies.

As we point out, to restrict access to feedstocks does not affect con-
servation or conversion; it would simply reduce production of petro-
chemicals, cut jobs and jeopardize the balance of payments,

We believe that it makes no sense to restrict imports of petrochemi-
cal feedstocks at $11 to $12 per barrel at the risk of encouraging im-
ports of petrochemical products at $100 to $140 per barrel.

Exempting feedstocks from tariffs or quotas will not result in the
exportation of refining capacity. Nor will such an exemption distort
import patterns, causing a shift from crude oil to petroleum products.
Tess than 20 percent of the industry’s feedstocks are derived from im-
ports, and much of these imports 1s erude oil which is further proc-
essed into petrochemical feedstocks by domestic refineries. By com-
parison, the nation as a whole has become nearly 40 percent dependent
upon petroleum imports.

Too, exempting feedstocks from import quotas is consistent with
existing oil import and allocation policy, and allows all feedstock ma-
terials to be imported without compelling other high priority users to
reduce fuel usage beyond the conservation and quota levels set in
H.R. 6860, S

The goal of conversion to coal is of particular interest to PEG, since
it touches on a broad philosophy we believe this Nation should adopt,
a philosophy of preferred use of resources which encourages the high-
est and most beneficial use of natural resources. -

In this era of energy management, consideration of the alternate
energy sources for ench market is very vital. Earlier I referred to three
main markets for our oil and gas: Stationary fuels, transportation
fuels and petrochemical feedstocks. Only stationary fuels have im-
mediate and useful potential for conversion. There are now no feasible
sul()istitutes, however, for petrochemical feedstocks derived from oil
and gas.

Throughout my remarks, I have Fointed out that petrochemical
feedstocks are different from fuels. The administration and Congress
have already recognized this distinction through the Emergency Pe-
troleum Allocation Act of 1973, the Federal Energy Administration
Act of 1974, Presidential Proclamation No. 4341, in existing tax laws,
and in H.R. 6860, for example. Regardless of the final makeup of this
committee’s energy legislation, we would recommend that this distine-
tion be maintained and strengthened.

If taxes or tariffs are imposed, petrochemical feedstocks should not
be taxes, unless we want to damage a major contributor to our economy,
our employment and our balance of trade, aggravate inflation and
sacrifice the production of products for which there are no substitutes.

If quotas are imposed; the petrochemical feedstock imports should
be exempted for the same reasons. Encouraging domestic petrochemi-
cal capacity means jobs, dollars, and favorable trade balances.
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The philosophy of preferred use of resources should receive, in our
opinion, prompt consideration. Rapid conversion of large stationary
fuel consumers to coal or nuclear power will preserve petroleum
and natural gas for critical use in homes, transportation, and
petrochemicals, )

And as a final personal comment, while petrochemicals are valuable
and versatile to the United States today, their promise for the future
is even brighter, I would ask that you consider that future promise in
deY_eloping and reaching a much needed consensus on national energy

olicy.

P Th);nk you. i

The Cramyan. I want to ask you one question, Mr. Wilson. I am
not at all unsympathetic to what you are saying here, but you are con-
tending that 1n order to compete in the world market, you need to get
your energy as cheaply as the world market is getting its energy. But
are you not getting quite a bit of natural gas and old oil at a price that
is substantially below the world market price for energy?

Mr. WiLson. Senator, I was not referring to energy, I was referring
in particular to the feed stocks.

he Cuairman. I would think you may be benefiting from some
old contracts, and even from some so-called intrastate gas, where they
are holding it down by a Federal Power Commission regulation, either
the old contract or the Federal Power Commission regulation.

Are you not getting a lot of your energy and even feed stock at
a good price because of the old oil control, or because of the regulation
o;l the?old contracts in the Federal Power Commission regulation
of gas?~

Mr. Rosson. Yes, sir, Mr. Chairman. Our contracts, some of which
were signed a number of years ago that are still in effect, as those
contracts expire, however, those rates are being renegotiated upward.

Secondarily, I think, our concern is for the supply, as we look today
and to the future. It may be that something that is low price, non-
existant, is not as important to us as something that is worth the
money and -in- good supply. .

-Mr. WiLsoN. Senator, I} think just to add to that, this is a fleeting
situation. Because the old contracts are rapidly being depleted. The
old sources are rapidly being depleted.

- This is a' temporary situation. pVVe are looking at it from a long-
range standpoint. But, we feel that from a long-range standpoint
that we are going to have to compete with the possibility, if there
are taxes or tariffs imposed for the raw material use, not the energy
ulse. I think from that standpoint we ought to be treated like anyone
else.

The Cramryan. Let me just get this straight in my mind, now.
To produce the products that you produce, you require both fuel as
energy and you-also require fuel as a feed stock into a final product

_such as {;aint or plastics.:

Now, I would gain the impression that when you take your old
contracts into account, and you take into account the old o1l that is
flowing into your plants, that, for the time being you must be on
balance at a_competitive advantage against people who are having
to pay world market prices for energy.

Mr. WiLson. We cannot deny that, Senator, temporarily.
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The CrARMAN. Now, in your case, as I understand it then, would
relate to the fact that further on down the road, if you are avmﬁl
to pay world market prices and a tariff on tog of that, that you wou
be at a competitive disadvantage against those same people.

Mr. WiLson. That is exactly right.

The Cuairxan. I see. Thank you very much,

Senator Packwood. ) .
Senator Packwoop. It looks to me like your problem on imported

-feed stocks is much more one of making sure you have access to them

in cost. You are not making any argument that petroleum which is
imported as fuel or anything else should be exempt; you are simply
saying the feed stocks.

r. WiLsoN. That is right. ) .

Senator Packwoop. And the Arthur D. Little report on oil import
records indicates that the entire petrochemical industry only imports
about 215,000 barrels a day, about 8 percent of our total imports for
feed stocks. And that 215,000, if I look at your statement, you:im-
port only about 20 percent of your feed stocks, anyway. The other 80
percent is domestic, so that, I think you made & very good case. You
are simply saying we have nothing else we can use as a basic raw ma-
terial. We ¢annot use wood or coal at the moment.

Mr. WmsoN. Right,

Senator Packwoop. And you are such an insignificant part of our
imports that I think your case is well made.

t me ask you one last question. On page 9 of your statement,
you say, “There are, however, now, no feasible substitutes for petro-
chemical feed stocks derived from oil or gas.” And thsnAyou go

re syn-
thetic derivatives from coal possible derivatives, or are tixey simply
the wrong chemical makeup and could not be used as a feed stock,
no matter what? -

Mr. WiLson. No, Senator; it is very possible that in the future we
will be able to use coal as raw material,

Our point is that it is going to take, I would think, somewhere in
the neighborhood of 20 years to get to this point, a tremendous amount
of research and development work. A great deal of work is going on
at the present time. You heard it alluded to a number of times this
morning in this area.

And I would suspect that by 1990, 1995, we will probably be at the
point of being able to use the byproducts of coal or the conversion
of coal for some of these products.

Now, in the meantime, work is already going on, synthesis gas, to

make such products as maybe-ammonia and ethylene glycol.
_ Senator Pacrwoop. Let me say again, I think your case has been
well made that if we cut all our imported petroleum feed stocks we
would not change our energy problem. We would do terrible damage
to the industry with no gain at the other end.

Mr. Wison. That is the point. Yes, sir.

Senator Pacewoop. 1 have no other questions.

The CrmAmMAN. Senator Dole.

Senator Dore. Briefly, do you support H.R. 6860% You spoke only
about the exemption in that bill. Is that where you limit your support?$

Mr. Rosson. No, sir. We would support the bill, as 1t came down,

55-583 O—75—pt. 2——16
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H.R. 6860, and I think Mr. Wilson and I were only trying to ad¢
emphasis to certain points that particularly would impact our indus-
try and the economies and markets that we serve, Senator. So that
we are not against the bill in any shape or form. We are for the bill
as it is written, because our industry is consistent to the point that
this Nation must get on with a very difficult job. We need policy and
direction and green lights in order to survive for the future, so that
prompt action is one of our pleas. .

And, while H.R. 6860 might not satisfy a lot of different little re-
quirements, we think that it is certainly worthy of support today.

Senator DoLe. As I recall, of the witnesses who have testified, many
have been in favor of that particular proposal. But in any event,
assume there will be some changes and modifications.

As I understand, the thrust of your statement is if there should
be a quota proposition, then there ought to be a petrochemical or feed
stock exemption as is contained in H.R. 6860.

Mr. Rosson. That is right.

Senator DoLe. Now, I just want to ask a couple of questions on de-
control of natural gas. ’

‘Woe are concerned about fertilizers. You are concerned about ferti-
lizer. I assume you support deregulation ¢

Mr. WiLson. We certainly do.

Mr. Rosson. Of new found gas, Senator, we certainly do.

Senator Dore. If that does not happen, if we do not have deregula-
tion, do you have any guess on how long we are going to be faced with
a shortage of fertilizer ¢

Mr. RoBson. I could answer to this extent. According to my recol-
lection, the Nation’s reserve of natural gas in total, the reserves are
in the range of 10 to 13 years of use. I believe that is correct. And, with-
out incentive to develop additional resources, we can see nothing but
that continuing decline in the resources, and that decline, again accord-
in% to my_recollection, our decline in reserves started about 1970 or
1971, if my memory serves me correctly.

So, yes, sir, we would look to a number of plant curtailments. many
of which we have already been warned about for this coming winter;
and in some cases, as your probably are well aware, there was an am-
nmonia plant in Ohio that was notified that beginning November
first, its gas supply to that ammonia plant would be curtailed by 60

percent.

Senator DorLe. Do you believe that the message of the real, critical
need for action is finally gettinf through to the American peoplef I
note the most recent Harris Poll indicates that decontrol or deregula-
tion in some form is favored by a plurality of Americans.

Mr. WiLson. I think it is beginnin§ to get through to the American
people, Senator, but not as broadly as I would like to see it.

Senator DoLe. When you have a curtailment in Kansas in the height
of winter, and they turn off the gas supply at the local school, that
gets the point across. Children go to school with their mittens on and
make CBS news. It was an object lesson for that part of our State
about the necessity of doing something.

Now, many would blame the gas companies or other suppliers of a
conspiracy, or whatever you might dream u{). But nonetheless, it was
a fact there were curtailments throughout Kansas and the Lfidwest,
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and there will probably be even more this winter. As far as I can tell
we have not done much yet in the Congress.

Mr. RossoN. I would add, Senator, I think we are concerned that
there is not a conservation effort in the American public. Certainly
I speak from personal opinion. Let me state that, and I think the
chairman alluded to this when he said at some point in time you have
just got to set about with a program of action, and if you cannot cajole,
you might have to coerce. I do not think the American public is as
truli concerned in a conservation ethic as we think is going to he vital
to this country. I speak as a citizen.

. S_eilator Dote. I think you would:agree that they would accept sound
egislation. ;
r. RoBsoN. Yes, sir, And Senator, I am afraid, you know, we have
been fortunate in the last couple of winters. I am afraid that if we
get a severe snap in weather this winter, this coming winter, your
point is going to be emphasized in spades.
Senator DoLe. Then I think the American people will ask what we
have been doing in the Congress, or whatever. But, my feeling is
there is a better understanding now in the Congress than there has

been, and perhaps something will happen now before the end of the
ear.

Y That is all T have, Mr. Chairman.
- The CHAIRMAN. Thank you very much.

I\li{r. WiLson. Senator, I have one comment that I would like to
make. .

You asked a question about whether we support—I believe you
asked the question about whether we support 6860. I am speaking
personally and for my com anj’. We support the bill as it treats petro-
chemicals. However, I really do not believe that quotas are the right
answer. When you come right down to it, the development of indig-
enous resources, conservation, and reduced gasoline consumption
through market forces are really, I think, the best answer. ,

Senator Dore. I would like to clarify that I did not know your
position. I was frankly sur})rised when you said you supported it.

Mr. RorsoN. Let me be the one who said we supported it. I am cer-
tainly speaking as a company representative when I said that, and I
shou{d ge very careful to make that clear in the record, that there are
21 other companies in this group. I can speak for Mr. Wilson’s com-

pany and my own and a few more. But let me correct the record,
Senator.

Senator Dore. Thank you. .
The Cuamrman. Thank you very much for your presentation here.

T think you have made a good point.
Mr. Wirson. Thank you, sir.

- [The prepared statement of Mr. Wilson and Mr. Robson, plus the
accompanying booklet follow:]

TESTIMONY BY F. PERRY W11.80N, CITAIRMAN OF THE BOARD AND CHIEF EXECUTIVE
OFFICER, UNION CARBIDE CoRr.,, NEW YORK, N.Y. AND ERNEST S, RoBsoN, J&,

VICE PRESIDENT, ENERGY AND MATERIALS MANAGEMENT, MonsaNTO Co,, ST.
Louis, Mo.

SBUMMARY STATEMENT

Mr. Chairman, members of the_ Committee, my name is F. Perry Wilson, I am
Chairman of the Board and Chief Executive Officer of Union Carbide Corporation,
With me today is Ernest S, Robson, Jr., Vice President of Energy and Materials
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Management for Monsanto Company. I am speaking, however, on behalf of the
28 independent petrochemical companies comprising PEG, the Petrochemical
Energy Group. These companies produce the major share of petrochemicals
produced in the United States. We are basically consumers of oil and natural gas,
not producers. We are the customers of the oll and gas industry.

Virtually all petrochemicals are derived from crude ofl or natural gas. Without
crude oil and natural gas derived raw materials, which we call feedstocks, we
cannot make petrochemicals. We urge this committee to recognize that the use
of petroleum for feedstock is different from the use of petroleum as fuel, so that
whatever policy on fuels is selected, there will not be an unintended consequence
on feedstock use. Petroleum is 8o valuable, we should not just burn it up.

What-are petrochemicals?

Let me outline some of the major categories of petrochemicals,

1. Synthetio rudber. Today, 78 percent of the Nation’s rubber used, for example,
in tires, irrigation piping and plumbing is petrochemical based. A

2. Plastice and coatings. Our Nation requires more than 29 billion pounds of
plastics each year to meet its needs. Petrochemical-based resins make up 75%
of paints and coatings. Home insulation, transportation materials, electrical wire
coatings and p%goods all depend upon synthetic resins.

8. Teatiles. ile less than one percent of U.S. petroleum demand is used as
raw material to make synthetic fibers, almost 60 percent of the textiles produced
in the United States are dependentupon petrochemicals.

4. Agricultural ohemicals, Ammonia from natural gas forms the backbone of
the Nation’s fertilizer industry. Pesticides and herbicides also come from
petrochemlicals.

The petrochemical market encompasses a broad list of uses—everything from
ant:geeze and hydraullc fluid for cars to key ingredients for detergents and
aspirin,

8ize of petrochemical industry

The importance of these products to our economy and our everyday lives is
fllustrated by the size of the U.S. petrochemical industry, which directly employs
more than 890,000 people with annual sales of $41 billion.

Despite its size, the petrochemical industry requires only a small percentage
of the Nation's shrinking petroleum and natural gas production, Only 4 percent
is used as petrochemlical feedstock. The bulk of the oll and gas hydrocarbons,
some 64 percent, are burned in stationary botlers, Some 82 percent are burned as
transportation fuels,

The Committee is considering three areas of key interest to PEG—conserva-
tion, import tariffs and quotas, and conversion to alternate fuels.,

Oonservation of energy

As you work on conservation,_you have the wholehearted endorsement and
commitment of PEG. PEG companies are actively cutting their fuel consumption.
We do not need more taxes or regulation to make us conserve. The rising cost of
fuels gives us plenty of incentive. At Unlon Carbide, for example, our intensive
energy conservation programs saved the equivalent of more than 2.8 million
barrels of oll in 1074,

But regardless of the policy toward industrial fuels, it must be recognized that
there is no significant conservation or conversion- potential for petrochemical
feedstocks, Thus, we support the intent of Title IV in H.R. 6860 to apply excise
taxes only upon fuel uses. Similarly, however, imports of petrochemical feedstocks
should not be subject to tariffs.

In any conservation strategy, the difference between petrochemical feedstocks
and fuels must be recognized. 'I'axes or tariffs on use of petroleum as petro-
chemieal feedstocks would have the opposite effect of that intended, While such
a tax might ultimately reduce the use of oil, when applied to petrochemical
feedstocks, it will harm the Nation's balance of payments, increase unemploy-
ment, and encourage the importation of petrochemical-based products costing 5 to
20 times more—thus further contributing to inflation.

The chemlcal industry operates on a world-scale in fiercely competitive world
markets. Since petrochemical-derived products have very high value, they are
imported and exported across every Nation's border,

If the industry is required to pay taxes on feedstocks, imported or domestice,
its positive contribution to the U.8. balanee of trade will diminish, if not
disappear. Over the pdst 10 years, petrochemicals have every year given our
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Nation a favorable balance of trade of over $1 billion. Petrochemicals contributed
about $8.7 billion to our trade balance in 1974.

U.8. chemical companies do not dominate the world market. Of the.largest
10 chemical companies, only three are headquartered in the U.S8, The other seven
companies are based primarily in Western Burope where the chemical industry
has undergone rapid expansion in the last 20 years. Petrochemical expansion
outside the United States is still continuing at a fast pace. From 1971 to 1974,
the number of new petrochemical projects in the world increased 45 percent.
But only 10 percent of this construction is in the U.S., the remainder is going
on in developing nations plus Japan and Western BEurope.

In this connection, it 18 worth noting that the major petrochemical producing
countries of Western Burope do not impose any quota, tariff or tax on the use _
of petroleum as a petrochemical feedstock, For example, there are no tariffs
on the imports of crude oll, naphtha or other feedstocks and no excise taxes
are imposed by any country in the European Economic Community on the use
of petroleum as a feedstock. Some of those countries do, however, impose some
exclse taxes on the use of petroleum as a fuel.

Why can’t we out petrochemical usef .

My comments on conservation would not be complete without answering the
question, “Why can’'t we just cut out all those petrochemical-based products
and go back to natural materials?”’ Well, it is simply not possible for our highly
developed economy to *‘return to the good old days."”

Take textlles, for example. To return to natural materials would require the
planting of 16 milllon new acres of cotton. That's an area nearly the size of
South -Carolina. And the acreage would have td be taken from food production.
Petrochemical-based fibers are presently used to make more than 909 of our
carpets and 809% of our blankets, :

Can we go back to natural rubber? Not unless we want all of our rubber
coming from the Far East, exposing the U.8. to future embargo of another
critical material produced abroad.

Solutions to the world food crisls would be crippled if we attempted a return
to natural fertilizer. There simply is not enough animal waste or fish meal to
do the job. Without petrochemically-bagsed fertilizers, herbicides and pesticides,
it is estimated that food production would be cut back by 40% and food costs
would skyrocket 50-756 percent.

