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NATIONAL ENERGY PRODUCTION BOARD

MONDAY, JULY 14, 1975

U.S. SENATE
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS

ashington:D D.C.
The committee met, pursuant to notice, at 10 a.m. in room 3110,

Dirksen Office Building, Hon. Henry M. Jackson, chairman,
presiding.
Present: Senators Jackson, Johnston, Stone and Bartlett.
Also present: Owen Malone, professional staff member.
The CHAIRMAN. The committee will come to order.

OPENING STATEMENT OF HON. HENRY M. JACKSON, A U.S. SENATOR
FROM THE STATE OF WASHINGTON

The CHAIRMAN. This morning the Committee on Interior and In-
sular Affairs resumes its hearings on S. 740, the proposed National
Energy Production Board Act of 1975.
As I've said before, one of the most frustrating aspects of the con-

tinuing energy crisis has been the failure of the Federal Government
to act decisively to mobilize the Nation's resources behind an aggres-
sive, all-out, national effort to develop the Nation's domestic oil, gas
and coal resources, designed to overcome our continuing dependence
on foreign suppliers.
The untapped energy resources of the United States are enormous.

Our recoverable coal reserves exceed 217 billion tons. Our ultimately
recoverable coal reserves exceed 1,600 billion tons. We are the richest
coal Nation on Earth.
Our proved oil and gas reserves approximate 38.2 billion barrels

of oil and 237 trillion cubic feet of natural gas. According to the
U.S. Geological Survey, our undiscovered oil and gas resources may
amount to an additional 105 billion barrels of oil and an additional

• 686 trillion cubic feet of natural gas.
Yet, what are we experiencing today? Instead of reducing our de-

pendence on foreign oil, we are becoming more dependent. Imports
will account for almost 40 percent of our oil requirements this year.
Natural gas remains in very short supply with prospects for more
serious shortages .ahead. Coal, our most abundant energy resource,
is not being exploited as it should. Indeed, our railroads are unable to
service many of our coal bearing regions. We face a major challengenot only in uncovering new energy resources, but in moving themfrom the mine or wellhead to the marketplace where they are needed.

(333)
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S. 740 proceeds from two basic premises. Governme
nt action is im-

perative to accelerate domestic energy supply devel
opment. We need

constructive action that will facilitate an expanded ene
rgy produc-

tion program. The bulk of our undiscovered resources 
underlie the

public lands and the Outer Continental Shelf, and it
 is entirely

reasonable that the Government should act, and act 
promptly, to see

to it that these assets are exploited for the benefit of all 
Americans.

Second, the plain, inescapable fact is that the present 
Federal

bureaucracy is a maze of fragmented jurisdictions and res
ponsibilities

and ill equipped to mount the kind of all-out national effort 
we need

to accelerate energy production. We need a single
' 
specialized, mission-

oriented action agency empowered to prepare and carryout 
programs

that will supplement the efforts of the private sector, overcome 
bottle-

necks, provide incentive, and marshal the Government's resources
 for

energy production.
The mobilization board concept advanced in this bill served the

Nation well in past national emergencies. The question now is whe
ther

the same device can be used to come to grips with our present energy

production requirements. I think the approach holds great promise.

The committee wants the benefit of the widest possible expression

of views. We are pleased to have with us this morning Charles Spahr,

chairman of the board and chief executive officer of the Standard Oil

Co. of Ohio; Rhea Cohen, representing the Sierra Club; Barbara

Heller, representing the Environmental Policy Center, and Jeffrey

Knight, legislative director of Friends of the Earth.
I want to welcome you to the committee. I appreciate your willing-

ness to give us the benefit of your comments on the bill.
Our first witness will be Charles Spahr, chairman of the board of

Standard Oil of Ohio and who also is appearing as the chairman of

the American Petroleum Institute.

STATEMENT OF CHARLES SPAHR, CHAIRMAN OF THE BOARD AND

CHIEF EXECUTIVE OFFICER, THE STANDARD OIL CO. OF OHIO

Mr. SPAHR. Thank you very much for giving me the opportunity to

appear before the committee this morning. I have a prepared state-
ment which I have also summarized so I'm quite content, if that should
be your desire, to simply submit the prepared statement for the
record.
The CHAIRMAN. Your entire statement will be entered into the

record. You may go ahead and give your precis.
Mr. SPAHR. Thank you, sir.
As you, yourself, indicated I'm appearing today in my capacity

as chairman of the board of the American Petroleum Institute which
is a trade association for large and small companies in all phases of the
oil and gas business. I'm only incidentally here as chairman of The
Standard Oil Co. of Ohio, but I will have a few comments to make
about our own effort before I am through.
Mr. Chairman, Senate bill 740 presently, appears to me to be a blue-

print of fundamental change in the way our Nation operates. It
sets a precedent for government intervention in our private enterprise
system. Regardless of what people may say, this system of ours works.
It's my opinion that the Congress, unless it is very sure that some

•
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other system would work better than the one we have, should recog-
nize that it's fairly dangerous to tamper with it. A heavy burden of
proof rests with those who propose far-reaching and novel changes
in our system. Thus far, I haven't heard convincing proof. Who will
bear the responsibility if these ideas don't work, for the damage that
will be done to our national interest?
While this bill stops short of nationalization of the industry, it

substitutes the judgment of a government board for the interaction
of producers and consumers in the marketplace. Further, it provides
that government board with the authority to fill any gaps the board
perceives or imagines, gaps between the board's plan on the one hand
and the choices of the marketplace on the other.
This bill will create another government agency with more regula-

tions that would have the Government finding less oil with greater
• expense. We're afraid that the passage of the bill, as it's written,

would damage our industry by damaging investor confidence and by
interfering in our ability to respond to the demand of the marketplace.
Your action on this bill will have great influence on our Nation's

future, so I urge you gentlemen to be very cautious as you consider
substituting an untried innovation in the critical area of energy
development at a time when our country simply cannot afford to make
colossal mistakes. Thank you, Mr. Chairman.
[The prepared statement of Mr. Spahr follows:]

•

•
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Testimony on S.740, National 
Energy Mobilization Board Act of 1975 

My name is Charles Spahr. I am Chairman of the Board

of The Standard Oil Company (Ohio), and also Chairman of the

Board of the American Petroleum Institute. The Institute is a

national trade association representing petroleum companies,

large and small, in all aspects of the business. I appear here

today on behalf of the API. At the outset, I want to express

appreciation for this opportunity to present our views on S.740,

the proposed National Energy Mobilization Board Act of 1975.

It is widely recognized and agreed that our country

faces a long run energy supply problem. Before turning to the

specific provisions of the bill before you, I would like to

briefly review this Nation's energy supply situation.

Until the technology for alternative energy sources

can be developed and perfected, crude oil and natural gas pro-

duction must play a central role in supplying the U.S. energy

needs. Thus, the most immediate energy policy objective must

be the efficient development and use of domestic crude petroleum

and natural gas supplies.

For most of the last 25 years the world price of oil

remained low. Although there were quotas restricting oil im-

ports during most of this period, these quotas were gradually
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liberalized and finally abandoned. More and more foreign oil

which was inexpensive at that time was used to supplement U.S.

production and help to hold down consumer costs. This resulted

in a gradual decline in domestic exploration and discovery of

petroleum. Where the Nation depended on foreign oil for 13 per-

cent of petroleum consumption in 1950, the foreign share of con
-

sumption is approaching 40 percent in 1975.

The Arab oil embargo of 1973-74 made the U.S. painful-

ly aware of its dependence on foreign petroleum supplies. The

embargo and its aftermath led to huge increases in the price of

foreign oil. This in turn led to sharply higher prices for

petrOleum products in this country.

We are in complete agreement with the stated goal of

S.740 that it is necessary to our Nation's security and its

economy to reduce our dependence on foreign sources of energy.

The petroleum industry believes that this goal can be achieved

without damaging the quality of the environment or the quality

of life of the American people. We are strongly convinced,

though, that the National Energy Mobilization Board proposed

in S.740 is not needed and would in fact hamper the attainment

of greater energy independence. While the National Energy

Mobilization Board might give the appearance of doing something

about the energy problem, our analysis suggests that it would

Aur
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not make a real contribution to the increase of energy sup-

plies.

Comparison With World War II Efforts 

The proposed National Energy Mobilization Board has

been compared to the War Production Board of World War II. This

is an invalid comparison. The task of overseeing the Nation's

petroleum needs during World War II was assigned separately to

the Petroleum Administration for War (PAW), which worked closely

with the industry but let private enterprise do the actual work

of finding, producing, and refining the oil. Petroleum industry

experts staffed the PAW itself and other industry executives and

specialists, still working for their respective companies, per-

formed important advisory functions. Almost seven billion bar-

rels of oil had to be brought from the ground between December,

1941 and August, 1945 to meet the requirements of the United

States and its allies, and nearly six billion of this total came

from the United States. That was one-fifth of all the oil that

had been produced in this country since the birth of the industry

in 1859.

The drain of World War II left the U.S. fearful of an

' acute oil shortage. But the government freed petroleum prices

• from control. Higher prices resulted in a new surge of petroleum

exploration and discovery. The feared post-war petroleum short-
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age turned into a surplus situation that lasted through much of

the 1950's and 1960's when the real price of crude oil declined.

The philosophical basis of S.740 reflects a lack of

faith in the ability of private business to respond again in

this fashion. The proposed legislation would thrust the National

Energy Mobilization Board into petroleum exploration and produc- •

tion on some of the most promising undeveloped Federally owned

land and offshore areas.. Moreover, the legislation provides that

these operations would be subsidized by the private petroleum

industry through the transfer to the Mobilization Board of a

ten-year total of $19 billion collected through the sale of

Outer Continental Shelf leases.

S.740 Based on Unsound Principle

The proper role of government in a market economy is

to do things that the market cannot do for itself, or things

that special conditions render extremely difficult to achieve

through the market.

There might be some justification for considering a

National Energy Mobilization Board with vast power to develop

petroleum if there were evidence that petroleum markets were

not functioning as they should because of monopoly power or in-

adequate response to incentives. This is not the case.
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All of the available research suggests that there is no

basis for government intervention into the petroleum industry

because of monopoly power. The competitive nature of the petro-

leum industry is clear when three factors are examined: First,

the lack of concentration; second, the freedom of entry for new•

competitors; and, third, the history of modest rates of return.

There are more than 10,000 producers of crude oil,

131 refining companies, and over 15,000 wholesalers of petroleum

products competing for business. No firm controls more than 11

percent of the national volume at any of the levels of industry

operation. In fact, the petroleum industry is less concentrated

than the average for all U.S. industries and considerably less

concentrated than most other large industries. Assertions to

the contrary just don't change the facts.

There are no barriers to prevent the entry of firms

that might want to begin to operate in the petroleum business.

The use of joint ventures in both bidding for leases and in pro-

duction has served to lower entry barriers to crude oil and

natural gas production. Thus, not only is there active competi-

tion from existing firms but also the frequent injection of

additional competition from new firms.

The profits of the industry have been moderate on

average, another sign of competition among firms. Over the

10-year period, 1965-1974, the average return on equity for the
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petroleum industry was 13.4 percent, slightly more than the

average return on equity for all U.S. manufacturing (13 percent)

but less than the return on other mining (14.7 percent). Again,

in spite of assertions to the contrary, this record is not out

of line.

More evidence could be cited. However, it is suffi-

cent to say that no empirical study has yet been able to refu
te

the hypothesis of a workably competitive petroleum industry.

Numerous independent economic studies have documented the c
om-

petitive nature of the industry.* It would appear unreasonable

to pass legislation mandating Federal Government entry into
 oil

and gas exploration and production where an active in
dustry with

a viable competitive structure already is operating.

The second question is whether the government should

intercede because the industry has failed to respond to in
cen-

tives and opportunities to expand output. We would remind the

Committee that the petroleum industry has a long record 
of

delivering low-cost energy to consumers. Because the industry

has had in the past, and continues to have, a larg
e number of

competing firms, the industry does respond to changed
 conditions.

Recent studies include: Edward W. Erickson and Robert M.

Spann, "The U.S. Petroleum Industry", in The Energy Q
uestion,

Vol. 2, edited by Edward W. Erickson and Leonard Wave
man,

1974, pp. 3-24; Thomas D. Duchesneau, Competition in the
 U.S. 

Energy Industry, 1975; Jesse W. Markham, "The Competitiv
e

Effect of Joint Bidding by Oil Companies for Offshore 
Lease

Sales", in Industrial Organization and Economic Dev
elopment,

edited by Jesse W. Markham and Gustav F. Papanek, 1970, pp.

116-135; and Edward J. Mitchell, U.S. Energy Policy: A 

Primer, 1974, especially pp. 85-103.

cir
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What observers outside the industry sometimes do not

appreciate are the long lead times required by the best technol-

ogy available to find, develop, transport and refine an increased

quantity of crude oil.

As a result of recent increases in the price of new

domestic oil, the evidence shows quite clearly that there has

been an upsurge in activity to find more supplies; after many

years of decline, due to inadequate incentives, domestic dril-

ling has risen substantially. Uncertainties of petroleum

geology make it impossible to predict with accuracy how much

additional oil might be found as a result of the new explora-

tion efforts. The National Energy Mobilization Board could do

nothing to change these uncertainties. Historically, however,

private petroleum companies have responded to incentives and

have located and delivered oil to consumers as a desired

refined product. This process to expand domestic supplies has

been accelerated recently, despite various governmentally im-

posed roadblocks, by the improved new crude oil prices for pro-

ducers.

Thus, we oppose the National Energy Mobilization

Board in principle because it represents government intervention

into the petroleum industry where the market structure and

market performance do not warrant such intervention. To pro-
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ceed in such a situation is simply to ignore the basic founda-

tion of business-government relations that have typically pre-

vailed in the U.S. Such a move would be a dangerous precedent.

Overlap With FEA, ERDA 

The proposal to create a National Energy Mobilization

Board cannot be considered in isolation. Since the Arab oil

embargo dramatically focused attention on energy supplies, we

have had the establishment of the Federal Energy Administration

(FEA) and the Energy Research and Development Administration

(ERDA). The FEA already has a broad role to play as an infor-

mation gathering and conservation promoting unit and holds wide

regulatory power over the industry. ERDA, with a budget

approaching two billion dollars, is working on joint private-

public research programs in the energy area to increase total

supplies and to speed the development of alternative fuels.

While the power of the NEMB would go far beyond FEA

and ERDA, we are fearful that Congress' effort to "do something"

about the energy supply problem could result in a proliferation

of agencies that will overlap one another and delay rather than

expedite action.

Oil and Gas Assessment and Exploration Program 

In Section 204, this bill authorizes and directs the

Board to carry out a Federal oil and gas exploration program
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AO.

of the Federal lands and the Outer Continental Shelf to supple-

ment the activities of the private sector.

Since the Federal Government holds most of the unde-

veloped attractive oil and gas producing properties, the in-

crease in domestic petroleum supplies depends very heavily on

the timing of the leasing program to make these properties

available for exploration and development. Members of private

industry have been urging for some considerable time that the

pace of development be accelerated.

It is not clear how the NEMB would speed up this pro-

cess. The NEMB can only enter the exploration business by bid-

ding away people and supplies from the private sector or by

gearing up an effort with all new staff and equipment. The

first approach would not increase the total exploration effort

but merely redistribute its control, a result of dubious merit.

The second appraoch would be time consuming, inefficient, and

would likely delay the total exploration effort.

There is no evidence that the private sector is unable

or unwilling to aggressively explore and develop new public

lands and offshore areas as fast as it is given the opportunity.

Thus, there is no need for the NEMB in this specific area and

we see no advantages to the public in the development of the

Nation's energy supply from direct entry into exploration by the

government.

57-639 0 • 75 pt.2 - 2
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Materials for Energy Development 

Section 202 permits the NEMB to require the alloca-

tion of certain essential materials into energy development.

And, Section 208 requires the NEMB to prepare a plan for the

utilization of existing idle, underutilized or surplus facili-

ties, installations, properties, and resources of the Federal

Government to augment the Nation's manufacturing and industrial

capacity...for the conduct of an accelerated domestic energy

exploration, development, and production program." The appar-

ent purpose of these sections is to overcome the reported

shortages of equipment that appeared in 1973 and early 1974

when petroleum companies attempted to expand rapidly in response

to improved crude oil prices.

Exploration and drilling activity had declined in the

1960's and early 1970's because of the inadequate incentive pro-

vided by the depressed domestic price of oil. As a consequence,

the amount of oil field equipment available for quick deployment

had also declined. Thus, the immediate efforts of the petroleum

companies to expand domestic supply did run into some short-term

material shortages.

Recent evidence, however, suggests that these equipment

problems have largely disappeared. The industries that supply

the petroleum companies have now had time to make their own ad-

justments and increase their production of materials. This is
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simply the way we expect a private enterprise market economy to

operate. A basic change in one market, such as petroleum, sets

off an intensive effort to expand which impacts on many other

markets. For a time there may be some imbalances but the system

is self-correcting.

Since the initial temporary shortages that led to this

concern have now been corrected, we see no reason to provide for

allocation powers or for utilizing Federal facilities.

National Energy Production Companies 

Section 302 authorizes the NEMB to finance the start-

up of new private energy companies when it is determined they

are needed to increase energy production.

In the petroleum industry, as I have pointed out, a

viable competitive industry already exists where there are no

barriers to entry and where the presence of new firms is common.

There is no evidence that the subsidization of new firms is

necessary to increase competition in the industry or to expand

the capacity of the industry. The private sector is already

engaged in a major expansion process and private sector invest-

ments in petroleum will have as much of an expansionary effect

on Gross National Product and jobs as an equal amount of govern,

ment investment.
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Although we note that the bill tries to limit NEMB

investment in these new energy companies, the limitation could

prove difficult to maintain. For example, a loan for at least

50% of the capital for a new corporation is authorized directly;

then if the general public chose not to purchase equity in the

company, the government would be required to purchase up to two-

thirds of the equity shares of the corporation and would then

control the board of directors. The NEMB could end up investing

85% of the total capital in the new corporation with a combina-

tion of loans and equity purchase. And, if the initial capital

proves to be insufficient, the NEMB could easily be forced into

becoming an even heavier investor in individual corporations.

We might ask, "How private will these new corporations be when

the biggest investor and stockholder is the Federal Government?"

In general, if an energy project in petroleum is or

appears to be merited because of market demand, the project will

be undertaken by the private sector. Competition for markets in

the industry is based on seizing opportunities as they occur.

One danger with the subsidization of new corporations is that

the NEMB will be tempted to squander public resources in areas

and for projects that do not meet the market test.

There is no evidence that government owned or govern-

ment controlled corporations are more efficient than private

corporations. In fact, the record of wholly or partially govern-

4.
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ment owned foreign oil companies leads to the opposite conclu-

sion. The clear indication is that the companies with govern-

ment ownership are less efficient. This inefficiency then

leads to increased costs to the public, either through higher

prices for products or higher taxes to pay for subsidies to the

4 government owned firms.*

The companies comprising the petroleum industry do

not fear competition or new entrants. We are accustomed to

both. However, we rightly fear unfair competition. With the

Federal Government making significant investments in new energy

corporations, the temptation would surely be great to provide

special favors to those corporations. For example, we note

that the bill already provides for the assignment of leases to

these new companies by the Secretary of Interior outside of the

normal bidding process.

Expediting Government Action 

Section 203 gives the NEMB authority to interject its

views into state or Federal regulatory or judicial proceedings

where energy development might be delayed. Section 303 of

Title III authorizes and directs the NEMB to review and evalu-

ate the procedures and methods used by government agencies to

These conclusions were reached in a report by Nossaman,
Waters, Krueger, Marsh and Riordan, An Evaluation of the 
Options of the U.S. Government in its Relationship to U.S. 
Firms in International Petroleum Affairs, prepared for the
FEA, February, 1975.
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process requests for projects that would increase exploration,

development, production and transportation of domestic energy

resources. The Board would propose new procedures where desir-

able. And, the Board could cut across other agencies to clear

a project by recommending approval through an "Expedited Energy

Project Procedure Report" to Congress. The recommendations of

the report would become law in 60 days unless one house of

Congress disapproved.

While the idea of providing mechanisms to cut through

red tape is appealing, it is not clear that the NEMB would in

fact be able to achieve a significant speed-up of review activity.

At the bottom line, S.740 creates yet another Federal energy

bureaucracy which will have its own approach to energy issues.

This added bureaucracy could operate to increase the delays on

energy projects instead of cutting the delays. There may be

major or minor differences between the NEMB and other government

agencies over appropriate policies and procedures; the result

could be long bureaucratic battles rather than an eliminati
on of

red tape and faster development of oil and gas.

And, those issues that might prompt an "Expedited

Energy Project Procedure Report" would clearly be those where

a stalemate was encountered -- as was the case with the Alaskan

oil pipeline. Such conflicts are likely to be so great and

pervasive that preparation of the report would be a lengthy pr
o-

a
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cess and it is unlikely that Congress would allow the report to

take effect with only 60 days of scrutiny. In fact, the Expedited

Energy Project might simply have two extra steps added to an

already cumbersome procedure. One extra step would be to get

NEMB to take action and the second would be to get Congressional

approval without being sidetracked into lengthy committee delib-

eration and debate while the normal clearance process has been

shut down to await the outcome of the Expedited Energy Project

Report process.

Naval Petroleum Reserves Development 

Various sections of Title II and Title III grant the

NEMB the authority to proceed with exploration and to contract

for the development of the Naval Petroleum Reserve number 4 in

Alaska which has never been fully explored.

We believe that contracting with private industry to

develop these Naval Petroleum Reserves would be sound policy.

The important point, however, is that the NEMB is not needed to

implement this policy. The Department of Defense or the Depart-

ment of Interior could handle the contractual arrangements that

would be necessary to develop the Alaskan Naval Petroleum Reserve.

Energy Capital Investment Program 

Title V of S.740 authorizes the NEMB to prepare legis-

lative recommendations on the desirability of various types of
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Federal assistance to assure that there is sufficient capital

for investment in the production, development and transportation

of conventional energy supplies. On an interim basis, (until

legislation is prepared) the NEMB would be empowered to approve

requests for Federal energy financing on a project-by-project

basis, subject to disapproval by Congress.

The petroleum companies are well aware of the sizable

capital investments that they will be required to make in the

next several years. Leaders in our industry have repeatedly

stressed this in testimony before Congress and in communication

with the public. We have not, however, asked the Federal Govern-

ment to subsidize this capital investment through loans, grants,

shared risks, or minimum price supports.

Petroleum companies have been neither reluctant to

undertake huge projects, such as the development of the Alaskan

North Slope and the trans-Alaskan pipeline, nor to accept siza
ble

risks, such as in bidding for leases to gain petroleum explora
-

tion rights in offshore areas. And, sometimes the risky ventures

do not work out; at a recent lease sale Exxon, Mobil and C
hamplin

Petroleum paid cash bonuses of $632 million for rights to six

tracts in the Gulf of Mexico off the Florida coast. Seven test

wells subsequently failed to turn up oil or natural gas in com
-

merial quantities and the future of this area is very much in
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question. Outcomes like these -- involving heavy loss of invest-

ment -- are simply part of being in the petroleum business.

We do not need Federal Government subsidies to keep

us doing our business. What we have urged is that the industry

be allowed to operate in the market place free of the speical

price controls and other impediments that were lifted from the

rest of American business when it was found out that they didn't

work.

Our greatest needs are to earn a reasonable rate of

return on equity over a period of time and to maintain the con-

fidence of potential new investors so that we will be able to

generate new capital through normal channels. Investor confi-

dence is being seriously undermined by the uncertainty about

what actions government may take to handicap and impede the

industry's efforts. Measures such as S.740, which threaten

massive government intervention into petroleum could discourage

future private investment in oil companies, setting off a

vicious spiral. The less private investment the industry at-

tracted, the less it could engage in expansion and, hence, the

less it could produce. Such a spiral would in turn necessitate

even more government participation, in effect fulfilling the

prophecy that the private sector cannot do the job. At that

point in time, who would dare admit publicly that out industry
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had done the job in the past and could do the job again if given

the opportunity?