Quotas

Section 111(d) of H.R. 6860 would exempt petrochemical feedstocks from
import quotas, and we urge the Committee to econtinue such an exemption. We
are a manufacturing nation. It doesn't make sense to tax raw materials,

Let there be no doubt: we look to domestic natural resources first for our
supply of feedstocks; we do not wish to rely on foreign suppliers any more
than you wish the United States to be dependent on foreign sources. The
Emergency Petroleum Allocation Act of 1978 recognizes the necessity of provid-
ing feedstocks primarily from domestic sources. Yet, like the Nation as a whole,
we cannot secure all needed feedstocks from domestle sources. For the incremen-
tal volumes, unless and until domestic production is dramatically increased, we
need access to foreign supplies. Look at naphtha, for example. It is more
abundant and relatively less costly elsewhere in the world than it is in the
United States. This is a result of differences in the demand for various refinery
products which leads to different patterns of reflnery operation. In the United
States, gasoline is the largest and most important refinery product and virtually
all the naphtha produced by U.S. refineries i8 further processed into gasoline.
This is not the case in most other parts of the world, Fuel oil is a more important
product than gasoline and refineries have a surplus of naphtha. This fact, plus
its chemical characteristics have made it an important and useful petrochemiecal
feedstock. But, as we point out, to restrict access to feedstocks does not effect
conservation or conversion, it would simply reduce production of petrochemicals,
cut jobs and jeopardize balance of payments.

At the heart of the exemption is the future ability of the petrochemical indus-
try located in the U.S. to meet the demand for petrochemicals both here and
abroad. It it cannot, either because domestic feedstock supplies are not avall-
able or because the industry cannot compete with foreign producers for incremen-
tal imported feedstocks, then the U.S. runs the risk of crippling a major positive
contributor to U.8. trade balances, of exporting jobs and petrochemical capacity
and increasing its_dependence upon imported petrochemicals.
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‘We believe that it makes no sense to restrict imports of petrochemical féed-
stocks at $11 to $12 per barrel at the risk of encouraging imports of petro-
chemical products at $100 to $140 per barrel,

It is not just the petrochemical industry that would be affected by restric-
tions, taxes or tariffs on feedstocks—it is the plastics industry in New England,
the textile industry in the Southeast, the farmbelt, the automobile industry, the
pharmaceutical industry—and many others, Independent studies indlcate that
a sustained decline in feedstock supplies of only 18 percent could result in the
loss of 1.8 million jobs in the U.S. economy-—and a loss of $70 billion annually
in domestic production value. -

Exempting feedstocks from tariffs or quotas will not result in the “exportation
of reflning capacity.” Nor will such an exemption “distort import patterns,” -
causing a shift from crude oil to petroleum products. Less than 20% of the
industry’'s feedstocks are derived from imports, -and much of these imports Is
crude oil which is further processed Into petrochemical feedstocks by domestle
refineries. By comparison, the nation as a whole has become nearly 40%
dependent upon petroleum fmports.

Too, exempting feedstocks from import quotas is consistent with existing oll
import and allocation policy, and allows all feedstock materials to be imported
without compelling other high priority users to reduce fuel usage beyond the
conservation and quota levels set in H.R. 6860,

Conversion to coal
The goal of conversion to coal is of particular interest to PEG, since it touches

on a broad philosophy we believe this Nation should adopt—a philosophy of “pre-

ferred use of resources,” which encourages the highest and most beneficial use
of natural resources.

In this era of energy management, consideration of the alternate energy sources

. for each market i3 vital. Earlier I referred to three main markets for our oil and

gas—stationary fuels, transportation fuels and. petrochemical feedstocks. Only
stationary fuels have immediate and useful potential for conversion.

Stationary fuels

Stationary fuels used to provide power or heat have only one technical require-
ment—and that is the amount of BTU’s of energy avallable. The energy can be
supplied from coal, nuclear power—even from municipal trash. We endorse the
Congressional intent that all electrical power plants on oll or gas be converted to
coal, No new techinology is required, and indeed many power plants already have
the capabllity to switch to coal. Of course, massive capital investment, with eco-
nomie incentives, will be needed—plus further clarification on air pollution
controls.

It’s no news that nuclear power also offers an alternate for electrical genera.
tion.

Thus, stationary fuels do have the most immedlate substitutes for petroleum
and natural gas.

Transporiation fuels

If you look at transportation fuels, you will find substitution more difficult, but
possible,

Petrochemical feedstocks

There are, however, now no feasible substitutes for petrochemical feedstocks
derived from ofl and gas. If research on coal is greatly accelerated, if economies-
of-scale can be achieved, if capital and other problems are solved, coal might be
a competitive source of petrochemical feedstocks at some future date.

Conolusion

Throughout my remarks, I have pointed out that petrochemical feedstocks
are different from fuels. The Administration and Congress have already recog-
nized this distinction—through the Emergency Petroleum Allocation Act of 1973,
the Federal Enregy Administration Act of 1974, P'residential Proclamation No.
4341, in existing tax laws, and in H.R. 6860, for example. Regardless of the final
make-up of this Commlttee'z e:xerggt 1}egies(;ai:ion, we would recommend that this

stinction be maintained and strengthened. - -

a If taxes or tariffs are imposed, petrochemical feedstocks should not be taxed—
unless we want to damage a major contributor to our economy, our employment
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and our balance of trade, aggravate inflation and sacrifice the production of
products for which there are no substitutes.

If quotas are imposed, the petrochemical feedstock imports should be exempted
for the same reasons. Encouraging domestic petrochemical capacity means jobs,
dollars, and favorable trade balances, )

The philosopby of “preferred use of resources” should receive prompt consld-
eration. Rapld conversion of large stationary fuel consumers to coal or nuclear
power will preserve petroleum and natural gas for critical use in homes, trans-
portation and petrochemicals.

And a final personal comment : while petrochemicals are valuable and versatile
to the U.S. today, their promise for the future is even brighter. I would ask that
you consider that future promise in developing and reaching a much needed
consensus oh national energy policy.

Thank you.

ENERGY POLIOY AND PETROCHEMICALS TESTIMONY BY F. PERRY WILSON, CHAIR.
MAN OF THE BOARD AND CHIEF EXECUTIVE OFFICER, UNION CARBILE CORP.,, NEW
YoRK, N.Y., AND ERNEST S. RoBSON, JR., VICE PRESIDENT, ENERGY AND MATERIALS
MANAGEMENT, MoNsaNTO Co., ST. Louls, Mo,

Mr, Chairman, members of the Committee, my name is F. Perry Wilson. I am
Chairman of the Board and Chiet Executive Officer for Union Carbide Corpora-
tion. With me today is Ernest S. Robson, Jr., Vice President of Energy and Ma-
terials Management for Monsanto. We appear today on behalf of PEG, the
Petrochemical Energy Group, an ad hoc group of twenty-three independent
petrochemical companies.! We produce the major share of U.S. petrochemical
intermediates which are the bullding blocks for a practically endless list of con-
sumer and industrial products—products essentiul to meet the nation's food,
clothing, housing, transportation and health needs.

Virtually all petrochemicals are derived from crude or natural gas. Thus,
we are pleased to have this opportunity to testify. While petrochemicals are
versatile and essential to the U.S. today, their promive for the future is ever
brighter. This is especially true as the economy returns to full production and
full employment, and as we seek to achieve an energy policy independent of
foreign influence. I would ask that you consider that future promise in develop-
ing and reaching a much needed consensus on energy pollcy.

What are petrochemicals?

Petrochemicals, as distinguished from inorganiec chemicals, are chemicals
derived from petroleum. Some key petrochemicals include ethylene, propylene,
benzene, ammonia and methanol. From these intermediate chemicals, the
industry and its customers manufacture a host?® of products which fall into
five categories.

Fti;stt:.l there's synthetic rubber. Today 78 percent of the nation’s rubber is
synthetic,

The next category is plastics. Our nation requires more than 29 billion pounds
of plastics each year to meet needs in food processing, communication, trans-
portation, housing and many other industries.

Or let's consider fibers. Man-made fibers account for 60 percent of all fibers
in clothing. Ninety-three percent of our carpeting and 80 percent of our blankets
are made from synthetic fibers.

Agricultural chemicals are the fourth major area. Synthetic ammonia is the
backbone of the natfon’s fertilizer industry. Pesticides and herbicldes are also
made from petrochemicals.

The last major petrochemical market encompasses an almost endless list of
uses—the hydraulic fluid in our cars, key ingredients for detergents, refrigerants
for air conditioners, even the aspirin we take for pain and fever.

A Borg-Warner Chemicals; Celanese Corporation; Chemplex Company; Dart Industries
Ine.: e Rlow Chemical Company ! E. I.pdu Pont de Nerr::ours and Cg.f Ine. ; Ethyl Cor-
sorahon; reatone Tire & Rubber Comg:ny* Foster Grant Company, Ine.: The B, F.

oodrich Company; Goodyear Tire & Rubber dompany: Hercules Incorporated ;: Monsanto
Company é National Dist{llers & Chemical Corporation ; ngro Ine.; Olin Corporation ;

orporation ; Petro-Tex Chemical Corporation; PPG Industries, Inec.; Publicker

Industries, Inc. ; Rohm and Haas Company ; Texas Eastman Company, Division of Eastman
Kodak Company ;: Union Carbide Corporation.
3 See “Petrochemical Flow Sheet.” (mle'i)
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The peirochemiocal indusiry

The tmportance of our industry to the economy is illustrated by its size. The
U.S. petrochemical industry currently employs more than 880,000 people in
1,900 plants with annual sales of $41 billion® As one measure, the industry
provides almost three times the jobs as the U.S. petroleum refining industry,
nearly 50 percent more capital investment, and more than double the value
added.! Looking at the size another way, the petrochemical industry’s value
added contribution to the economy nearly equals the paper industry or the
primary steel industry.® Our commercial activity is spread over a large part of
the natlon, with the heaviest concentration of petrochemical employment found
in the South Atlantic, Mid-Atlantic, Gulf Coast and Northeast parts of the
United States.’

Desplte its size, the petrochemical industry requires only a small percentage
of our shrinking petroleum and natural gas resources.” In the U.S., the bulk of
these hydrocarbons, some 64 percent, are burned in stationary boilers. In total,
some 32 percent of U.S. ofl and gas goes into transportation fuels, while only
4 percent is used as petrochemical feedstocks.’

Thus Union Carbide and the petrochemical industry have a unique dependence
on the decisions this Congress will reach as it moves to make this nation more
self-suflicient in energy.

In looking over the Energy Conservation and Conversion Act of 1975 (H.R.
6360) in preparation for this hearing, I noted three areas of key interest to
PEG—i.e., conservation, oil import quotas and conversion to other fuels.

Conservation of energy—Feedstock versus fuel

Petrochemical manufacturing requires large amounts of fuel, as does, for ex-
ample, the production of aluminum, paper, petroleum products and steel, Specif-
fcally, the petrochemical industry currently takes less than 1 percent of the
nation’s ofl consumption, approximately 2% of its coal and less than 5 percent
of its gas for fuel’ We do not ask for any special consideration here, although
we expect to be treated no worse than any other manufacturing industry.

But it should be recognized that there is no significant conservation potential
in the use of oil and gas as feedstocks.

The only way our industry can reduce feedstock consumption is to reduce
production, at the expense of jobs, positive trade balances and our abllity to
meet the increasing demand for petrochemicals. '

Why can't we cut petrochemical use?

My comments on conservation would not be complete without answering the
perennial question, “Why can’t we just cut out all those petrochemical-based
prlt)(ilu?cgs and go back to natural materials? Wouldn't this help the energy -
crisis

Answering the last question first, it wouldn't help much, if at all. Total
elimination of the feedstock and fuel requirements of the petrochemical industry
;vo;x!l)(_}-‘add up to less than 6 percent of the oil and gas consumed In the U.S.
n .

More important, it is simply not possible or desirable for our economy to “return
to the good old days.” Take man-made fibers, for example, They are widely used
in home furnishing, clothing, automobile tire cord and other consumer products.
To completely return to natural materials would require the planting of 16
million new acres of cotton. That’s an area nearly the size of South Carolina,
And this acreage would have to be taken away from food production. It should
be noted that while only 1 percent of U.S. petroleum demand is used for
feedstocks and fuel to make synthetic fibers, almost 60 percent of the textiles
produced in the United States are made from petrochemical-based fibers.

“vgee “Estimated 1074 Employment” and “Estimated 1974 Sales.” (Tables IA & IB.)

* The 1.8, Petrocheintcal lndustrg‘." Tables ITTA and IIIB.)

s “Patrochemicals Compared to Other Manufacturing.” (Table IV)

"'Geog;aphica Distribution of Petrochemicals.” (Table V

TIn 1974, the U.8. petrochemical industry used less than 8 nt of the U.S8. natural
gas and approximately 8 percent of the petroleum for feedstock. Yet, natural gas gnd
natural fau liquids constitute approximately 60 percent of the industry’s feedatoeiks while
crude ol and petrolenm products constitute almost 40%. (See Tables VI and V 1.}

e e Trinosts ‘Compired to National Boergy Tnputs

n men ompared to National Ener u

and Industrial Demand.” (See 'l‘ablﬁll.) . P &y fop
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The bulk of our synthetic rubber goes into tires. Can we go back to natural
rubber? Not-unleas we want all our rubber coming from the Far East as it did
before World War II. Today this would expose the U.S. to future embargo of
another critical material produced in other nations, Equally important to
mankind, the acreage required for enough rubber trees to meet our total needs
could be better used to raise food in the Far East for minimum life support of
some three million people.

Congress has already focused on the shortages of petrochemicals for agri-
cultural uses—i.e. fertilizers, herbicides, and pesticides. Solutions to the world
food crisis would be crippled if we attempted a return to natural fertilizers.
There simply {s not enough animal waste, fish meal or other natural sources to
provide the massive fertilization required to raise food production. Elimination
of pesticides would further cut farm efficiency.*

According to the U.S. Department of Agriculture the average American
family eats about 2.5 tons of food a year: 694 pounds of meat and fish; 598
pounds of fruits; 1,188 pounds of dairy products; 1,154 pounds of vegetables;
692 pounds of grain products; and 849 pounds of poultry. Variety, quality and
labeling information have improved; quantity is about the same. And today’s
average food hill is only 17 percent of disposable income, vs. 23 percent in 1931.

These statistics reflect the ability of the American farmer to maximize yields
with new technology, including crop chemicals. Without chemical crop protec-
ton, annual losses would far exceed the $14 billion now lost to insects, weeds
and disease, Prices would soar; quality and supply would diminish.

But note that such achievements come only through high capital and invest-
ment costs. The development of a typical crop protection chemical takes six
years and a $12 milllon expenditure, excluding production facilities.

So what about plastics? Couldn't we just cut out- plastic hoola hoops and
swizzle sticks and save a lot of energy? Not really. The vast majority of plastics
and resins are used in packaging, construction, communications, transportation,
appliances and other major markets.* The natural materials they replace are
often less efficient or economic—and are also becoming short in supply. Over 75
percent of our plastic packaging, the most frequently criticized use, goes for
packaging of basic foods. Thanks to this protective packaging, the waste expe-
rienced in getting U.8. food from the farm to the consumer is 50 to 66 percent
less than in other countries. This puts money in the pocket of the consumer and
maximizes farm production. —

Thus, we support the conclusion reached in H.R. 6860 (Title IV—Business
Conservation and Conversion Measures) that the feedstock use of oil and gas
should not be subject to a business excise tax designed to reduce consumption.

Reducing imports

Turning specifically to Title I of H.R, 6860, I next want to comment on the
use of oil import quotas and tariffs to lower our dependency on imported petro-
leum. We strongly support this goal. However, as I have shown with the business
use tax, any import tariff program, if applied to petrochemical feedstocks, is
likely to have the opposite effect of that intended. Tariffs may reduce the impor-
tation of oil, but not without having a serious adverse impact on petrochemicals,
harming the nation's balance of payments, increasing its unemployment and
encouraging the importation of foreign ofl, not in barrels, but in shiploads of

10 “Eind-Use Patterns for Petrochemicals.” (See Table VIII.)
-1 Ag the U,S. Senate Committes on Agricuiture and Forestry has reé)orted:

‘“The Committee further acknowledged that expansion of existlng U.8. nitrogen produe-
tion capacity is essential if U.8. requirements for nitrogenous fertilizers are going to be
met. The extent to which this gou will be achieved, of course, will be almost totally
ggﬁgg:;g l;‘:,non increased supplies of natural gas being made availdble to this industry for

Farm ohemicals.—American farm producers have increasin and ve flectivel
utilized herbfeides, insecticides and mgr cides to protect and in%lryease farmrgutepueg It :’J
estimated by some USDA sclentists thaf the use of pesticides alone has accounted for at
least 20 percent in farm output since 19040, Other agricultural experts {ndicate that use of
herbieider has reduced cultivation by 50 percent on 160 million acres of agriculturat land
in the United States, which in terms of fuel means a savlnﬁs from 94 to 170 million gallons
ggufl‘:ﬁlﬂg&pending upon the type (gasoline, diesel or Ilquid petroleum gas) used for

Evidence presented to the Committee regarding the future availabilit f these e
taem chemicly Supecaiy toring the Linstadaty yerie ‘hets iugpent Tt it o)

19 “Hnd-Use Patterns for Petrochemicals.” '(’See Table VIIL) 195, Bept. 5, 1074, p. 45.)
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petrochemicals and crates of petrochemical products. This would be due to a
number of factors,

First, let me talk about balance of payments. The chemical {ndustry operates
on 4 world-scale in world markets, in contrast to most fuels. Since petrochemical-
derived products have very high economic value, they are imported and exported
across every nation’s border. U.S. chemical companies no longer dominate the
world market, Of the top 10 chemical companies, only three are headquartered
in the U.8.” The remaining companies are based primarily in Western Europe
where the chemical industry has undergone rapid expansion in the last 20 years.

Petrochemical expansion outside the United States is still continuing at a fast
pace. From 1971 to 1974, the number of new petrochemical projects in the world
increased 45 percent. But only 10-11 percent of this construction is in the U.S,,
the remalinder is going on in developing nations plus Japan and Western Europe.**

Thus, the U.S. industry is facing increasingly stiff competition in world mar-
kets. If the industry is subject to the impact of tariffs on imported petroleum,
its positive contribution to the U.S. balance of trade could disappear. Over a
10-year period, petrochemicals have always given our nation a favorable balance
of trade—contributing a surplus each year of at least $1.28 billion.”* Estimates
for 1974 indicate petrochemicals will contribute $3.7 billion to our trade balance.
iWitltlmut: tl}'is chemical contribution, the U.S8., trade balance will slip even further

n the red.

As you can see Table XIII * export and import levels in terms of dollar volumes
vary markedly from quarter to quarter depending upon worldwide economic
activity, availability of raw materials and price.

Last, look at economic impact. Petrochemicals and petrochemical products
have become essential to the economic health of the nation.!* Because petro-
chemicals are involved in every facet of our daily lives—from the buildings
we work in, to our homes, to what we wear, to our transportation—any increase
in the cost of petrochemicals or decrease in their availability is likely to be re-
flected by a sharp Increase in the cost of these domestics. Tariffs, taxes, or
quotas which hobble the U.S. petrochemical industry in world markets do not
make sense. These high-value products are an important weapon as we work
to reduce the financial impact of imported petroleum. Petrochemicals exert a
large amount of financial leverage and jobs because they are upgraded in value
many times,

If you consider just one barrel of oil, we have estimated that as the oil leaves
the ground from a U.S. well, it is worth $9 to $10. If it is upgraded into gasoline,
Jet fuel and fuel oils, it is worth $12. Converted into basic petrochemicals, the
barrel is worth around $50. Further upgraded in petrochemical-based products,
its value increases to at least $200. In jobs, if the barrel of oil represents one
labor unit for fuels, it represents nine labor units for basic petrochemicals and
45 labor units for petrochemical-based products. That, we submit, is a real
return on investment in a scarce natural resource.

Secondly, a related trend is the exportation of petrochemical capacity. Fail.
ure to exempt petrochemical feedstocks from new import fees can only create
artificlal competitive disadvantages for U.S. firms and encourage new plant
Investment outside the United States—thus continuing a pattern In the in-

18 ‘“Major International Chemical Compantes.’”” (8ee Table IX.)

18 “Free World Petrochemical Industry 1973-1975." (See Table X.)

16 ““Balance of Trade in Petrochemicals.” (See Table XI.)

18 ‘Chemicals Provide Big Uplift.” (See Table XII) Although the manufacture of

. chemicals and allled products .generates only about 5% of U.S. corporate profits and

employs approximately 1.59 of the nation’s work force {tself, this industry now accounts
for more than 109% o# U.S. exports of domestic merchandise. (See Chemical Week, Feb, 19,
1975, p. 11.) And note the substantial but yet unmeasured chemical component in many
of the nation’s other exgorts: e.g. chemical fertilizers and pesticldes were a principal
inn1t for production of the grains and other agricultural products that brought in about
159% of the foreign exchange earned on U.S. exports,

17 Selected Petrochemical Exports/Imnorts 1978-1974.” (Table XIIT.) The dramatie
increare in world prices for petrochemicals combined with the shortage conditions existin
during early 1974 provided for a 859% increase in the dollar volume of U.S. petrochemica
exporty to a level of nearly $5.8 billion. The dollar value of imports increased only 568%
to $1.9 billlon providing a net trade balance of $3.7 billion, up 61% over 1973.

18 (See Tables XIVA and XIVB.) A clear Indication of the lmeortance of petrochemicals
to other industries is the survey on material shortages undertaken during the embargo
in March of 1974 by the Senate Permanent Subcommittee on Investigations, Committee
Print, Ananst 1974, The survey tabulates the responses of the 500 largest U.S. companies
and concludes, at p. 28:

“By far the most universal shortage was in petrochemicals.”



5
.

=
n

Yy

703

dustry where demand for petrochemicals has shifted from U.S, to foreign pro-

ducers,” taking with it employment and the abllity to meet increasing domestic
demand.

Quotas (title I, part I')

The goal of H.R. 6860 seems clear: to significantly reduce this country’'s de-
pendence upon imports, but not at the expense of serious and unnecessary eco-
nomic hardships. To avoid frustration of this goal and to comport with exist-
ing national energy policy, H.R. 6860 exempted petrochemlcal feedstocks from
the quota limitations. As the Committee Report states: ®

“The need for adequate supplies of petrochemical feedstocks, including the
relatively small volume of petrochemical feedstocks that are imported for petro-
chemical plants, has been recognized in the oil {mport program in the past as
well as under the Emergency Petroleum Allocation Act of 1973.” _

Weé belleve this is sound public policy. Because some have argued, however,
that the exemption should not be retained, we ask that you consider the
following ¢ L

1. As you are aware, we are independent petrochemical companies, and for
more than 15 years we have worked to achleve appropriate recognition of the
entire petrochemical industry in oil import policy. As early as 1965 the
federal government recognized the unique disadvantage created by excluding
the independent petrochemical sector from oil import quotas, and beginning in
1966 petrochemical quotas were established for both refiners and independent
petrochemical companies to ensure equitable implementation of the quota sys-
tem.* Further, PEG companies are multinational companies. In 1970, the Cabinet
Task Force on Ofl Import Control concluded that product exceptions should be
introduced for petrochemical feedstocks imported or exchanged in order to pre-
serve and competitive viability of the industry in world markets. And then in
1972, the allocation-for-export program was introduced to implement this con-
clusion and to foster the industry’s positive contribution to a favorable balance
of trade. Most recently, the federal government has also recognized the need
and importance of encouraging the domestic expansion of the petrochemical
industry. The “heavy-liquids program” incorporated in present oil import regu-
lations,® recognizes the fact that petrochemicals will be based increasingly on
heavy liquid feedstocks, as supplies of lighter hydrocarbons become more scarce.
To achleve these same goals, the feedstocks exemption should be retained.

2. The feedstock exemption does not create an undue preference for one in-
dustry over another. Rather, it provides appropriate recognition for the distine-
tion between feedstocks and fuels. It is not just the petrochemical industry af-
fected by this amendment—it is all of the consumers and industries dependent
upon petrochemicals which may again face the severe petrochemical shortages
experienced during the embargo. A reduction in feedstock availability would have
serious impacts on the U.S. economy. One independent study reports that just a
sustained 15 percent reduction in petrochemical feedstock supplies will result in
a loss of 1.8 to 1.8 million jobs in the U.S8. economy—and a loss of $65-70 billion
annually in domestic production value.* A decline in petrochemical production
will spread across the entire economy, affecting plastics, fibers, agricultural
chemicals, paints, textiles, rubber and detergents.®

19 Table XI shows how imports of petrochemicals have increased over the last 10 years.
2 Report of the Committee on Ways and Means. U.S. House of Representatives (Report
No, 94-221, May 15, 1975). In discussing the feedstock exemption, the Report reads in

full:

4, . . imports of petroleum and petroleum products when imported for use In the
production of manmade products such as nitrogen fertilizer, farm chemicals, paints,
plastics, synthetic fibers, synthetic rubber, pharmaceuticals and similar manmade products
manufactuored from petrochemical feedstocks are not to be counted afainst the import
quota. This exemption for petrochemical feedstocks from the quantitative restriction
recognizes that petroleum and petroleum products are the essential and nonsubstitutable
raw materfal in the manufacture of these products. The need for adequate supplies of
}mtrochemloa,l feedstocks that are imported for petrochemical plants, has been recognized
IPc ttl:)% gg_llsn;p?;t tls'o)gmm in the past as well as under the Emergency Petroleum Allocation

2';§’resldentlal Proclamation No. 3693, Dec. 10, 1965. (See present section, 10 C.F.R.

2 Paragraph 813(g), “The O] Import Question,” Cabinet Task F
Cogtéoé %‘Fe'bpxéular 1870), pp. 17-79. P Q ! € orce on Ofl Import

: :;im'pfig% oAf nﬁ%lneogine in Px-gdlucéim:." 8
mp ysis—Summary.” Industry Survey.
—= mpac y Y.
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8. The petrochemical feedstock exemption will not result in the “exportation

- of refinery capacity.” Less than 215,000 b/d of the industry’s feedstocks are de-

pendent upon imports, but the bulk of those imports is crude to be further proc-
essed into petrochemical feedstocks. The petrochemical feedstock exemption,
rather than discouraging the U.S. refining capacity, In fact, will encourage do-
mestic petrochemical capacity. Moreover, domestic refineries are “fuels” refineries,
and the importation of feedstocks, will not encourage the importation of fuels,
such as gasoline or heating oil, that are refined overseas,

The heart of the matter, therefore, is the future ability of the petrochemical
industry located in the U.S. to meet the demand for petrochemicals both here
and abroad. If it cannot, either because domestic feedstock supplies are not avail-
able or because the industry cannot compete with foreign producers for incre-
mental imported feedstocks, then the U.S. runs the risk of crippling a major
positive contributor to U.S. trade balances, of exporting jobs and petrochemical
production capacity and increasing its dependence upon imported petrochemicals.
My belief is that it makes no sense to restrict petroleum imports at $11 and $12
per barrel and yet risk dependency upon petroleum-based petrochemicals equiva-
lent to $100 to $140 per barrel.

4. Lastly, the petrochemical feedstock exemption is consistent with the high
priority given petrochemical feedstocks in the Emergency Petroleum Allocation
Act of 1978 (EPAA). We do not believe there is anything in H.R. 6860 intended
to substitute high cost imports of feedstocks for feedstocks from domestic
sources—which would be inconsistent with the alloeation act. But, it may be that
the usage of high priority users could be comparably reduced due to lack of
domestic supply, in which case, domestie petrochemical companies must have
access to non-substitutable feedstocks—or cut production and jobs. Under the
exemption, it would not be necessary for the fuel importer to cut back his allo-
catlon in order to supply feedstocks; thus the Bill allows all feedstocks materials
to be imported without compelling others to reduce fuel usage beyond the con-
servation and quota levels set in the Bill,

- Conversion to other fuels

The goal of conversion to other fuels is of speclal interest to us, since it touches
on a broad philosophy which we believe this nation must adopt. We helieve there
must be a “preferred use of resources” philosophy applied to energy management,
In the long term we are convinced that the natton faces ever-decreasing supplies
of both natural gas and petroleum. Therefore, we support the call for “COAL
NOW-—NUCLEAR LATER.” Users of natural gas and oil that can and should
convert to coal, must be encouraged to do so.

In developing policies for the conversion to alternate fuels, consideration must
be given to the sources of alternate fuels to each of the markets involved—in-
cluding the time, technology and economics involved. Above I referred to three
main markets for our ofl and gas—stationary fuels, transportation fuels and
petrochemical feedstocks. Each of these markets does have possible options.

Stationary fuels

Stationary fuels used to provide power or heat have only one technical re-
quirement—and that is the amount of BTUs of energy available. The energy
can be supplied from oil, gas, coal, nuclear power—even from municipal trash,
We endorse the Congressional intent that all electrical power plants on oil or
gas should convert to coal. No new technology is required; we have burned coal
for centuries. Of course, massive capital investment will be needed and some
type of financial relief may be required to cover the cost of changing to coal,
as well as some environmental accommodations. The same conversion option is
available for industrial boilers, although their smaller size generally presents
less favorable economics.

Nuclear power also offers a current alternate for electrical generation. Progress
has been slow and needs to be speeded up.

Stationary fuels do have the most promising and immediate substitutes for
petroleum or natural gas.

Transportation fuels

In transportation fuels, conservation via more efliclent engines is a first step.
Improvement in gasoline mileage could dramatically help lower imports. For ex-
ample, less than a 10 percent saving in gasoline consumption could conserve an
amount of petroleum equal to the total U.S. usage for petrochemical production.
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In looking for alternate fuels to those now used in transportation, the tech-
nical problems become more complex. Nonetheless, there are solutions, all of
which are known to be feasible, although none are fully developed. Here I.
refer to liquid fuels synthesized from coal, or alcohols from coal, or battery-pow-
ered vehicles using electricity from coal. The important thing here is to get on
with the development of substitute transportation fuels. Development time and -
capital will be needed, but these options could attain broad commercial use by
1990, and hence help to reserve adequate petroleum supplies for their highest

. end use—petrochemicals.

Petroohemical feedstocks

Alternates for petrochemical feedstocks are practically non-existent, at pres.
ent. Virtually all our feedstocks are derived from ofl or gas, and there are no
substitutes for existing plants. The development of coal liguefaction and gasifi-
cation, however, does promise possible alternates for new plants—although many
problems of cost and technology must be overcome,

The basic technology for coal gasification is now in commercial use. However,
use of this present gasification technology for the manufacture of those few
chemicals derived from natural gas would result in some very expensive fer-
tilizers and other petrochemical derivatives. The problem here is the size and
eronomies-of-scale of petrochemical production. In time, it may be pussible to
couple chemical manufacture with a power_generation plant, for example, in
order to overcome these problems of scale and thereby attain world-competitive
petrochemical companies.

The technology for coal liquefaction is not as far along as coal gasification.
Synthetic ofl for fuels is being studied and produced in several pilot plants, To
date, costs are high and not commercial. This phase must be completed before
the chemical industry can even begin work on the production of chemials from
coal—since the molecular structure of any possible fuel can vary greatly. If
research on coal is greatly accelerated, coal could be a source of petrochemical
feedstocks around the year 2000. -

We support the thrust of H.R. 6860 which recognizes that a much higher
level of research on alternate fuels is needed. Regardless of the mechanies
ultimately adopted, we support commitment to expanded research. The U.S.
has a large share of the world's coal. Let us address ourselves to the technology

- . needed.

Oonclusion ~- -

Throughout my remarks, I have pointed out that petrochemical feedstocks
are different from fuels, The Administration and Congress have already rec-
ognized this distinction. The Emergency Petroleum Allocation Act of 1973 called
for recognizing the preferred use of petrochemical feedstocks. The Federal En-
ergy Administration Act of 1974 called for studies into the impact of shortages
of petrochemicals. The recent Presidential Proclamation 4341 urged increasing
domestic petrochemical production,

As you consider the broad range of proposals to be faced in solving our energy
problem, we recommend the six following points be kept in mind :

1. If tariff or taxing strategles are ultimately imposed to lower oil imports,
petrochemical feedstocks should be exempt-—unless we want our U.S. industry
to become uncompetitive in the world market and destroy a major contributor
to our balance of trade, Title I, Part II of H.R. 6860 should, therefore, be modi-
fled to apply only to fuels, —

2. The petrochemical feedstock exemption from quotas established in Title
I is necessary and sound public policy to ensure essential and nonsubstitutable
feedstocks to the U.S, petrochemical industry.

3. Should allocation continue or be modified to lower imports, the petrochem-
ical industry should continue to receive a priority high enough to ensure con-
tinued access to adequate feedstock supplies, Acting otherwise will have a
serious impact on virtually all segments of the economy where jobs, dollars and
trade depend on these man-made materials.

4. There must be further incentives for new exploration and development of
oll and natural gas. As consumers, we are convinced that the price of new nat-
ural gas should be deregulated. Otherwise, we are concerned that there will be
insuficlent gas at any price even for high priority uses.
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5. Conservation programs for industry should remain voluntary. Industry is
already effectively responding to higher costs of fuels and carrying out major
conservation efforts. Adequate capital incentives, however, may be necessary
for our industry,.like other industries, if we are to remain competitive while
we maintain our commitments to conservation and the environment.

6. Finally, the philosophy of “preferred use of resources” should continue
to guide national energy policy. For example, rapid conversion of large sta-
tionary fuel consumers to coal or nuclear power will reserve petroleum and
natural gas for critical use in homes, transportation and petrochemicals—thus
providjng the necessary time for these markets to develop new sources of energy
or raw materials.

Thank you, .
' " PETROCHEMICAL INDUSTRY FLOW SHEET
X
‘Q Petrochemical Product Consuming Industry End Produet
’ (Synthetic Fibers Apparel > Clothing
’:Nylon Home Furnishings———— 5 Upholstery Fadric
Polyester Tires >»Tire Cord
Acrylics Carpet > Rugs
Dyestuffs & Pipments .
Packaging e 5 Bottles, Bags, Tubes
Plastics Building & Construction Pipe, Siding
olyethylene ‘l‘unspcru:{in_ﬁsut Cushions, Upholstey
Polystyrene Electrical Wire Coatings
PVC H Tes 2, Baskets, Containers
Coatings mmm———————— S Paints
Baste s t Dry Cl i
olvents ry Cleaning
angd >4 Hetal Working

Intetﬁdfttc Synthetic Rubber

Petrochamicals Polybutadiene 7{;:§t:cnud Rubber Prcducts—;.g:{::ng. Boots, Kose

Rubber Processing Cheniull/

Gasoline Additives ————————3 Petroleun Refining ~me—Gasoline

Surface-Active Agents —————em——mw—3 S08p & Detergents —————3Household & Industrial
Detergents

Medteinal Chemicals e ooy, Pharmaceuticals ——————ey Drugs
Agricultural Chemicals mmmmmmmmmee—3n ABTACULLUTE o3y Fertilizers
~ Pesticides

- ESTIMATED 1974 EMPLOYMENT IN THE CHEMICAL INDUSTRY
[In thousands of dollars}

Manufacturin Total:
employmen employment

-

Chemical and allied ProGUCES. ... cceveeeeeceniveacecaranemencecacanasncaccscaseannn 855 1,063
INOTRANic ChEeMICAIS. ... o ieeeceaiieeccaccacarancnnrccanccacmececnamacacaasns 95 165
Organic chemicals 130 168
Total industrial chemicals......occeeceracecceeccrecocccccnrcccnncranccanns 226 333
Petrochemicals:
Organic chemicals:
DYES. o auieiicarieecaeansciarrasaasanaenaaraacascasaanassaasancannan 12 14
PIEMeNtS. o o e iiiiieeieiiecceacccaccvccaacecaacacecesacscacennsannan 4 5
Cyclic intermediates. . ... ....oueeacereccaeeaecccacaccaancacnanacencannna 12 14
Industrial Organics. . o.ccoeerrercaccececcancrecccmamamacmcscscasacncena 102 135
Subtotal . __. 130 168
Plastics and resins 59
S{nthetic fibers. . 80 108
Elastomers........ 12 15
Surface active agents.... 7 9
Carbon black. .. .o ciiceiciecccaacccaecacaaneneaeas 3 4
Nitrogen fertilizer. ... ... o iiieieeiiiciccmcacasaianaaneaa 10 1
MediCinglS. .o s eaeceenanecacnccanacarasaaacacacasccacamnrcamnanaacansamenas 9 11
TOlal e e eeieriieciercaeacceasaccencsseascnmansasacasaacascscnsacncancsa 310 3%0

Source: Manufacturing employment based on 1972 Census of Manufactures and Arthur D. Littie, Lnc., estimates.