National Energy Production Trust Fund 

Title VI of S.740 establisheS a National Energy Pro-

duction Trust Fund to carry out provisions of the bill. From

July 1, 1975 to June 30, 1985 the trust fund would receive a

total of $19.0 billion; $1.0 billion the first year and $2.0

billion each year thereafter. However, the NEMB budget could

swell to any level because it is not limited to the size 
of the

trust fund.

Our general position is already clear. The National

Energy Mobilization Board is not needed and, therefo
re, a

special trust fund to finance its activities is not needed.

Outlays from such a fund are not without cost to the taxpayer
.

Other things being equal, the $2.0 billion per year divert
ed to

the trust fund from the Treasury could be used to lower
 taxes.

Conclusion 

A continuing and expanding supply of petroleum is

critical to the U.S. economy and security. The current surge

of private exploration should permit us to increase 
our domestic

supply of petroleum. We in the industry are pleased with the

Interior Department's announced plans to accelerate offshore

leasing. Oil will soon be available from Alaska's North Slope.
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This forward momentum must be maintained. This is not the time

for drastic actions that are based on the false assumption that

the private sector oither cannot or will not do the job.

S.740 would take a problem that can be, and is being

solved in an economically efficient fashion by the private

sector, and make it part of the political process. The National

Energy Mobilization Board is just one of many actions proposed

by the Congress that would serve to thwart the efforts of pri-

vate enterprise to expand domestic energy production.

I am hopeful that Congress will see the threat to our

energy supply outlook which is inherent in this bill, and also

the potentially dangerous precedent it would establish for

government intervention into other segments of the nation's

private enterprise system. This system of ours still works.

Unless the Congress is very sure that any other system will work

better, it is dangerous and potentially disasterous to tamper

with the system we now have in the hope of achieving some theo-

retical or ideal goal.

S.
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The CHAIRMAN. Thank you, Mr. Spahr. We certainly welcome your
views. I hope that maybe you might make some suggestions as to how
to improve the bill.
You give the impression that this is something wild. I call to your

attention that the concept and also the details have been supported here
by many outstanding leaders. John Bunting is an outstanding banker.
Charles Luce is head of the world's largest utility company. Joe
Fowler the former Secretary of the Treasury and now an investment
banker on Wall Street, Mr. Blumenthal, head of the Bendix Co., Felix
Rohatyn of the New York investment firm Layard-Treves and Leonard
Woodcock from Labor have all spoken favorably of this legislation.
I think the tendency is that any time you try to come up with a new
approach, the industry raises storm signals. If it's new, it's dangerous
and socialistic. I've heard this all my life.
It was Earl Warren who once said that the trouble with some of these

people is that they can't distinguish socialism from social progress.
I recall the screams that arose when one company before World War
II, Alcoa, was the only aluminum company in the United States and
Franklin Roosevelt proceeded to create new aluminum companies
directly.
I believe in the free enterprise system. I think the problem is that

we start from a false premise. I want to ask you this: do you believe
that your business is a business affected with a public interest?
Mr. SPAHR. Of course I do.
The CHAIRMAN. Then you are different from other areas of the profit

sector, you are subject to Government regulation and control. You
agree that that's proper isn't it?
Mr. SPAHR. I agree that we are subject to Government controls.
The CHAIRMAN. Shouldn't it be proper that the Government has

something to say over the life and death of free enterprise, itself? We
have a lot of utilities, Mr. Spahr, that are going to the wall. They are
free enterprise too, and they are hanging on the ropes.
Mr. SPAHR. Mr. Chairman, you have asked your question, and I

would gladly respond. I think Government regulation is the order of

the day and because we are working in the public interest, that we

should be subjected to careful Government control. I submit to you,
sir, that this is not an answer that says anybody's idea, no matter how
well designed or how little subjected to careful scrutiny, should be the

answer to what the regulations should be.
The CHAIRMAN. I'm not saying that either. I am merely pointing out

that I recall the recent debate. When the former President, Mr. Nixon,
was successful in his veto of the price rollback we were told that if we
took controls off new oil, we would get all of the oil we wanted; at the
latest, within 18 months. Since then, production has been going down
and down. That was the basic argument.
All I'm saying is that we have a lot of oil. It was Mr. Morton, Sec-

retary of Interior at the time, who had to go after the oil companies
in the gulf to proceed to develop the natural gas leases that they had

been sitting on for 2 years. Your view seems to be "just leave it to us
and we'll do it."
By the way, may I ask a question. Who controls Standard Oil

of Ohio?

40,
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Mr. SPAHR. Right now; Mr. Chairman, there is a 25-percent in-terest in the company owned by British Petroleum Co. of London asa consequence of our having worked out an arrangement with themin 1969, effective at the beginning of 1970, that gave us, in exchangefor that interest, all their properties in the United States, includingparticularly, the one we wanted, the North Slope oil fields.
So, by the deal, we achieved at least an arrangement whereby wewould retain the benefit, not only for the supplies and the develop-ment of that oil for the United States of America, but approximatelyhalf of the profits that would be derived therefrom.
The British Petroleum Co., as I think you know sir, or you didat least at one time, has the opportunity to increase this percentageownership interest in us to slightly more than 50 percent, providedthe production from the North Slope is sufficient to justify that; alla matter of record.
The CHAIRMAN. I understand that. I just want to make the recordhere because you're talking about the Government being in business.Who controls now the British Petroleum Co.?
Mr. SPAHR. Mr. Chairman, I assume you know the answers to thesequestions.
The CHAIRMAN. Certainly I know them, but the public doesn't andyou are here as a witness.
Mr. SPAHR. Yes

' 
sir, I will answer the question.

The CHAIRMAN. It's very relevant to the statement you are makingabout the Government getting into business, go ahead.
Mr. SPAHR. The British Petroleum Co. is owned, to a substantialextent, by the Government of Great Britain. That ownership is di-vided into two parts; 49 percent of the company is owned outrightby the Government, and another 23 percent approximately, is con-trolled through the Bank of England as a consequence of certainundesirable developments from Burma Oil Co.'s point of view thathappened to that company about a year ago.
The Government, as I understand it, and I think I understand itcorrectly, has assured, and in fact, has committed itself not to ex-ercise in the affairs of the British Petroleum Co., the extra votinginterest that it acquired through the Burma semidemise.
The CHAIRMAN. The British Government has had the 49 percentfor quite awhile, am I not correct?
Mr. SPAHR. You are. I think that at one time it was a little more,and at another time, a little less.
The CHAIRMAN. For all practical purposes, it is understood inBritain. I had a chance to go over to the North Sea last November.Now I understand the Government finds that they can't take effectivecontrol.
Mr. SPAHR. I understand, Mr. Chairman

' 
that for many years, theGovernment has had the right through its director on the BritishPetroleum Co.'s board, to veto actions of the management, but it hasnever exercised that right.

The CHAIRMAN. I understand that. The Bank of England, is theGovernment, for all practical purposes, under the present government.Knowing their policy, they can have effective control and if the pro-tection turns out to what we hope it will be, then that could be a verysubstantial factor on the north slope.
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What you are really saying is, Standard Oil of Ohio can be under

the control of the British Government.
Mr. SPAHR. The chairman of British Petroleum and I have had

lots of discussion.
The CHAIRMAN. I'm not saying it's wrong. I just say it's just curi-

ous because of your line of argument here.
Mr. SPAHR. I'm about to explain it, may I proceed?
Sir Eric and I have had a number of discussions, in the past and

we'll probably have some in the future about government ownership

of oil companies. Let us say that our views aren't exactly the same.

However, I think that I have prevailed in the argument thus far

that in an American company such as ours, that the majority of the

board of directors should be outside American directors regardless of

the ownership of the British Government of BP and regardless of

BP's ownership in us.
At the present time, our outside director membership is exactly

even with inside management plus British Petroleum's directors. Now,

I feel that this is necessary in the interest of the majority of the stock-

holders, many of whom are private individuals, and in order that

the affairs of the company may be conducted for the total good of all,

rather than to be conducted too much for the good of one stockholder.

This is, undoubtedly, not answering the concern that you or others

might have about government intervention in the company, but it is

going a long way to assure, through the utilization of able men,

knowledgeable in the business, as well as in other professions in this

country that are important, to having the kind of control of the com-

pany's activity that I argue for.
The CHAIRMAN. But you are head of an operation which govern-

ment is up to their neck in it. I would assume you would step down

and get out of it if you thought this was a dangerous operation.
Mr. SPAHR. Excuse me, the Government is not up to its neck in the

operation of my company at the present time, particularly if you mean
the British Government. If you mean the United States Government,

I will have to agree with you sir, that we are about up to here and still

breathing.
The CHAIRMAN. You think it is all right that the British Government

owns a big chunk of your company, but it's wrong for the United

States?
Mr. SPAHR. I'm sitting hero, sir, in a public place. I do not see a

fundamental difference and I'm not necessarily that happy that the

potential influence of our company's affairs exist in the way that it

does, but, it's a fact of life so I'm living with it and coping with it very

well, I think.
I do believe, sir, that the record of my chairmanship in the last 5

years of this company of ours will indicate that we have been working

very diligently in the interest of the citizens of the United States as

well as of the British Petroleum Co.
Do you have any different view?
The CHAIRMAN. I think you try to do very well, I disagree on some

things, but I think you are an able administrator, and executive.
Mr. SPAHR. I am not contending that I need your support there, I'm

suggesting that my work has been in the interest of the country, my
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country, your country, and the citizens of this country as well as theBritish Petroleum Co.
The CHAIRMAN. When you support total deregulation of the price ofoil, I think that's irresponsible at a time when our economy is in deeptrouble. In fact, it can be catastrophic. If we don't understand that,we really don't understand our economy under the free enterprise sys-tem. You know what happens to these utilities when one sudden in-crease happens. Have you ever seen the American utility, I'm talkingabout the power industry, in worse shape than it is now, talking finan-cially and otherwise.
Mr. SPAHR. No sir, but I think that part of the utilities problemsarise through the ponderousness of the regulatory rules that apply tothem that determine when and whether and how much they can getrate increases and other changes, and also whether or not they can getapproval for building nuclear power plants and a number of things.The CHAIRMAN. The facts are that when the price of oil skyrocketed,the utilities, and in particular on the east coast, were confronted witha catastrophic situation, as you know. Their stocks plummeted, interestrates, long term, 12, 13 percent on a bond, the utilities couldn't go intothe equity market, they had trouble raising money.
Take the Florida Power Corp., for example. Some of their stockwent from something like $60 down to $10. It's a very fine company.They held a sale, when their stock was around 60 and they had share-holders with 40. Obviously, when the price drops down to 10, theycan't make it in the equity market or in the bond market. Where dothey go? To the banks, so the banks got in trouble. All of this, has as acenterpiece, of course, the price of oil.
All I'm trying to point out, Mr. Spahr, is that you are in a businessaffected by the public interest. I want to point out that if we had a sud-den increase in the price of oil because of total decontrol, and that isthe industry's position, in my judgment, we are going to see a newand lower bottom to the economy. You're going to see a lack of recov-ery. President Ford, himself, is finally changing his policy. Now hewants the controls spread out over a period of time. That has not beenthe basic position of the administration. They've changed because theeconomists are concerned that decontrol could be catastrophic.Now, I'm just trying to hammer home one basic thing. I believe inthe private enterprise system. I want to keep it that way, but I'm fear-ful that once again, industry is not going to be wise enough or smartenough to know that if they allow their operations to go willy-nillyas they see fit, they are going to be in deep trouble. All I'm saying toyou is that here is the United States of America with tremendous re-serves of oil that are available. That oil should be developed in theshortest time possible.
Let's set aside Project Independence when you talk about oil andgas. It's available on the Outer Continental Shelf in Alaska. I suggesta mobilization plan. What is the industry's proposal to get it in theshortest time possible? If you have a better plan, let's hear about it.This is what we are debating around here. An energy policy, in theshortest time possible. One recognizing that what we do to get that oiland that gas in 4 or 5 years will determine the future of the free finan-cial institutions of the western industrialized nations. We heard it
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over and over on the floor a year ago last March. Sustain President
Nixon's veto and allow the marketplace to work and you will get all of
these things. I don't buy that argument but I would be glad for you
to tell us now, how are you going to get these resources developed in
the shortest time possible without any mobilization requirements?
Mr. SPAHR. Very well, Mr. Chairman, but first if I may, I would

like to respond to your comments about regulation.
Regulation is a way of life as I've indicated and I doubt that we are

going to be free of it during my lifetime or yours or of anybody in this
room, so I'm not arguing that point as such.
This bill, sir, and some of its provisions provides, among other

things, that new companies will be created by government decision that
present oil companies can be excluded from operating on Federal lands
and looking for oil if the Board so chose and preference be given to
others. It creates new enterprises, we're not talking about regulation
as the bill provides.
The CHAIRMAN. New private enterprise, Mr. Spahr.
Mr. SPAHR. So they are called in the bill, yes sir, I understand the

terms used.
The CHAIRMAN. The Government did that before. We only had a few

rubber companies during World War II and we put together new
companies, new aluminum companies, and a number of small inde-
pendents.
How many truly independent oil companies are operating in Alaska

on any scale?
Mr. SPAHR. Mr. Chairman, you are asking the questions faster than

you will allow me to provide the answers. I'm perfectly willing to pro-
vide them.
The CHAIRMAN. I want to be courteous, go right ahead and answer

them. Keep going as long as you like.
Mr. SPAHR. Very well, sir.
In the first place, I think it is quite an error to compare the compe-

tition in the oil industry with that that was in the aluminum industry
at the time you mentioned. There isn't one oil company, or two oil com-
panies, there are multitudes of them so the comparative situation of the
oil industry, from my point of view, is not one that can be compared
at all to the aluminum situation that you referenced, sir. I don't think
one has to worry about competition in the oil industry because of the
same reasons you were concerned about in the aluminum industry.
As far as Alaska is concerned, it is a far away place, posing many,

many problems and all of the companies who were successful in Alaska
in finding oil, are currently trying to do everything necessary to get
it produced and brought to market.
It is true that those who found oil on the North Slope thus far are

few in number and they are represented by those who are in the pipe-
line company and as I recall, there are about 7 of us still left in that
activity. There are many others who would like to be in the oil bus-
iness in Alaska and who are waiting for opportunities to come in
through bidding on State lease sales yet to be posted and all of that.
We're in the infant stages of the oil industry in Alaska and only

those who were successful in the beginning are spending their time
and their money on that effort now.

4111,

1



361

I would submit to you, sir, that it would not be proveable that wehave delayed or that we have refused to spend money or to take risks.The CHAIRMAN. Will you answer the question that I asked? Namethe companies that are really active in Alaska. You know them. Iknow them.
Mr. SPAHR. I don't know them all because I'm not familiar with

those who are in the Cook Inlet operation, sir, those include Mara-
thon, Philips and a number of others, but my company is not there,
and I'm sure that I would miss a few.
But, those who are active on the North Slope, which I assume youare interested in include Exxon, Atlantic-Richfield, and the Standard

Oil Company of Ohio, Mobil Oil Co., Philips Petroleum, Union Oil,
Amerada Hess.
The CHAIRMAN. How many independent oil companies are there in

the United States?
Mr. SPAHR. I don't have the faintest idea at the moment.
The CHAIRMAN. You're head of the American Petroleum Institute?
Mr. SPAHR. There are a great many independent oil companies and

there is probably a different number today than there were last week,
Mr. Chairman. That information can be provide to you, if you would
like to have it, and I'll see that it is provided for the record.
The CHAIRMAN. Are there 50, 100, 10,000?
Mr. SPAHR. I read in my testimony here, that there were 131 refiners

and over 10,000 wholesalers, and a great many producers and I do not
have the number of them.
The CHAIRMAN. Will you supply that?
Mr. SPAHR. I will, indeed sir.
[The information follows:]

THE STANDARD OIL CO.,
Cleveland, Ohio, July 25, 1975.

Hon. HENRY M. JACKSON,
Chairman, Interior and Insular Affairs Committee, U.S. Senate, Russell Senate

Office Building, Washington, D.C.
DEAR MR. CHAIRMAN: On July 14, 1975, as Chairman of the Board of the

American Petroleum Institute, I testified before your committe regarding S. 740,
the National Energy Mobilization Board Act of 1975.
During my testimony, you requested information on the current number of

independent companies in the petroleum industry. Firms classified as indepen-
dents are and have been in the great majority at all stages of the industry. As
the precise number can vary with the definition of independent, the following
numbers should be viewed as indications of the order of magnitude. In produc-
tion of oil and gas, there are mire than 10,000 independent companies. In refin-
ing, about 110 independent refiners compete with the major companies. The Gen-
eral Accounting Office Report on Impact of Federal Allocation Programs on Gaso-
line Retailers and Independent Refiners dated April 16, 1975, stated: "There are
large numbers of independent jobbers involved in the wholesale distribution of
petroleum. products and independent marketers of refined products other than
gasoline. At the retail gasoline station level, independent dealers have historically
dominated the market." I would put the total number of independent jobbers in
excess of 14,000 and the number of independent dealers on the order of 200,000.
During the discussion at the July 14 hearing you also expressed a desire to

know what plan or what acfions the industry recommends to increase the domes-
tic energy gbpply. The list below sets forth very briefly actions that various
members of the industry have recommended in previous testimony and public
presentations. They are:

1. Complete, without any further delay, the trans-Alaska pipeline, and we
are endeavoring to do that right now.

57-639 0 - 75 - pt. 2 -3
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2. Deregulate natural gas field prices and "old oil" prices.
3. Accelerate exploration and development of outer continental shelf areas

on a regular basis.
4. Resume operations in the Santa Barbara Channel.
5. Open up the Naval Petroleum Reserves for devolepment.
6. Expedite the development of deepwater port facilities.
7. Move forward on a responsible nuclear power generation program.
8. Encourage private enterprise to embark upon an expedited program for de-

velopment and conversion of synthetic fuels into oil and gas.
9. Accelerate more intense research into and development of other non-conven-

tional energy sources—solar, geothermal steam, and others.
I believe that every company in the petroleum industry is ready, willing and

able to accept the usual business risks and participate in one or more ways in
the development of new energy sources. Each probably has it own plan fit to
its own capabilities. All are waiting in various degrees for our government to
remove or modify the restrictions impeding this work.

Sincerely yours,
CHARLES E. SPAHR.

The CHAIRMAN. The fact is, the independents are really not operat-
ing in Alaska, is that not true?
Mr. SPAHR. Of course it's true, Mr. Chairman.
The CHAIRMAN. What about the Outer Continental Shelf? We're

suggesting there be greater competition. This is the greatest potential
oil reserve in the world, at least hopefully, in the, United States. I
think there is more petroleum there than in the lower 48 States. Hope-
fully we will be able to develop that. We're working on it.

All I'm suggesting is that you tell us how the industry will go for-
ward, on an all out, top priority, overriding priority basis to get the
oil out at the shortest possible time so we can turn this around. Pro-
duction is going down steadily.
Mr. SPAHR. Mr. Chairman, if lease sales are made available in the

near term future to the oil industry, on the shores of this country, I'm
sure that you will find that there will be many oil companies, including
independents, probably working in groups for the purpose, who will
demonstrate an interest in developing plans on which they can explore
for oil, and that they will demonstrate the competence and capability
of financing their activities.
These are expensive operations, as you very well know, sir, and it

isn't at all surprising to find not only independents, but major oil com-
panies, finding it necessary to work within the limits of the law, to
arrange to lessen their risk by doing things in concert to the extent
that it is possible to do them.
The risk on many of these great enterprises is just too great to sus-

tain alone in case disaster should strike. I think that you'll find that the
oil companies are prepared today to go to the marketplace to raise
money, to conduct their activities, once they are allowed to do so.
The CHAIRMAN. What is your plan? What is your blueprint? What's

your proposal? How do you want us to speed up? Time is of the es-
sence. Tell me what it is?
Mr. SPAHR. My plan would be—this is not a plan but a response to

your question,
The CHAIRMAN. What I'm trying to get at is the fact that we've

been in an energy crisis for a long time. The argument is that Congress

doesn't have a plan: the administration does the industry does.
Tell me what the industry plan is, if there is one, that will really

get oil and gas in the shortest time possible, not over the next 20 years.

We're talking about the next 4 or 5 years.
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Mr. SPAHR. Mr. Chairman, as chairman of the API, I think I should
remind you that I am not in a position to obtain all the plans of all
the companies as to what they want to do.
I would be in pretty serious shape, as an individual, if that would

be the case; but I do believe, sir, that if you were to ask them, that
every one of these companies would be able to tell you what their plans
are. Some of them might be reluctant to tell you, but would be able to
tell you.
My company has a plan, has had a plan for quite some time, revised

every year for 10 years ahead. It contemplates spending more money
than we feel we can generate, even with Alaskan oil. So, we'll have
to cut out some things if we can't manage to generate enough funds
to do all of this.
The CHAIRMAN. Can you give us an overall plan, Mr. Spahr?
Mr. SPAHR. I can't tell you an overall plan because I'm not in a posi-

tion to tell you what it would be legally.
The CHAIRMAN. It's no violation of an antitrust law if the American

Petroleum Institute comes up with their blueprint; if API tells us
what we need to do to get this energy in the shortest time possible.
I'm not talking about collaboration and holding meetings between
companies. I'm just curious to find out.
Mr. SPAHR. I think that the National Petroleum Council is the body

that you should be looking to for that kind of advice or commentary,
not the American Petroleum Institute.
Mr. CHAIRMAN. Are you aware of a policy on the part of the private

sector that could get the petroleum in the shortest time possible?
Mr. SPAHR. Sir, I'm aware of a lot of things, for example, I'm aware

of what is a fact, that there is a high interest in being able to explore,
in the Gulf of Alaska, in the Beaufort Sea, off the Southern California
shore, further out in the gulf coast, in the Baltimore Canyon in the
east, and up off our Maine and New England area offshore.
I know all those interests exist and there are conjectural plans, very

likely, in the planning areas of every major company in the industry
to do parts of these things to the extent they can.
I think there is a great deal of urgency in getting things done, but

thus far, these companies are unable to do things because they have not
been released to do them because of various things that the Govern-
ment, either the bureaucracy or the Congress is or is not doing.
The CHAIRMAN. What percentage of the resources of the large Amer-

ican international oil companies are being invested and utilized abroad
instead of within the United States? What's the ratio of that?
Mr. SPAHR. I think the source of information for that kind of thing

would have to come from some unbiased agency, such as the Chase
Manhattan Bank and other sources. I do not have that information
but I could 
The CHAIRMAN. Don't you think there's a less biased source, like

the Government? Why shouldn't the Government be in the position to
provide this information?
Mr. SPAHR. Sir, I never talked about information, other than to

say we're concerned about this Government board having access to all
private industry information.

I've expressed concerns today about what's proposed about putting
the Government into business through this bill in competition with
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American private enterprise on some bases that I feel are not quite
fair and reasonable or even.
Mr. CHAIRMAN. I'm not going to dispute this any further.
I'm not wedded to any one concept. I just want to get this job done.

We've had some very responsible people in here who feel the same
way, and who are deeply committed to the private sector. I'll just give
you some of their names. I sort of get the impression from your people
that you feel there's no role here for the Federal Government despite
the fact that should we be in another cutoff in the Middle East, every-
one will jump into town here and want to know why something didn't
happen.
Mr. SPAHR. Mr. Chairman, if I may, I would like to reflect upon

something I know you know, but it's from the experience that this
country had during World War II and the Korean emergency, ending
in 1953.
On both of those occasions, we were in a crisis situation, and the

Government did do something, I think quite intelligent about arrang-
ing to cope with it.
A Petroleum Administration for War was formed and so was a

Petroleum Administration for Defense. They were related to the In-
terior Department at the time, and they were composed and manned
by people who were requested to leave industry and work for the
Government.
So, in those cases, the Government took advantage of expertise and

knowledge and put it to work immediately rather than experiment and
gave the people involved the necessary strength and control to see that
things got done.
In recent years, I have been quite dismayed by the attitude displayed

toward us, generally, by many people in this town who seem to feel
that because we have been involved in the petroleum industry, we can-
not be relied upon to work for the country's interest in the area of
improving our energy situation.
I submit, sir, that any idea that's designed to have the Government

be more influential than it has been in the past on energy matters
should have some kind of proviso to command and utilize the strength
and experience, the knowledge and the determination of people in the
industry who want to help.
I'm one of those. There are many others.
The CHAIRMAN. I respect your sincerity. Ralph Davies headed that

effort.
Mr. SPAHR. He did in the beginning in World War II.
The CHAIRMAN. He sure did, and I'll tell you how well he did it.

As you know, he was head of Standard Oil. He came in and worked
with Mr. Ickes.

Tell me how he was rewarded by his company because he did such
a, good job when he stepped down?
Mr. SPAHR. I don't know.
The CHAIRMAN. You don't really know that story? I'm amazed. He

was fired by Standard Oil of California. He didn't get his job back.
Mr. SPAI-IR. Was he fired, or retired?
The CHAIRMAN. No, sir he was fired.
Harold Ickes bought a share of stock and went to the shareholders

meeting and tried to get him reinstated.
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He served his country faithfully and loyally and impartially, and he
was tough on them. Just read that record if you have time. I try to
do my homework.
Mr. SPAHR. I do mine, too.
Mr. CHAIRMAN. I'm amazed you're head of 
Mr. SPAHR. But I can't possibly anticipate all the questions that

you'll ask about history.
The CHAIRMAN. You just brought up World War II.
Mr. SPAHR. And the Korean incident.
The Korean incident, sir, was one in which I participated. I was

here in Washington. I worked with two men, Bruce Brown and J. Ed
Warren, neither of those gentlemen got fired. The first one was an
employee, an officer of the Standard Oil Co. of Indiana. He did an
excellent job, I think, and so did Mr. Warren, who followed him.

Later, Mr. Warren's career was considerably enhanced, I think, by
the fact that he'd been here and he went on to greater opportunities
and became the head of, among other things, of a big oil company;
whereas, he had been an independent before.
The CHAIRMAN. Look up the record. After all, the World War II

mobilization effort was a very substantial effort. I just suggest that
you go back and read that record and find out what happened to
Ralph Davies. It's a very interesting story.
Mr. SPAHR. Yes, sir, and I hope that you would learn more about

Mr. Warren if you do not know much about him already.
The CHAIRMAN. I would like to, but you brought up World War II,

and what was done and I was rather surprised you weren't familiar
with that record because that was the Petroleum Administration for
War, and it was a massive effort.
I will defer further questions.
Mr. SPAHR. I was going to ask you if you felt that Mr. Davies did a

good job?
The CHAIRMAN. Yes; he did such a good job that the company

wouldn't have him back.
Mr. SPAHR. Remember, I was saying in the beginning that there are

many men in the industry who are willing to lend their efforts and
take those kind of risks including myself.
The CHAIRMAN. I commend you for it; but it does reflect on the

company doesn't it that they wouldn't take him back?
Mr. SPAHR. I'll have to study the facts that you suggested. I'll study

about the Standard Oil Co. of California before I respond to that
comment, Mr. Chairman.
The CHAIRMAN. I didn't bring up the World War II problem on

oil. I just wanted to bring you up to date on it.
Senator Bartlett and then Senator Stone.
Senator B urrLETT. Thank you, Mr. Chairman.
Mr. Spahr, this committee, as you know, took on a new function 4

years ago to study the energy crisis, the fuel shortage, and still is
charged with that responsibility.
How do the reserves for oil and gas 4 years ago compare to today,

which would be the stand of the interest of this committee in the
energy shortage of this country?
Mr. SPAHR. Senator Bartlett, excluding Alaska, which may or may

not have been counted 4 years ago, as it's being counted today, I believe
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the reserves of oil and gas in this country are less than they were at
that time.

Senator BARTLETT. How about the production?
Mr. SPAHR. The production has also gone down somewhat, not pre-

cipitously but measurably and noticeably it has gone down.
Senator BARTLETT. Do you feel that at the time this committee has

been charged with this responsibility, there have been actions taken
by Congress that have improved the environment for the discovery of
oil and gas, new oil and gas reserves?
Mr. SPAHR. No, sir. I do not think the Congress has taken any action,

to speak of, to improve the environment for finding oil and gas.
Senator BARTLETT. In your conversation, or dialog with the chair-

man, you didn't have a plan for solving the energy shortage.
This committee voted—a majority of this committee voted—against

legislating the Alaskan pipeline
' 

or adopting the Gravel amendment.
Do you think that amendment, which permitted marketing Alaskan

oil in the 48 States, helps to alleviate the shortage?
Mr. SPAHR. I'm not sure which amendment you're referring to.
Senator BARTLETT. The Gravel-Stevens amendment that provided

the Alaskan pipeline meet the environmental requirements of NEPA.
Mr. SPAHR. Sir • I should have made that exception. I should have

said, as I have said before—and I'm sorry that I made the error this
morning—that the single thing that has been done by this august body
and by the House, is to have arranged to approve that particular
amendment so we could obtain a right-of-way permit to build the
Alaskan pipeline.
That was an error on my part, overlooked, I think, in the excitement

of the conversation with the chairman.
Senator BARTLETT. It passed the Senate on a tie vote with the vote

of the Vice President, but this committee did not support it by a
majority.
This committee has supported the rolling back of crude oil prices. Do

you feel that's a plan to bring on additional discovery of reserves and
to resolve the energy shortage?
Mr. SPAHR. No, sir. I think that rolling back crude oil prices ham-

pers the effort to find more oil and gas.
Senator BARTLETT. As far as the plan is concerned, do you believe

that continued control by the FPC of gas improves our energy situ-
ation, domestic energy situation and increases the supplies of gas?
Mr. SPAHR. I emphatically do not think that the control exercised

by the FPC has been helpful in adding to the volumes of gas that
are available. Quite the contrary, Senator Bartlett, I think it's been
harmful.
Senator BARTLETT. What effect did the action of 3 months ago to do

away with the depletion allowance of the large companies and reduce
it for all companies, have on the exploration of oil and gas?
Mr. SPAHR. Senator Bartlett, my view is, it had a very disastrous

effect upon the effort to find oil and gas.
It's been said many times, with some accuracy, that the independents

drill more exploratory wells than do the majors, or the integrated
companies.

Drilling wells, regardless of the depth, or regardless of the horizons
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into which the drilling goes, does not tell the whole story. I believe therecord will support my contention that there's been more oil found inrecent years by the efforts of the majors than by the independents,although evidence or contentions have been made to the contrary.A great deal more money has been expended by the majors ondrilling in deep and difficult places and faraway places, and this is thekind of effort that has been largely blunted by the loss of the depletionallowance.
It's been variously estimated that that single act by the Congresstook away perhaps as much as $2 billion this year that otherwise wouldhave been generated and then reinvested in the effort to develop newenergy sources.
That money simply is not available and I plead with you, sir, tounderstand that if the money isn't available, it can't be spent, and theconsequent magnitude of the effort on the part of the ones who havelost the money has to be reduced substantially.
I regret that action very much. It has been, in my view, quitedetrimental.
Senator BARTLETT. The chairman of this committee was responsiblefor generating support for passage of the stripper well amendment,in which I had part; but after the passage, I've been opposed to it.
What effect does that have as far as production is concerned?
Mr. SPAHR. I think it's had a helpful effect. Stripper wells, as we

both know, are costly wells in terms of unit cost to produce.
So, higher or free prices will allow them to produce longer than

would be possible than if prices were restricted or lower.
The generation of income on the part of those who are such pro-

ducers provides funds that they would not otherwise have that they
can reinvest in efforts to find new oil and gas.
I repeat, I think the encouragement of stripper well production has

been a salutary thing.
Senator BARTLETT.. The chairman mentioned—not specifically, but

did mention the freeing up of new oil and matching strip oil, 38 per-
cent was decontrolled, and said this hasn't worked, that during the
period of the action taken by Congress, by this administration, to free
up oil has resulted in less production.

Certainly, the record shows it has gone down.
What would happen if the oil hadn't been freed up? In other words,

if there wasn't a free market price for new oil and there's not a free
market price for strip oil and for national oil, and we had a control
price as we have today of $5.25, what would this situation be?
Mr. SPAHR. Senator, I'm sure the situation would be worse than

the one we have today.
The funds that have been made available would not have been made

available; there would have been less drilling effort than there was as
a consequence of those enactments.
So, we'd not only be producing less oil now, our chances for pro-

ducing more in the future would have been substantially lessened.
As we know, it takes some lead time to put money into the ground

before we start getting oil out of it. It takes some luck to find the large
horizons first, rather than the modest ones, to replace the oil that's
being lost from the discoveries made years ago.
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It has not been astounding to me that the things that the chairman
said about producing anything to date or not producing anything to
date, but it's expected by me that those efforts, added to the effort
that would continue under the same circumstances, would ultimately,
and hopefully soon, start to produce a change in the downward trend
in production in this country.

Senator BARTLETT. Would the number of active rigs be a good pic-
ture of the oil industry over the last 20 years or so when there were
almost 2,700 in 1955 and this has decreased down to less than 1,000 in
1971 and then with the time of some decontrol of 

prices, 
and rise in

prices, the decontrol of oil, the number of rigs decreased to the approxi-
mate 740 at the present time?
Then with the reduction of the depletion allowance, and doing away,

for some, the number of active rigs has now dropped from what it was
to something like 1,612, or in that area.
Then looking, again, at the fact that our demand for oil was doubled

compared to 1955, this would give a target level of active rigs some-
where in the neighborhood of 5,400.
Would all this show, both the decline in rigs and the recent pick

up, and the more recent decrease numbers of 30 or so stack rigs, would
this all give some credence to a plan to increase reserves and increase
domestic production for this country of the free market?
Would the free market tend to maximize the effort of drilling in

this country? Is it a reasonable goal to expect that we'd have to have
some 5,400 rigs operating in order to have enough domestic oil and
gas and to reach levels we need to supply demands to get us through
this century, or at least to have the opportunity of having additional
rigs?
Do you think you can follow me?
Mr. SPAHR. Senator, without being able to respond to the numbers

exactly, I'm sure that the number of rigs that would be active will
be a pretty accurate reflection of the conjectures on the part of the
contractors for those rigs as to the opportunity to find oil and make
some money doing it.
To the extent that restrictions apply, they're going to be less san-

guine, and to the extent that those restrictions and regulations and
price ceilings are removed they're going to be more willing to take
risks for the possible gains that will derive from success of the
drilling.
I feel quite certain that it can be demonstrated that there's been a

direct relationship between rig activity and Government activity in-
volving the Government in the regulation of the oil business.
I think there would be nothing like the stimulation of the free

market to encourage steady and rapid increase of drilling activity in
all areas where it's at all prospective for the finding of oil and eras.

Senator BARTLETT. Is there a direct relationship between available
capital and rig activity?
Mr. SPAHR. There should be a direct relationship of some sort

between available capital and rig activity.
Senator BARTLETT. That's all I have. Thank you, Mr. Chairman.
The CHAIRMAN. Just a point of information. Could you define free

market in relation to the present world oil market.



369

You keep using free market over and over again. Would you de-
scribe that free market?
Mr. SPAHR. Mr. Chairman, the world no longer operates in a free

market insofar as crude oil is concerned.
The CHAIRMAN. Why did you say that? You said free market over

and over again. This is misleading to the public.
Mr. SPAHR. I think we could have and should have a free market

in this country that allows the producer and explorer in this country
to have a chance of obtaining the kind of income of his effort needed
to compensate him for the risk taken and give him some profit and
some ability to go further.
I think that would happen if we freed oil in this country to meet

the prices in the world market.
The CHAIRMAN. Isn't it a fact that the uncontrolled oil here in the

United States is set at the world price. The world price is set by cartel.
Is that true or false?
Mr. SPAHR. It seems to me that the world price is very directly

influenced by the OPEC nations, which you call the cartel.
The price of new oil here has risen to meet the price of that oil

delivered in this country.
The CHAIRMAN. SO, it's not a free market.
Mr. SPAHR. The price for new oil in this country has been permitted

to rise in what has been thus far, a free market for it to do so in this
country.
The CHAIRMAN. Mr. Spahr, let's level here. I don't mind a little

nonsense, but you say it rises to the level of what? It rises to the level
of the cartel price. You've agreed that the world price is the cartel
price. Is that correct; true or false?
Mr. SPAHR. If you want me to say true, I'll say true; but I thought

I'd answered your question, Mr. Chairman, just as precisely 
The CHAIRMAN. You're not admitting that the so-called free oil

here is determined by what happens in the world market, and the
world market is determined by the cartel.
Mr. SPAHR. I believe the record will show, Mr. Chairman, that I

said that the price of new oil in this country had risen to meet the
delivered price of oil delivered to these shores from foreign produc-
ing areas.
The CHAIRMAN. Is that a free market?
Mr. SPAHR. Is what a free market?
The CHAIRMAN. Is that world price a free market price?
Mr. SPAHR. I didn't say it was.
The CHAIRMAN. I'm asking you whether it is.
Mr. SPAHR. Of course it isn't.
The CIIATRmAisr. All right.
Senator Stone.
Senator BARTLETT. Excuse me, Mr. Chairman. I have some figures

on that that I might put into the record at this point.
Senator STONE. I yield.
Senator BARTLETT. In January the new price is $11.28 versus an

import price of $12.77. In March, it was $11.47 versus an import price
of $13.28; in April, the new price was $11.57 versus $13.17.
The CHAIRMAN. What is it now?
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Senator BARTLETT. I'm giving you April prices, the 
last ones we 

had from the FEA. The point that I'm making 
is that it's been well

under the imported price.
Certainly, the Chairman is correct in that the OPEC countri

es con-

trol the price, but my question is this controlling oil is 
$5.25 by the

Federal Government of the United States to make that 
world price,

or the cartel price, any less free market?
Mr. SPAHR. Would you repeat the question?
Senator BARTLETr. The Chairman was making the point 

that the

imported price is the cartel, the OPEC price, which it certa
inly is.

Also, our free market price has never reached that, so we spend
 a

little bit less, which I think is significant because that has sa
ved the

American consumers considerable money.
My point is that we have controlled a price of $5.25. The fact

 that

that's controlled to $5.25, will it make it any less free market, or do
es

it make it any more free market?
Mr. SPAHR. The controlled price, it seems to me, is a withdr

awal

of the free market in this country.
Am I understanding, I wonder?
Senator BARTLETT. My point is, in my opinion, the control price

doesn't improve the free market situation. I would think that the

reason that the OPEC countries have such a great opportunity to

control the price is that our supplies are inadequate and that the con-

trolled prices we've had helped contribute to that and slowed down

our increase in production and reserves to the extent that the OPEC

cartel could not so easily set price as they have.
Mr. SPAHR. Senator Bartlett, if I might make a statement that you

remind me to make in this: I have never been, and I want it understood

now, a supporter for establishing a floor, an international oil price

floor, as had been proposed at one time earlier this year by an eminant

gentleman in the administration.
The CHAIRMAN. Secretary Kissinger, wasn't it?

Just say it.
Mr. SPAHR. I'm quite willing to say it, sir; by Secretary Kissinger,

if you like.
The CHAIRMAN. Everything has to be secret. What's the point?
Mr. SPAHR. It doesn't have to be secret at all. I didn't see the neces-

sity of using the name, but if you want it used, fine.
The CHAIRMAN. I think it's important.
Mr. SPAHR. However, I wanted to say this, Mr. Chairman
The CHAIRMAN. It's important so the country will know.
Mr. SPAHR. What I wanted to say, starting from where I was, I've

been against. any floor of an international nature for the oil price. I
don't think it's necessary and my company doesn't want it for any
kind of protection. I think it would be a little bit difficult to argue for
a floor and then argue for no ceiling on the side of selling products
or crude oil. It wouldn't be consistent.

Besides,. I feel that a floor isn't necessary, that the OPEC nations
are not going to be concerned about what's done in this country in an
effort to get Alaskan oil to market, to develop shale oil or anything
else because they know that in the lifetimes of our sons and daughters
will we ever be in a position to compete with them in selling hydo-
carbons in the world market.

-of
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So, they have no reason to cut their price to discourage us from doing
what we can do because they'd be cutting their price in the markets
that are more important to them than is the United States.
So, I have no fear of it whatsoever and I don't expect to see it

happen.
Senator BARTLETT. I think there's a member of this Committee that

did suggest a floor at one time. I believe it was the Senator from
Washington.
The CHAIRMAN. That's correct, in case you're unaware of it. I think

the Senator from Oklahoma voted for it in connection with Project
Independence. The companies came in and asked for it. That is a guar-
antee in connection with the development of projects for the conver-
sion of oil shale and coal to fuels. I can well perceive of a situation in
which the cartel may attempt to drive American companies out of busi-
ness by suddenly lowering oil prices to a point where such conversion
project costs would be in excess of price.
You know the cost of development in the Persian Gulf. It runs from

5 to 12 cents a barrel. What is the cost up in Alaska? You don't know
yet, but it's pretty high.
Mr. SPAHR. It's pretty high, Mr. Chairman, but unlike you, I am

not concerned about what the Arabs will do and so I repeat 
The CHAIRMAN. You're not concerned about what the Arabs will do?
Mr. SPAHR. No, sir. I don't think they are going to do anything that,

as I said before, will jeopardize our ability to finish that Alaskan
project and do a lot of other things in this country. I'm very certain
of this, so I do not agree with the chairman about the need for a floor
price for oil.
The CHAIRMAN. I'll cross that bridge when I get to it. I don't think

you can just rule it out.
Senator BARTLETT. Mr. Chairman, thank you, and I thank my good

friend from Florida.
Senator STONE. I've been yielding but what I'd like to do is be

unyielding.
Mr. Spahr, as I understand it, the particular section of this bill on

page 31 of Committee Print 1, proposing the creation of private sector
companies by government includes as a condition of creating these
private sector companies, so-called private sector companies, a finding
that there would have to be a situation where the private sector is
unable to move because of unusual requirements for large capital for
a commercial scale facility or unavailable technology.
Would you consider in circumstances like that, that the device pro-

posed here, would have a role to play in assisting private sector com-
panies that already exist; is the majors, or even the small independ-
ents, as opposed to creating federally chartered companies?
Mr. SPAHR. I want to say no, with a modification. I do not think

they'd have any role to play in assisting the companies that already
exist in doing the job that has to be done.
The exception is this, and I'm not pleading for this kind of fund for

this purpose necessarily, but I do feel that in the area of research
activities, or processes, such as deriving clean fuels from coal, desul-
furizing, gasifying; perhaps in the research to make sure there's a
viable process for developing shale, that Government research money,
perhaps available through ERDA or something like that, could be
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very helpful, particularly if the Government, as I believe it does,
wants to speed up the determination of the dependability of such new
processes and activities beyond the pace that a private company could
take, considering the risk of being wrong on too giant a scale.
I can see the use of Government money on research projects.
Senator STONE. But not on development?
Mr. SPAHR. But not on hydrocarbon development by a process that's

been tried, proved and in utilization by companies already, today.
You know, we'll be reminded that the Government did a job during

World War II on pushing the development of synthetic rubber when
raw rubber was cut off by enemy action.

That's an example of the kind of thing, I think, Government input 
of money could move forward faster than private industry could.
Senator STONE. Just in the area of production of hydrocarbons, does

the Government have a role to play in setting goals or creating in-
centives, or otherwise assisting?
Mr. SPAHR. I suspect the Government could do very helpful work

for developing goals and setting incentiyes.
Senator STONE. What about in the Trea of the Outer Continental

Shelf and shorelines of this country? Does the Government have a role
to play there in setting goals and creating -
Mr. SPAHR. It could very likely be the case, Senator. I am not in-

volved, at the moment, as a company officer, in working on the Outer
Continental Shelf because we've got a pretty heaping plateful in
Alaska and other places.
I am not a competent witness on this but it seeins to me that when

we talk about the Outer Continental Shelf, we're talking about depths
that we have to drill to before talking about the need to develop
prospect technology not thus far utilized.
It seems to me, therefore, that here is an area of research and per-

fection of technique in which the Government could play a helpful,
encouraging, expediting role.

Senator STONE. In a research role and development role dealing
with the technological breakthroughs that are required for deep
drilling for example?
Mr. SPAHR. Right.
Senator STONE. What about different environmental areas of the

Alaska situation?
Mr. SPAHR. Here, the Government has played a role through the

influencing of the design of the facility that is now being installed.
It seems to me that's an example of the kind of role that the

Government can effectively do. They played the role by insisting on
the design and the method in supporting it, but we're executing it.

Senator STONE. I would point out that the chairman had a signifi-
cant role to play in that situation, didn't he, the Alaskan pipeline?
Mr. SPAHR. I think the chairman had a role to play in the passing

of the National Environmental Protection Act at the very beginning.
The CHAIRMAN. Would the Senator yield right there?
Who authored the pipeline bill?
Mr. SPAHR. The Alaska Pipeline Bill?
The CHAIRMAN. That's what he asked about.
The SPAHR. Is there a bill by that name?
The CHAIRMAN. I'll be darned.
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You're the head of the American Petroleum Institute and you don't
know that it took special legislation--
Mr. SPAHR. Yes; I know it took special legislation.
The CHAIRMAN. That's the Alaska pipeline bill. That's what it's

commonly referred to. I'll get you the exact title.
Second, did the court rule, in holding up the pipeline, on the basis

of the National Environmental Policy Act, or did the court rule that
they didn't have authority to build a pipeline beyond certain right-
of-way limits?
Mr. SPAHR. Sir, I think the court ruled that the Mineral Leasing

Act of 1921 did prevail.
The CHAIRMAN. That's right.
Mr. SPAHR. Therefore, the width of the right-of-way available to

the pipeline would not exceed what was specified in that old bill.
That was later changed by act, although it was attempted to inter-

pret it differently before the act was passed, so we wouldn't be delayed.
The CHAIRMAN. Mr. Spahr, let me just explain. It's all very simple.
Mr. SPAHR. I remember, sir, that that had to be worked on and

changed, that the courts would not allow us to go ahead.
The CHAIRMAN. But NEPA didn't hold it up. What held it up

was the fact that both Alyeska and the Department of Interior said
there was full authority to go ahead under existing law. Our counsels
and our staff disagreed.
It went to the circuit court. The circuit court ruled unanimously

that they didn't have authority to build a pipeline with a 50-foot
right-of-way.
You mentioned that I was also the author of the National Environ-

mental Policy Act, which is true. I'm not a one-faceted person.
I am concerned about the inference that I got from your comment

that NEPA held up the Alaska pipeline.
Mr. SPAHR. Sir, you drew an improper inference.
The CHAIRMAN. I apologize. Why did you bring up the National

Environmental Policy Act in connection with the Alaska pipeline?
It had nothing to do with it.
Mr. SPAHR. I think, Senator Stone asked me if I knew that you,

the chairman, had something to do with the legislation that had
implemented the Alaskan pipeline.
My reply started out by referring to the fact that I knew you'd

had influence even before that in the passage of the NEPA.
The CHAIRMAN. It just happens not to be relevant to the issue of

the pipeline because it was not decided on that basis.
Go ahead.
Mr. SPAHR. I did not wish to argue, but I think that it was the

National Environmental Protection Act that, let us say, forced the
improvement in the design, eventually, of the pipeline beyond what
it would have been.
The CHAIRMAN. Thank God.
Mr. SPAHR. I have never argued otherwise.
I do feel that, in retrospect, we might all have saved time together

if we could have found some way to have authorized the building of
that road while we were trying to work out all the other difficulties
pertaining to the pipeline. We might have saved a year, but that's
in the realm of conjecture, and I'm certainly not castigating anybody.
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Senator STONE. Mr. Spahr, that was not in the realm of conjec-
ture. That's precisely my point.
We're at a stage now where Congress is trying to find a way, a

safe way, in terms of the environment to accelerate the development
of our hydrocarbon resources so as to make us less susceptible to
outside pressures.
This is one of the drafts of one of the pieces of legislation reach-

ing for that goal. This is where the Congress needs to work together
with the industry.
What I'm asking for is not merely those points of this bill that the

API differs with, but some affirmative suggestions of how the industry
and Government can work in harness together to accelerate some of
our hydrocarbon resources.
I understand the antitrust difficulties that the API faces in provid-

ing a unified plan, but as a spokesman, either on an individual basis,
or basis for the API, or the industry, or just as a knowledgeable per-
son what would be your response to that?son,

SPAHR. I feel that we could work effectively together if the
Congress were able to find a way to free us, encourage us to do the
things that need doing, rather than plan to create new entities and
permit them to do things that they would then prohibit us from
doing.
I do not think that we will solve the problems of this country in

the energy field fast by relying on the formation, with all the prob-
lems that arise out of getting it started, new companies while failing
to rely on those already in the business who are 'perfectlywilling to
put their knowledge and their muscle behind the efforts that we all
want to see solve our problem.
Senator STONE. Obviously, you're facing difficulties now with the

existing structure.
I'm asking you what, specifically, can Government do to accelerate

your efforts?
Mr. SPAHR. I think the Government 
Senator STONE. I'm asking for any opinion you have in any role

that you wish to give.
Mr. SPAHR [continuing]. I think the Government would be very

helpful if they would substantially reduce the regulation now im-
posed upon us as to prices, as to allocation of product, as to a lot of
things .provided in the present Energy Emergency Act that may or
may not expire on August 31, depending on what you do.
I think if the regulations and restrictions were removed, or sub-

stantially reduced on a schedule that would eventually see them all
designed to leave, that you would see us demonstrate that we feel
considerably indebted to go out and do things that we can't do now
because we can't see the ability to generate the capital to do them with.
I think it would be helpful if we found some way to replace the

very substantial funds that were lost through the loss of the depletion
allowance because this industry needs the ability to form and attract
capital, and it doesn't have the same ability that it had on the 1st
of January of this year.
Senator STONE. If you attracted more capital in the New York

money market, would the likelihood be that your investment of that
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capital be in Indonesia or some other such exotic places, or the OCS in
Alaska?
Would your yardstick not be where you think you'll get the largest

strike, regardless of where it is?
Mr. SPAHR. That would be the normal tendency to do the latter. I

think arrangements could be made by your careful editing of anything
that you do so this would not come about.
As far as my company is concerned, we're fully commited to devel-

opment in America and are spending no money outside of the United
States, nor do we plan to, nor can we for some time to come.
I think that arrangements could be made for similar commitments

of capital that would be made available only if it's going to be used
in this country.
As you well know, sir, in talking about such things as windfall

profits taxes, as they've been defined, and as to investment credits,
there's been considerable talk about he desirability of providing for
forgiveness of a tax that would otherwise be applied if the funds that
would be taxed were to be reinvested in energy-related activities in
this country; exploration, production, transportation, refining in this
country, and only if invested in this country.
That kind of a qualification might well be necessary and would cer-

tainly be very tolerable, and I believe would still result in considerable
increase in effort over what can be managed now with shortened funds.
Senator STONE. Are there any other suggestions you might make?
Mr. SPAHR. No, sir, not right now. I really feel that those I've made,

if you were willing to try them, would produce considerable positive
results.