Note: Total employment based on U,S, Department of Labor, Bureau of Labor Statistics, Employment and Earnrngs.
Decemper 1974, and Arthur D, Little, Inc., estimates,
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ESTIMATED 1974 CHEMICAL INDUSTRY SALES

[In miilions of dollars)
Value of shipments
1972 1974
17 Chemical and alied prodicts......... S eeeeeseaneeneas reeeeeeeeanenes - 51,082 8,000
Industrist chemirals:

INOTEBNIC. ¢ aenvroanmcccreoaccenamccacnemresancansncannsecnsennnns eveaseenna 5,927 8,000 .
Orgamie..1110T0s SO S 17,036 20,300 §

Totleeneenareccensenccscscancncncrosananes vcesasmane cevececscancnnnn 16,963 29, 300

P s
rganic

. Nrclic Inmmediatos(zes% 2,002 6, 000

isce !aneous organics (2,869)..... 9,034 15, 300

p! astm .71 ) YOS ane 4,497 8, 500

Fibe 82? ......................................... ?. 675 4, 400

Rubber @822y LI , 089 2,150

Surface active "3'9%“ [CX- %) TR . 452 600

e aon fastiear COBI8) oo oL 7 2.3

cgen fertilizer (2,873)..... eeeesccessstemesetemsomcceenccanacacanananae
Modlglmls(Z L ) T PN . 566 800
Totahe oo vucamcrcanccaannee camenes cenecnmmnans escersssasnancnans canane . 22,318 49, 80)

- .- . Source:U.S. Department of Commerce 1972 Census of Manufactures and Arthur 0, Littie, 1nc., estimates,

THE U.S, PETROCHEN_!ICAL INDUSTRY (1972)
[Doliar smounts in millions]

Employment Capital

(thousands) Value sdded Invostment

2,869—0rganic chemicals. . .....coorcem e cceececercans weue 100 $4, 922 $565
2.865—Cyclic intermedistes 28 914 152

. 2,821—Plastics and roslns 55 2,192 219
o 2,822—Synthetic rubber. 12 487 34
v 2,824—Syntheticfibers. ... .. .co.occccnnnnaan. . 18 2,084 369
2,843 —Surface active agents. ... ool TTiaciieceaeana. 1 204 21
28.411—Detergents. ... ..o iiiaiaas S 376 11

2, arbon black. . ..oeceiiiiiaeaae. . 3 138 12

Ammonia ................................................. 5 kK] 20

Total petrochemical.................... 293 11, 640 1,463

By comparison: 2,911—Petroleum refining.......... 101 4,627 1,067

Source: U.S. Department of Commerce, 1972 Census of Manufactures, and Arthur D. Little, Inc., estimates,
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1974 VALUE ADDED IN THE U.S. PETROCHEMICAL ENDUSTRY -
{in millions of dollars}
materials
Sector Totsl sales and supplies!  Value added
Cyclic intermediates 6,000 2,040 3,960
Ofganic chemicals 15:%0 7,200 £l
Plastics , 500 4, 800 3,2
FibBIS. . ieiieiieaeececnecracnaneasannsonanaan 4,400 2,925 1,475
Rubber 2,150 1,350
%udm active agents % %gg {95
orbon blaCK. ... .oeceeeiiineraeaiaeraeeanan.
Nitrogen fertifizer. - 0- 20 I11ITC 2,1 540 2,1
Medicinals. ..o oeceeicaecneaan. Sg 400 l&
Tl o eeiiaenceecceccccscnncocncccnenmesarnaesnnasanan 40, 800 19,875 20,925
Gross InGUStry Sales. . ..o e iciaiiiiieciceticrcneraretanecaccncaccnacacncccnnncncacssnaenann 40,
f lntragoc?of SBlO8 . .. iieiecaccciecaacceicscciecscccascctcnecranascasennncsananne -5, 275
Intralndustry S81eS .. . .iieiiciieieriicacaciccccecccascacessacaccanancacancmnensenanane —8,
RO Industry 8188, .. .o iiceeacccveecacecaacacaanccenrtacaacaaccaanannan 685
Value added. ..ccoee oo aeinanan $edemeecsameecnesncesaatnocadeasnennaanan —g& 925
Estimated net cost of raw materials and supplies........ccoceneiameecenciciancccennncencecnan 5,760
1 Includes intrasector and intrapstrochemical industry purchases,
Source: Arthur D. Little, Inc., estimates,
THE PETROCHEMICAL INDUSTRY COMPARED TO OTHER MAJOR MANUFACTURING INDUSTRIES (1970)
Value of
shipments Value added
illion)  Employment (billion)
Patrochemicals. .. ..o eeeieiriiicieiecnccaceceecerrecaranannenn $18.6 314, 000 $10.0
Petroleum refinlng......c..ccuennn tatisetcescscesessacrcconnnsreonn 22.7 108, 500 4.6
Paper and allied products. .....cceeecicecceecisccnacanacnccsaacnnen .7 656, 600 1.5
Textile mill products. .. uoceeeiceacrarincreaeirecnceanccanecnnn ceee 22.3 921, 600 9.3
Primary iron and steel. ... ...ceicerenneaancraeccnccasecrenccconcnn 29.7 829, 100 13.6
Source: U.S. Department of Commerce, annual survey of manufactures, 1970,
GEOGRAPHICAL DISTRIBUTION OF THE PEYROCHEMICAL INDUSTRY IN 1967
) Employment Value added
Number Porcent of Amount Percent of
{thousands) total (millions) total
New England. ..o iiiacaiieiicaccecennnaannea 14 5 3
Middle Atlantic.. .. 57 21 l,s%gg 15
South Atlantic. .. 12 26 2,049 2;
East North Central. ... ... iiiriinieenaaaan 36 13 1,042 1
East South Central.....ueeene e cieenieciecnnen 27 10 819 10
Wost North Contral....ccenneeeeemeiaiacecanneacuann 7 3 212 3
West South Central.......cceeeeeicienceeaancennnan 45 16 2,200 27
LOUISIaNg. . e iceeicieaicccreeccncaaaaccananan 1 3 295 4
OXBS . .o uiicaccceecteacarancrccanenncnnasaaanan 2 12 - 1,622 20
Subtotal. . ccitteiacececiaianaeneana 39 15 1,917 24
MOURRAIN. eeaeeveeeeareeennaenceanccencens eeeenas 1 1 28 v
Y] 15 5 372 (2
L L1 S U a4 100 8 ?M 100
1 Negligible,

Source: 1967 census of manufactures and Arthur D. Little, Inc., estimates.

-
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U.8. ofd and gas consumption -

i

Stationary fuels

Transportation fuels.
Pe emical feedstocks.

-8

d

Total .
Source : The Petrochemical Energy Group estimates.

TABLE 7.~1974 CHEMICAL INDUSTRY ENERGY REQUIREMENTS COMPARED TO NATIONAL ENERGY INPUTS AND

INDUSTRIAL DEMAND
{1 trillions of Btu)
Totsl chemical industry Pstrochemicals
Percont Porcont  Percen
o o

National

inp inputs  demen

o
Industrial mationgl Industriel  Require-  nationsl  industria
il Rt By i o i M il o Rl

deman

Totleoenneeennnen. i g see 1.9 2.4

4,212 5.8 10.9

-1 EloetrlcmulnpuhMfwauﬂmaﬂ»«oﬁqlﬁ-«dyﬂumﬂmmmmﬂlm

Source: Bursad of Mines, U.S. Department of Interior, snd Arthur D. Little, Inc., estimates.
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END-USE PATTERNS FOR KEY FINAL PRODUCTS OF THE PETROCHEMICAL INDUSTRY
e - Billions of
pounds Percent
Plastics mzn: 2 2
'ma'l'n25&'&'&'&6&6&2ZZZZIZZZIIIIZIIZIZZIIIZZZZ:ZZZZIZIZZIIIZZZIIZZZZZZ 225 1
Electricat |.4
.3 5
1.2 5
1.0 4
.q g
dl 7
1.7
2.3 100
Synthetic fibers 1971:
Home furnishings. . cccoerrunaieecnieeccetoconnesacsccarecssanssnsarocncannas 1.3 ;o
Tire cord and Industriol UseS. .......cccnncecnraneninnccancccconcccncaces 1.1 7
Women's, w children’s and infante wear. 000000 00Tl Il 9 2
CORSUMSE PIOCES .o ooo. ool 3 6
TO . eeeeeceeenccencctercaccaccrcncsoncssrescnnseonsscsnascscscnsacasnes . 43 100
Synthetic rubber 1970:
Blm A tire Products. . ..eeeeoieieeecicitinietectennictirncscsnnanacsoanns 2.‘ 63
UBBB S, o eotoicececnsncutcsciocerssancecsrasacasoasonucasoncasncasaas 1 7
TO. ccueccreeceeecrececcecacscsseercncsuccsoncsancnsancasasnnns voccasne - 4.3 100

1 Includes marine, sportswear, medical, agriculture, signs, luggage, textile, and d ble products.
2 Includes latex foam, boots and shoes, mechanical ru goods and wire snd cal produgh.

Sources: Modern Plastics s 1973; Textile O , d 1972; SRI’s Chemical Economics
Mo ot arehics Masazine, Januacy 1973; Textile Organcn, January 1970 4n

Major international chemioal company sales—1973

Total sales
Oompany (ddlléons)
BASF (Germany) - $5.9
Hoechst (Germany) - - 8.7
Bayer (Germany) cecemecmacccmesssacenaas - 8.4
Du Pont (United States) ceuceccucuanccncnrennan ——— - 03
ICI (United Kingdom) e emeecme———eae———e e 5.2
Montedison (Italy)._._.- e e mm—————————————————————————— 4.8
UCO (United States) - ceccceccccccecccmcccecaemcac—acmec—ccaa———————— 3.9
Pechiney-Ugine Kuhlmann (France)..eeceeccecamencncceccecaceccceamnacae 8.6
AKZO (Holland)...... - e em—emern—aeee—eem—~———-a—————————— 8.6
Dow (United States) - cceecccccacccmrccccccccencccmecccccecceanc—an——— 8.1
8 : C&ABN, June 38, 1974 80; Mar. 18, 1074, s , 12, 1074,
13 :O(g;:'mlcquf w«k.nft:no 26?71‘12??::0 84. ar Page 103 and Aug 1874, puge
TABLE 16.—FREE WORLD PETROCHEMICAL INDUSTRY, 1973-75
New piants and expansions
Ot Qi T W 1975
Number Percent Number Percent Number Percent Number— Percent
Weotetn Boroparoioiooie: % 3 z§ §§ " B %;3 3
JOPM. .. eeeeaneecanannnan 2 13 42 4 7
Developing countries. ....... 84 2 51 “ 620 58
Total, free world...... 1,837 ....... 541 ...cceenn.. -7 £ 1,082 ..caeeeeen

Source: Oil and Gas Journal, Mar. 17, 1975, World Petroleum Report, 1673,
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APPENDIX E-1
U.S. BALANCE OF TRADE IN PETROCHEMICALS

[Miltions of doltars]
& -
i Trade class 1965 1966 1967 1968 1969 1970 197 1972 1978 i3
1 Dy&l)gmnlc pigments
EXPOMS.coeernannnnn- A4 W7 N2 1 7 0 4.6 53.2 s 1.
mm.—. ........... e Hi Wb By &1 &) 8@ &b e s
Difference......... 46 —.7 =33 —148 —320.7 =26:7 =526 —47.6 -18.5 10.8
2, Plastics  (excopt  collu :
mp’w‘é‘” M2 AR6 4 9 503.0 § 6289 1,483.9
ﬁm‘.‘:ZIZZZIZIZ: 3%.5 536 54 si'iz 53113 115.0 nﬁg 168.7 #; ’gﬁ'.z
Diffsrence.......... 340.7 369.0 368.1 443.7 442.3 478.0 461 460.2 748.5 1,171.7
3. Synthetic rubber (231.2): =
Exports........... .. 1631 1751 170.0 180.3 139.6 1 1727 161.0 195.8
:mb’%'m" ............. B B R I 5y Nl e &l 2325
Difference. ........ 141 1515 149.3 1510 102.0 133.8 1164 10%.4 135 210.6
4. Oetergents and .
tve agants B6A2): gp N 87 &1 @3 82 3 BE EL
IMPOMtS .o oorvoomos 5 45 85 10 12 84 2 127 4
Difference......... M7 4.4 9.2 592 559 621 635 6.6 8.1 .119.4
8. Carbon black (518.2N): ‘
mom“' ........ %7 &g 51 184 126 140 19 104 1.2 2.9
IMPOItS. - - 12 ceuenne. 2 L4 L1 LA 6 30 121
Differencs.......... 267 2.6 251 152 1.2 129 135 88 1.2 2.8
6. Aromatics and olefins
” m&’é«u 05 262 23 668 621 4.2 5 N7 N8 868
N - Imports TIIIIIITID T2 ...l 15 5 1
Difference........... 9.3 2.2 2.2 668 621 49.2 325 N7 720 8.7
7”’""&:%““: 1207 1353 1237 1%6.8 155.0 175.4 1865 191.6 344.7 507.8
tports............. 107 13 T IR R B4 WY RS a0 Do
Difference........... 8.0 786 6.1 380 69.5 —259 —153.6 —106.3 97.6 329.8
‘“5{'{‘5""“"""
370 T 759.0 802.7 964.8 31,016.4 1,183.2 1,143.0 1,219.5 1,683.8 2,845.0
Imports.-.-..ouoens 1.4 1890 ms %s 263.3 za% 345.3 4325 mg 1,0%.5
Difference. ........ 614.6 613.7 6%0.2 770.7 753.1 6845 797.7 787.0 1,137.3 1,746.5
9. Ammonis;
[ 249 S 140 182 6 265 30 2?2 3 2.9 4.2 )
P $0 B3 Bt OB: ORI ORI oMY OHI 4 o83
Difference. ........ 45 .9 35 7.9 123 9.5 —4&2 49 257 =37
m'"gx':&'g 1 L6905 1,742.9 2,048.8 2 12,333.32,275.7 2,394.0 3, 5
Boors................ LSS LEMS LTGS2 0 20 1 20 2t B R IE R
Differencs............ 1,302.3 1,314.2 1,366.4 1,530, 7 1,472.7 1,577.4 1,200.3 1,312.7 2,288.5 3,688.6

1 See appendix E-2 and E-3 for further breakdowns.
Source: U.S. Department of Commerce, Bureau of the Census FT 110, FT 135 U.S. Imports, and FT 410 U.S. Exports.
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Chemicals provide big uplift for U.8. balance of trade

TV pitien delters U.S. exports U8, imports
g . (Dotler Rgurss In milione) I 2
) : Orgenic intermediates’ $2661.9  +07.6% $1,3459 113N
- adrg momionte™™®  inorganic chemicals 87 538 MNT + N4
[ - Radicsctive materisls 281 =24,1 1300 - 138
Oyes, Lakes, tanning sgents 1220 +383 158 ¢+ 37
Plgments, peints, inks 1818 4.2 83 + 20
2 - Pharmaceutical. 800.1 *278 221 + 208
N Ostergents,tolievrios 3085 +03 1085 ¢ 45
Manufactured fortilizers 018 +907 5509 +100.0
4 Resing, plastic matorialy 16178 +87.4 309 + 568
Chemical speciaities® . 1,268.6 +52.8 2070 + 428
. Synthetic rubber 2808 81 020.7 + 286
v UL vote - Meh-made fibers, yarns, threed 6218 +38 M8 - 284
mm"‘"‘\ Photographic supplies* B41  +N4 1002 + 100
- _ Chomionl trade totels 10332 4513 43031 ¢+ 506
: \ AN other commodities 08053 4360 06,7327 + 438
-10aed 1 ' orude muumn'lmg"wm 3 inetuging
1973 1974 mn"l'u:u Perss. Sovrea U3, Dbt of Commenra

Source: U.8. Department of Commerce. See Chemical Week, Fed. 19, 1075, p. 11.
’ ) - b 9444

a 40 4 "= 1aports

Quarter 1st 2nd 3rd ath 1st Ind 3rd ath '
— 1973 1974

"0 -
200 o > :/

1

L) L) L v L] L] i 1)
Quarter 1st nd 3vd 4th 1st 20d 3rd [11)]
1973 1974
Source : U.8, Department of Commaeree, FT990/December 1074.
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SUMMARY—IMPACT OF A 15 PERCENT DECLINE IN PRODUCTION OF ORGANIC CHEMICALS

Loss In

' production Loss In

Rem (millions) mﬂ!ﬂl )

A Busie W eesectgeatatestsetanmretsennennnrensanceasnesaesnnnn $1, 13

{ ﬁn:.guk“:lk'ﬂ e il i‘i 1o

i e

PN, [ - SR 42,580 —155

. Probable range ol MRt I VR AL

: u: of f and T.M . ;

b o

Sources: 1970 annual survey of manufactures, 1963 input-output tabis, ADL input-output model.

IMPACT ANALYSIS—SUMMARY, 15 PERCENT DECLINE IN PRODUCTION OF ORGANIC CHEMICALS
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Nou Evm sffort has bnn made to avold double-counting by Inr.ludinl the Impnt upon a particular final market only
a final market rchase materials fr u&t For example,
abm and cubmm.ﬁm uog' in automoblles, bn:l.l’mpo“ impact on the auto indmry hu bun neludod only on%‘. u&‘m the

plastics
Soums. -‘mo Annual Survey of Manutactures,” 1963 Input-Output Table,” *’ADL Input-Output Model."”
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PREFERRED USE OF RESOURGES

An Energy Management Philosophy
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AN APPROACH TO ENERGY MANAGEMENT

The Petrochemical Energy Group
(PEG), an organization of independent
petrochemical companies, betieves the
U.S. energy crisis must be met by three
different, but concurrent, approaches.
These are 1) energy conservation, 2)
expansion of all domestic energy re-
sources, and 3) the prelerred and best
use of energy sources.

For the short term, there seems to
be no way to avold a shortage of
petroteum and natural gas in the United
States, withoutl imports. This will im-
pact upon many parts of the econom
since these materials supply the bul
of our energy needs, according to
1973 U.S. Bureau of Mines data.

Petroloum 42.3%
Natural Gas 348
Coal 179
Hydropower 39
Nuclear 11

TOTAL U.S. ENERGY 100.0%

- The current decline in domestic oll
and gas supplies means eventually
that some products now based on
these hydrocarbons wilt not be manu-
factured; some services will not be per-
formed. In earlier times, this dilemma
would have been resolved by pricing
petroleum and natural gas much high-
er — forcing markets which could not
afford the increased costs to turn to
alternate materials. However, many
kinds of.socially-approved government
restrictions on the free market will
keep this markel! phenomenon from
eftectively occurring.

Thus, PEG is convinced the U.S. Is
facing a period of "energy manage-
ment" for some years to come. How
this management will be achleved Is
a continuing debate — which must be
decided soon for the good of the nation.

—_ -
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An Approach to Energy Management (cont'd.)

Experience In such sltuations has
shown that three mechanisms are..
possible. One Is a tax against uses we
wish to discourage. A second is a fiat
prohibition against the use of energy
materials for certain purposes. A third
is a restriction on the quantities that

-may be used — l.e., rationing.

A written discussion of the merits
or demerits of each approach would
fill a public library. However, it Is pos-
sible to briefly outiine a philosophy
which should encompass all decisions
—and that's the philosophy of “Pre-
ferred Use of Resources” outlined
here. )

Today the United States consumes
its ol and gas In three principal
markets.

Stationary Fuels 60%
Transportation Fuels 33
Raw Materials 7
TOTAL 100%

“Stationary fuels" are those burned
in fixed bollers or furnaces such as
electrical generating plants, industrial
power plants, commercial bollers and
home heating. “Transportation - fuels”
are used In cars, trucks, planes, traine,

steamships, efo. “Raw materials” re-

o~

flect the amounts used to make petro-
chemicals (4% of total), asphalt (2%),
fubricating olls, etc. From petrochem-
icais we derive synthetic rubber, man-
made fibers, plastics, agricultural
chemicals ~ In fact an almost endless
list of products on which modern

‘soclely depends.

Each of these three U. S. markets
does have the possibility of converting
some of its use to alternate materials,
80 we can siretch out our finite supply
of re!roleum and natural gas. Each
option requires varying amounts of
research, time and investment. Thus
an understanding of the factors in-
volved Is critical in the era of energy
management, if good decisions are to
be made. For instance:

1. Does the technology for substi-
tuition exist? How fong will it
take to develop technology?

2. What substitute resource is avall-

. ablé? How long will it last?

3. Is the change eéconomically feas-
ible? Politically feasible?

4. What will be the impact on the
economy? Does it atfect a dis-
cretionary or critical part of our
lives?
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STATIONARY FOELS

Fuels used to manufacture station-
ary power or heat have one common
requirement — and that is the amount
of British Thermal Units (BTUs) of
energy available. Steam generated
from olt or gas Is Identical to steam
generated from coal or nuclear power.
Around 97 per cent of our natural gas
goes into stationary fuels. Approx-
imately 37 per cent of each barre! of
petroleum Is simllarly burned.