Senator STONE. Like what positive results?
Mr. SPAHR. More drilling, more activity in looking for what we call

the exotic sources of energy now, more ability to work on shale oil, on
gasifying coal so that all that gas burning equipment that's about to
have no fuel could still be utilized in this country; a lot of things.
Senator STONE. What do you foresee is the likelihood of the price

situation in the next 6 to 12 months? •
Now, that's assuming no change at all in the legislation in this coun-

try, because it could just as well be that whatever is passed will be
vetoed and the vetoes sustained, which will leave us right where we
find us today.
What is the likelihood of the situation given no real change? What

do you think at this point will be the pricing in the next 6 to 12
months?
Mr. SPAHR. As far as I'm concerned, I would make the assumption in

the beginning that there may be some kind of extention of the present
act under which we're working.
One has to make some assumptions about something.
Senator STONE. We can do it either way because we could extend

that, have it vetoed and the veto sustained. That's one scenario.
The other is that we extend it and it is or isn't vetoed, or that veto

is override. So, let's assume for the sake of this statement that the
present statutes would continue on.
Mr. SPAHR. The present situation would continue on.
Senator STONE. Then I'll ask you how it would be if the act came off.
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Mr. SPAHR. My belief is prices will continue to rise, somewhat.

That's predicated upon the assumption that there will be some adjust-
ment, upward, of import oil brought on by the producer nations.
What that will be I don't know.

I'd like us to be able to get some relief from FEA so that we can
seek price adjustments that will reflect coverage of the costs that we
haven't been able to pass through thus far.

All of these things together would spell to me the possibility that
in the course of the next 6 or 8 months, the price of—let's take a
major product, gasoline—might well rise on the order of magnitude
of up to 7 cents a gallon.
Senator STONE. Let's assume that we extend the present regulatory

situation, that that is vetoed and the veto upheld, which would mean
there would be no more regulation of price.
Now what do you think is going to happen in the next 6 to 12

months?
Mr. SPAHR. It's been generally stated a number of times that 40

percent of our oil in this country is old oil now controlled at $5.25
price.
The CHAIRMAN. 60 percent of the oil produced in the United States

is old oil.
Mr. SPAHR. Then I suppose that the price of that oil would rise

and that it would be reflected in the prices of the products that arise
from it.
If it's 60 percent of the oil, if that price should rise by $6 a barrel,

you'd have something like an average increase in price of $3.60 a
barrel for old oil.
Senator STONE. At $3.60 a barrel, what's that.
Mr. SPAHR. Let's say half the barrel goes to gasoline, for example,

so it would bear half the cost.
So, you'd have $1.80 that would be applicable to 21 gallons of gas-

oline in the barrel.
Senator STONE. All right. What does that come down to per gallon.
Mr. SPAHR. About 6 cents a gallon.
Senator STONE. In other words, your forecast would be that if the

existing regulatory situation continues, you might well still get an
increase of 6 to 7 cents a gallon at the pump.
Mr. SPAHR. I don't believe it would be higher than that.
Senator STONE. No higher than that.
Yet, with deregulation, it would be no higher than 6 or 7 cents a

gallon at the pump?
That's what you just said. Is that really your position?
Mr. SPAHR. In the first case, I was talking about the possible effect

of the increase of price of all oil, of imported oil and all unregulated
oil.
In the second instance, I was talking about decontrol of old oil but

not the effect of the rise in the price of oil due to action by OPEC.
The two would be additive rather 
Senator STONE. I want the similar yardstick.
Did you assume no OPEC increase in the first case, as well?
Mr. SPAHR. In the first case, we were talking only about the possible

effect of increase in OPEC's price of oil and the release to us of some
ability to increase our margins to cover costs that we have had to
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absorb up until now. That's what I was talking about in the first
place.
In the second place, I was talking only about the effect of decontrol-

ling old oil.
Senator STONE. But use the other realm, the same one, so we geta comparison, because otherwise you don't really get a comparison.
Mr. SPAHR. Senator Stone, all you have to do is add the one to theother to find what the case would be if OPEC raised the prices, andour prices rose to meet the same and we decontroled prices.
Senator STONE. SO, you're saying that effective decontrol would beabout the same as the effects of the response to an OPEC rise in theorder of what's being anticipated anyway?
Mr. SPAHR. That's what I was conjecturing. I could be very wrong.Senator STONE. Let me summarize it.
What you're saying is that if both these take place, that is to saynot only an OPEC increase but also deregulation, then the order ofincrease at the pump would be around 12 to 13 cents, in your best fore-sight guess?
Mr. SPAHR. Yes. That's exactly what it is right now.Senator STONE. What would that do if there were deregulation andan OPEC increase and a 12-cent increase or so at the pump? Whatwould that do to your industry? What would that do to industry, ingeneral?
Mr. SPAHR. I think it would do several things. I believe that it wouldhave a depressing effect upon the use of gasoline for private purposes,and would probably have a depressing, but perhaps a healthy effectupon the use of motor fuel for commercial purposes. It probablywould push for greater efficiency, still, in the transportation industryin our country.
Insofar as industry use of oil and oil products, I think there youwould have a continuation of business with the attempts to passthrough the higher costs of energy to the marketplace and to the extentit would be unsuccessful in doing that, their business would contract,but to the extent that they would be successful, it would be the con-sumer in the end and it would always be the consumer in the end whichwill have to pay for it.
Senator STONE. That's the difficult policy position that Congressfinds itself in, because what you've just outlined is, in effect, a mirrorimage of what the President is asking to happen. He's asking for anincrease in these prices, even by having to impose them in terms offees, import fees and the other, and the deregulation. in order to raisethe price and reduce the consumption.
Members of the majority party in Congress particularly are con-cerned that when you do that, when you do raise the price and reduceconsumption, you hike unemployment and you rekindle inflation.
Mr. SPAHR. I'm not at all sure that this would happen.
Senator STONE. What do you think would happen?
Mr. SPAHR. I think they would have costs at a higher level, but I

think we might very well have a resurgence determination on the part
of industry and business to do what they could to improve their
own participation in the GNP. I think they would feel more confident
than they have in the past, if they could see the future. They would be
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able to get fuel for some money; whereas now we have to be concerned
about not getting fuel because of lack of supply.
My own company, among other things, is a chemical company with

substantial plants in western Ohio. It's highly dependent upon natural
gas supply to make ammonia and other fertilizer products and to make
acrylonitrile, which is used to make fibers that now replace wool and
cotton, no longer produced, and so on.
We have been advised by our supplier that we can expect to be cut

back to 40 percent of normal supply this winter. Last year we were
advised, about this time of year, we could expect to be cut back to 70;
we were cut back to 40.
If they're as accurate this time as they were last time, we'll be with-

out any supply at all and we won't be able to operate the chemical
business.
I think it would be much better for us to get gas at a higher price

and make our fertilizer and sell it to the farmer who wanted to buy it,
than not be in business at all.
Senator STONE. I think it's generally perceived in the country and

in Congress that there really isn't a physical shortage in natural gas,
and there's quite a drive on now to do something to affect the price in
order to free some of that up, punch more holes and to develop more
gas than has already been found.
The same feeling doesn't pertain with regard to liquid petroleum.

There the country thinks there's a glut. Is that right or wrong? They
think that the major companies are pushing the service stations to
stay open nights, stay open on Sundays, push gas.; that there's a glut.
Mr. SPAHR. I think it's all a very big figment of a lot of imagina-

tions.
Senator STONE. What is the case?
Mr. SPAHR. I think the case is one in which the oil companies are

encouraging, as far as service stations are concerned, their dealers
to operate at differing hours, depending on the traffic patterns, that
make more sense for their locations in terms of volume per hour, and
to close up at other hours.
This results in some of them being open late hours but closed in

the early afternoon and vice versa.
Senator STONE. What about the glut versus the shortage idea?
Mr. SPAHR. I don't think there is a glut. In fact, there has been

some concern demonstrated here recently that we might have a gaso-
line shortage this summer. I think that there are inquiries going on by
FEA and others to find out what the gasoline stock situation is, and
so on.
We've made reports of our own, I know, and we have pointed out

that we got into a difficult situation on gasoline supply because we
couldn't make a refinery, a new refinery in Philadelphia work. One
that, incidently 

Senator STONE. Let's get to the refinery though.
The general public thinks that you're operating at less than capacity

in the existing refineries, even though you can get feed stock crude oil
in order to operate, and therefore, the shortage, if there is one in gaso-
line this summer, is one brought on by the companies, themselves, to
raise the price pressure; right or wrong?
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Mr. SPAHR. I have to give you an opinion. I know that the public
is being led to think that and beginning to think that.
I believe the facts are these; that the price situation for products

has been such that there's been little encouragement to refiners to run
extra volume of crude oil in order to sell products at no profit.
So, I don't know there's been encouragement for them to run beyond

100 plus percent of 1972 norms; however, I think this has led to a con-
clusion that things might change in the future so that scheduled shut-
downs, for turn-around maintenance purposes, might have been ad-
vance.' a little bit here and there to get the job done that had to be
done this year, with the hope that when they started to run crude oil
later on, the tariff would have been going on a month, for example and
they'd be able to pass through costs that they would not have been able
to pass through at an earlier time.
I think there was some acceleration and increase in turn-arounds

early that will be compensated for now that the turn-arounds are
finished.

Senator STONE. Do that again in 2-cent words for the American
public.
Let me repeat this accusation which is generally perceived and you

give your version of it.
The public thinks you're not refining oil and gas to the limit of the

available stocks in order to increase the pressure on price and that
produced the recent increases at the pump over July 4 and all like
that.
Now, in two-bit words, what's your version?
Mr. SPAHR. That's not true.
I think the price increase in the first of July was for very obvious

reasons. On the first of June, the President imposed a $1 per barrel
crude tariff. It couldn't be passed through until the first of July.
Senator STONE. SO, it had to be absorbed.
What you had on the first of July was a Government arranged

price increase. Everybody, I believe, was anxious to stop absorbing
those costs as soon as possible.
Senator STONE. SO, they had to slow it down until they could pass

this down—this increase.
Mr. SPAHR. No, no. They didn't slow down to do that. They kept

on producing. People didn't run out of gasoline. I'm only speaking
to the point that the price went up on July first, and as you read in the
paper that 13 companies, or so, raised the price on the same day.
All I'm suggesting is that they raised it on the same day because

they were prevented from doing it for 31 days-30 days. So, they did
it as soon as they could, or they would have done it at various times
earlier.
There are certain interesting facets in these regulatory laws that

make it pretty imperative to change the price once you can recover
the cost or you may lose the opportunity forever.
Senator STONE. What about the availability, and your not using

what's available?
Mr. SPAHR. As far as we know, there's product available. People

aren't going to run out of gasoline. There hasn't been any hanky-panky
about cutting back in order to get higher prices. You can't get them
anyway unless you can justify them on total cost.
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We've assured the FEA that unless we run into mechanical trouble,
or acts of God, that we don't expect to have any gasoline shortages.
We borrowed, on exchange, gasoline made to our specification, while

our refinery was down. We expect to be able to pay that back and keep
our customers supplied at the levels that they were accustomed to in
the early part of this year and get through the year, although our in-
ventories are not comfortable.

We'll be building them slowly in the meantime. The reason they're
not comfortable is because we owe goods that we couldn't make once
and had to have them made by somebody else.

Senator STONE. In this piece of legislation, and a number of others,
at least the stated goal is to speed up the supply of domestic fuel; that
is to say domestic crude oil, and natural gas, and hydrocarbons, under
a friendly flag where you don't get a cutoff for political purposes.
Do you think that it will do that, or do you think it will go the other

way? Will it be productive if it comes along, or counterproductive?
Mr. SPAHR. I believe that if all of that becomes law, it's likely to be-

come counterproductive. I'm referring to the part, particularly, that
has to do with the creation of Government-private companies and to
the influence that the Board can have upon decision as to who will be
allowed to do what in the exploration field and where.
Senator STONE. SO, it's not just the Government private companies,

it's the combination of the possibility of Government private com-
panies with restrictions on the existing private companies from activi-
ties that they would otherwise perform. Is that your view?
Mr. SPAHR. That's my view, and it's partly based upon my belief

that the formation of new companies will require new people on the
boards lacking of experience in a whole new effort to find out what
should be done and how to do it, and so on. There's going to be a lot of
time lost in trying to figure things out.
Time doesn't have to be lost if you rely upon people who already are

willing to do the business.
Senator STONE. One last question and then the chairman told me to

suspend this hearing until after lunch, at 2 p.m. and then we'll recom-
mence with the environmental groups.
Would the opposition of API, in general, and your position be mod-

erated somewhat if the provisions for Government private companies
were on the basis of last resort—that is only if first refusals were not
taken up by existing private companies in a particular situation?
Mr. SPAHR. No, I think there are still plenty of features in the bill

that would generate—
Senator STONE. I'm talking about that feature. I know there are

others, and we'll be discussing them; but on the feature of Govern-

ment private companies. If such could not be created, except after a

right of first refusal had not been taken up by existing private com-

panies in any situation, the conditions of which were specified here,

would that moderate your opposition to some extent?
Mr. SPAHR. I don't believe it would moderate mine because I have

no way of foreseeing what conditions would be specified under such
circumstances that would result in no option being taken up.
They could be onerous and specified in a purposeful way so that it

wouldn't be practical to take them up, and I think we'd be concerned

about that.
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Senator STONE. Mr. Spahr, I wish we could keep going, and then I
also wish we could follow you right immediately with the environ-
mental organizations, but we do have to answer the three-light buzz.
The hearing will be suspended until 2 p.m., and I thank you

very much. You've been most candid.
Mr. SPAHR. Thank you Senator, and I do appreciate you giving us

all this time. I think perhaps I could even say I've enjoyed it.
[Whereupon, at 12 p.m. the hearing was recessed to reconvene at

2 p.m.]
AFTERNOON SESSION

Senator JOHNSTON [presiding]. Sorry to keep you waiting this after-
noon. In fact, I thought we still operated under rules that said you
couldn't have committee meetings in the afternoon. But, the meeting
will come to order.
We have our good friends here on S. 740, National Energy Produc-

tion Board. Mr. Charles Spahr, Chairman of the Board and Chief
Executive Officer-
Ms. HELLER. That was this morning.
Senator JOHNSTON. Ms. Rhea Cohen, representing the Sierra Club;

Ms. Barbara Heller of the Environmental Policy Center; and Jeffrey
Knight, legislative director of Friends of the Earth. You may proceed
as you wish.

STATEMENT OF MS. RHEA COHEN, REPRESENTING
THE SIERRA CLUB

MS. COHEN. Mr. Chairman, my name is Rhea Cohen and I am rep-
resenting the Sierra Club.
As one of the Nation's oldest conservation organizations, the Sierra

Club has evolved from its 1892 beginnings as a group of hikers and
naturalists into today's national association of about 150,000 members
in some 200 local groups across the continent, who concerns themselves
with a wide variety of matters affecting the human and natural
environment.
We appreciate having the opportunity to testify today on S. 740

because we have long supported the creation of an institutional frame-
work for formulating long-range environmentally sound national
policy to regulate energy production, consumption and related land
use.
To our regret, this legislation would not achieve that result. In fact,A

it appears to circumvent both the National Environmental Policy Act
and the Coastal Zone Management Act, both of which are vital tools
in the rational use of energy resources.
It must be noted that we received only 3 working days' notice of this

hearing, and that we have had little time, therefore, to study the
committee's July 8 revision of the bill. This was an unreasonably short
time for the public interest groups to examine and prepare testimony,
on a legislative proposal of such far-reaching significance. Accord-
ingly, we urge the committee to schedule another hearing with notice
sufficiently in advance so as to permit concerned citizens and environ-
mental groups to devote as much time and thought to the revised bill
as its great importance warrants.
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However, should the committee decide instead to dispose of this
legislation, we are obliged to point out that S. 740 raises a number of
disturbing questions, questions so serious that we are constrained to
ask the committee to reject the bill.
The five Presidential appointees of the proposed National Energy

Mobilization Board would have very broad powers to assist private
industry to exploit fuel resources on Federal lands on land in the
Public Domain and on Outer Continental Shelf lands in Alaska and
in the lower 48. The Board would unilaterally set the Nation's energy
policy for the next 10 years with no requirement for the Congress to
authorize the Board's specific energy targets.
Promotion of energy conservation, which should be a crucial ele-

ment of our national policy, is omitted from the Board's job descrip-
tion although it should be one of that body's primary responsibilities.
We ask: Can the people of America afford to give away to five

administration representatives the Congress' power to make energy
policy for the Nation?
The National Energy Mobilization Board would be empowered to

allocate, by rule or by order, any scarce, critical and essential materials
to further its energy production goals. There is no provision for prior
congressional approval of the Board's allocation decisions, nor for
any orderly inquiry into the possible conflicting demand for those ma-
terials by other consumers.
For instance, a sudden large-scale diversion of materials and equip-

ment to energy production could tie up chemical suppliers
' 

conduit
fabricators, manufacturers of specialized pumps And custom designed
machinery, and handlers of heavy freight, to such an extent as to
jeopardize federally ordered public health improvements to drinking
water filtration plants and sewage treatment facilities.
We ask: Should the Congress turn over to a single-minded panel the

grave responsibility to balance the urgent competing demands of our
complex society for hard-to-get supplies, equipment, and capital?
Without any prior congressional action at all, the Board would have

the power to carry out a Federal oil and gas resource assessment pro-
gram, to locate and lease oil and gas supplies on Public Domain and
Federal lands and on Outer Continental Shelf lands, where leasing has
not occurred due to land use conflicts, "exceptional environmental
hazards," or opposition from local residents or from State and local
authorities.
In such a place, an environmental impact statement would surely,

be required before exploration could begin. However, the bill only pro-
vides for the Board to consult the Environmental Protection Agency
Administrator and other agency heads, "so that they can identify ex-
ceptional, unique or unusual conditions that may require special treat-
ment or precautions to protect the environment or insure safe explora-
tion activities."
This is an evasion of the National Environmental Policy Act,

which provides for public participation in the earliest stages of de-
cisionmaking, and exPloration is an early stage of oil and gas pro-
duction. Not until after the exploration activities are completed is
the Board to prepare an impact statement before deciding to sell or
lease the resources for production, and by then it is too late. Log-
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ging has already taken place; soil, watercourses and wildlife have
been  disturbed; the shore and seabed have been impacted.

While NEPA would be badly battered under this program, so
would be the Coastal Zone Management Act. In the face of local op-
position, the Board could still proceed, and the exploration process
could predetermine vital elements in a locality's future coastal zone
management program, by dictating transportation routes and modes;
by clearing trees, moving earth, installing offshore drilling rigs; by
destroying potential estuarine sanctuaries which might otherwise
have been protected under section 312 of the Coastal Zone Management
Act; and by stimulating boomtown development.
We ask : Should an agency of the Federal Government be directed

to ride roughshod over the concerns of the citizens and their local
and State governments?
Again without prior congressional approval, the Energy Mobiliza-

tion Board would undertake an Alaska naval petroleum reserve ex-
ploration program and a pipeline study for transport of oil and nat-
ural gas. The preceding arguments regarding NEPA and CZ1VIA would
apply to these two petroleum Reserve No. 4 projects. The location of
the celebrated caribou calving grounds, petroleum Reserve No. 4 is
the subject of Congressman Melcher's amendment to H.R. 49, which
was passed by the House last week.
The House bill provides for the Secretary of the Interior to ex-

plore for oil and gas and to conduct a feasibility study of delivery
systems. At the same time, he is to engage a task force including
representatives of the State of Alaska, the Arctic Slope Regional Cor-
poration, the U.S. Fish and Wildlife Service and the Office of Na-
tional Petroleum Reserves (established by the act), all to "study and
review the values and best uses of the public domain lands contained
in Naval Petroleum Reserve No. 4 as subsistence lands for natives,
scenic, historical, recreational, fish and wildlife, wilderness or for
other purposes," and to make recommendations to Congress within
3 years. The bill also directs the Secretary to conduct the exploration
"in a manner so as to preserve such surface the exploration "in a man-
ner so as to preserve such surface values." •
The Sierra Club strongly supports such an approach for the ulti-

mate protection of Petroleum Reserve No. 4 features. Our board of
directors recently passed a resolution, which I will provide for the
record, calling for the surface area of Petroleum Reserve No. 4 to be
transferred to the jurisdiction of the Fish and Wildlife Service.

According to the bill before us today, the Energy Mobilization
Board would follow up the exploration program and pipeline feasibil-
ity study with a report to Congress containing a program for gas
and oil production from Petroleum Reserve No. 4. If neither House
passes a resolution of disapproval during the following 60 days, the
program would take effect. We object to this procedure for two
reasons.

First, that time period is too short for the provisions of NEPA to be
carried out. The Council on Environmental Quality's Guidelines for
Preparation of Environmental Impact Statements state at section
1500.9(f) :



Agencies seeking comment shall establish time limits of not less than forty-five
(45) days for reply, * * * (and) should endeavor to comply with requests for
extensions of time of up to fifteen (15) days.

To this 60-day period the guidelines add, at section 1500.11 (b) :

To the maximum extent practicable, no administrative action subject to Sec.
102(2) (C) is to be taken sooner than ninety (90) days after a draft environ-
mental statement has been circulated for comment * * * neither should such
administrative action be taken sooner than thirty (30) days after the final text
of an environmental statement (together with comments) has been made avail-
able to the Council, commenting agencies, and the public.

Second, the press of other business or a holiday recess or even an 11th-
hour filibuster could prevent either House from passing a resolu-
tion of disapproval within the 60-day limit, with the result that an
unwise program could go into effect by default. Under this time limit,
the Congress would abdicate to the executive branch its traditional
responsibility to set policy for the Nation.
And now we must ask: Are our coastal zones, our public lands, our

cities and our countryside so devoid of human and natural values that
they can be designated for energy production by a nonaction of the
U.S. Congress ?
We ask that question because S. 740 earmarks three other programs

for the 60-day negative action, or effectiveness by default: a Federal
energy financing program, for subsidies to the energy industry; na-
tional energy production companies, for public-private combines to
develop fuel resources where private companies were unable to pro-
ceed because of environmental risks; and the most unfortunate of all,
the Expedited Energy Project Procedure Report, which could split
off a single project from an overall energy program and render use-
less the type of broad program environmental impact statement which
is required under NEPA. This requirement was upheld in the June 16,
1975, ruling in Sierra Club v. Norton (No. 74-1389, U.S. Ct. of Ap-
peals, D.C. Circuit; Judge J. Skelly Wright presiding) .
In section 303(c) (1) , there is an ambiguous statement which on first

reading appears to be a NEPA savings:
The Board may recommend an expedited procedure for congressional review

and approval in accordance with section 305; Provided, That the Board may
not utilize this subsection to change, amend, modify, or gain an exemption from
any substantive standard related to public health, safety, or the quality of the
environment.

We note that NEPA is not a substantive standard and thus is not
protected by this disclaimer. We believe this section would give the
administration carte blanche to undermine NEPA. We prefer the
present procedure, in which the Interior Secretary can always go
before the Congress for special legislation on specific projects, be-
cause in such an instance, the Congress must take positive action and
the public has a fair chance to affect the decision.
In summary, we ask the committee either to schedule a new hearing

for more citizen comment, or to reject S. 740 outright for its anti-
NEPA overtones.
Thank you.
Senator JOHNSTON. Thank you very much, Ms. Cohen. Why don't we

finish with all three presentations and then we will have questions.
[ Subsequent to the hearing Ms. Cohen submitted the following

resolution:]
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RESOLUTION OF THE EXECUTIVE COMMITTEE OF THE SIERRA CLUB, MAY 4, 1975

The Sierra Club believes that oil resources within Naval Petroleum Reserve
4 in Alaska should be held in reserve for possible future use and that immediate
emphasis should be placed on conducting basic environmental studies of the area's
surface resources. These studies should lead to preparation of a comprehensive
land management plan which would identify areas of critical environmental con-
cern, such as caribou and waterfowl habitat and areas used by Alaskan Natives
for subsistence. The plan should protect these areas and allow further oil and
gas exploration only in places where exploration and development would be
compatible with protection of surface resources. The Club urges that administra-
tion of the surface resources be immediately vested in the U.S. Fish and Wildlife
Service, with key areas such as the Utukok (caribou calving ground) and Teshuk-
puk (waterfowl habitat) to be placed in wildlife refuges.

STATEMENT OF MS. BARBARA HELLER, ENVIRONMENTAL
POLICY CENTER

MS. HELLER. Thank you, Mr. Chairman. We appreciate the oppor-
tunity to present our views here today. I would like to request that
my entire statement be submitted for the record, and I will just hit
the high points.
Senator JOHNSTON. All statements will be put into the record.
Ms. HELLER. Thank you. We regret to say, Mr. Chairman, that al-

though we believe that a few of the goals which may be achieved by
this proposal may be worthwhile, and as you know, we have supported
some of them in the past, we believe that enactment of this bill by
Congress would nullify many years of important congressional action.
That is a pretty strong statement and I hope you will bear with me
while I try to justify it.
It is no wonder that some of your big industry witnesses, and Mr.

Spahr was a notable exception this morning, have wholeheartedly
supported this bill in previous hearings. It provides for joint ven-
tures between industry and Government, low interest loans and other
financial assistance, circumvention of the most significant procedures
that have been developed by Congress and agencies in recent years
to protect the rights of the public and the interests of State and local
governments.
Senator JOHNSTON. Which things are circumvented?
Ms. HELLER. I was going to get into that in a minute, but the section

on expediting energy-related Government action provides for 
Senator JOHNSTON. Congressional recommendations.
Ms. HELLER. The Board makes recommendations to Congress. It

draws up proposals for expediting procedures, and if Congress doesn't
act negatively within 60 days—and this is going to be recommenda-
tions on every energy project, if the Board so desires, every power-
plant, every refinery, and every pipeline—if Congress doesn't act on
each of those propoasls within 60 days, it goes into effect.
Senator JOHNSTON. I see.
Ms. HELLER. It would also virtually exclude, in our opinion, many

small energy businesses. It provides that the Energy Mobilization
Board may
enter into contracts or other arrangements * * * with any person, firm, associa-
tion, corporation * * * or without reimbursement, with or without performance
or other bonds, and with or without regard to sec. 5 of title 41, U.S. Code.

Title 41 is that title which has to do with advertising for con-
tracts and competitive bidding.
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The Board may also "accept and utilize the services of voluntary
and uncompensated personnel. . ." I know a number of well-paid
industry lobbyists whose companies would gladly loan them to the
Board so that they may achieve the goals of the bill: writing and
recommending legislation, writing reports, et cetera.
At the same time, of course, there is nothing to prevent their com-

panies from receiving "financial assistance" because of the "shortage
of capital" in order to produce energy.
What more could the president of a major oil company which con-

trols oil, coal, natural gas, and other energy resources, ask for?
We believe that the bill is based on erroneous assumptions. For

example, the finding that dependence from foreign sources is neces-
sary to "avoid excessive cost for energy supplies implies that all
domestic energy will be cheap to the American consumer.
Domestic oil and gas, if price regulated, may indeed be cheaper

than OPEC oil, but production of synthetic fuels from coal and oil
shale will cost the consumer a great deal more.

Its price will be higher still if it is subsidized with taxpayers dol-
lars either through quasi-government corporation development or
through price floors as this legislation will allow.
Our important and realistic energy needs, and methods which would

really achieve some measure of self-sufficiency are ignored. Energy
conservation is mentioned just once in this entire 55-page bill, with a
passing note that the goal of independence makes it 'necessary to
accelerate conservation efforts," meaningless words in the context of
this development-at-any-cost legislation.
The one area where we really could achieve self-sufficiency, or at

least move toward it, energy conservation, is not listed in the long
list of targets set out in the bill.
If targets, as set out, are not being achieved, the Board may enter into

"agreements" with "private and governmental" entities to assure that
such targets are met. Nowhere is there any review by the public or
by any other entity of these targets, or, indeed, of any other of the
Board's activities.
There is no requirement that the Board's meetings be open to the

public, or that any public hearings be held on their decisions.
True, the members are appointed by the President and confirmed by

the Senate but we know, from historical as well as recent experience,
that this body, unless confronted with a scandal, routinely confirms
nominees of the President.
We are reluctant, Mr. Chairman, to advocate setting up another

energy bureaucracy when we already have a Federal Energy Admin-
istration, ERDA, Interior Department, Commerce Department, the
Energy Resources Council and numbers of other agencies which are
promoting energy development.
The ERDA program accomplishes, or will accomplish once the pro-

gram really gets underway, many of the goals of this bill. It allows
for Federal-industry cooperation in constructing, operating, and
monitoring demonstration plants, including commercial sale demon-
stration plants. Funding would he shared by both industry and Gov-
ernment. and each would share in the experience both of operating
the facility and sharing the information gathered.
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With regard to the materials allocation authority section, it's im-portant to realize that perceptions of when and to what exent short-ages exist may change from month to month, even within the industry,and that the Government will not be able to determine these mattersbetter than the industry.
Our market system of supply and demand has worked to solve short-age situations in the past and it will continue to do so if allowed towork.
Senator JOHNSTON. We have got that allocation authority now, un-der the allocation bill.
Ms. HELLER. This section allocates—it's not just energy supply allo-cation, it's allocation of all materials, steel, or whatever the Board de-cides is necessary to produce energy.
Senator JOHNSTON. Counsel has reminded me that the Defense Pro-duction Act has allocation authority. But it's my recollection that theallocation bill itself has allocation authority for materials needed forenergy production. I think that's correct, and I think that provisionhas been almost never used.
Ms. HELLER. We believe the provision written in this bill could takematerial away from other industries, such as the construction indus-try or the automobile industry, which are equally important to oureconomy as the energy industry.
It is vital that we set policies which will guide Federal agencies andprivate industry, but anything beyond guidance, in our view, could bevery harmful to other sectors of the economy.
The oil and gas resource assessment and exploration program issomething, we are sure that you will be very interested in.
This section directs the Board to explore and eventually producepublic resources on public lands:

whose leasing to private enterprise * * * may not be in the public interest orhas been delayed because of land use conflicts, exceptional environmental haz-ards, opposition from local residents or from State and local authorities, or forother reasons.

Furthermore, exploration contracts with 
Senator JOHNSTON. Would you give me those reasons again?Ms. HELLER. This is a quote from the bill:
Whose leasing to private enterprise * * * may not be in the public interest orhas been delayed because of land use conflicts, exceptional environmental haz-ards, opposition from local residents or frOm State and local authorities, or forother reasons.

Mr. KNIGHT. Page 21 of the committee print.
Ms. HELLER. Furthermore, exploration contracts with private com-panies may be entered into by noncompetitive negotiations in whichthe company is compensated by the Federal Government in propor-tion to the volume and quality of economically recoverable oil or gas.Despite the possible noncompetitive contract, the company whichconducts the exploratory work has first refusal rights on the produc-tion lease.
If the development of public resources by private companies is notin the public interest, the development of such resources by the FederalGovernment will be less in the public interest.
Much as we dislike the policies of the industry, we do not believethat the Federal Government can develop energy more safely or moreefficiently.
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Furthermore, this section is a blatant violation of the rights
 of the

States and local authorities and the public, to act on m
atters which

concern them.
This will supersede legitimate State and public concerns

 and proce-

dures which have been established to protect environment
al, social, and

economic interests, and it eliminates any potential for subst
antive par-

ticipation by those interests.
Senator JOHNSTON. Let me stop you right there. Are you 

saying—

or would you repeat your view on the Government being in the
 explora-

tion program.
Ms. HELLER. I didn't say exploration I said development. I

 think

there's a difference. We have, as you know, supported federall
y con-

tracted exploration as a prelude to commercial leasing.

I think it's important as a supplemental way of getting informatio
n

about our energy resources. That's -very different from the kind 
of

program that this bill mandates, which is Federal involvement—

Senator JOHNSTON. Leading to production.
MS. HELLER. Absolutely.
Senator JOHNSTON. How would you define where exploration stops

and production begins, the one that is good and the one that is bad
?

Ms. HELLER. The way the system operates now, there is a point at

which, after the lease is sold, a company makes a decision about

whether and when to bring in a production platform.
In our view, that decision ought to take more into account then

simply whether or not it's a commercially recoverable field.

There's no reason why, when you are leasing public resources, the

Federal Government, whose resource after all it is, should not be in-

volved in the decisions about where and at what rate and how to pro-

duce that resource.
That's very different from getting the Government involved in the

business of producing, which we have, and still do, and always will
oppose as far as I can tell.
Senator JoHNsToN. Are you saying that the division point between

exploration and production is the bringing in of a commercial plat-

form?, Do I understand that?
In other words, you would let the Government explore but not let

them produce, is that correct?
MS. HELLER. Yes.
Senator JOHNSTON. Now where is the division point between the two?
Ms. HELLER. At the point where a company writes a development

and production plan, which they do now under existing procedures,
and when they decide to order a production platform.

Senator JOHNSTON. That's what I am getting at. The actual ordering

or putting in place of a production platform?
MS. 'TELLER. Right.
Senator JOHNSTON. SO, you could not then use a production platform

for an exploratory program.
Ms. HELLER. I wouldn't think so.
Senator JOHNSTON. And that has the advantage of simplicity. I

guess we can define our production platform from exploration plat-

form, because you use, many times, the same holes and you drill many

exploratory wells from production platforms. You just complete the

exploratory hole and make a production hole.
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But that would more or less limit it to drilling ships, would it not?
Ms. HELLER. Probably.
Senator JoHNsToN. Because we are going to face this question I am

sure, when the OCS bill comes up on the floor of the Senate. It's a very
difficult, virtually impossible, problem of defining the difference be-
tween exploration and production, or exploration and development
particularly.
We could have a guide say, on a production ship, that would at least

help us definitionally. Now, in your judgment, how would you define
where the Government is to explore and where they are not to ex-
plore? Would you have them explore all frontier areas?
Ms. HELLER. I don't think that's feasible. I think the OTA study

showed us pretty clearly that the Interior Department as now con-
stituted, simply won't be able to gear up such a program in the amount
of time that would be necessary to adequately explore those areas.
I think it is feasible, on a limited basis, on one or two structures or

traps in frontier areas.
Senator JOHNSTON. Which frontier areas would you use?
Ms. HELLER. I couldn't make a judgment as to that.
Senator JOHNSTON. How big a dollar program do you think we ought

to have?
Ms. HELLER. Do I think we ought to have?
Senator JOHNSTON. In other words, you are the appropriations com-

mittee, the authorizing committee, and the committee says, we will
go ahead with the exploratory program, how big should that be? What
should we authorize? And what should we appropriate?
Ms. HELLER. I don't think I could give you a dollar figure right off,

but I could probably do some homework and give you one for the
record, if you would like.
Senator JOHNSTON. Do you have any idea about what kind

of parameters we are talking about, say in dollars?
Ms. HELLER. I am familiar with the figures that were given in the

OTA study and elsewhere, for an overall Federal program, but the
figures for a limited Federal program would be much less.

Senator JOHNSTON. Less than $1 billion?
MS. HELLER. Probably.
Senator JOHNSTON. How about the provision here that authorizes

this body to intervene in State and regulatory and judicial
proceedings?
Ms. HELLER. I'm not sure what the point of that is, because I think

legally almost anyone can intervene anyway. You are a lawyer, maybe
you can answer that.
Senator JOHNSTON. It sounds to me sort of like a Consumer Pro-

tection Agency, to represent the antienvironmentalists.
Ms. HELLER. In that case, we would have to oppose it. [Laughter.]
Senator JOHNSTON. That's what I got from it, because when you

look at energy and why we did not develop the energy as fast as it
could be, I can think of three or four obvious reasons. Capital shortage,
possibly allocation of scarce materials, and certainly one thing, has
got to be environmental constraints.
Now without reference to whether you are for them or against

them; it's very clear that these factors slow things down. When you
have to figure out whether something is environmentally harmful, and
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do it in a safe way, obviously, that makes it
 more expensive and takes

more time to do it.
I happen to believe that we ought to take th

at time and spend that

money in many instances, but this bill, as I see it
 in two respects, recog-

nizes that you need to cut through the redtape 
in some instances. And

the first way it would do it, is to authorize the 
intervention by a group

that represents the viewpoint of emphasizing
 the need for energy.

And they would go before the FEC to the CE
Q or whatever, and

present that viewpoint. The other is the expedi
ting provision to cut

through the redtape.
We have had some very interesting testimony 

on this bill. Former

Secretary Fowler talked about the War Product
ion Board. Were you

here when they talked about that?
Ms. HELLER. No, but I read the hearing record

.

Senator JOHNSTON. He said we needed to do thr
ee things. First, we

need to provide the capital or make sure it's prov
ided, and if private

enterprise doesn't have enough, figure out a way
 to get it to them or

give it to them.
Second, you need to allocate to them whatever needs

 to be done; and

third, you need to cut through all the redtape and j
ust say we will do

it.
It wasn't that he was so much saying that's w

hat we need to do on

energy, but saying that's what we did with the Wa
r Production Act

and that it would work with energy. I think that's 
very true.

The question is, do we want to go to those extre
me procedures and

I'm inclined to think, at this point, that we do not.

Ms. HELLER. We would agree with you.
Senator JOHNSTON. Let me ask you this. What about 

capital? What

is your view on the supply of capital for developing 
energy?

Ms. HELLER. We do make some concrete suggestio
ns at the end of

the testimony, as to how to provide capital for th
ose who need it.

May I go through that part of my testimony?
Senator JOHNSTON. Yes.
Ms. HELLER. We believe that the energy capital inv

estment pro-

gram for energy facilities as outlined in S. 740, makes the 
Lockheed

loan look like nickels and dimes. Federal financial assistanc
e is to be

granted on a project-by-project basis at the discretion of t
he Board

after submitting written reasons to Congress, although no 
positive

congressional action is required.

Such Federal financial assistance may include but not be limite
d to loans and

loan guarantees, commitments to purchase supplies, agreements
 to share loss,

equity investments or the granting of leases.

Again, this requires negative congressional action in order to pre-

vent implementation. The taxpayer and ultimately the consumer will

be bankrolling the loss for private industry incompetence.
At a time when actions of American companies abroad, in terms of

bribing foreign officials, when Mobil has the capital to buy Mont-

gomery Ward, and when Gulf Oil is talking about a merger with

Rockwell International, we fail to see the need for this kind of capital

assistance program.
Some assistance may be needed by small companies because of the

monopolistic tendencies of the major companies in the energy industry,
but an overall program such as that established by title V of this bill,
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we think is dangerous and inefficient. Other means than direct sub-
sidies can accomplish the same goals.
Senator JOHNSTON. Let me interrupt there. Do you think we will

get sufficient investment in the OCS development?
Ms. HELLER. Yes particularly if you follow up on the actions that

this committee took last week, which begins to equalize opportunity in
the OCS field, by decreasing our reliance on the bonus bidding system.
We have also supported, and continue to support, the provisions in

the House Commerce Committee's energy legislation—H.R. 7014—
which provides for loan guarantees for small producers of deep mine
low sulfur coal, and would strongly support such legislation in the
Senate.
We think this kind of provision would do more to "help overcome

unemployment," to increase competition, and indeed, to develop energy
resources in the area where they would really begin to meet energy
demands, than any other kind of financial assistance outlined in this
bill.
Senator JOHNSTON. You feel strongly about the ability of private

companies to go out on the OCS and develop it sufficiently fast. Do you
think there's enough incentive that they can produce at least twice the
capital that they have been putting in to increase that rate or double
that rate?
Ms. HELLER. I think there's plenty of incentive. If you take away

the huge upfront amounts and give them another kind of competitive
system for getting into the leasing.
The kind of capital assistance that is provided for in this bill, is

going to take away capital from other segments of society that may
need it just as much and perhaps more.
I don't think anybody has really looked at the implications of divert-

ing tremendous amounts of capital, when indeed it may be available
to the energy industry now, without such assistance, on other segments
of the economy.
Senator JOHNSTON. As far as this Government exploratory program

is concerned, we have, as you expressed here in this committee the other
day when we were talking about it, that it would be so good to have
the Government in the exploratory program so that they can drill some
more holes 
Ms. HELLER. I disagree with that position completely. If there wasany oil there, the companies which had invested over $1 billion in thatwouldn't be pulling out. That, in my opinion, is an absurd argumentfor Federal exploration.
I think Federal exporation is important, but to supplement energyexploration by private companies in other areas.
Senator JOHNSTON. Would you prohibit, under the Federal explora-tion program, the Government going into abandoned leases?
Ms. HELLER. I don't think so. There may be leases that were aban-doned years ago, for other reasons, that might possibly be productive,I don't know.
Senator JOHNSTON. If it was possibly productive, do you think thatthe Government geologists would better be able to make that assess-ment than a private geologist?
In• other words, if an abandoned lease brought a good deal, as inDestin Dome, to be able to mine that lease. If it hasn't been done by
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a private geologist, would a Government geologist better be able to
make that assessment?
Ms. HELLER. I think that would vary considerably from lease to

lease, depending on how long ago that lease was abandoned.
The economic situation has changed considerably in the last 10 or

15 years, even in the last 3 years, and leases may have been abandoned
more easily many years ago, when the price wasn't quite so high, than
they are now.

Senator JOHNSTON. Wouldn't any Government leasing program in-
volve or rely on Government geologists, and amount to saying that
these geologists are better than private geologists?
MS. HELLER. I would think they would not necessarily be better, but

equally competent perhaps.
Senator JOHNSTON. Do you think they are?
Ms. HELLER. I think there are a lot of competent geologists in the

USGS. I don't think there are enough to manage a total Federal
exploration program, but I do think there are enough to oversee a
limited Federal exploration program. Contracting of course, not hav-
ing USGS do it themselves.
I would think that because of that the Government would not go

back to abandoned leases but instead go into new areas.
Senator JOHNSTON. Do you think that politics would ever get in-

volved in decisions as to where to drill? Do you think that any Mem-
ber of Congress might say please come drill another hole in the Destin
Dome, because to find oil there might be good for that State?
Ms. HELLER. Senator, I think politics takes part in every decision

that is made in this country. There are pressures from every side on
every decision. That is just the way it works. You know that as well as
anybody here.

Senator JouNsTow. Who would be most susceptible in political de-
cisions
' 
Government or private industry?

Ms. HELLER. I think both are susceptible. The difference is that
private industry is out for its own profit, as it should be, and Govern-
ment is susceptible to pressures from both sides.
One of the reasons we opposed Federal production and the Federal

Government getting involved in energy the way this bill would have
it, is because it would take away one of those levels of interference, if
you want to call it that.
The way things are now, the public groups have Government to turn

to as a regulator. Whether or not you agree with the way they are
regulating, there is, at least, that level.
If Government and industry go into partnership, Government is

going to have a vested interest in not regulating itself and in not regu-
lating industry. I think that's a very important political point.
But I don't think that necessarily holds for the question of Federal

exploration, because it's a very different proposition.
Senator JOHNSTON. I said we were going to finish all three witnesses

before we got into conversation here and I apologize for that.
[The prepared statement of Ms. Heller follows:]

4
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ENVIRONMENTAL POLICY CENTER
324 C Street, S. E.. Washington, D.C. 20003

(202) 547-6500

TESTIMONY OF BARBARA M. SELLER

BEFORE THE SENATE INTERIOR COMMITTEE

JULY 14, 197.6'

We appreciate the opportunity to present our views here
today on S 740, the National Energy Mobilization Act. We regret

to say Mr. Chairman, that although we believe that a few of the
goals which might be achieved by this proposal may be worthwhile,
and some of them we have, as you know, supported vigorously in the
past; we feel that the overall aims of this bill, and the means for
achieving them, if accomplished, would nullify many years of important
Congressional action. It would do irreparable harm to our relatively
free economy, to our environment,

It is no wonder that your
big industry witnesses have wholeheartedly supported this bill in
previous hearings; it provides for joint ventures between industry
and government, low interest loans and other "financial assistance,"
circumvention of the most significant procedures which have been
developed by Congress and agencies in recent years to protect the
rights of the public and the interests of state and local govern-
ments, and virtual exclusion of small energy businesses. It provides
that the Energy Mobilization Board may "enter into contracts or
other arrangements.. .with any person, firm, 'association, corporation
...with or without reimbursement, with or without performance or
other bonds, and with or without regard to sec..cof Title 41, U.S.
Ccde." The Board may also "accept and utilize the services of

57-639 0 - 75 - pt. 2- 5
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voluntary and uncompensated personnel...." I know a number of

well-paid industry lobbyists whose companies would gladly loan

them to the Board so that they may achieve the goals of the

bill: write and recommend legislation, write reports, etc.

At the same time, of course, there is nothing to prevent their

companies from receiving "financial assistance" because of the

"shortage of capital" in order to produce energy. What more could

the president of a major oil company which controls oil, coal,

natural gas, and other energy resources, ask for?