The flargest stationary fuel market
is general industry. Some 40 per cent
of the oll and gas consumed In bollers
or furnaces provides power to drive
pumps, compressors and turbines —
and the heat to convert natural re-
sources into end products. The largest
industrial consumers of energy are
agriculture and food processing, alu-
minum, chemicals, paper, petroleum
refining and steel.

Home furnaces and commerclal boil-
ers are the next largest market, taking
38 per cent of the oll and gas burned
as stationary fuel. Space heating is a
prime end-use.

Electrical generation, at 22 per cent
of use, is also a large market. While
hydropower today provides about one-
sixth of our electricity, its growth is
limited due to a lack of suitable sites
for hydroelectric plants. Nuclear plants
currently make only a minor part of our
electric power. Thus oll and gas have
provided 38 per cent of our electric
generating capacity, almost equal to
coal usage.

The nation has a number of alter
nates, readily at hand, to generate
stationary power without the use of
scarce petroleum and gas. Two imme-

.J' R &\/\/\/\/W :
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Stationary Fuels (cont'd.)

diate options, insofar as technology is
concerned, are coal and nuclear
energy.

In their 1975 energy programs, the
U.S. Administration and Congress have
called for ali electrical power stations
on oll or gas to shift to coal. No new
technology is required since coal has
been a major route to electricity for
generations and currently provides 42
per cent of our electricity. Further
technical work on air pollution controls
will be needed to improve retiabitity
and reduce the extensive capital now
required, if regulations stay the same.

The second option for electricity is
nuclear generation. Today the U.S. has
some 52 licensed commercial atomic
energy plants. Another 184 atomic
plants are being built or are on order
for completion by 1985. Although pro-
gress has been slow, government offi-
cials predict that nuclear power could
provide 60 per cent of our electrical
generating capacity by the year 2000,
compared o 5 per cent today.

Industrial boilers also have an op-
tion to convert to coal, although the
smaller size of these boilers generally
presents less favorable economics.

iIn homes and commercial bus-
inesses, many future facilities may use
electricity for heating and cooling as
the cost and avallability of other
sources of energy change.

Admittedly some form of synthetic

gas or oil will be needed in the future,
particularly for existing home/com-

- mercial furnaces and for critical pro-

cess use in some industries. The

-manufacture of gas and oll from coal

promises an alternate here.

The production of high-BTU, pipe-
line gas from coal is now under aclive
study in more than a dozen U.S. pro-
grams, both governmentat and private.
Several commercial-size plants are
being proposed. The basic process for
coal gasification has been used since
the 1930s in many parts of the world
to manufacture low-BTU “town gas,”
which has industrial potential. Since
many U.S. gas burners are geared to
a higher energy content, current work
is concenltrated on engineering im-
provement of a methanation phase o
enhance BTUs.

The manufacture of synthetic oll
from coal is less developed. Only three
to four pilot projects are currently
underway. Increasing the amount of
oil obtained from each ton of coal is a
major challenge.

Also distant, but promising, are other
energy options for stationary power.
Several cities are currently burning
municipal trash to generate electricity.
A break-through in the storage of
solar energy could provide a new
?ource of power for homes and build-
ngs.

When all these alternates are con-
sidered, it Is obvious that stationary
power use has the most promising and
immediate substitutes for petroleum or
natural gas. Very little new technology
Is required to make significant pro-
aress. However, it will take three to
eight years and considerable invest-
ment.
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TRANSPORTATION FUELS

Practically all of the natlon's trans-
portation fuels are currently derived
from petroleum. Natural gas, except
for a small use of liquitied petroleum
gases such as propane and butane,
plays no role. Over half of each barrel
of oil goes into transportation markets.

Gasoline 39.3%
Diesel Fuels 74
Aviation Fuels 6.4

PORTION OF OIL 52.8%

Thé automoblle, of course, is our
major gasoline consumer. Diese! fuels
are heavily used for trains, ships,

trucks and other bulk transportation.
The jet aircraft is the largest consumer
of aviation fuels.

The technical requirements for
transporiation fuels are more sophls-
ticated than fuel for stationary uses.
Yo begin with, except for electricity in
rail systems, a transportation energy
source must travel with the vehicle it
powers.

In an Internal combustion engine,
critical fuel requirements include a
Suitable vapor pressure and ignition
temperature. Octane needs will vary
according to the engine. Gasolines
from diflerent refineries can provide
the same engine performance. But no
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Transportation Fuels (cont'd.)

two gasolines will be chemically iden-
tical since precise molecutar compo-
sition is not required. Thus a good
many hydrocarbons, other than petrol-
eum, can technically be made into
transportation fuels.

Coal is one such hydrocarbon source.
Coal liquefaction may provide a new
source of synthetic oil. Presumably,

such ofl would be further processed in

conventiona! refineries to make gas-
olines and dlesel fuels. Pilot plant
production has already provided small
amounts of fuels which were success-
fully burned In U.S. Navy vessels.

Stlll another possibllity from coal Is
the use of alcohols for automobile
fuel. Early in this century, ethy! alcohol
was seriously considered as a motor
fuel. During World War tl, Germany
ran much of its transportation on alco-
hols and oxygenated hydrocarbons
made from coal.

Conslderation is being given today
to the use of methanol made from coal,
in Heu of gasoline. Methanol is a viable
engine fuel; in fact It powers many
high-compression racing cars. How-
ever, methanol. contains only about
half the energy of gasoline, 8o larger
fue! tanks would be needed for the
same driving range. Thus government-

sponsored research has begun on the
economics of converting methanot to
a better motor fuel. -

The technology for manufacturing
methanol from natural gas has been in
commercial use for many years. Other
more unusual avenues to methanol are
also being explored —since it is a
simple chemical compound derived
from carbon monoxide and hydrogen.
The State of Maine is hoping to build
a methanol plant that will use wood
from five million acres of diseased
spruce trees. West Virginia has a pliot
project to make methanol from urban
trash, as does Seattle, Wash.

Beyond the fuels discussed, another
major option for transportation energy
is greater use of electricity generated
from nuclear or coal-fired plants.

Transportable elecirical energy re- _.
quires the use of batteries. The tech-
nology to build electric drives for
vehicles is highly developed, but new
high-energy batteries are needed for
a widespread use of electric cars. Cur-
rently such vehiclegs have a driving
limitation of up to 100 miles at 50
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miles per hour. Acceleration is not
suitable for high-speed freeways.
But eéven with these limitations,

electric vehicles are growing In com-
mercial use as defivery vans, buses,

mail trucks and refuse trucks. A pitot’

test by the U.S. Postal Service employs
350 quarter-ton vans. Part of the New
York City bus system Is now battery-
driven. in the United Kingdom, where
petroleum has always been scarce,
there are now 70,000 reglistered electric
vehicles used for short-haul dellvery,
The development of new sodium-
sulfur balteries, expected In the 1980s,
would permit use of electric vehicles
on metropolitan freeways.

The basic energy source for these
vehicles can be provided, in a large
part, by existing eleciric generating
plants. A Chicago utility estimates that,
even with present capacity, it could

ge about 500,000 electrioc ve-
hictes at night — the period when the
least electricity Is demanded.

Electricity is also a transportation
option for the nation's rallroads. Tech-

nology Is no barrler: The first U.S.
electrical rallroad dates back to 1888,
More properly calied “electromotives,"
such engines and their economics are
used in the Northeast and are being
further evaluated today in Utah and
Wyoming by a major rallroad. Power
is supplied from overhead electrical
lines on the rallroad right-of-way. The
Federal Rallroad Administration s
recommending electrification of 20,000
miles of track which handles 50 per
cent of the nation's rail traffic.

In summary, reducing the use of
petroleum in transportation is quite
feasible. Considerable technology ex-
ists now for the use of electricity and
fuels such as methanol. However,
economic considerations are another
matter. Development time and massive
capltal will be required. Nevertheless,
these transportation options could at-
taln broad commerclal use by 1990 if
we make choices soon on the preferred
energy for- this market.
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PETROCHEMICAL RAW MATERIALS

t

Few people realize how petrochem-
icals affect every part of our lives.
Petrochemical derivatives such as
plastics, synthetic rubber, man-made
fibers, agricultural chemicals and
pharmaceuticals play a vital role In
meeting our need for food, clothing,
shelter and health. (For further detalls,
see the PEG booklet “The Hidden Part
of the Energy Crisis: Man-Made Ma-
terials.")

Although the petrochemical industry
is a large user of pe‘roleum and natural
gas as fuels, it does not expect con-
sideration different from any other In-
dustry. In fact, the industry is a leader
in fuel conservation.

Raw materlals, or feedstocks, are
another matter. The industry converis
specific raw materials Into specific
products. More than 70 per cent of our
petrochemicals are completely de-
pendent on the molecular structures

found in oft and natural gas liquids.
The remainder of our petrochemicals
are currently derived from natural gas
or coal. -

To further explain, chemicals are
divided into two major areas: inor-
ganics and organics. Inorganic chem-
icals do not generally comtain hydro-
carbon molecules. Thus they are not
involved in this particular raw material
problem. The one exception is am-
monla, an Inorganic which Is manu-
tactured with hydrogen derived from
natural gas.

Organic chemicals contain carbon
and hydrogen and are almost entirely
based on natural gas or petroleum.
Organics may be broadly sub-¢lassified
into three chemical groupings: methane
derivatives, (20% of total), aromatic
chemicals (25%), and aliphatic chem-
icals (55%).
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Methane derivatives are now com-
pletely produced from natural gas.
Chemicals in this category include am-
monla, methanol, and other vitat pro-
ducts. The technology does exist to
make most methane chemlcals from
other materials. A "synthesis gas" of
carbon monoxide and hydrogen can be
manufactured from petroleum products
like naphtha or residuat oll. Synthesis
gas can also be produced from coal, ai-
though development time, capital and
proper scale is needed {0 modernize
the economics of coal gasification.

These new routes do offer a tech-
nical alternate for methane chemicals.
However, they will not relieve much of
the energy crisis since ammonta, meth-
anol and othér methane derivatives
account for only some 3 per cent of
the natural gas consumed in the U.S.

Of more importance, insofar as coal
is concerned, Is the economics of
conversion. The U.S. has some 90
ammonia and 12 methanol plants. Al-
though their combined production of
chemicals is large, the consumption
of natural gas at any one plant is
small in comparison to utilities. This
small size would not justify a uni-
lateral switch to the use of synthesis
gas from coal. These plants would be
forced to shut down. The only alter-
nate would be some joint effort with a
utllity and its bolilers, an approach
new to both Industries.

Further, the 102 plants which make
these methane derivatives consume

only 600 biltion cublc feet of naturat
gas per year. it takes the same amount
of gas to run just 16 ulility bollers of
a 500-megawatt size. A brief review
of construction costs Indicates it will
require almost five times the capital
to replace the chemical plants as it
would take to replace the 18 boilers.
This is not a wise use of the nation's
invesiment resources.

The majority of our aromatic chem-
icals — benzene, toluene and xylenes
— are based on petroleum. A modest
amount, around 7 per cent, comes
from coal as by-products in the coking
of coal. This production cannot be
expanded at will, however, since it
depends on the use of coke in stee!
manufacluring. Additionally, steel miils
may elect to use thelr coke by-products
as fuel.

Processes to provide aromatic feed-
stocks directly from coal are in thelr
infancy. Coal is not a simple sub-
stance, but a highly complex material.
Besldes its hydrocarbon make-up, coal
also contalns varying amounts of up
to 38 other elements. Unfortunately
coal Is deficlent In hydrogen, as com-
pared to petroleum and natural gas.
And hydrogen is a vital component of
most petrochemicals.

Technology for the production of
aliphatic chemicals from coal is sim-
ilarly undeveloped. Currently these
products, such as ethylene, propylene
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Petrochemical Raw Materlals (cont'd.)

10

and paraffins, are made entirely from
petroleum or liquids (LPGs) recovered
from natural gas. The supply of LPGs
Is predicted to remain static in con-
Junction with the natural gas-whortage.

As noted earller in transportation,
synthetlc oll from coal is being studied
in several small pliot plants. To date,
fuel costs are not commercial. Detalied
study on the manufacture of chemicals
from such fuels cannot begin until one
or another process proves feasible —
since the molecular structure of the
fuels can vary greatly. Liquid fuels and
chemicals from coal are belng pro-
duced in a full-scale plant in South
Africa. However, this process Is used
due to political and geographic neces-
sity and would be far from economic
elsewhare.

Of more Immediate promise for new
sources of aromatics and aliphatics Is
a joint industry/government study on
the production of “clean coke" for
stee! manufacturing. Perfection of a

technique to lrap and separate the
components emitted from a coking
furnace could eventually provide sig-
nificant amounts of petrochemicals.

The petrochemlical Industry thus
faces a tremendous challeng‘ie\fgr new
sources of raw materials. Coal gasifica-
tion offers technical alternates for
methane derivatives, but totally new
approaches In Investment and plan-
ning are required to overcome eco-
nomic roadblocks. it will take years of
development in coal liquefaction, plus
additional extensive research Iinto
chemical separation or clean coke
processing, before aromatic and all-
phatic aiternates wiil be avallable. If
research Iis greatly accelerated, coal
could be a major source for these two
chemical groups around the year
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OTHER THOBGHTS ON PETROCHENICAL

No discussion of petrochemical raw
materials would be complete without
answering two perennial questions:

1. Why can't we conserve these
__synthetics and go back to natural
~ " “products?

2. Why are petrochemicals so im-

portant to the economy?

The first question can be answered
by looking at four major markets for
petrochemicals — rubber, fibers, agri-
cultural chemicals and plastics.

Almost 80 per cent of the nation's
rubber is synthetic. Additional natural
rubber would have to come from the
Far East, exposing the U.S. to future
embargo of another critical materlal
produced In other nations. Additionalty,
the fand required o0 produce 2.5 mil-
lion long tons of natural rubber, to
replace synthetic rubber now con-
sumed, can be better used to ralse
food for minimum life support for three
miilion people.

Petrochemical-based fibers account
for almost half of the fibers we need.
A complete return to natural fibers
would require another 16 million acres
of cotton — an area the size of South
Carolina. And, again, the acreage
would have to be taken away from food
produstion,

Agricultural chemicals, such as
fertilizers and pesticides, have been
the key to Increased food production
In the U.S. Efforts to solve the world's
food shortage-would be strangled i
we attempted a return to natural fertil-

85583 O - 75 - pt, 2 - 18

izers like flsh mea! or animal waste.

Plastics play a vital role in our com-
munication, transportation and hous-
ing. Natural materials which might re-
place these products are increasingly
scarce. There is a growing shorlage
of hardwoods, zinc and other materials.
Further, thers Is no known substitute
for many high-performance plastics
used In electronics, etc. Over 75 per
cent of our plastic packaging, the most
frequently criticizéd use, goes for
packaging of basic foods. Thanks to
this protective packaging, the waste
exparienced In getling U.S. food from
the farm to the consumer Is 50 to 68
per cent less than In other countries.

The economic impact of petrochem-
icals Is both worldwide and domestic.

Petrochemicals compete in world
markels. One benefit 1o the U.S. econ-
omy has been the consistently favor-
able balance of trade achieved by
these products — estimated 1o be
around $3.7 billion in 1974. (See up-
date on PEG booklet “Trade Trends
in Petrochemicals.”)

Man-made materlals based on petro-
chemicals also pervade every segment
of the U.S. economy. Merely a 15 per
cent reduction In petrochemical sup-
piles could result In a loss of 1.8
million jobs In consuming Industries
—and a drop in production value of
$70 billion annually. {See A. D. Little
report “Iimpact Analysis — U.S. Petro-
chemical Industry.")

11
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PREFERRED USE OF HYDROCARBONS

12

How finite are our hydrocarbon re-
sources? How long will they last? It
depends on how we use them.

The world's available supply of
petroleum and natural gas will be ex-
hausted within 50 years at today's
growing rate of consumption. The U.S.
supply Is even smaller. Coal and oll
shale, assuming we are willing to mine

--them, and nuctear power could extend
the era of fossil fuels another 500
years or 8$0. But even this is a short
time as world history is reckoned.

Energy management requires that
we_identity the best possible use for
each hydrocarbon resource. The vari-
ous options covered in this booklet
lead PEQ to three conclusions:

1. A rapid shift of stationary fuels
from oll and gas to othéer forms

of energy can be achieved In the _

immediate future.

2. Transportation fuels also have
options. A major part of our
transportation can be converted
from petroleum by 1990.

3. The small, but important, petro-
chemical raw materials market
can have some alternates to
petroleum or natural gas early in
the next century.

These facts provide a philosophy of
energy management which can and
should be applied to all the nation's
energy decisions. The mechanics for
achieving each alternate may vary. But
the real possibilities exist. We can
convert most of the large stationary
fuel market to other forms of energy.
This will reserve petroleum and natura!
gas for critical use in transportation
and petrochemicals. It will also pro-
vide the necessary time to develop .
new sources for these markets.
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Some Iinformalion and data in this PEG
booklet came from the following sources:

News Releases, Div. of Fossil Fuels. Bureau
of Mines, U.S. Dept. of the Interior, Mar.
10, 1973; Mar. 13, 1973; Aprit 13, 1975.
“Electrified Train-King of the Road?", New
York Vimes, Mar. 10, 1974,

“Electric Vehicle industry Sounds a
‘Charge! ", Industry Week, Jun, 3, 1974,
“The Challenge & Promise of Coal", Tech-
nology Review, Dec. 3, 1973,

“Coal Gasification Plant Begins Operation",
Chemicat & Engineering News, Nov. 5, 1873.
“Capturing Clean Gas & Oil From Coal",
Fortune, Nov. 1973.

“How Ford Evaluates Three Types ol Elec-
tric Vehicles'", SAE J, Jun., 1974,

“A Boom on the Horizon for Baltery-
Powered Transportation”, Industry Week,
Aug. 12, 1974,

“Coal Gasification Projects”, Chemical
Week, Jan. 9, 1974,

“Propare Coal for Gasification”, Hydro-
carbon Processing, Mar., 1874, -

“Methanol, A Versatile Fuel for Immediate

Use''. Science, Dec. 28, 1973.

“Is Alcohol Next Candidate for Fuel
Pumps", Chemical Week, Jan. 30, 1974.
“Coal Liquetaction . . . A Better Route
Than Gasification”, Coal Age, Apr., 1974.
“Clean Fuels From Coal”, Oil & Gas J,
Aug. 26, 1974.

“Methano! From Coal Can Be Competitive
With Gasoline™, Oil & Gas J, Dec. 17, 1873,
“Is Nuclear Power A Panacea’. Chemical
Engineering, Apr. 1, 1974,

“Atomic Power — A Bright Promise fad-
ing." U.S. News & World Report, Jun. 10,
1974.