Let me begin this analysis at the beginning of the

bill: with the Findings. S 740 is based on some assumptions

which are inherently misleading and just plain wrong. For example,

the finding that dependence from foreign sources is necessary to

"avoid excessive cost for energy supplies" implies that all domestic

energy will be cheap to the American consumer. Domestic oil and

gas, if price regulated, may indeed be cheaper than OPEC oil, but

production of synthetic fuels from coal and oil shale will cost the

consumer a great deal more. Its price will be higher still if it

is subsidized with taxpayers dollars either through quasi-governmen
t

corporation development or through price floors as this legislation

would mandate.

Our important and realistic energy needs and methods

which would really achieve some measure of self-sufficiency are

ignored. Energy conservation is mentioned just once in this entire

fifty-five page bill, with a passing note that the goal of independ
ence

makes it "necessary to accelerate conservation efforts" - meaning
less

words in the context of this development-at-any-cost bill. 
The bill

describes 10-year "targets" for development of coal, oil, natural

gas, nuclear power, synthetic fuels, and other energy sources. Yet

the one area where we really could move toward self-sufficiency -

"et
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energy conservation - is not even mentioned as a target. The

Board is to "monitor" agencies and private enterprise to see

whether progress is being made toward its "targets" including

monitoring foreign activities.

If the

targets are not being achieved, the Board may enter into "agree-

ments" with "private and governmental" entities to assure that such

targets are met. Nowhere is there any review by the public or by any

other entity of these targets, or, indeed of any other of the Board's

activities, There is no requirement that the Board's meetings be

open to the public, or that any public hearings be held on their

decisions. True, the members are appointed by the President and

confirmed by the Senate, but we know, from historical as well as

recent experience, that this body, unless confronted with a scandal,

routinely confirms nominees of the President.

We now have, at the federal level, the PEA, ERDA, the

Interior Department, the Commerce Department, the Energy Resources

Council and a multitude of other agencies involved in promoting

energy development. We do not need to add yet another bureaucracy

to those which already exist. We do need to send a clear direction

of policy to the agencies which now have the job, so that they

know what the public interest in energy development requires,

so that the uncertainty is taken out of the development business

for the companies, and so that we may all get on with the job. In

our view the right kinds of development incentives and standards,

to encourage efficient development,would truly benefit the consumer

and taxpayer and would help the economy and our energy supply picture

far more than this mobilization bill. I will return to some

suggestions which we believe could help accomplish those goals toward

the end of this statement, First I would like to discuss some of
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the specific items in S 740.

MATERIALS ALLOCATION AUTHORITY 
The Board may control the distribution of supplies of

materials and equipment if it finds that "such supplies are scarce,

critical, and essential...." and necessary to accomplish the expan-

sion and construction of energy facilities. The Board's authority

is entirely discretionary since there is no review of its decisions.

Yet, how is the Board to determine that supplies are inadequate?

Such a decision seems simple, but may in fact be difficult to

determine. For example, last winter we were hearing from a variety

of sources that drilling rigs and other material essential to develop-

ment of the offshore were in critically short supply. A compre-

hensive survey by Offshore Magazine, an industry trade journal,

concluded that "...studies predict a rig demand well beyond the

capacities of the worldwide shipyards at least through 1982...."

Only a few months later, on April 23. 19751 in testimony before the

Interior Subcommittee of the House Appropriations Committee, C.L.

Graves, Chairman of the Board, President, and Chief Executive Officer

of J. Ray McDermott Co., said that "If the government would assure

our industry of work on a continuing basis, on any level.., of

leasing, the industry is capable of performing the work." Statements

of the API and the President of the Ocean Drilling and Exploration

Company (onEco) at the same hearing reiterated that position. There

need be no shortage in the industry if leasing plans are well known

and if the companies have time to plan and to order equipment. The

point is that perceptions of when and to what extent shortages exist

may change from month to month, even within the industry, and that

the government will not be able to determine these matters better

than the industry. Our market system of supply and demand has worked

to solve shortage situations in the past and it will continue to do

so if allowed to work. This bill would not allow it to work. It
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could take materials away from other industries (i.e. construction)

which are equally important to our economy. It is vital that

we set policies which will guide federal agencies and private

industry, but anything beyond guidance could be disastrous to other

sectors of the economy.

OIL AND GAS RESOURCE ASSESSMENT AND EXPLORATION PROGRAM 
This section directs the Board to explore and eventually

produce public resources on public lands "whose leasing to private

enterprise.... may not be in the public interest or has been delayed

• because of land use conflicts, exceptional environmental hazards,

opposition from local residents or from State and local authorities,

or for other reasons." Furthermore, exploration contracts with

private companies may be entered into by noncompetitive negotiations

in which the company is compensated by the Federal government in

proportion to the volume and quality of economically recoverable

oil or gas discovered. Despite the possible noncompetitive contract,

the company which conducts the exploratory work has first refusal

rights on the production lease. If the development of public

resources by private companies is not in the public interest, the

development of such resources by the Federal government will be

less in the public interest. Much as we dislike the policies of the

industry, we do not believe that the Federal government can develop

energy more safely or more efficiently. Furthermore, this section

is a blatant violation of the rights of the states and local authori-

ties and the public, to act on matters which affect them. This

* would supercede legitimate state and public concerns and procedures

which have been established to protect environmental, social, and

economic interests, and it eliminates any potential for substantive

participation by those interests.
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ALASKAN NAVAL PETROLEUM RESERVE EXPLORATION PROGRAM 

The Pet. exploration program established under this

bill is cumbersome and inefficient. The Board is directed to desig-

nate a federal agency which will "direct and supervise execution

of the program," but the Board is directed to prepare the explora-

tion schedule, contract for the work, and establish procedures.

Then the Board is directed to prepare a feasibility study justi-

fying a pipeline, such study to be "sufficient in detail to support

preliminary engineering design of pipelines on the designated routes."

Never is there a question of whether such a facility is desirable

or necessary. "All costs associated with making the study...shall

be charged to any future applicant who is granted a right-of-way

for any of the routes studied." You may say that such a study

is a small price for such an applicant to pay in return for the

right to build a pipeline. Perhaps, but gitren the well-known

levels of federal cost overruns in addition to the general high

cost of pipelines, this will guarantee that they are built and

controlled by the major oil companies: another blow to the role of

the independents in our energy economy. While we oupport exploration

of the naval reserves, preferably federally contracted exploration,

we firmly believe that these reserves sbould be maintained for times

of national emergency, and not produced for commercial sale.

FEDERAL FACILITIES ENERGY PROGRAM 
This section is oriented toward providing materials and

equipment which are believed to be in short supply for the purpose

of developing energy. We feel that it is a serious mistake for the

Federal government to get involved in private sector decisions

about shortages, for reasons stated earlier. Most equipment

supply shortages are short-term problems which can and have been

solved by the private sector and the market economy, By the time

the Federal government could gear up a program to resolve any such

problems, the problems would have solved themselves, and the Federal

2,
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government would be in the position of having spent taxpayers'

money needlessly - on another Federal pork barrel boondoggle.

This is yet another example of Federal override of state and

local authority.

NATIONAL ENERGY PRODUCTION CMPANIES 
In our view this section, establishing Energy Production

Companies, has fundamental and frightening implications for our

economic and social systems. We are living in a time when much

of the nation is rightfully critical and suspicious of the bigness

of the Federal government, of the way in which the Federal government

spends public money, of the increasingly obvious reliance of big

government on big business for its policy decisions, of the regulator

in cahoots with the regulatee, and of the intrusion of both govern-

ment and big business into every aspect of our lives. This section

of S 740 mandates a part.ership between big government and big

business the likes of which few have imagined. It establishes

Energy Production Companies (subject only to Congressional disapproval)

funded by the taxpayers, at least one third of the shares of which

must be controlled, "individually or jointly, by private sector

corporate entities able to provide significant technical, operational,

and management expertise to the project." The so-called "private

sector companies" will, of course, be the major energy companies,

which can indeed provide such expertise, and which control most of

our resources. Furthermore, the "private sector corporate share-

holders will have the right to purchase at any time the equity shares

held by the fund" (the National Energy Production Trust Fund.) In

addition', the "corporate shareholder will be offered the right to

acquire any shares unsubscribed by the public." These Production

Companies may produce energy from oil shale, coal gasification and

liquifaction, solvent coal refining, geothermal energy, OCS oil and
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gas, coal mining and refining, and the transportation of energy

supplies. In other words the Federal government will form a giant

joint venture with the oil companies and will subsidize development

of all of those incredibly inefficient means of producing energy

which the major companies control but are not developing even with

their vast capital resources. It will ignore those areas which are

diversely owned and which could really contribute to our efforts

toward self-sufficiency in an economically efficient and responsible

manner: deep mine low sulfur coal, OCS oil and gas, non-conventional

sources, and energy conservation..

EXPEDITING GOVERNMENT ACTION 
This section is bad in principle and counter-productive

in effect. It would render meaningless most of the laws and pro-

cedures which Congress and federal agencies have established in

recent years to protect the rights of the public with regard to

decision-making at the federal level on environmental and other matters.

The Board is to submit its recommendations for overcoming "procedural

delays" for each facility to Congress. This could, of course, be

hundreds of different recommendations, each in the form of an

"Expedited Energy Project Procedure Report." If Congress does not

act negatively within 60 days, the Board's recommendations are

implemented. Given the rate at which Congress acts, and the plethora

of recommendations which are required to be sent to Congress under

this section as well as the other sections of this bill, there is

a built-in bias toward overriding existing procedures, and in fact

toward adoption of all of those programs which require negative

Congressional action. This will mean circumvention of the impact

statement process pursuant to NEPA, which is now the only part of the

process where the public has an opportunity to comment. It will mean

circumvention of procedures to involve the states and local communi-

410
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ties, including those established in your recent amendment to the

OCS Act; and of procedural aspects of the Coastal Zone Management

Act. Overriding procedures which have been developed to protect

the public interest and to allow some measure of public partici-

pation (however meager) is not the way to "expedite" energy develop-

ment. It is much more likely to interminably delay development,

• for it will force states and local governments and citizens' groups

into uncompromising positions of intransigence.

COAL PRODUCTION 
The Coal Production section is redundant and irrelevant

since the Energy Production Companies are authorized to produce

coal. The wide ranging authority given the Production Companies

and the coal production program makes the attempt to pass Surface

Mining legislation, OCS legislation, and any environmental programs

a laughable farce. Why bother to enact legislation to provide

procedures and standards for development if the Federal government,

working in partnership with industry can supercede them?

ENERGY CAPITAL INVESTMENT PROGRAM FOR ESSENTIAL ENERGY FACILITIES 
This section of S 740 makes the Lockheed loan look like

a nursery school exercise. Federal financial assistance is to be

granted on a project-by-project basis at the discretion of the

Board (after submitting written reasons to Congress, although no positive

Congressional action is required.) "Such Federal financial

assistance may include but not be limited to loans and loan guarantees,

commitments to purchase supplies, agreements to share loss, equity

investments or the granting of leases." This is another area where

the 60 day negative response of Congress is necessary in order to

prevent implementation. The taxpayer and ultimately the consumer

bankroll the loss for private industry incompetence. We are learning

sq
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that some, if not most, of an amount equal to that "loaned" to

Lockheed may have been spent in bribing foreign officials, and we

are learning that similar "business expenses" have been routine

with many energy companies. At a time when such actions are

occurring, and when Mobil has the capital to buy Marcor, and when

Gulf is talking about a merger with Rockwell, we fail to see the

need for this kind of capital assistance program. Some assistance

may be needed by small companies because of the monopolistic tendencies

of the major companies in the industry, but an overall program

such as that established by Title V of S 740 is dangerous and

inefficient. Other means than direct subsidies can accomplish

the same goals. You have begun to re-establish some equality in

opportunities in the energy business by your action last week

to decrease reliance on the bonus bidding system used in offshore

leasing. We seem to have more faith in the way our system works

than many of you. When it becomes profitable for the companies

to produce synthetic fuels in an environmentally acceptable and

economically efficient manner, the companies will develop them.

We have long supported internalizing the social and environmental

costs as a reflection of the true cost of producing energy. I

hasten to add that that does not mean an arbitrary price hike which

does not internalize any such costs, as the President has proposed.

Government intrusion into production, either by direct participa-

tion or by subsidies will inevitably lead to that production which

is most inefficient and most damaging, resulting in enormous costs

to the citizens of this Nation.

Let me suggest some proposals which we believe would

help us achieve self-sufficiency in ways which are acceptable.

1. Energy conservation should be the primary goal of this country

(
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in attempting to achieve independence. The necessity for and

feasibility of accomplishing great energy savings have been docu-

mented time and again. Why not establish an Energy Conservation

Authority within an existing agency to monitor energy conservation

efforts by government and by industry, to suggest legislation, and

to enforce laws and regulations? If we are serious about self-

4 sufficiency and not just interested in creating pork-barrel energy

development projects, that should be the first step we take.

2. As you know there are millions of tons of high quality, low sulfur.

deep minable coal in the eastern regions of this country. The

capacity for expansion of production from these mines is enormous,

and would be much more rapid than production from any of the other

energy resources which this bill targets. As you also know, most

of this eastern coal, unlike the coal in the west, is diversely

owned by great numbers of small producers. We have supported the

provision in the House Commerce Committee's Energy legislation (HR 7014)

which provides for loan guarantees for small producers of deep mine

low sulfur coal, and would strongly urge that the Senate consider

similar legislation. Such a provision would do more to "help

overcome unemployment" (Finding (f) in S 740) than any other kind

of financial assistance.

3. Removing the uncertainty from government policies is extremely

important to companies for effective planning for development. This

can be done without compromising the great gains we have made over

the last few years in the realm of coastal management, and without

compromising or delaying environmental planning and standards. Your

amendments to the OCS Act (although not as strong as we would like)

are one step toward eliminating such uncertainty. A Surface

Mining bill is another step, and we hope and trust that. despite
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a temporary setback, we will see such a bill enacted.

4. No shortage now exists which is more important than that of

competent trained personnel in the energy development field. 
There

is anlwill be a shortage of petroleum engineers, according to

the National Academy of Engineering (U.S. Energy Prospects:
 An

Engineering Viewpoint.) In addition)training programs for key

offshore operating personnel on rigs are woefully inadequate

and non-standardized. We suggest that a Federal licensing

program and uniform training should be undertaken by the Fe
deral

government to foster safe OCS oil and gas development. Similar

programs may be necessary in other areas as well.

Mr, Chairman, we have been privileged to cooperate with

and support this Committee's work often. Quite frankly, we cannot

understand how those of you who have spent so much time and hone
st

effort trying to right the inequities which big oil has engendered

in our energy economy, could propose a bill which will reverse

what progress had been made because of your efforts. It is time

to stop cloaking bad energy proposals in the language of the

economic and unemployment cure-all ahd recognize them for what t
hey

are: giant pork-barrel projects which will drop staggeringly large

economic benefits into the pocket-books of precious few. In

designing new energy programs it is time for the Federal government,

including both the Administration and the Congress, to think in

clear-headed terms about all of the implications of energy develop-

ment proposals, and to design programs which will both benefit

and protect all of the people of this nation, not just the world

of big business.
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Senator JOHNSTON. Why don't we go ahead and hear from Mr.
Knight, and then we will come back to our questions.

STATEMENT OF JEFFREY KNIGHT, LEGISLATIVE DIRECTOR,
FRIENDS OF THE EARTH

Mr. KNIGHT. Thank you, Mr. Chairman. I do appreciate the oppor-
tunity to testify on this bill.
Before I do, I would just like to outline what we think are the most

significant steps that need to be taken in the energy area.
These involve energy conservation, which we feel must become the

cornerstone of all this Nation's efforts to ease the energy crisis. Energy
conservation, by which I mean cutting energy waste, increasing the
efficiency of energy use, and the movement to uses which require less
of an energy budget, will have beneficial effects for the economy, for
unemployment, and for our need to increase sources of energy supply.
For the economy, because it will counter the inflationary impact of

rising energy costs. For unemployment, because expenditures to in-
crease energy conservation will tend to be labor intensive.
For the energy supply bottleneck, because energy conservation will

increase the life of known reserves and will significantly ease the
energy growth rate, which will lessen problem of capital and material
supply, and lessen the onslaught on the environment.
Energy use is not per se an indicator of the quality of life. There are

several countries in Europe which have per capita GNP &pal to that
of the United States, and yet whose per capita energy use is only half
that of the United States.
This difference shows that we can significantly cut and alter our

energy use patterns without hurting the economy:
Let me give a few examples of the kinds of savings that can be made

through energy conservation now, without the need for any technologi-
cal breakthroughs, equivalents in billions of gallons:

Air-conditioning: if energy efficiency is improved 7 to 10 percent-
Senator JOHNSTON. How can you say that 7 to 10 percent?
Mr. KNIGHT. By improving the efficiency of air-conditioning units.

There's a range of efficiency among the various units that are now on
the market, and if you move it up to the upper level range of BTU
use, you're going to get this kind of -
Senator JOHNSTON. We just passed a bill the other day, for efficiency

labeling. I think it was last week.
Mr. KNIGHT. I think that would have some effect. Of course, con-

sumers have to know that this is there and it has to be accessible, and
they have to understand whatever figures it's put in.

Senator JOHNSTON. Isn't it rather difficult to define efficiency?
Mr. KNIGHT. I don't think so.
Senator JOHNSTON. Don't some work better at lower speeds or higher

speeds. or higher temperatures and lower temperatures ?
Mr. KNIGHT. That's a question of efficiency. I get down to water

heating for example, and one of the suggestions is to lower the average
heat that water is heated to, which I think now is about 140 degrees,
to about 120 degrees.
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Obviously, the water is not as hot and it doesn't feel as hot coming
out of the tap. I think it's sufficiently hot for the purposes it's being
used for, and yet we don't 
Senator JOHNSTON. How would we deal with that? Would we legis-

late 120 degrees and put a governor on a hot water heater?
Mr. KNIGHT: I'm not exactly sure Senator. I don't think we neces-

sarily have to go that far.
Senator JOHNSTON. I would also like to save on my bills at home,

which are getting astronomical.
Mr. KNIGHT. The source for these particular things is a professor

at University of California, and I have just spoken with him. I have
not seen the papers which these are outlined in, so I can't really give
you how he comes to these conclusions.
I think the point I wanted to make was that very significant sav-

ings can be made without really major types of changes.
Senator JOHNSTON. Let me ask you about this packaging here. You

say "267,000 barrels of oil per day' 
Mr. KNIGHT. That's equivalent.
Senator JOHNSTON. How about the packaging?
Mr. KNIGHT.,Packaging of food, any kind of packaging of food.
Senator JOHNSTON. You mean using more plastics?
Mr. KNIGHT. I think one of the things this would imply is using

less plastic. I seem to remember that in 1958, probably paper and other
kinds of materials, wax paper and things were more common than
plastic material.
Senator JOHNSTON. That would certainly make it more easy to dis-

pose of because those plastics last forever they tell me.
Let me ask you about this returnable beverage container, because

I'm about ready to be convinced that we need to go to that, particu-
larly my State which has one of the worst records in the world for
throwing beer cans out of cars, and making garbage heaps out of our
beaches and other areas.
You say you save 2.3 billion gallons of oil per year, that's an in-

credible amount, 2.3 billion gallons. How many barrels a day would
that be?
Mr. KNIGHT. It comes out to about 541/2 million barrels, which is

something on the order of 150 thousand barrels a day.
Senator JOHNSTON. Do all of you support that?
Ms. HELLER. The returnables, yes. There have been a number of

studies on that issue. One was done by the Center for Advanced Com-
putation in Champaign, Ill., which compares the energy use of re-
turnable versus glass disposable versus aluminum bottles and cans.
I think it was overwhelmingly in favorable of returnable bottles.
Senator JOHNSTON. As I understand it, the unreturnable glass bottles

just have a little less glass in them, isn't that right? They are still
made out of the same kind of glass.
MS. HELLER. Yes.
Mr. KNIGHT. You have to make them sturdier; you can't have the

seams in the bottles I think that you have in the no-deposit bottles.
Senator JOHNSTON. What are the main reasons for non-returnable?

Is it so much manpower and manhours invested in rehandling them
and that sort of thing?

40
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Mr. KNIGHT. I think one of the main reasons is to get away fromusing aluminum over and over again. Aluminum as you know, is avery energy-intensive material. It requires extremely high quantities ofelectricity to make very small amounts of aluminum.
I remember one ad that once said something like: several cans withthe equivalent amount of energy that went into them, would be theequivalent of what each person in the country used per day, or some-thing like that.
So I think one of the purposes is to get away from that.
Senator JOHNSTON. Glass bottles use a lot of natural gas and oil.
Ms. HELLER. That's right, especially natural gas.
Senator JOHNSTON. Go ahead. I'm sorry.
Mr. KNIGHT. I guess you have gone over these. I guess the largest one

of these, of course, is in space heating where insulation and better
building design could easily save as much as one-third of the energy
used in space heating, and possibly more. This would be the equiva-
lent of about 36 billion gallons of oil per year. Obviously, that's oil,
that's gas, and they are the fuels that are burned to produce electricity
since those are the three ways that you space heat.
This may have more relevance for electricity generation than for

liquid fuels.
Senator JOHNSTON. Let me ask you something. Last year I had a bill

that came to this committee and passed the Senate. I don't know what
happened in the House. It evaporated over there, as so many of our
bills. The bill required the FEA to make an annual assessment for
each of the ensuing 10 years, on energy needs and the means by which
they can be solved with inputs from all those concerned. For example,
State Department would have to comment on the international rela-
tions effects of whatever decisions were made; Commerce, et cetera;
so the Government would be forced to come up with an energy policy,
however tentative and however substantive.

It, nevertheless, would be forced to come up with that energy policy.
It would be forced to update it year by year. That seems to me to be
such an obvious need in this country. It's almost laughable that we
don't have that, that nobody is going for that.
Shouldn't we at least do something like that as a first step toward

energy planning?
Ms. HELLER. I think we all support coordinated energy planning and

some long-term policy decisions. But such planning really must, if it's
going to get anywhere, respect the concerns and the needs of the
people who are going to be affected, including States, local communi-
ties, and Federal agencies.
That means an opportunity for input that really means something

from all of those interests. I know this is Energy Month in Congress,
and the emphasis on energy seems to ignore every other interest in the
economy—and I think it's unfortunate.
We certainly support coordinated Federal planning, and I made

several suggestions at the end of our testimony, as have each of my
colleagues, about ways of really moving toward self-sufficiency and
energy independence, that would be both helpful to the economy and
the employment situation and would still consider the needs of all
those other segments of society.
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I think we'll be in big trouble if we get energy on a development
at-any-cost program.
Senator JOHNSTON. Shouldn't we at least know what the tradeoffs

are and what the options are, and what the projected needs are? Has
anybody in this country decided yet what kind of energy we need in
1980, and how we are going to get it?
Ms. HELLER. I certainly agree that all the tradeoffs and all the

options ought to be looked at. That's what Project Independence was
supposed to do, and it doesn't seem to be much use 

Senator JOHNSTON. Where is Project Independence?
Mr. KNIGHT. It's up on the shelf somewhere.
Ms. HELLER. That's right it's filed away.
Mr. KNIGHT. I think one of the problems of Project Independence

was that it was very narrow, especially in terms of the various options
that were looked at, and maybe this is partly a matter of just ignoring
the task of doing this.
Maybe you have to do these studies over and over again until you

start getting some familiarity with the true parameters that have to be
looked at.
I don't think the options have really been considered. I think that

some of these energy conservation options that I outlined especially,
have not been considered.
And if they have been, they are not as easy to attain. It's one thing

to build a powerplant or to order an area of the Outer Continental
Shelf to be leased, when you know ,that maybe it will be 5 or 7 years
off, but that the oil is going to come out of there. There are companies
who have that as their purpose for being in existence and they will
do it.