News Retease, Dept. of the Interior, Office
of Coal Research, Jan. 29, 1975,
“Methanol — Fuet From.the Trash Heap",
St. Louis Post-Dispatch, Feb. 17, 1975.
“QOil: The Dwindling Resource", National
Geaographic, Jun,, 1974,

“Cal Tech Studies Gasoline from Coal",
Qit Daily, Nov. 18, 1074,

“Naturat Rubber vs. Food", Rubber & Plas-
tic News, Oct. 7, 1974.

“How Much Oil Do We Have Left?"”,
Science, Apr. 19, 1974,

“The Hidden Part of the Energy Crisis:
Man-Made Materials”, The Pelrochemical
Energy Group brochure.

*‘Trade Trends in Pelrochemicals”, report
from Anthur D, Little, Inc.

“Impact Analysis — U.S, Petrochemical in-
dustry", study by Arthur D. Little, inc.
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The Cuamrman. I have discovered that it will not be possible for me
to be here until 2:30. So, I will recess this-meeting now until 2:30 this
atf;;lernoon at which time we will then hear Admiral Zumwalt and the
others, -

[Whereupon, at 12:30 p.m., the committee recessed, to reconvene at
2:30 p.m., the same day.]

A¥TERNQON BESSION

The CHAIRMAN. Admiral E, R, Zumwalt, Jr., president of Americans
éor Enel:gy Independence. We are very ple to have you, Admiral
umwalt.

STATEMENT OF ADMIRAL E. R. ZUMWALT, JR.,, RETIRED,
PRESIDENT, AMERICANS FOR ENERGY INDEPENDENCE

Admiral Zumwavrr. Mr. Chairman, Senator Byrd, it is a great pleas-
ure to be back in front of this distinguished body. As president of
Americans for Energy Independence, & new organization whose ob-
jective is to insure that all Americans are aware of the ¢ritical nature
of the energy crisis we face, and become informed about the realistic
options or alternatives available to them, I am gleased to respond to
gggg invitation to come before your committee for hearings on H.R.

With regard to that bill, our organization has the following views:

No. 1, the dependence of the United States on foreign oil, rotwith-
standing all measures taken to date, has increased at a rate of 3.7 per-
cent from January 1970 to January 1975, and is now approaching an
intolerable 40 percent of total demand. This increasing dependence
comes at a time when, for a number of reasons, our foreign policy and
n;lilitar)i might cannot be used to dictate foreign oil prices or foreign
oil supply. .

No. 2, H.R. 6860 as amended by the House does not, in our judg-
ment, provide adequately for the United States to be able to begin to
dea] with these developments. We note that the summary of the report
on H.R. 6860 by the House Committee on Ways and Means, dated
May 15, 1975, recites that “the program prepared by the committee
is designed not to interfere with recovery from recession, but instead,
by phasing the conservation efforts in gradually over a period of time,
to ?(rovide an opportunity for the various segments of our economy to
make the necessary adjustments to the conservation program, knowing
that more restrictive conservation efforts will be enforced in later
years,

It is our judgment that the bill in its present form provides rela-
tively insignificant restrictions in the expenditure of energy and deals
inadequately, indeed almost not at all, with the problem of increasing
our supply.

No. 8, Americans for Energy Independence believes that notwith-
standing the conflicting pressures, Congress should place maximum
emphagis on conservation of energy. Conservation legislation should
be aimed at reducing energy consumption at the consumer level rather
than at the manufacturing level, which carries a substantial likeli-
hood of increased unemployment.
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Conservation ought to be pursued by noninflationary measures as
long as the ibility of renewed inflation exists; recovery from the
recession and conservation should be compatible,

Conservation should be ?ursued by incentives to individuals and
business rather than by rationing or some other form of dictation or
regimentation. The use of tax incentives to encourage installation of
energy-saving materials, equipment or processes should be seriously
considered. - ~ ) .

But, stopping short of serious economic disruption, Congress must
develop a comprehensive, forceful conservation program to lessen our
dependence on foreign oil. :

0, 4, Americans for Energy Independence believes that Congress
should consider immediate steps to increase our domestic energy sup-
plies. For the present, we must consider possible full use of the sources
of energy which we have in abundance—coal and uranium. Americans

_for Energy Independence plans to study the conflicting interests in
such usage in an effort to reach a workable program for tapping these
energy sources. : ’

No. 5, we recommend that the following programs receive the high-
est priority : A. Congress should provide tax incentives, price support,
or other measures designed to make it feasible and desirable for
American business immediately to begin to make major investments
in plants for liquefaction of coal in order to increase the domestic
energy supply from that plentiful source. - :

Tax incentives or market price S\llip})ort arrangements seem neces-
sagy to attract free enterprise to this field, not only to offset the present
differential between the price of overseas oil and the higher price of
ln};uﬁed coal, but also to provide domestic assurances against possible

OPEC political action to reduce the price of their oil in an effort to
destroy the capital investment of companies which enter the coal
liquefaction business in the United States.. e
B. Congress should rapidly endorse an all out effort of utilizing
uranium as an energy source. Congress should oversee the resolution

" of issues which tend to delay use of nuclear power. The delays in com-

pletion of over half of the nuclear plants under construction, or
planned, amount to a public scandal and national jeopardy. Immediate
action should be taken by Congress to help utilities get these plants
back on schedule, including raising the necessari capital. The interests
of energy users and conservationists can, we feel, be harmonized in
resolving such problems, : - :

C. Congress should support the immediate grograms leading to com-
mercial demonstration of the liquid metal fast breeder reactor. We
support intensive research on advancéd sources of energy such as geo-
thermal energy, solar energy, and nuclear fusion.

D. Congress should move to stimulate the employment of secondary
and tertiary methods of recovery to our existing oil fields and the
development of additional domestic sul‘)lplies of oil and natural gas
such as shale oil, and offshore oil and gas deposits. ,

No. 6, this country-in 1961 galvanized itself in a massive space effort

and landed man on the moon in response to the Soviet Union’s launch —

into orbit of a small metal object about the size of a basketball. Today,
we face a much more serious challenge caused by our increasing de-
pendence on foreign oil. We must once again galvanize our Nation into
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a massive effort to free ourselves from being held hostage to the politi-
cal and economi¢"whims of the OPEC nations.
Thank you, Mr. Chairman. )
The CrHArRMAN. Thank you very much, Admiral Zumwalt. You
made a good statement. T
I wish to inquire a little bit more about the Americans for Energy
Independence.quuld you tell me a little bit more about the organiza-
tion, who some of the members are, and how it is financed ¢ ]
Admiral ZuMwavrr, Yes, sir. The organization came into being, 1
suppose, in an informal way about 8 months ago, when numbers of
those of us who had been speakin ug on the energy problem came to-
ethe: and agreed to form a board which was formally constituted the
rst w. 'k in June, about 5 weeks ago, under the chairmanship of Dr.

‘Hans Buthe, the Nobel Prize-winning physicist, and under the vice-

chairmanship of Mr. Lane Kirkland of AFL-CIO and Mr. Robert
Nathan, the noted economist who has been before you.

And we have a group of some 20 to 22 board members at the present
time, which I would be glad to provide to you for the record, com-
prising a spectrum of people from academia, business, labor. We are
trying to make ourselves as broadly based as we can with regard to
f.e resenting all of those interest groups representative of American
ife.

The CrairMaN. I think I agree with your statement, and we had
some very interesting testimony from Mr. Nathan, undertaking to help
us arrive at what the cost of producing new oil would be. That state-

‘ment has received a lot of attention, by the way. I would be the first to

agree that we must achieve energy independence. I of course was ad-
vocating that we should never be anything except independent for a
great number of years. I just wish that I could have generated more
support from those of you who are defense-related, such as yourself.

ack during those days. when some of us—and in considerable
measure, because we were interested in the producers—were trying
to contend that it would be a very grave mistake that the Nation would
regret if we let ourselves become dependent unon the whim. caprice
or volatile emotions of those who govern some of these foreign nations.
I believe we have learned that to our regret. But unfortunately, Con-
gress is very slow about coming to terms with the President in a pro-
gram that will do the kind of thing you are advocating—namely,
restoring independence.

Admiral Zumwavrr, Yes, Mr. Chairman. I recall a number of years
ago conversing with you on the importance of this area, and in a pos-
ture statement I made in 1972, before the Armed Services Committee,
I stressed the critical nature of this crisis. Whereunon, one of the mem-
bers of the other body promptly issued a news release suggesting that
I had invented a new threat. ,

The CrarMAN. There have been some people who felt that you could
always obtain this crude oil. I regret to say that back in the days when-
some of us were contending that we ought to try to maintain more
capacity in the domestic industry, there were people—well-intentioned,

‘T am sure—over in the Pentagon who said, as far as defense is con-

cerned, there was no problem. If the nations find themselves at war,
they just take from civilians whatever might be needed to fight the
war, and we find oul it is not that simple.
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Admiral Zumwavr. Yes, sir, we certainly have.

The CrAmBMAN, Thank you very much. Senator Byrd ¢

Senator Byro. Thank you very much, Mr. Chairman. Welcome,
Admiral. :

Admiral Zumwavrt. Thank you, Senator. ,

Senator Byrp. We have been accustomed toseeing one another in a
different committee.

Admiral Zumwavr. Yes, sir.

Senator Byrp. I might say we miss seeing you at the Armed Services
Committee, _

Your statement is an interesting one. and I agree with your state-
ment, on page 2, that the pending legislation does very little toward
increasing the Nation’s energy supply. Now, on that same page, you
say, “Conservation legislation should be aimed at reducing energy con-
sumption at the consumer level], rather than the manufacturing level.”

Now, could you elaborate on that a bit ¢

Admiral Zumwarr. Yes, sir. We have in mind here that it is imp_gg»\

tant to concentrate on doing those kinds of things that will not in-
terfere with the ability of our free enterprise system to maintain the
maximum number of jobs for the working man, but rather than the
primary area of saving should be in: the field of the insulation of
homes, the improved efficiency of labor-saving devices of all kinds,

the kinds of things that canbe done without cutting into job-

generating industry.

Senator Byrp. Now, 50 percent of the use of petroleum deals with
gasoline. How would you propose to reduce the consumer consumption
there—by Frice increases, or by rationing, or how ¢ .

Admiral Zomwarr. It is my view, Senator Byrd, that the im-

ortant thing to be aware of is the need, through any combination of
incentives, to drive our system toward greater economy in the consump-
tion of gasoline. The proposals to date, as we understand them in
Americans for Energy Independence, permit an avera%mg for
the individual automobile comﬁanies of the reductions, and will permit
the continued production of the gas guzzlers to some level.

~ We think it would be very important to seek, as has been suggested

by your chairman here earlier today, to drive the entire automobile
industry to a much greater efficiency, lower consumption of gasoline,
by a proper combination of incentives, Our organization believes that
we should leave to the Congress the specific formulation of these, but
rather to content ourselves with an expression of the general direction
in which it is necessary to go.

Senator Byrp, Do you favor sharp increases in prices or taxes? That
would curb consumption.

Admiral Zumwacr. I think, Senator Byrd, that with regard to the
sKg,clﬁcs as to how one goes about it, we would be wiser to leave that to
this august body. I would point out that, without adding a rate that
the country simply cannot stand to the inflationary impact. it is im-

ortant to have a combination of incentives that drive our automobile
industry in the direction of much lower consuming, much higher effi-
ciency engines for their cars,

Senator Byrp, And then, on page 3, you say conservation should be
pursued by providing incentives to individuals and business. Now,
could you give some detail on that :

T —— .
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Admiral Zumwavr, Yes, sir, it is our view that it is much better and
much more efficient, within our economic system, that there be specific
incentives for individuals and businesses to shoot toward, rather than
set up the infernal, complex kinds of rationing systems which have
been tried, and have been found to be very ineflicient in the past.

So that, for example, a homeowner has an incentive to try to insulate
his home; so that a business has an incentive to try to produce in the
least energy-guzzling fashion—incentives which——

Senator Byrp. You would do that with the Tax Code?

Admiral Zvmwavr. Tax incentives are certainly a significant one of
the tools available, yes, sir. '

Senator Byro. You should rule out rationing as & means of reducing
con_sumption? » ]

Admiral Zomwavt. Yes, sir, my judgment is, and our organization’s
jucéqment, that that would be a very inefficient way.

Senator Byrp. So the other way, so far as gasoline is concerned,
would be an increase in pricet -

' Admiral Zumwavrr, No, sir, I do not believe that is the only route.

Senator Byrp. Do you rule out an increase in price as a possibility

. Admiral Zumwarr. Well there, sir, there again—I think that is the
kind of thing my organization would want to leave to your committee.
Our view is— .

Senator Byrp. You did not leave the question of rationing to the
committee. o . , _

Admiral ZuMwarrt. Yes, sir, that is correct. We feel we know enough
about that to know it does not work. I think our intuition is that 1n-
centive systems are better than just price increase systems—which are
of course a form of incentive—but that the tax route is probably the

su;s)erjor wsﬁ to go. '
. Senator Byro. Now, you say Congress should provide tax incen-
tives and price supports. What do you mean by price supports?
*Admiral Zomwarr. Are you still on page 3, siv?
Senator Byro. Page 3, the bottom of page 3.

. Admiral Zumwavr. Yes, sir, this has to do with our concern that
there is nothing in the bill that really gets the American system crank-
Ing in & major, massive effort to try to deal with the real end of the
problem, namely, the incoming huge imports from overseas; and that
under the free enterprise system, unless sufficient safeguards are pro-
vided for & major new business, which will have huge capital invest-
ments, unless sufficient safeguards are provided to protect those in-
vestments against arbitrary reductions by OPEC nations seekinlg to
drive those capital investments out of business, we will not be able to
crank up a race-to-the-moon-type effort to get ourselves energy
independent.

e believe that the process of coal liquefaction is one which your
more expert witnesses have testified before the committee is clearly
within the state of the art, and what is needed is the incentive for
business to go in a major way into the investments necessary to start
generating. ‘

Senator Byro. Yes; but I am not clear what you mean when you say
Congrzsgshould provide price supports. What do you mean by price
suppo ,
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Admiral ZuMwarr. We list tax incentives, price supports, or other
measures as just examples of the kinds of things that need to be done
under our basic objective, which is to provide protection for American
industry to get started in the higher risk area of coal liquefaction, as.
one dramatic commitment on the part of the Congress to getting
starteid on & job that, in this bill, does not appear to be getting started ;
namely—— :

Senator Byro. I g, with that. I am just not clear as to what you
mean that Congress should provide price supports. : -

Admiral ZuMwavrr. An example of what we mean under that par-
ticular, for instance would be to insure that the price differential be-
tween any arbitrarily selected price on the part of OPEC nations de-
siring to drive this new business out of business, and the cost that it
takes U.S. industry to bring in a barrel of liquified coal; should be in
some way protected. It may be through a contract to buy a certain
number of barrels per year. It could be tax incentives. It could be guar-
anteeing the differential for a period of years through the first phase
of investment, or in some other way incentives designed. to protect the
free enterprise system in getting started in a critical race to get our-
selves less dependent on the Mideast oil barons.

Senator Byrp. My time has expired, but just one further question,
then I will reserve the rest of my questions.

In that_connection, with regard to the $5.25 price for old oil, what
would be your view as to what should be done in that regard ¢

Admiral Zumwarr. Senator Byrd, my view and the organization’s
view is that we have got to permit the free enterprise system to work.
If the facts are as we perceive them to be, that the oil industries are not
making adequate investments in this country to exploit the remaining .
oil and natural gas in this country, but rather are making the lion’s
share of their investments overseas, then it seems to us that something
needs to be done to readjust that.

Now, whether or not that then suggests raising the price of oldoil or
of holding the price of old oil and dealing with their economic prob-
lems, or the price of new oil, or whether it involves some of these other
kinds of incentives, again is a matter that our organization, in its 5
weeks of life, has not yet come to a position on. )

Senator Byrp. Would you recommend taking controls off of old oil,
or leaving them on the old oil L

Admiral Zumwavrr. No, sir, at this point, 5 weeks into our life, we
would leave that to the wisdom of the Congress, but would under-
line the need for the oil industries to be able to make sufficient profit

.that they will make the investments in this country, rather than being

driven to make them elsewhere, overseas.
Senator Byrp. Thank you.
Admiral Zomwarr. Yes, sir.
 Senator Byrp. Thank you, Mr. Chairman. .
The CHARMAS. Senator Ribicoff § - -
Senator Risicorr. No; thank you, Mr, Chairman,
The CHAIRMAN. Thank you very much, Admiral Zumwalt.
Senator Byro. I am sorry. I have more questions, but I was listening
to the bell. I did not want to take your time or Senator Ribicoff’s time.
The CrAIRMAN. All right. The ball is back in your court then.



I

N

Al

734

Senator Byro. Admiral, on page 4, that first garagraph, am I cor-
rect in assuming that the statement to endorse Secretary Kissinger’s
floor price plan

Admiral ZuMmwarr. No, sir, we, again, are trying to set a general
principle, namely, that there has got to be a system, and we suggest a
couple here, for protecting American business as it goes into the coal
liquefaction business, in order-that their capital will be protected
against the Mideast oil barons who would undoubtedly seek to drive
them out of business, : '

It is our view that if we can begin to bring in this competitive source

~ the economic system alone will tend to drive oil prices in the Middle

Fast down. And their avariciousness, their desire to wipe out our
competitive system over here is also likely to drive them into lower
prices. And, therefore, although a lower price level is a good trend, we
want to avoid what they would have in mind in doing it, namely, wip-
ing us out, and to protect the lead industries which will be giving us
that freedom from the economic banditry of the OPEC nations.

Senator Byrp. Is that not essentially Secretary Kissinger’s proposal ¢

Admiral Zumwavr. He has a specific proposal, which could be one of
the things that might fall under this general principle, sir. We do not
go at this point, 5 weeks into our life, to the level of endorsing a
specific proposal, such as his, and believe it is better to limit ourselves
to the general principle and to the firm support of doing what it takes
to get coal liquefaction started, as one dramatic example of something
that is here now that the country can start to do while it is debating
a lot of other things and doing the research and development in a
lot of other fields.

Senator Byrn, But your statement says, “also to provide domestic
assurances against possible OPEC political action to reduce the price
of their oil in an effort to destroy the capital investment.”

Now, how can we ex;I)ect other nations to cooperate in that?

Admiral Zumwarr. I do not think we can. As a matter of fact,
Senator Byrd, I think we can count on the other nations to try to
destroy any capital investments we make,

Senator Byro. I would think so.

Admiral Zumwart. And, therefore, we feel we must provide, through
tax incentives or through market price support arrangements, or some
other device, such as a firm commitment to buy at a certain price a cer-
{)amd‘xéumber of barrels, protection against that kind of economic

anditry.

Senator Byrp. Now, on page 4, you say, “Immediate action should
be taken by Congress to help utilities get their plants back on schedule,
including raising the necessary capital.” ‘

Now, would you expand on that? :

Admiral Zumwavr. Yes, sir. We have at the present time somethin
like 104 plants, fossil fuel and nuclear, that are either greatly delayed
or not going forward at all because of a vast maze of regulatory prob-
lems, because of concern about whether or not there is adequate profit
opfortumty, the kinds of things that other witnesses have brought
before this committee.