It's easy to legislate, fairly easy to legislate, and to have it happen.
That is not true with some of these things suggested here which are
kind of diffused, require a lot of action in a lot of varied areas, and
don't really fit into patterns of regulation and legislation that have
existed in the past.
[The prepared statement of Mr. Knight follows:]
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STATEMENT OF JEFFREY KNIGHT, LEGISLATIVE DIRECTOR, FRIENDS OF THE EARTH,

BEFORE THE SENATE INTERIOR and INSULAR AFFAIRS COMMITTEE

July 14, 1975

Mr. Chairman:

I am Jeffrey Knight, Legislative Director of Friends of the Earth.

Friends of the Earth is a national environmental organization dedicated

to the preservation and rational use of our natural resources. I appreciate

the opportunity to testify.

Before I address S.740, "The National Energy Mobilization Board

Act of 1975", I would like to outline what we think are the most

significant steps that need to be taken in the energy area.

These involve energy conservation, which we feel must become the

cornerstone of all this nation's efforts to ease the energy crisis.

Energy conservation, by which I mean cutting energy waste, increasing

the efficiency of energy use, and the movement to uses which require

less of an energy budget, will have beneficial effects for the economy,

for unemployment, and for our need to increase sources of energy supply.

For the economy, because it will counter the inflatioaary impact of

rising energy costs. For unemployment, because espenditures to increase

energy conservation will tend to be labor intensive. For the energy

supply bottleneck, because energy conservation will increase the life

of known reserves and will significantly ease the energy growth rate,

which will lessen problems of capita.i and material supply, and lessen

the onslaught on the environment.

Committed to the preservation, restoration, and rational lose of the ecosphere
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Energy use is not per se an indicator of the quality of life.

There are several countries in Europe which have per capita GNP equal

to that of the United States, and yet whose per capita energyvis

only half that of the United States. This,difference shows that we

can significantly cut and alter our energy use patterns without

hurting the economy.

Let me give a few examples of the kinds of savings that can be

made through energy conservation now, without the need for any

technological break-throughs:

Air Conditioning: if energy efficiency is improved 7-10%, it would

save the equivalent of 4.5 billion gallons of oil, or the need for 10

1000 MWe nuclear power plants per year. (Source: Dr. John Holden,

University of California, Berkeley)

Water Heating: Putting two inches of insulation on all pipes, and

lowering the water temperature to 120 degrees F will save 20% of the

energy used. This is equivalent to 2.4 billion gallons of oil per year, or

five nuclear power plants. (Source:Holden)

Space Heating: Insulation and better design of buildings could

easily save as much as one-third of the energy used in space heating.

One-half savings is harder, but achievable, and a two-thirds savings

in energy may be ultimately possible. A One-third savings is the

equivalent of 36 billion gallons of oil per year. (Source: Holden)

Refrigerators: Better insulation and better motors could save

40% of the energy used in refrigerators with almost no increased front

end cost. This is the equivalent of 5.3 billion gallons of oil per year,

or 13 nuclear Power plants. (SourIce:Holden)

Solid Waste: The use of solid waste as an energy source could

generate up to 357,000 barrels of oil per day, equal to 5.5 billion

(
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gallons per year. (Source: EPA: "Energy Conservation through Improved

Solid Waste Management", 1974)

Packaging: If the per capita packaging consumption in 1973

were reduced to the levels that existed in 1958, this would result

in saving the equivalent of 267,000 barrel of oil per day, or 4.1 billion

gallons per year. (Source: People and Energy, June 1975)
co,.
Returnable Beverage Containers: EPA has estimated that a total

switch to glass returnable beverage containers would save the equivalent

of 2.3 billion gallons of oil per year. In New York, a task force

study showed that such a switch would result in a loss of 1200 jobs,

but the creation of 5200 new jobs.

I point out these examples only to show the tremendous 'gains that

can be made through energy conservation and the fact that S.740 totally

ignores them.

We are opposed to S.740 which, we feel is nothing less than a

Tonkin Gulf Resolution for unfettered and ,irrational energy development

in this country. It would, in effect, remove practically all economic,

regulatory, and administrative checks on ehergy development and place

grave burdens on our environment, on our entire regulatory structure

and on our free market system, such as it exists today.

S. 740 is a dangerous proposal. The extraordinary powers it grants
cv. ef"'"e 

a small group of people, whose actions'are-T—subject tdv-e-i-cept in time

of war, when they are accepted reluctantly. But we are not at war.

There is a misconception here, that somehow the energy crisis is like

the Axis powers, and can be dealt with in the same way. And yet

the need for energy, and the need for energy conservation, is a need

that is permanent, like our need for air and water and food. It is not

an enemy, to be defeated by the granting of extraordinary powers.

Furthermore. S.740 is based on the conclusion that pr()oerity,

however we may measure it, is tied to energy growth. I have tried to
a
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of living and the use of much energy, it is not so rigid as this bill asserts.

S.740 would create a Board, subject to practically no review, which

could interfere in any activity in this society so long as the Board

determines, subject to vague guidelines, that ehergy supply is threatened

otherwise. There are no provisions for judicial review, and the number

of actions that the Board is permitted or ordered to take is, to me,

certain evidence that the 60-day Congressional./provision will be

of little hindrance to the Board's actions. By this bill, Congress

would be delegationg its power to legisltte in very key and sensitive

areas to those who are not elected representatives of the people.

The Board is given an unlimited budget, through the National

Energy Production Trust Fund. Although it is ostensibly limited

to $2 billion a year authorization, Section 602 (6) makes clear

that the Board can spend more if it wants to.

Furthermore, the Board is permitted to interfrerein any

regulatory proceeding which it determines maydelay energy production.

Although the Board is expressly denied the power to interfere with

substantive aspects of regulation, its interference with procedure may

give that very little effect. Without proper procedure, how can we

be sure that the substance is there. This nation's courts have

long acted under this premise in their review of regulatory proceedings

that if they gaurantee the procedure, the substance will be assured.

And now the Board may interfere with such proceedures.

The Board is directed to set national energy goals, and then

interfere in the economy to make sure they are met. Under Title II,

as I read it, the Board would be able to intervene in any sector of

the economy having to do with energy production, transportation, or

use and order that changes be made to increase energy supply and
4
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and drain America first. It could also, under'Title III, set up

energy companies, financed by federal loans, which, when and if they

were established would be primarily sold to the energy industry. It

would permit the enei'gy industry to expand and grow without any risks

or any economic constraints, since the goverment would assume both.

Under the scheme for federal divestiture of these companies, although

the public would be allowed a chance to buy, it seems clear that con-

trolling interests would be obtained by the large energy companies.

This seems contraty to the public interest, since it will further the

concentration of economic power in these companies.

In closing, let me say that we are opposed to this bill beAuse

we think it is unnecessary to create this Board to act in the manner

outlined in the bill. We have less objection to its functions of

gathering information and making reports, but are concerned about the

broad powers it has to interfere in the legitimate work of many other

institutions, both public and private, which have concerns equally

legitimate and in no way subordinate to questions of energy supply.

There are many government agencies, and many private industries

working on the problems of energy supply. But there are none working

solely on enrgy conservation, which ought to be of primary concern

to us all. Each of the energy conservation measures I outlined is like

a permanent Elk Hills, in terms of savings in energy that can be made.

And yet energy conservation, since it does not involve enormous capital

intensive projects, since it is not an activity that is in the

traditional line of business endeavors, is neglected in both the public

and private secews. What is needed, maybe, is a National Energy Con-

servation Board, to assure that energy conservation take its rightful

#. place in our national energy policy. What is not needed, however, is the

Board proposed by this bill, whin will do nothing to deal with reducing

4
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. energy demand which will lead to a worseni
ng of our enviromental crisis

a further concentration of economic power in the energy
 industry, the

undermining of NEPA and of other regulatory proceedu
res, subordination

of the goals of a multi-faceted society and economy 
to the goal of

increased energy supply, and the firming ug of the poli
cy of drain

America first, which will leave us vulnerable in the lo
ng run. We

urge this Committee to reject S.740.

Thank you.

•

•
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Senator JOHNSTON. Let me ask you this, and this question will go
to all three of you, particularly Ms. Cohen because we haven't asked
you as many questions.
Are you satisfied with the pace of domestic energy development

today?
Ms. COHEN. I will be speaking for the Sierra Club.
Senator JOHNSTON. The question that I asked is, "Are you satis-

fied with the pace of domestic energy production?
Ms. COHEN. The Sierra Club has been in agreement with the energy

positions and today's environmental group witnesses for quite some
time. The pace can be altered depending on economic circumstances.
Our concern really, is the type of energy that's developed and pro-
duced and promoted. Our major concern is with conservation and the
protection of self-limited resources. As has already been mentioned
in the testimony of the other two witnesses here, we would like to see
more emphasis, by specific Government action, on conservation con-
trols and needs; measures put into effect, not simply lip-service when
it sounds appropriate.
Senator JOHNSTON. How many million barrels a day do you think

they could save, say in conservation in calendar year 1976?
Ms. COHEN. I can't answer that. I think the people at this table

would be able to give you more specific answers than I can.
Senator JOHNSTON. All right.
Ms. HELLER. Just to give you one example, in 1972 the Office of

Emergency Preparedness came out with a study on energy conserva-
tion; specific proposals about where you would be needing energy,
conserving energy, and how many barrels of oil a day could be cut
back.
They suggested that if their proposals were undertaken at that time,

by 1985 we could be saving, I think the figure was 7.2 million barrels
a day, and they were not the kind of proposals that made significant
changes in anybody's standard of living or lifestyle.
Senator JOHNSTON. I quite agree with you. My other question has

to do with whether we can achieve that kind of savings effective in
1976, or whether it would not take a good bit of time to implement it.
I am strongly for conservation, but I don't think we should kid

ourselves about how quickly the programs can take effect. It's like
emission control on automobiles. You have to wait for the automobiles
to be phased out. You can't get everybody to go to returnable glass
bottles overnight.
You can't go to space heating or water heating; water heating you

could if you could figure out a way to mandate it, or air-conditioning
overnight.
Mr. KNIGHT. After the Wickard v. Filburn case, the one where the

Government was able to order a farmer not to grow wheat for his own
consumption because that was taking him out of interstate commerce.
so it was under the commerce clause. I don't think the question of
"reach" is really at issue here.

Mandating some of these energy conservation things would be no
more radical a step than some of the things contemplated in this billprobably far less.



4116

Senator JOHNSTON. What I am saying is that it will just take time.

Like refrigerators; even if you had the money to buy a new refrigera-

tor, the new refrigerators are not being manufactured.
ill-. KNIGHT. It also takes time to develop the energy sources, and

what we are saying is that people are looking at that time and seeing
that that time is important because it exists, and so we can't get the
benefit until we pass through that time.
But at the same time, we are not really considering energy conserva-

tion strategy over the same period, which may effect the kinds of
energy needs that we will have down the line when these various supply
options can be available to us.
Senator JOHNSTON. Let me ask you this, Ms. Heller. Are you satisfied

with domestic energy production?
MS. HELLER. At the moment?
Senator JOHNSTON. Yes.
Ms. HELLER. I think it's sufficient to meet our needs in the short run.

The question seems to be, how quickly can it gear up if we have serious
shortages in the medium run.
Any of these proposals, as you said, take time.
Senator JOHNSTON. Do you think the natural gas situation is pretty

serious this year?
MS. HELLER. Yes I do.
Senator JOHNSTON. Do you see prospects for the,loss of lots of jobs

this year? Have you researched that?
MS. HELLER. No.
Senator JOHNSTON. I hear some real horror tales, talking about areas

like California and Ohio, et cetera.
Ms. HELLER. We have been hearing hard-up tales for years I think

there is some danger, but how are you going to produce natural gas at
a very quick rate?

Drilling new wells for oil and natural gas take many, many years.
But we are talking about energy conservation, deep mine coal develop-
ment, the sources of development for enhanced recovery of developed
fields, which already exist both on and off shore, could do far more
to expand existing supplies than the kind of vast new projects that are
being talked about by the administration.
Senator JOHNSTON. Are you familiar with our secondary recovery

methods?
MS. HELLER. Right. I thought it was very good.
Senator JOHNSTON. Do you favor that?
Ms. HELLER. Anything to increase recovery from existing wells.
Senator JOHNSTON. There really hasn't been anything said all day

about whether we should put it on pending legislation, which ex-
tends-
You know it got knocked off the bill at a conference committee.
Ms. HELLER. Which pending legislation, the OCS Act?
Senator JOHNSTON. No; the extension of the Mandatory Allocation

Act.
Ms. HELLER. I was thinking that something about enhanced recovery

should be put in with the OCS Act, I think that's a very good place
for it.

Senator JOHNSTON. If you are really for it, I'll put it on anything
that comes along.

(
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MS. COHEN. Senator I'd like to say something. There is one aspect
of the war idea that I think we should really think about. The idea
that this bill is based on some wartime powers and the idea of giving
a board emergency powers to take action. That is the sort of thing
that could be done for energy conservation where the Government
would get behind a drive in every way it could.
Encourage energy conservation, starting with the Government agen-

cies to save energy in their own operations, and revise their regulations
to save energy indirectly. That would be a very good start, it would
set an example, first of all, but it would have far reaching effects, in-
cluding the snowball effect of educating people more and more to the
possibilities of energy conservation.
It takes a while, but it doesn't take that long to get people to swing

behind a movement. This is where the Government can really sell a
great program for great results without great expense, and without
any capital investment.
Senator JOHNSTON. Let me just ask a question where a yes or no

answer will do.
I take it that all three of you oppose this bill very strongly.
[A chorus of yeas.]
Senator JOHNSTON. Let me just ask another yes or no question. Oan

it be amended, or modified to please you? Or is it just wrong in its
basic thrust?
Ms. HELLER. I think that the thrust is wrong. I don't think we need

a wartime kind of board, and I think we all agree on this, we don't
need to get the Government involved with the industry in producing
energy.
I think industry is very capable of developing energy itself with the

right kinds of incentives and under the right kinds of controls. I
think what we have to do is identify all of our options as you suggest.
Not just the options which the administration has identified, like oil
shale, western coal development, synthetic fuels, and the administra-
tion proposal for OCS development, which essentially are for the
benefit of the major oil companies, and effectively exclude many
small companies.

Senator JOHNSTON. Which OCS?
Ms. HELLER. The administration's proposals of no changes I think

would-
Senator JOHNSTON. In the oilfield?
Ms. HELLER. Yes. I think the approach of this committee would

increase greatly the role of the independents and the small businesses
in the off-shore.

Senator JOHNSTON. You are enthusiastic about the OCS bill?
MS. HELLER. I'd like to see it further amended. We will support it,

assuming that there are no changes. We'd like to see some more changes
that we would like in it, but yes, we support it.

Senator JOHNSTON. There are not too many more changes that you
would feel important. Is it that you want more information?
Ms. HELLER. We want more information, we want the deprivation of

judicial review that was included under Senator Stone's amendment
on regional advisory boards taken out. This is a preemption of judicial
review to the States, on arbitrary and capricious actions of the
Secretary.

•
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As you know, we support the limited experimental Federal explora-
tory program.

Senator JOHNSTON. I hope you haven't loaded it down too much so
we can't pass the bill.
Thank you very much for your comments. I am personally inclined

to agree with most of your comments on this bill. I think the bill is
very useful as a vehicle for dialogue.
Ms. HELLER. A conversation piece?
Mr. KNIGHT. Senator, how are you going to get the energy crisis

to surrender. That's what the War Panel Board was for, to fight a
war and get somebody to surrender. The need for energy is going to be
a need, as far as I can see as long as we are living.
Senator JOHNSTON. We could solve the whole problem if Congress

would just accept my ideas in total.
Thank you very much.
[Whereupon, at 3:34 p.m., the hearing was adjourned subject to the

call of the Chair.]
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NATIONAL ENERGY PRODUCTION BOARD

MONDAY, JULY 21, 1975

U.S. SENATE,
COMMITTEE ON INTERIOR AND INSULAR AFFAIRS,

Washington, D.0 .
The committee met, pursuant to notice, at 10 a.m. in room 3110,Dirksen Office Building, Hon. Paul J. Fannin presiding.
Present: Senators Fannin and Bartlett.
Also present: Owen Malone, professional staff member for themajority; and David Stang, deputy director for the minority.
Senator FANNIN. The committee will come to order.

OPENING STATEMENT OF HON. PAUL J. FANNIN, A U.S. SENATOR
FROM THE STATE OF ARIZONA

Today we will hear testimony on S. 740, the National Energy Mobil-ization Act. Before we hear from this panel of distinguished witnesses,T would like to offer a few comments of my own on S. 740.
Review of the testimony heard on S. 740 last Monday indicates amultitude of objections from various sectors as to the bill's merit.Barbara Heller of the Environmental Policy Center made the follow-ing comments in reference to the Board established by S. 740:
We now have, at the Federal level, the FEA, ERDA, the Interior Depart-ment, the Commerce Department, the Energy Resources Council and a multi-tude of other agencies involved in promoting energy development. We do notneed to add yet another bureaucracy to those which already exist. We do needto send a clear direction of policy to the agencies which now have the job,so that they know what the public interest in energy development requires, sothat the uncertainty is taken out of the development business for the com-panies, and so that we may all get on with the job.
In reference to the Federal energy facilities program mandated byS. 740, Ms. Heller said:
This section is oriented toward providing materials and equipment which arebelieved to be in short supply for the purpose of developing energy. We feel thatit is a serious mistake for the Federal Government to get involved in privatesector decisions about shortages, for reasons stated earlier. Most equipment sup-ply shortages are short-term problems which can and have been solved by theprivate sector and the market economy. By the time the Federal Governmentcould gear up a program to resolve any such problems, the problems would havesolved themselves, and the Federal Government would be in the position ofhaving spent taxpayer's money needlessly—on another Federal pork barrel boon-doggle.
Jeffrey Knight, Legislative Director of Friends of the Earth, con-

demned the pervasive Federal intervention into the private sector that
would result from enactment of S. 740.

(419)
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S. 740 would create a Board, subject to practically no review, which could
Interfere in any activity in this society so long as the Board determines, subject to
vague guidelines, that energy supply is threatened otherwise.

However, Charles Spahr, representing the American Petroleum In-
stitute, criticized the most saddening aspect of S. 740; the abandon-
ment of the market mechanism for solving America's energy dilemma
and the utilization of administrative decision instead:
Thus, we oppose the National Energy Mobilization Board in principle because it

represents Government intervention into the petroleum industry where the mar-
ket structure and market performance do not warrant such intervention.

What we have urged is that the industry be allowed to operate in
the marketplace free of the special price controls and other impedi-
ments that were lifted from the rest of American businesses when it
was discovered they were ineffective.
S. 740 would take a problem that can be, and is being solved in an

economically efficient fashion by the private sector, and make it part
of the political process. The National Energy Mobilization Board is
just one of many actions proposed by the Congress that would serve
to thwart the efforts of private enterprise to expand domestic energy
production.

Finally, we should note that such massive intervention in energy re-
lated sectors of the American economy as mandated by S. 740 not only
displaces the natural corrective function of the market mechanism, but
also discourages private investment in the energy industries. Investor
confidence would be seriously undermined by fear of "Where will the
Board strike next with its deleterious allocative decisions?" The less
private capital attracted into energy industries, the less will be the
needed expansion of exploration and production. Then more Govern-
ment intervention will follow. Hence, S. 740 would become a self-
fulfilling prophecy—that the private sector could not respond to Amer-
ica's energy needs.
The results of this tragi-comedy would be twofold: (1) America's

energy needs would remain subject to the vagaries of the Middle
East's policies. (2) The U.S. taxpayer would eventually pay for a
needless creation of another Federal bureaucracy and repeated un-
productive Federal intervention into the energy industry.
Before we hear from our first witness I would like to insert in the

record Committee Print No. 1 of S. 740.
[The information referred to follows:]
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[COMMITTEE PRINT NO.11

94TH CONGRESS
1ST SESSION

JULY 8, 1975

S. 740

IN THE SENATE OF THE UNITED STATES
FEBRUARY 18,1975

Mr. JACKSON (for himself, Mr. MAGNUSON, Mr. BAYH, Mr. LEAHY, and Mr.STEVENSON) introduced the following bill; which was read twice andreferred to the Committee on Interior and Insular Affairs
•

A BILL
To promote the general welfare by establishing a National

Energy Mobilization Board to assure early development of
domestic energy resources in order to overcome the depend-
ence of the United States on foreign nations for energy
supplies which are essential to national security, commerce,
and a full-employment economy, and for other purposes.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That this Act may be cited as the "National Energy Mobili-
4 zation Act of 1975".

TABLE OF CONTENTS
Sec. 2. Findings.
Sec. 3. Purpose.
Sec. 4. Definitions.

1
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TABLE OF CONTENTS—Continued

TITLE I—NATIONAL ENERGY MOBILIZATION BOARD

Sec. 101. Establishment.

Sec. 102. Vacancies.
Sec. 103. Vice Chairman.
Sec. 104. General Counsel.

Sec. 105. Meeting and organization.

Sec. 106. Power and authority.

TITLE II—AUTHORIZED ENERGY PROGRAMS

Sec. 201. Targets to increase self-sufficiency, monitoring, assessment
, and

reports.
Sec. 202. Materials allocation authority.

Sec. 203. Authority to intervene in State and Federal regulator
y or

judicial proceedings.

Sec. 204. Oil and gas resource assessment and exploration program
s.

Sec. 205. Negotiations and agreements with foreign governments o
n

energy projects.

Sec. 206. Alaska naval petroleum reserve exploration program.

Sec. 207. Pipeline feasibility studies for transport of oil and natural g
as

from Naval Petroleum Reserve Number 4,

Sec. 208. Federal facilities energy program.

TITLE III—PROGRAMS AUTHORIZED SUBJECT TO CON-

GRESSIONAL REVIEW AND RIGHT OF DISAPPROVAL

Sec. 301. General.
Sea. 302. National energy production companies.

Sec. 303. Expediting Government action.

Sec. 304 Alaska naval petroleum reserve development, production, an
d

transportation program.

Sec. 305: Congressional review and approval.

TITLE IV—PROGRAMS REQUIRING EXPRESS LEGISLAT
IVE

AUTHORIZATION

Sec. 401. General.
Sec. 402. Coal production.

Sec. 403. Energy transportation systems.

See. 404. Transmittal of programs for congressional authorization.

TITLE V—ENERGY CAPITAL INVESTMENT PROGRAM FOR

ESSENTIAL ENERGY FACILITIES

Sec. 501. Legislative recommendations.

Sec. 502. Federal energy financing program.

TITLE VI—NATIONAL ENERGY PRODUCTION

TRUST FUND

Sec. 601. Establishment of fund.

Sec. 602. Appropriations and use of revenues in the fund.

Sec. 603. Board's authority.
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TABLE OF CONTENTS—Continued

.TITLE VII—ADVISORY COMMITTEES AND INTERAGENCY
COORDINATION

Sec. 701. Energy action program advisory committees. -
Sec. 702. Interagency coordination.

TITLE VIII—GENERAL PROVISIONS
Sec. 801. Separability.
Sec. 802. Affirmative action plan.
Sec. 803. Effective date; termination date.

1 SEC. 2. FINDINGS.—The Congress finds and declares

2 that:

3 (a) If is the policy and the goal of the United States to

4 reduce as rapidly as is practical the dependence of the United

5 States on foreign sources of energy.

6 (b) The achievement of this goal is essential to insure

7 the independence of our foreign policy, to avoid excessive

8 cost for energy supplies, and to maintain national security.

9 (c) With proper planning this goal can be achieved

10 without damaging the quality of the environment or impair-

11 ing the quality of life of the American people.

12 (d) There are enormous energy resources of coal, oil,
13 natural gas, oil shale, geothermal, uranium, and other forms

14 of energy within the United States which have not been ade-
15 quately explored or developed.

16 (e) The Nation has extensive underutilized technical,

17 industrial, manpower, and other resources which could be
18 mobilized to achieve the goal of increased energy self-

19 sufficiency.
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1 (f) Programs to assist the exploration and development

2 of the Nation's energy resources and to assure the availability

3 of the essential systems to transport energy from producing

4 areas to consuming markets can stimulate the economy, help

5 overcome unemployment, and provide meaningful new em-

6 ployment opportunities in both public and private sectors.