We believe that an all-out effort to cut through that Gordian knot
and to resolve this problem is mandatory. As we see it, we have a
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huge iceberg standing down on our ship of state, if I may be for-
given a nautical expression. And, in essence, people are scrambling
around trying to place the deck chairs, rather than worrying about
a major course change designed to avoid that iceberg,

Our urging is that we get cracking with the restoration of the op-
portunity for the utilities, in this case, the free enterprise system in

eneral, to help the American society solve its problem and dodge
that ice r% 9 -

Senator Byrp. I agree with you that the ship of state, as you ex-

~ pressit, is heading toward an iceberg.

Now, the question is, how do we handle that ? o

Now, you recommend in your statement that Congress help utili-
ties gelt their plants back on schedule, including raising the necessary
capital.

ow, how does Congress go about helping the utilities raise the
necessary capital?

Admiral Zumwavr. I think that one example, Senator Byrd, would
be insuring that the long delays of nuclear regulatory bodies are in
scme way reduced, simplifying the procedure by which the necessary
adjustments in rates of construction can be made. There is, as I have
observed it around the country, a vast range— -

Senator Byrp. Are you proposing that the Congress determine the

~utility rates in the 50 States?

I

Admiral ZumwavtNo, sir. I am proposing that the Congress sim-
plify the procedure by which utilities can arrange to get a proper judi-
cicus decision from the nuclear regulatory bodies.

Senator Byrp. But the regulatory bodies are State bodies.

Admiral Zumwavrr, Yes, sir, that is true; within individual States
there are regulatory bodies. I am referring in this particular para-
graph to the problems associated with the nuclear reactor end of the
business, which has a body of Federal law associated with it that needs
sims:liﬁcation to make the process work more briskly than it is working
at the present time, and, theréfore, to make it pceesible for the—

Senator Byrp. But the ratemaking, you do not propose to have the
Congress get into the ratemakings? - :

Admiral Zumwavrr. No, sir.
Senator Byrp. That is done by the individual States. -

Admiral Zumwarr. Not the ratemakin%lwhich goes'on at the State
regulatory bcdies. Here in this paragraph I am referring to the re-

uirement for the Congress to help the utilities get their plants on
the line so that we will avoid the delays that we are now seeing in the
electrical industryl.‘ o
Senator Byrp. That is primarily, I take it, then, through hastening
the system of environmental impact statements? ‘ _

Admiral Zumwacr. Yes, sir; that is an example of the range of the
kinds of things that need to be done. -

Senator Byro. I still am nct clear on how you propose that Con-

gress help raise the necessary capital.
"~ Admiral Zumwarr. At the lIi)resent time, there are a number of
reasons as a result of which the utilities are having difficulty with
regard to raising capital. One is the sheer inability to get the decisions
basically necessary to get their plants on the line.

Fa——
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Another has to do with whether or not they are making sufficient
profit—and this certainly varies throughout the country; there are
some that are doing very well and some that are doing very poorly—
whether or not they are making sufficient profit to be able to raise the
capital that is required. - L L

e are in a situation which is national in its scope, a situation where
the Nation is importing approaching 40 percent of its oil from over-
seas. It, therefore, is a national problem which needs assistance from ___
the Congress in every area where the Federal regulations or the Fed-
eral law is a source of delay. And it is to that body of delay, or that
body of difficulty with regard to the raising of capital that this para-
graph isdddressed. = - - o

Senator Byrp. The Wall Street Journal in its issue of July 15 asked
this question, if we give this special tax break to the electric utilities
then lots of other industries would demand equal treatment. How
would you respond to that? .

- Admiral Zumwavrr. I would not in any sense want to put myself in
the position of embracing across the board the need to provide that
kindp of assistance. In our home State of Virginia, for example,

“Vepco’s problems are of another order. But we have got, I think, to

concentrate on the national p1oblem. ) )

The order of problem that the Wall Street Journal has raised, in
my judgment, has to do with the adjusting of the deck chairs rather
than with the changing of the course to avoid the iceberg.

Senator Byro. It is addressing itself to the question you raise. If a
special tax break is given to the utilities, will other industries not

emand equal treatment § C

Admiral ZuMmwavrr. With energy being the Nation’s No. 1 problem,
I-do not think that the consumer or the Congress needs to exces-
sively concerned about setting a precedent designed to deal with
energy-related problems and to assume that that precedent has to be
carried over into other elements of the business sector. .

Senator Byrp. Admiral, how, as a matter of interest, how is this
Organization of Americans for Energy Independence—how is it .
financed ¢ . ,

Admiral ZumwarLr. At the present time, it is financed by contri-,
butions from corporate memberships, all the way from labor on the
one hand to business on the other. Our concept is that we will move
into State organizations and have membership drives, because it is our
view that this problem is a problem of the individual citizen and that
over time ought to be sustained by individual memberships, . .

We have, we think, been very successful in providing support from
a sufficiently wide range of intcrests that we are not beholden to any
one interest group and can truly seék to represent the composite of
the Nation, o : ,

Senator Byrp. But you are being financed at the present time by
corporate funds? o .

dmiral Zumwacr. Including labor, yes, sir.

Senator Byro. Of course, labor is not a corporate organization But
you are bemf financed w——- : ‘

Admiral Zumwarr, We have some personal contributions; we have
corporate contributions; we have labor contributions; a wide spectrum.
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.Senator Byrp, Is the bulk of the’ financing ‘from  corporate
contributions{ : - o '
Admiral Zumwarr. I will have to provide that for the record, Sen-
ator. I honestly do not know the percent?lge: R
- Senator Byrp: If you would, it would be helpful.-
* Thank you.* . ‘ . = '
_ Senator Byro. Thank you, Admiral.
Thank, you, Mr. Chairman. S
The CrrAirMaN, Thank you very much, Admiral.
Admiral ZuMmwavr, Thank you: T . -
The CHARMAN, All right. o
Next, we will call, out of order, Mr. Charles H, Burkhardt. I believe
Senator Ribicoff may have to leave soon, and I believe the' Senator
wanted tb be here to hear Mr. Burkhardt’s testimony. I believe Mr.
Soule agreed with this shuffling of witnesses to accommodateé the
Senator. LT - ‘ :
Thank you-very much. . - .* - o :
Senator Ripicorr. I want to thank you, Mr. Soule, gentlemen, -

- I:'would suggest, Mr. Chairman, I know these gentlemen and the or-
gahizations they represent. They imv’e done an outstandix)f ii:°b in the
entire New England area and the State of Connecticut. I have read
their testimony very :carefully, and in order to have time and make -
the record complete, my feeling is that more could be achieved by an-
swers to some questions that I might put to them than listehing to your
statement that I have already read. o . L
"I wonder, Mr. Chairman, if I have your permission, if I have the -
permission of the witnesseg—— = - ° L | o
. Mr. SaexetoFr. Fine, Mt. Ribicoff. The only thing I would like to
suggest is, since you-are well aware of the qualification of Mr. Burk-

- hardt, that I defer the (1uestionsto him, in view of his expertise.
e

Senator Rieicorr. Well; you ate both experts; one is practical and
one is theoretical. I have respect for both of lyou L L
- Inf-yq‘pr'stabement, you come out strongly against import quotas in
any form. e ’ S ‘ -
ow, some argue that the House bill gives the President sufficient

_ authority to increase the quota level and, therefore, we should not

worry about its impact. Could you comment on this? -

STATEMENT OF LEWIS SHEKETOFF, PRESIDENT, AUTOMATIC COM-
FORT, INC, HARTFORD, CONN., ACCOMPANIED BY CHARLES H.
BURKHARDT, EXECUTIVE VICE PRESIDENT AND MANAGING
DIRECTOR, NEW ENGLAND FUEL INSTITUTE

_ Mr. Burknaror. Yes, Senator Ribicoff. We have some strong feel-
m¥ on that. . : :

rirst of all, the limits that are given to the President to adjust the
import levels are only 1 million to 2 million barrels a day. We feel
this would be a very small and inadequate remedy if there was a prob-
lem in New England in relation to supply for an abnormally cold

. winter. -

#See page 1002,
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For instance, just during an ordinary summer day in New England
we 1mport 500,000 barrels a day of residual oil. During a cold day in
winter, on No. 2 home heating oil, we will average during the first 3
weeks of January a consumption of 850,000 to 1 million barrels a day.

The authority given to the President is not flexible enough to cover
emergencies that could take place in New England if: there was an
extremeély cold winter. The flexibility would have to be much greater
than 1 million or 2 million barrels a cfa . :

Senator Rmsicorr. Thank you. . : -

Now, on page 9 of your statement, iou say we should emphasize
conservation, reduction in demand, in the legislation reported out by
the committee. . .

I have got four questions on this point. First, how much conserva-
tion of fuel oils No. 2 and No. 6 has taken place in New England{

Mr. BurkHarpT. Well, the conservation of No. 2 and No. 6 fuel oil
in New England has been significant in comparison with the rest of the
Nation. During the winter of 1978-74, when we received a terrific
Impetus toward conservation as a result of the Arab embargo, we went
down 14.2 percent below 1972-73 in.the consumption of No. 2 home
heating oil, which is about 110 million to 114 million barrels per year.
That was adjusted for the weather, so it is a basic figure. There was

- saving during the winter, due to voluntary conservation on the part

of homeowners, primarily, of 14.2 percent.

During the winter of 1974-75, again adjusted for the weather, there
was an additional reduction in consumption of 8.2 percent over the 14.2 -
gercent,forthe 197874 winter. So on No. 2 home heating oil, we are

own in consumption in New England 20.4 percent..

Senator Risrcorr. I know that everybody in New England. pitched
in. Could you tell me why there was such a good record? Can you
exg}ain it? . : ,

r. BurkHARDT. Yes; I believe there are three basic reasons wh
this savings took place, especially the 14.2 percent on home heating o1l
and about 16 percent on residual oil during the winter of 1973-74.
The first reason was the profound psychological impact of the Arab
embargo. It shook everybody up. They were psychologically attuned to
conservation. There was a series of conditions over which no one had
any true control so everybody pitched in on a voluntary basis and
started to conserve, .

Second, during the second winter, in conjunction with the Federal
Energy Administration as a result of revised regulations they set
forth during the winter of 1974-75, the independent home heating oil
distributors, of which there are 2.400 in New England, engaged upon
a two-stage education program. They mailed to all of their customers
twice during the winter, and this is 214 million customers, an educa-
tion program that would lay down 8 to 10 points as to how the con-
sumer could achieve a substantial savings. '

Senator Risicorr. Would you submit for the purpose of the record
the material that you sent out to your customers in New England so

- we can put it in the record ¢

Mr. Burknarpr. Yes; we can submit samples of this; yes. R

Now we sent out one complete mailinf; at the beginning of the winter
and one complete mailing to these millions of customers through our
2,400 independent distributors at the height of the winter in January.
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So the second reason was a sustained educational program on the part
of the distributors selling at retail.
And the third reason, which had some effect, was the higher prices.
Senator RiBicorr. Let me ask you, in view of this record of accom-
gzlghment, your 14 percent and your 6 percent on top of it, do you
lieve that further increases on fuel oil prices will lead to much more
conservation -

Mr. BurkHArDT. I doubt it. I think that New England home heating
consumption has just about reached its maximum point without visit-
ing physical hardship or even some possible health danger on home-
owners. It is just about as low as it can get.

.Senator Risrcorr. And did you have that cooperation from indus-
trial and commercial users, tooi.y ‘ : 1
. Mr. BurrraroT. Yes, industrial consumption, which varied a bit
18 very interesting. For instance, in buildings which were institutional
In nature, that is like colleges, universities, schools. buildings of that
sort, and i)ulldings that were using commercial heating for fixed hours
like office buildings from 9 to &, there was a very marked reduction,
It reached sometimes as high as 15 to 20 percent. In those buildings and
industries that required the continual use of residual oil to operate

-plants and ke«;p people employed there was a lower rate of conserva-
tion, ranging from about 6 to 9 percent. But there was continual con-
servation on the part of the use of residual oil. '

Senator Risrcorr. Let me ask you if, in your opinion, not much more
can be done about fuel oils, where can more conservation take place
and how can this committee insure that this be done §

Mr. Burknaror, Well, you notiece we have touched now on consid-
crable savings in home iléating oil—that is distillate oils, We have
touched on considerable savings at residual oil. Let’s look at the other
major part of what is a petroleum product. = ‘ ‘

asoline. In our opinion the major savings now in the New England
area could result from the curtailment of the use of gasoline. _

Senator RiBicorr. Is there any particular way that you would sug-
gest that that be curtailed ¢ -

Mr. Burknaror. Well, it could be curtailed in several ways. One, by
increasing the price of gasoline. The other by increasing the efficiency
of the engines that burn gasoline. The other by decreasing the size of
the vehicles and/or engines that consume gasoline. And fourth, by vol-
untary efforts on the part of the public and a consistent educational
program on the part of companies that distribute gasoh.ne in conjunc-
tion with the Government, just as we had this educational program
with No. 2 home heating oil and residual oil in New England. There
has been no consistent educational attempt to get people to reduce the
use of gasoline on the Eart'of the pe%p e that sell gasoline, plus the
Government, as we did have with the Federal Energy Administration
in ctlmj\(xlnction with the independent heating oil distributors in New
England. '

enator Rieicorr. Let me ask you, Senator Talmadge the other day
made a few simple suggestions. I would like your reaction. First, there
was his suggestion that we really go all out on enforcing the 55-miles-
per-hour speed limit. )

Would you go for that, a strict enforcement program $

-
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Mr. Burkmagor. Yes, I think that would result in a very significant
savn.gga, and what is more important is the consistent enforcement of
the 85-mile speed limit. It is not only a regulatory procedure but'it is

. - an'educational procedure. If you are ftom% to educate anyone, the proc-
18

ess of education must be'consistent, years in grammar schiool, 4
years in college, We cannot have hit or miss enforcement of the §b-

" mile speed limit and regard it purely as a regulatory measure. We

must regard it a8 a consistent and continual educationial measure, just

as we did with the programs we had through the mail to reduoe the.

consumption of No. 2 home heating oil.

Senator Risicorr. The other point Senator Talmadge makes is to
close down gasoline stations on Sunday. S o
Would that get an gt

{thmgf
" Mr. BurkHARDT. I think in & limited way this might be of some

advantage, but I think the impact of closin% down gasoline stations is
. , at it is an important item in
relation to quantitative reduction, but I do believe it has some value

" in laying a psychological basis for-public thinking, But if you do not

buy ‘gasoline on Sunday, you can buy it on Monday, Tuesday,
Wedniadsy, Thursdsy, or Fridey. U S
Senato ﬁmxéom ow the next point hé made, hé sees a lot of kids

 in high schools and colleges with automobiles and he suggested elim- -

inate credit cards. ‘ T . ‘
Do you think that would do anything? * .. = " = . - :
Mr. BurgaArDT. Noj I do not believe the elimination of credit cards
would have any long-range value. They would just result in educating
the public to a different type of buying habit for gdsoline. =
~ Senator Riercorr. One final question. In last part of your statement
Eou"urge ‘this committee adopt a tax credit to promote efficiency in
ome heating equipment,. = -~ " . . o
- Tell me, from your experience, why do you believe this is o im-
‘ fou go about doingit? - -, -
Mr. Burknaror. Well, in the United States we have about 14 million
homes that are heated with distillate heating oil, home heating oil. We
have about 28 million to 29 million homes that are heated by gas. So
we are talking of over 40 million homes. Just think of what could be
achieved if through a tax incentive we could get one-half of these 40
million homes to upgrade their gas and oil heating equipment to achieve
a 15-percent reduction in eﬁ'icienc]y. L L 1
To bring it down to 1\?retct;ica figures, if we could just get the 214
million households in New England, through the u&grading of their
, , anywhere from
$150 to $500, unless a new heating plant is installed, then it would be
$2,000—if we could get those 214 million homes to {ncrease their effi-

~-ciency by only 15 percent through a tax incentive, get them to spend

the money to do it, we would reduce the No. 2 home heating oil and
consumption in New England from 110 million barrels a year to about
98 million barrels a year., - » .
. 'That is a whole lot of oil to save. It would get into every single house-
hold that is using gas and oil, get them to upgrade this equipment.
When you consider the average home heating boiler has a lifetime
of 40 years, just think of driving an automobile that is 40 years of
age. Something must be done to get this equipment upgraded.
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Now I am talking only about 214 million homes in New England,
but there are over 40 million heated by oil and gas in the United States.

Senator Risicorr. Is it your contention that most heating systems
throughout this country are old, antiquated units that are wasting
an awful lot of gas and oil ¢

Mr. Burraror. No. I would say about 88 percent of all the home
heating equipment in the United States is old and antiquated and
wasting large amounts of fuel, but I will make the contention just as
I would with automobiles, that every heating plant in the United States
could be upgraded just as every engine could be tuned, and the savings
would be enormous. It is not replacement, it is upgrading that is im-
portant, because replacement would affect only about 30 to 35 percent
of the homes while upgrading would affect 65 to 70 percent of them.

Senator Risicorr. Well, thank you very much, Mr. Burkhardt.

Mr. Chairman, I just wanted you to know how knowledgeable our
peoll)lle in New England are.

The CHAIRMAN. They certainly are. You are & good example your-
self, Senator. - -

Senator Risicorr. I do thank you very much and you have always
made a consistent contribution.

- Mr. Suekerorr. Thank you.

Senator Byrp. Mr. Chairman, may I make just one statement with
regard to the testimony? I think he made the best statement that has
been made from my point of view before this committee. He pointed
out that neither the Congress nor the President nor government nor
the industrial sources have made any concerted effort toward voluntary
conservation, and it seems to me that is very important if we are going
to achieve what we are trying to achieve. And you emphasized it; you
are the only person who really has emphasized it before this committee.

Thank you, Mr. Chairman, -

The CrrarrmAN. Thank you very much, gentlemen.

Senator Pacxwoop. I have got a question.

The CHAIRMAN. I am sorry. :

Senator PAckwoop. You are o(?;iosed to the quotas, which I am.
When the President, put his first dollar tariff on, the strongest opposi-
tion came from New England. Most people start with the premise that
g:a should reduce imports rather substantially and certainly not let

em goup. .

If we do not do it the tariff route, if we do not do it the quota route,
how do we do it %

Mr. Burkxarpt. We will do a lot of it by voluntary conservation.

Senator Pacewoop. How quickly can we do it ¢

Mr. BurknarpT. The thing is there is a practical limit to how much
you can reduce imports in an area like New England that imports 147
million barrels out of its 167 million barrels of residual oil. It is this
residual oil that powers our industry, our factories, our large build-
mgs, our institutions, and our utilities.

enator Packwoop. The argument last February from New England
was not that we were going to cut their imports there—we would cut
them all over the~country—but it was going to raise the price dramat-
ically and they did not like that either.

Mr. BurHARDT. I think that is an effective argument. I think the
reduction of supply and the raising of price at the same time could

55-583—175-—pt, 2-———19
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work extreme hardships on an area that depends for more than 80
Eercent of all of its energy from petroleum. And of that amount, one
alf of it is imported. We are in a very peculiar situation in New Eng-
land. We are so dependent. We import 25 million barrels of distillate
a year and 147 million barrels of residual out of a total of 167 million.
e are so sensitive to the cuttin% of imports, especially with our high
unemployment rate. We have 8 States among the 10 highest un-
employment rates. We cannot afford to have an increase in the cost of
energy because industry is leaving the area. Already we have the high-
est cost energy in the Nation and the reduction in supply would only
aggravate that. '
he problem is that the overall restriction in the quantity of oil used
cannot be applied by a universal method to all regions or to all 50
States in the same way. It is like a man having a family of five chil-
dren—four have the measles and one has diphtheria. You do not treat
the child with diphtheria the same way.

Senator Packwoop. Let’s back up a minute. The President’s plan by
1985 was to get us to 5.8-million-barrels-a-day imports. We are import-
ing 6.6 million now. So it is not a dramatic reversal. But what he is
trying to do is to avoid going up to 9- or 10- or 11- or 12- or 13-million-
barrels-a-day imports.

But what I sense you are saying is no cut and no price increase and
New England should be treated differently. ‘

Mr. Burknarot. No. Until we can make transition in our industrial
area and utility area from the use of vast quantities of residual oil,
esf,%)eéially in the utility area, to coal, we have to go very easy on cutting
off the supply.

For instance, in the economic studies at New England Fuel Insti-
tute, which is the organization I am attached to——

Senator Packwoop. I understand cutting off the supply but you are
not willing to go to a higher price either.

Mr. Burknaror. We have gone to the higher price. We have the
highcst energy cost of any region in America.

Senator Packwoop. I understand that. .

"Mr. Burkunaror. We are kind of overbleeding now. We are
supersensitive. -

enator Packwoop. Yes, I understand that. I was aware of that last

February when the strongest opposition came and I sense there is still
strong opposition to any further increase in the tariff, especially in
New England, and you are saying voluntary conservation measures
will get us back. Cross your fingers. I do not know how soon we will be
hitting 20- or 21-million-barrels-a-day use. You are saying voluntary
conservation can keep us at 6- to 614-million-barrels-a-day imports.
am not sure it can.

Mr. BurgHARrDpT. I think it is worth trying. We have tried every other
method but a sustained educational method for the public of the United
States helped by the Federal Government and Federal agencies and
the States themselves. I think it is worthy of a try.

Now certainly we are not cutting back in any substantial portion
at this moment on imports because of the tariff. We do not seem to be
cutting back on gasoline with the price as high as 60 cents a gallon in
New England and many pumps at 62 cents for premium.

A ...
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It is not necessarily a fact that if you raise the price you will cut
back on consumption. . . )

The fact i that many times when you raise the price you increase
hardship and achieve the consumgtion through hardship. I am not
sure whether this is the objective of the Government. If it is, it should
so say. But the fact is there has not been a sustained educational effort.
There has been no sustained motivation.

There has been no continual push on the part of the Federal Govern-
ment to appeal to the maturity of the American public in achieving a
large amount of conservation through voluntary methods as we have
achieved it in New England by cutting back about 20 percent on heat-
ing oil and about 16 percent on resid. We did not because we had a
lot at stake and it was independent distributors who control 85 per-
cent of the heating oil market in New England who sustain this edu-
cational campaign. I think it could be sustained by the independents,
major oil companies in the Federal Government, and other parts of the
Nation and should be tried before we commit ourselves to more
stringent tylg)e of regulations, L

Senator Packwoop. You are absolutely convinced that voluntary
conservation programs, well-sold, well-educated throughout this Na-
tion could cut back 2 to 3 million barrels a day ¢

Mr. Burkiarpr. It could cut back a substantial amount. I would not
commit myself to the full 3 million but there was a time when nobody
believed that we could run an army without Selective Service, but we
are doing it on a voluntary basis and it is becoming more successful
every day. There must be motivation. This is where the Government is
failing. It is not supplying motivation to the Nation or the people of
the Nation. It is not presenting the problem in a light of education. It
is presenting it in a light of regulation, and this in itself raises a cer-
tain amount of opposition.

The thing is we should try the educational method first, the psy-
chological 1mpact, attempt to keep the pecplée of the United States
moving toward this goal instead of trying to regulate them into it.

Senator Pacewoop. Thank you.

The Crairyan. Thank you very much.

Mr. Suekerorr. Thank you, Mr. Chairman, . ~

[The prepared statement of Mr. Sheketoff follows:]

- e

STATEMENT OF NEW ENGLAND FUEL INSTITUTE

Mr. Chairman: My name is Lewis Sheketoff. I am President of Automatic
Comfort, Inc., of Hartford, Connecticut, a large, independent home heating oil and
gasoline jobber-distributor company serving the metropolitan Hartford, Connecti-
cut area. I am also President of the Independent Connecticut Petroleum Mar-
keters Association, an affillate of the New England Fuel Institute. With me is
Charles H. Burkhardt, Executive Vice President and Managing Dfrector of the
New England Fuel Institute and Mr, Robert Fawcett, past president of NEFI and
Chairman of its Fuel Oil Supply Committee,

We are appearing today on behalf of the New England Fuel Institute (NEFI)
to present comments on H.R. 6860. We specifically are presenting testimony on
four matters of vital concern to the 1300 independent retail and wholesale home

““heating ofl distributors throughout New England who are members of the New

England Fuel Institute, -

-

Our members serve two and one-half million retail home heating oil customers

and market about 85% of the 4.2 billlon gallons of No. 2 home heating oil sold
in the New England area at the retail level and 40% of the gallonage sold at
the wholesale level. - :
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The four matters that are of vital concern to the life and continuation of the
independent home heating oil marketers of New England are: 1) the quota sys-
tem, 2) the auction system, 3) ad valorem taxes and 4) tax incentive provisions
that would result fa increasing the efficiency of millions of home and commercial
heating systems.

1. Quotas

New Englanders in general, and those of us in the heating ofl business in par-
ticular, are well qualified to talk about import quotas. Ours was the first region
and the first industry to feel the impact of the Mandatory Oil Import Program
established in 1959. As the Committee may recall, shortages of residual fuel oil
began to occur in the early 1960's and the product was exempted from controls
in 1966. Home heating oll shortages began to appear in various parts of New
England during the Winter of 1966-67 and became chronic, reaching their worst
in the Winter of 1972-73, when the product was also completely exempted from
controls. Many independent fuel oil businesses were harmed, many homes and
consumers nearly ran out of oil. It was only the effective work of our dealers
and a break in the sustained cold weather that prevented widespread disaster.

Therefore, we wish to offer this Committee our comments based on actual
experience,

This Institute and its members strongly oppose the quota system established
by fs:iftion 111 of H.R. 6860, It should be deleted in its entirety. Our reasons are
asg follows:

It 13 unnecessary.—A quota system may make some sense as a means of limit-
ing imports when foreign prices are lower than domestic, as was the case in the
1960's. But now foreign prices are much higher than domestic. In such a situation
every barrel cut from domestic consumption means a barret cut from imports,
as importers will reduce purchases of the high priced foreign barrel first.

This is happening in New England now. Effective voluntary conservation ef-
forts by consumers have resulted in a sharp drop in consumption of home heating
and residual oils. Imports of these products have dropped correspondingly.

In short, no one is buying abroad unless he absolutely has to. We don’t need the
Government to discourage imports; the market place is doing so and will con-
tinue to do so if the Government does not upset this mechanism.

A quota system is oumbersome and bureaucratic.—The Congress should clearly
understand what will happen. If it adopts quota controls, the Congress will give
rise to another substantial bureaucracy, another set of complex, contradictory
regulations and a never-ending series of complaints, hearings and attempts to
change the program, We have already been through this in New England. The
rest of the country should realize that the quota system represents one more
massive step into Government control over our economy with all of its contra-
dictions, disruptions and inefficiencies, to say nothing of the great cost.

New England thought it was rid of such controls in 1973 when the old quota
gystem was abandoned. But now if is back again. We cannot emphasize too
Strongly our fears as to the damage and trouble the new bureaucracy will cause.

An effective quota system will cuuse serious shortages.—The key word s
veffective.” If a quota system really works, then it will hurt many people in
several regions. Somewhere consumers are going. to have to go without oil-—it
may be the homeowner of New England or Middle Atlantic Reglons, the electric
generating plants in the Middle West or the natural gas consumers in the South-
west. But everyone should be aware that all regions are vulnerable. New England-
ers who have suffered continual shortages can attest to this,

An effective quota is a government-imposed embargo. What the OPEC nations
imposed on this country in 1973-74 we are now apparently planning to do to
ourselves, Many proponents of the quota system in the House told us that we
shouldn't worry, the quota levels have been set high enough so that no one will
be hurt. This i{s a contradiction. Why have a quota at all? If the import levels
are to be so high as to be meaningless, then why..create a massive bureaucracy
with all the cost and controls for no worthy purpose?

We would like to amplify one point just made, that is, the relationship of a
quota to natural gas supplies. There have been many complaints from states and
leaders in the Southwest that we in New England have been over-consuming their
precious resource, natural gas. First of all, most of that gas 18 not going to New
England—we're an oll consuming region—but rather to other parts of the North-
east and the Middle West.

But we agree with the substance of the complaint. We share the concern of our
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friends in the Southwest and support their desire to keep their natural gas for
their own use and needs. And this is why we are opposed to a quota system, With
a quota system when oll shortages are created in oll consuming regions, then
consumers really have only one alternate fuel—natural gas. They will demand
more gas, Thus, a quota system will cause more natural gas to be piped out of
the Southwest. This is a major reason why a quota system is self defeating,

A quota system will cause higher prices.—We will address ourselves to the
impact of the auction system on prices in & moment. Everyone knows that when
a commodity is in short supply, the price goes up. This is what happened under
the old quota system and what will happen under a newly imposed quota system.
Again, the Congress should be clear on what it is doing to the hard-pressed con-
sumer in high oil consumption regions.

A quota system will hurt independent importers and marketers.—Either by

. accldent or design H.R. 6860 eliminates a feature of the current import license

system that was designed to help independent importers and marketers, .When
the license system was established in 1978, many independent importers were
granted a right to import a certain position of their volumes of home heating oil
and residual fuel oil on a fee-free basis. These rights were granted through 1980.
A firm commitment was made by the Federal Government to these importers:?
H.R. 6860, in its present form, destroys that commitment,

As a result, the independent importers angd the retail dealers they serve will be
placed at a severe disadvantage in competition with major oil companies.

Therefore, we strongly recommend that this Committee examine this issue
closely and take steps to insure that the irm commitment made to independents
in 1973 is carried forward.

A quota system will discourage the construction of new refineries.—The New
England Fuel Institute has, for nearly a decade, supported the construction of
new reflneries in New England. Wt believe they are vital to our region; we
believe that, as an oil consuming area, we must not ask that other areas bear
all the burdens of refining our oil.

During the 1960's, refinery construction was effectively stifled by the import
quota system. This was particularly true along the East Coast, where capacity
actually declined by more than 1 million barrels per day during that decade.

Now, just as we are about to embark upon some refinery coustructfon in
New England, the prospect of a quota system is shutting the door again. As we
have indicated, a quota raises the prospect of a shortage of crude oil, and no
one is going to commit hundreds of millions of dollars to a new facility unless
they are sure that they can get all the crude oil required.

As New Englanders, we wish to see refineries built. It will never come about
if a quota system is imposed.

2. Auction System

While we are strongly opposed to the quota system, we are even more strongly
opposed to the auction system established by Section 112 of H.R. 6860, It is the
wrong method at the wrong time.

Our basic objection §s that it cannot possibly work. There will be mass con-
fusion, mass bureaucracy, wild fluctuations in prices at times and higher prices:
for all produects; the import distribution system could literally become paralyzed
in time of heavy demand. Further, we believe an auction system is illegal, since:
it will force impostion of unequal import charges on certain regions at certain .
w}les, most especially in New England during the heavy demand months of

Vinter.
In addition, the auction will cause severe economic damage to {ndependent

“importers and marketers and the consumers they serve. As we have said, the

auction is going to force heating oil prices upward, in an irregular pattern, par-
ticularly in months when demand is high and more people are bidding for quotas.
We are aware that there is a set-aside for independent importers, but here again
we believe it is not going to work. Independents will be forced to bid against
each other and costs will go up. Losing bidders will be short of ofl and will lose -
customers, thereby disrupting established market patterns and threatening the.
market share of the independents,

A close examination of the auction will reveal its inconsistencles, serious:
defects and illegality. We are certain that this Committee will make such an

1 Presidential Proclamation 4210, April 18, 1973,
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examination and will come to understand the nightmare that lies ahead if the
auction method of obtaining quotas is adopted.
Again, this Institute strongly urges that the entire auction system be deleted.

8. Supplemental Fees, Ad Valorem Tazes

There are two aspects of the import system set forth in Title I in H.R. 6860
which deserve support and which should be included in the final bill,

First, we welcome the fact that in Section 121(f), the House has eliminated
the entire supplemental fee system. We strongly urge that this Committee do
likewise, Our strong opposition to the entire supplemental fee program has been
continually expressed from its inception early this year., The added fees are
unfair and inflationary ; they place a heavy cost burden on the very consumers—
the homeowners, the factories, the hosplitals, the schools and industries—that
have already done their utmost to conserve home heating and residual fuel oils
throughout our region. The result of supplemental fees has been higher prices
and no additional savings,

Supplemental fees have resulted in too great a burden on the consumers of
heating ofl and too small a burden on consumers of gasoline. They simply are
inequitable and unworkable.

Second, it is well that the House has, in Section 121, established a modest and
workable ad valorem duty system of 2% on crude oil and §% on products.
This should be enacted into law as the basic import duty provision without a
combined quota—auction system.

There i{s, however, one serfous omission in the House Bill. We referred
earlier to the fee-free licenses granted to independent importers under Presi-
dential Proclamation 4210. In order to carry forward the firm commitment made
to these independents in 1973 and in order to insure their competitive viability,
this Institute urges that the same fee-free system be carred forward and applied
to the ad valorem taxes. -

Further, we firmly emphasize that the way to cut back on imports {s to cut
back on domestic consumption. Each barrel of reduction in domestic use is
translated almost directly into a barrel reduction of imports. That is where the
focus of action and emphasis must be placed—on reducing consumption—
rather than on constructing a complex system of fees, which is the Administra-
tion’s policy, or quotas and auctions, which is the method of the House of
Representatives,

4. Tao Incentive Provisions for Heating Systems

The increase in efficiency of existing centrally heated homes through
upgrading or replacement of older heating systems is of vital and continuing
importance to the objective of preserving fuel. More than 50 million homes are
heated by gas and/oil, or derive their domestic hot water or heating from either
fuel or a combination of them, which in millions of cases is further complemented
by the use of electricity for hot water and/or heat or auxiliary heating. Thus
it is absolutely neceésgary, in order to achieve any marked degree of conservation
at the multiple consumer level, that there be some incentive to home owners
andl multlt-dwelling bullding owners to upgrade or replace this building heating
equipment. ) :

Unfortunately this fact was neglected in Title II, Part III of H.R. 65860. There-
fore, while Title II, Part III of H.R. 6860 includes tax credits for expenditures
on the installation of residential insulation, the installation of solar energy
equipment, and the purchase of electric motor vehicles, it has a glaring omis-
son because it does not include tax incentive for improving the efficlency of
conventional, residential heating and/or cooling systems,

Vast quantities of gas, oll and electricity are used in residentlal buildings and
homes throughout the United States with no incentive whatsoever for the owners
or operators of these homes and buildings to increase the efliciency of the con-
ventional heating and cooling equipment, and thereby achleve a considerable
reduction in the use of energy. This could result in a marked reduction in the
quantity of such fuels that 1s imported.

By providing tax benefits for upgrading currently existing home energy sys-
tems, Congress would achleve two objectives that have become national priority.
Improvements in these systems would result in lower fuel bills for the home-
owner, thereby reducing the inflationary strain on households. Secondly, reduc-
tion of fuel consumption by efiiciency improvements would assist the conserva-
tion effort by reducing dependence on forelgn sources of energy.
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The purpose of Title II, Part III is to encourage fuel conservation through
tax incentives; hence, New England Fuel Institute proposes that the following
provisions be added: :

A tax credit to provide for improvement according to standards developed by
the National Bureau of Standards and administered by FEA and HUD, in the
e?géeggg of a residential heating and/or cooling system up to a total expenditure
0 y .

Conversions from one fuel to another would be prohibited and conventional,
traditional market patterns would not be disturbed, thereby, preserving the mar-
ket share of the small independents, as mandated by Congress in the Emergency
Petroleum Allocation Act of 1973. The qualified system expenditures would be
those made after March 17, 1975 and before January 1, 1978, but only if ‘the
building was used as the owner’s principal residence on March 17, 1975.

The tax credit would be limited in the case of joint ownership, and the credit
would be available to tenant stockholders in cooperative housing corporations and
condominium owners.

This proposal parallels the proposed tax credit authority for insulation and
solar energy equipment, except in denying a credit for efficlencies gained by con-
version to a heating or cooling system using a different fuel or form of energy.
Changes from one fuel to another make it difficult to calculate an efficiency im-
provement, but more important, such conversions could easily work against the
national goals of conservations and reduced dependence on foreign oil.

Conversion to electricity could be exceedingly wasteful, as about half of the

natlon’s electricity is generated with natural gas or oil with a conversion effi- -

ciency of only 28.4%, as noted by the National Petroleum Council. Because direct
oil or natural gas heat is so much more efticient than electric heat generated with
those fuels, it would waste astronomical quantities of fossil fuels to convert to
electricity. :

Conversion ot natural gas would jeopardize the stability of America'’s economy
by disrupting the fuel oil market, and would further strain the limited amount of
natural gas that will be avallable in diminished quantities over the next five years.
Through diversion of new or existing supplies of natural gas or oil to homes,
industry would be deprived of the new preclous supplies it still receives, and
would be forced to convert to more expensive alternative fuels, Such increased
costs would result in reduction of manufacturing or production, employment cut-
backs and increased wholesale prices. When the slow-down and cutbacks of gas
supply occurs, employee lay-offs will follow and further perpetuate and aggravate
the present recession and unemployment. _—

Finally, conversion from gas or electric heating systems to oil would increase
demand for fuel oil and conflict with the national policy objective of conserving
petroleum by reducing demand for foreign oit imports.

In view of this, there is a strict and imperative necessity for stimulating
conservation, without conversion, by tens of millions of residential property
owners. The psychological impact alone, of such a tax incentive stimulating tens
of millions of homeowners to improve the efficiency of their heating equipment,
would be a tremendous asset in developing national thinking and purpose toward
achieving conservation goals. It is the tax incentive for improving the efficiency
of conventional heating and/or cooling systems that could stimulate almost
every homeowner in America who faces any type of cold weather or winter, to
improve the operating efficlency of his heating system. The practical impact of
a tax incentive would provide this.

It would be worth 20 million billboards, hundreds of millions of lines of news-
paper print, thousands of hours of television messages—it would be worth more
than any conservation message that all the media combined could make upon the
public to encourage them to conserve energy. A tax incentive for increasing the
efficiency of conventional, residential heating and/or cooling equipment is of
such vast importance and of such an individual impactive nature that it must
be considered—it cannot be ignored. It is the “sine qua non” of public cooperation
during the continuing energy crisis that would reduce consumption o