7 (g) To the extent that existing Federal energy resource

8 and development programs and the efforts of the private sec-

9 tor to develop domestic energy resources fall short of achiev-

10 Mg desired levels of domestic self-sufficiency the Federal

11. Government should undertake innovative' actions to mo-

12 baize private and public sectOr efforts to increase available

13 domestic energy supplies.

14 (h) To best achieve the objective of greater domestic

15 energy self-sufficiency, it is necessary to accelerate conserva-

16 tion efforts and to establish a Federal authority empowered

17 to establish specific targets to maximize domestic energy pro-

18 duction, to identify significant institutional, policy, and physi-

19 cal constraints on increasing domestic energy production, and

20 to undertake and to propose to the Congress specific action

21 programs to utilize all of the resources of the private and

22 public sectors to increase domestic energy supply.

23 SEC. 3. PURPOSE.—It is the purpose of this Act-

24 (a) to assure that the resources of private enter-

25 prise and the Federal Government are effectively corn-

•
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1 milted to maximizing domestic energy exploration,

2 development, and production;

3 (b) to stimulate the economy and to create needed

4 employment through a vigorous program to mobilive

5 Federal, State, and private sector efforts in increasing

domestic energy supply and in improving energy trans-

7 portation systems; and

8 (c) to enhance 'competition in the energy industry.

9 Sm. 4. DEFINITIONS"—As used in this Act, the term--

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

(a) "Board" means the National Energy

Mobilization Board;

(b) "Chairman" means the Chairman of the Board;

(c) "public domain and other Federal lands" means

all lands, including mineral interests, owned by the

United States without regard to how the United States

acquired ownership thereof and without regard to the

agency having responsibility for management thereof,

except—

(1) Indian lands;

(2) Outer Continental Shelf lands;

(3) Components of the National Park, Wilder-

ness Preservation, Wild and Scenic Rivers, and

Trails Systems; rivers being studied as potential

additions to the National Wild and Scenic Rivers

System under or pursuant to section 5 (a) of the

57-639 0 - 75 - pt. 2 - 7
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Wild and Scenic Rivers Act (82 U.S.C. 906) , road-

2 less or other de facto wilderness areas being studied

3 to determine their suitability or nonsuitability for

4 preservation as wilderness under or pursuant to the

Wilderness Act (78 ,Stat. 890) of the Act of Jan-

nary 3, 1975 (88 Stat. 2096) , and rivers or areas

7 proposed by the President for inclusion in the Na-

8 tional Wild and Scenic Rivers System or National

9 Wilderness Preservation System; and National Roc-

10 reation Areas designated 'by/Acts of Congress; and

11 (4) Naval Petroleum Reserves.;,10

12 (d) "Fund" means,the National Energy Production

13 Trust Fund;

14 (e) "Indian lands" means all lands, including min-

15 eral interests, within the exterior boundaries of any In-

16 dian reservation notwithstanding the issuance of any

17 patent, and including rights-of-way, and all lands held

18 in trust for or supervised by an Indian tribe;

19 (f) "Indian tribe" means any Indian tribe, band,

20 group, or community having a governing body recog-

21 nized by the Secretary of the Interior;

22 (g) "Member" means a member of the Board other

23 than the Chairman;

24 (h) "Outer Continental Shelf lands" means the
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1 Outer Continental Shelf as defined in the Outer Conti-

2 nental Shelf Lands Act (67 Stat. 462) ; and

3 (i) "Naval Petroleum Reserves" means the Naval

4 Petroleum Reserve Numbered 1 (Elk Hills) , located iii

Kern County, California, established by Executive order

6 of the President of September 2, 1912; Naval Petroleum

7 Reserve Numbered 2 (Buena Vista Hills) , located in

8 Kern County, California, established by Executive order

9 of the President of Deeember 31, 1915; Naval Petro-

10 leum Reserve NuMbered 3 (Teapot Dome), located in

11 Wyoming, established by Executive order of the Presi-

12 dent of December 13, 1912; and Naval Petroleum Re-

13 serve Numbered 4, Alaska, on the north slope of the

14 Brooks Range, established by Executive order of the

15 President of February 27, 1923.

16 (j) "State" means any State of the United States,

17 the District of Columbia, the Commonwealth of Puerto

18 Rico, the Virgin Islands, Guam, American Samoa, the

19 Canal Zone, and the Trust Territory of the Pacific

20 Islands.

21 (k) For purposes of title III of this Act, a "proven

22 technology" shall mean a technology for which, as de=

23 termined by the Administrator of the Energy Research

24 r and Development Administration, operating experience'



428

• has been gained from one or more commercial-sized

2 plants or undertakings sufficient to demonstrate the en-

gineering and economic viability of the technology in

4 further applications.

5 TITLE I—NATIONAL ENERGY MOBILIZATION

6 BOARD

Sc. 101. ESTABLISHMENT.— ( a ) There is hereby es-

tabliShed in the executive branch a special agency to be

9 knoiivn a§ the National Energy Mobilization Board (here-

10. .inafter in this Act referred to as the "Board") .

11 (b) The Board shall consist of a Chairman and four

12 members appointed by the President, by and with the advice

13 and consent of the Senate. The Chairman and the members

14, of the Board shall be persons who, as a result of their train-

15 ing, experience, and attainments in academia, industry, com-

16 merce, the labor movement, consumer representation,

17 and/or government, are exceptionally well qualified to

18 formulate, recommend, carry out, and monitor plans and

19 programs to achieve the purposes of this Act. Appointments

20 of the Chairman and members pursuant to this subsection

21 shall be made in such a manner that not more than three

22 members of the Board including the Chairman shall be mem-

23 bers of the same political party. The Chairman and each

24 Member shall serve for a term of five years, except that of

25 the Chairman and members first appointed to the Board;
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1

2

3

4

5

6

7

8

9 members of the Board ex officio.

9

one shall serve for one year, one for two years, one for three

years, one for four year, and one for five years, to be desig-

nated by the President at the time of appointment.

(c) In addition to the members appointed by the Presi-

dent, the Secretary of the Interior, the Secretary of Com-

merce, the Secretary of Labor, the Administrator of the

Environmental Protection Agency, and the Chairman of the

Council on Environmental Quality shall serve as nonvoting

10 (d) The Chairman of the Board shall receive oompensa-

11 tion at the rate prescribed for offices and positions at level I

12 of the Executive Schedule (5 U.S.C. 5312) . The members

13 of the Board shall receive compensation at the rate prescribed

14 for offices and positions at level II of the Executive Schedule

15 (5 U.S.C. 5313) . The Board shall be administered under

16 the supervision and direction of the Chairman. Neither the

17 Chairman nor any member other than members ex officio

18 of the Board shall-

19 ( 1 ) engage in any other employment or hold any

20 other position in the executive branch during the period

21 of his appointment;

22 (2) have any financial interest or relationship, di-

23 rect or indirect, with any person engaged in the ex-

24 ploration, production, storage, processing, conversion,

26 transportation, distribution, or marketing of coal, ura-
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nium, natural gas, crude oil, petroleum products, elec-

2 tricity, or other primary energy forms;

3 (3) after his service on the Board has ended, repre-

4 sent anyone other than the United States in connection

5 with a matter in which the Board is a party or has an

6 interest and in which he participated personally and sub-

7 stantially for the Board; or

8 (4) receive any emoluments, salary, or supple-
.

9 mentation of his Government salary, from a private

10 source as compensation for his services to the Board.

11 SEC. 102. VACANCIES.—Vacancies in the membership

12 of the Board shall not affect the power of the remaining

13 members to execute the functions of the Board and shall be

14 filled in the same manner as in the case of original appoint-

15 ment.

16 SEC. 103. VICE CHAIRMAN.—The Board shall select

17 a Vice Chairman from among its members. The Vice Chair-

18 man shall act in the place and stead of the Chairman in the

19 absence of the Chairman.

20 SEC. 104. GENERAL CouNsEL.1—There shall be a Gen-

21 eral Counsel to the Board who shall be appointed by the

22 President, by and with the advice and consent of the Senate,

23 and who shall receive compensation at the rate prescribed

24 for offices and positions at level III of the Executive Schedule

25 (5 U.S.C. 5314) .
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1 SEC. 105. MEETING AND ORGANIZATION.— (a) The

2 Board is authorized to sit and act at such places and times

3 as it may determine, and upon a vote of a majority of its

4 members, to require by subpena or otherwise the attendance

5 of such witnesses and the production of such books, papers,

6 and documents, to administer such oaths and affirmations, to

7 take such testimony, to procure such printing and binding,

8 and to make such administrative expenditures, as it deems

9 advisable. The Board may make such rules respecting its

10 organization and procedures as it deems necessary, except

11 that no recommendation shall be reported from the Board

12 without an opportunity for dissenting members to present

13 their views. Subpenas may be issued over the signature of

14 the Chairman of the Board, or of any voting members des-

15 ignated by him or by the Board, and may be served by

16 such person or persons as may be designated by such Chair-

17 man or members. The Chairman of the Board or any mem-

18 ber thereof may administer oaths or affirmations to witnesses.

19 (b) The Chairman may appoint, with the approval

20 of the Board, an executive director who shall exercise such

21 powers and duties as may be delegated to him by the

22 Board. The Executive Director shall receive basic pay at

23 the rate provided for level III of the Exectitive Schedule

24 (5 IT.S.C. 5314).

25 SEC. 106. POWER AND AUTHORITY.— (a) The Board
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1 shall have the authority, subject to the provisions of this

2 Act and, within the limits of available appropriations, to

3 do all things necessary to carry out the purposes of this Act,

4 including the authority to-

5 (1) make full use of competent personnel and

6 organizations outside the Board, public or private, and

form advisory committees, special ad hoc interagency

task forces, and make other personnel arrangements in

9 accord with Federal law, as the Board determines to be

10 appropriate;

11 (2) enter into contracts or other Arrangements as

12 may be necessary for the conduct of the work of the

13 Board with any agency or instrumentality of the United

14 States, with any State, territory, or possession or any

15 political subdivision thereof, or with any person, firm,

16 association, corporation, or educational institution, with

17 or without reimbursement, with or without performance

18 or other bonds, and with or without regard to section 5

19 of title 41, United States Code;

20 (3) make advance, progress, and other payments

21 which relate to the functions of the Board without regard

22 to the provisions of section 529 of title 31, United States

23 Code;

24 (4) accept and utilize the services of voluntary

25 1 and uncompensated personnel necessary for the con-
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1 duct of the work of the Board and provide transporta-

2 tion and subsistence as authorized by section 5703 of

3 title 5, United States Code, for persons serving without

compensation;

(5) acquire by purchase, lease, loan, or gift, and

6 hold and dispose of by sale, lease, or loan, real and per-

sonal property of all kinds necessary for or resulting

8 from the exercise of authority granted by this Act; and

9 (6) prescribe such rules and regulations as it deems

necessary governing the operation and organization of

11 the Board.

12 (b) Contractors and other parties entering into con-

13 tracts and other arrangements under this section which in-

14 costs to the Government shall maintain such books and

15 related records as will facilitate an effective audit of the

16 execution of such contracts or arrangements in such detail

17 and in such manner as shall be prescribed by the Board,

18 and such books and records (and related documents and

19 papers) shall be available to the Board and the Comp-

20 troller General of the United States, or any of their duly

21 authorized representatives, for the purpose of such audit

22 and examination.

23 (c) The Board is authorized to secure directly from any

24 executive department or agency information, suggestions,

25 estimates, statistics, and technical assistance for the purpose
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1 of carrying out its functions under this Act. Each such exec-

2 utive department or agency shall furnish the information,

3 suggestions, estimates, statistics, and technical assistance

4 directly to the Board upon its request.

5 (d) On request of the Board, the head of any execu-

6 five department or agency may detail, with or without reirn-

bursement, any of its personnel to assist the Board in carry-

8 ing out its functions under this section.

9 (e) The Chairman shall, in accordance with such poli-

10 cies as the Board shall prescribe, appoint and fix the corn-

11 pensation of such personnel as may be necessary to carry

12 out the provisions of this Act,fand obtain services of experts

13 and consultants in accordance with section 3109 of title 5,

14 United States Code.

15 TITLE II—AUTIIORIZED ENERGY PROGRAMS

16 SEC. 201. TARGETS TO INCREASE SELF-SUFFICIENCY,

17 MONITORING, ASSESSMENT, AND REPORTS.— (a) In addi-

18 tion to the specified duties assigned to the Board in other

19 sections of this title and in titles III, IV, and V of this Act

20 the Board is authorized and directed to:

21 (1) establish, after consultation with other appro-

22 p.riate Federal agencies, specific targets to meet national

23 goals for domestic energy production, storage, conver-

24 sion, and transportation, in accordance with national

25 energy policy objectives established by public law. The
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1 specific targets for domestic • energy production shall be

2 based on an estimate of future energy needs reflecting

3 conservation programs that can be made effective and

4 a level of imports which is consistent with the national

5 interest. The targets shall be set for the ten-year period

6 following the date of enactment of this Act, and shall

7 specify the necessary domestic production of coal, oil,

8 natural gas, nuclear power, synthetic fuels, and other

9 fuels and forms of energy, the necessary conversion of

10 utilities and industry from oil and natural gas consistent

11 with such dorhestic production targets, the buildup of

12 specified stockpiles of oil in storage, and the necessary

13 additions to the Nation's energy transportation system;

14 (2) monitor the activities of private and govern-

15 mental entities to determine the progress made toward

16 achieving specific energy targets specified in subsection

17 (a) . The Board shall specifically monitor:

18 (A) the status of all activities and programs

19 being conducted by the Board and all other agencies

20 and departments of the Federal Government to in-

21 crease the production of coal, oil, natural gas, and

22 other fuels and forms of energy resources;

23 (B) the status of activities and programs being

24 conducted by private enterprise and non-Federal

25 agencies to increase the production of coal, oil, nat-
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1 ural gas, and other fuels and forms of energy from

2 sources within the United States;

3 (C) the status of activities and programs being

4 conducted outside the United States to increase the

5 production of coal, oil, and natural gas which may

6 influence (i) the availability of energy supplies for

7 the United States or (ii) the availability of person-

8 nel, material, and equipment for the exploration,

9 development, and production of domestic energy

10 resources;

11 (D) the availability of esSential materials,

12 equipment, supplies, 'and trained manpower in the

13 private sector necessary to exploration, development,

14 and production from domestic energy resources; and

is (E) any significant delays in domestic energy

16 exploration and production programs which are ex-

17 elusively or principally the result of regulatory delay

18 or procedural impediments at the Federal, State, or

19 local level.

20 (3) ascertain whether private and public entities are

21 achieving the energy targets specified in subsection (a) ,

22 identify the reasons for any shortfalls, enter into agree-

23 ments, as authorized by this Act, with private and

24 governmental entities to assure that such targets are

25 met, and take other actions authorized under this Act
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1 to achieve the levels of domestic energy production re-

2 quired to meet the specific targets established pursuant

3 to section (a) ; and

4 (4) after consultation with the Energy Resources

5 Council, the Board shall report quarterly to the President

6 and to the Congress on the achievement of the purposes

7 of this section.

8 (b) The Board may obtain such information as it de-

9 termines in its discretion to be necessary to carry out the

10 purposes of this Act from any private or governmental entity.

11 The Board may issue subpenas to require the production of

12 such information and in case of disobedience to such a sub-

13 pena, the Board may invoke the aid of any district court of

14 the United States in requiring the production of such infor-

15 'nation. Any district court of the United States within the

16 jurisdiction where such private or governmental entity is

17 found or transacts business may, in case of contumacy or

18 refusal to obey a subpena issued by the Board, issue an order

19 requiring such private or governmental entity to produce

20 such information; and any failure to obey such order of the

21 court shall be punished by the court as contempt thereof.

22 (c) Whenever the Board determines or has reason to

23 believe that the specific targets for increased domestic energy

24 production established pursuant to section 201 (a) (1) will

25 not be achieved under the authority granted by this Act the
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Board is authorized and directed to recommend legislation

2 for such additional energy programs as the Board determines

3 are necessary to achieve the specific targets established

4 pursuant to section 201 (a) (1) .

5 SEC. 202. MATERIALS ALLOCATION AUTHORITY.— ( a )

6 The Board may, by rule or order, require the allocation of,

7 or the performance under contracts or orders (other than

8 contracts of employment) relating to, essential supplies of

9 materials and equipment necessary to maximize domestic

10 energy supplies if the Board makes the findings required by

11 subsection (c) of this section.

12 (b) The Board shall report to the Congress within

13 ninety days after the date of enactment of this section on

14 the manner in which the authorities contained in paragraph

15 (a) will be administered. This report shall include, but not

16 be limited to the manner in which allocations will be made,

17 the procedure for requests and appeals, and the criteria for

18 determining priorities as between competing requests.

19 (c) The authority granted in this subsection may not

20 be used to control the distribution of any supplies of materials

21 and equipment in the marketplace, unless the Board finds

22 that-

23 (1) such supplies are scarce, critical, and essential

24 to maintain or further exploration, production, refining,

25 conversion of fuels, transportation, and conservation of
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1 energy supplies or for the construction and maintenance

2 of energy facilities; and

3 (2) maintenance or furtherance of exploration,

4 production, refining, conversion of fuels, transportation,

5 and conservation of energy supplies and the construe-

6 tion and maintenance of energy facilities cannot reason-

7 ably be accomplished without exercising the authority

8 specified in subsection (a) of this section.

9 (d) During any period when the authority conferred

10 by this subsection is being exercised, the Board shall take

11 such action as may be appropriate to assure that such author-

12 ity is being exercised in a manner which assures the

13 coordinated administration of such authority with any

14 priorities or allocations established under other provisions

15 of law and in effect during the same period.

16 SEC. 203. AUTHORITY To INTERVENE IN STATE AND

17 FEDERAL REGULATORY OR JUDICIAL PROCEEDINGS.—The

18 Board is authorized at its discretion to intervene in any State

19 or Federal regulatory or judicial proceeding involving sig-

20 nificant issues of national energy policy for the purpose of

21 providing the regulatory body or the court the Board's

22 views on the subject matter of the proceeding and the re-

23 lationship of the outcome of the proceeding to the achieve-

24 ment of the purposes of this Act.
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1 SEC. 204. OIL AND GAS RESOURCE ASSESSMENT

2 AND EXPLORATION PROGRAMS.— (a) The Board is author-

3 ized and directed to prepare and carry out a Federal oil and

4 gas resource assessment program. The program shall sup-

5 plement and be in addition to the activities of the private

6 sector and shall provide for an immediate comprehensive

7 assessment of the oil and gas on the public domain and

8 Federal lands of the Itnited States and the Outer Continental

9 Shelf to obtain sufficient data and information to evaluate

10 the extent, location, and potential value for development of

11 the oil and gas resources of said lands. The program shall be

12 designed to-

13 (1) identify areas on which exploration programs

14 are to be undertaken pursuant to subsection (c) of this

15 section;

16 ( 2 ) improve the information regarding the value of

17 public resources and revenues which should be antici-

18 pated from development;

19 ( 3 ) increase competition among producers of oil and

20 gas by providing data and information to all potential

21 developers; and

22 (4) provide the public with information respecting

23 the probable size of the public resources, the. cost of

24 developing specific resources for commercial use, and

25 the value of such resources.
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(b) (1) The Board is authorized and directed to identify

2 and undertake exploration programs for such areas of the

3 public domain, other Federal lands and the Outer Continental

4 Shelf, as have a high likelihood of containing significant

5 quantities of economically recoverable oil and/or natural gas

6 but whose leasing to private enterprise under terms of the

7 Mineral Leasing Act of 1920, as amended, or the Outer Con-

8 tinental Shelf Lands Act of 1953, as amended, may not be

9 in the public interest or has been delayed because of land

10 use conflicts, exceptional environmental hazards, opposition

11 from local residents or from State and local authorities, or

12 for other reasons.

13 (2) In carrying out the exploration programs required

14 by this subsection, the Board is authorized:

15 (A) to make use of the personnel, equipment, and

16 materials of competent Federal agencies;

17 (B) to enter into contracts with competent private

18 parties to perform specific services such as geophysical

19 surveys, well drilling, logging; and

20 (C) to enter into oil and gas exploration contracts

21 with competent private operators, by competitive bid-

22 ding or negotiations, in which the operator is compen-

23 sated or reimbursed by the Federal Government in pro-

24 portion to the volume and quality of economically

25 recoverable oil and/or gas discovered.

57-639 0 - 75 - pt. 2 - 8
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1 (3) Title to any oil and/or gas discovered as a result of

2 an exploration program implemented pursuant to this sub-

3 section shall remain with the United States: Provided, how-

4 ever, That an exploration contract executed pursuant to para-

5 graph (2) (C) of this subsection may reserve to the operator

6 a right of first refusal, or an option to purchase at fair market

7 value, any oil or gas he has discovered which the Federal

8 Government determines to market commercially.

9 (4) -Upon concurrence of the Board, the Secretary of

10 the Interior may dispose of ally oil or gas discovered pursuant

11 to this subsection either by competitive sale or by competitive

12 lease under terms of the Mineral Leasing,Act of 1920, as

13 amended, or the Outer Continental Shelf Lands Act of 1953,

14 subject to any right of first refusal or option to purchase

15 granted in an exploration contract pursuant to paragraphs

16 (2) (C) and (3) of this subsection: Provided, That any

17 decision to sell, lease, or otherwise produce or dispose of oil

18 or gas discovered as a result of an exploratory program estab-

19 lished pursuant to this subsection, shall be regarded as a

20 major Federal action for purposes of section 102 of the

21 National Environmental Policy Act of 1969.

22 (c) In carrying out resource assessment and explora-

23 tion programs the Board is authorized-

24 (1) to conduct or contract for seismic, geomagnetic,
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gravitational, geophysical, or geochemical surveys, or

stratigraphic drilling, or to purchase or contract for the

results of such resource assessment and exploratory ac-

tivities from commercial sources;

(2) to conduct or contract for exploratory drilling;

6 and

7 (3) to procure the necessary facilities, materials,

8 and services.

9 (d) In carrying out the resource assessment and ex-

10 ploration programs, the Board is directed-

11 • (1) to prepare and publish a projected schedule of

12 resource assessment and exploratory activities and identi-

13 fication of the areas to be assessed or explored;

14 (2) to consult with affected State and local govern.

15 ments including coordination with coastal management

16 programs being developed by any coastal State for

17 approval pursuant to section 305 of the Coastal Zone

18 Management Act of 1972 (86 Stat. 1280; 16 U.S.C.

19 1451 et seq.) and the coastal zone management pro.

20 gram of any State which has been approved pursuant to

21 section 306 of that Act, with particular reference to

22 the anticipated location of required rights-of-way, trans-

23 portation, and other on-shore facilities required to im-

24 plement the programs;
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1 (3) to prepare and publish estimates of the funds,

2 materials, and manpower required to carry out the re-

3 source assessment and exploration programs;

4 (4) to prepare and publish assessments of the avail-

5 ability of the facilities, material, equipment, and man-

6 power required to carry out resource assessment and the

7 exploration programs; and

8 (5) consult with the Administrator of the Environ-

9 mental Protection Agency, and with the heads of other

10 concerned or competent agencies, before proceeding with

11 any assessment or exploration program so that they- can

12 identify exceptional, unique, or unusual conditions that

13 may require special treatment or precautions to protect

14 the environment or insure safe exploration activities.

15 SEC. 205. NEGOTIATIONS AND AGREEMENTS WITH

16 FOREIGN GOVERNMENTS ON ENERGY PROJECTS.— (a) The

17 Board is authorized, subject to the provisions of subsections

18. (b) and (c) to negotiate and enter into agreements with

19 foreign governments or persons subject to the jurisdiction of

20 foreign govennnents for the joint development of conven-

21 tional energy projects in the United States or in the territory

22 of the foreign government. For the purposes of this section

23- "conventional energy project" means a project designed to

24 increase world energy production through the application of

25 technology to increase the recovery of heavy oils or to develop
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6 ment in excess of this amojLfor4he joint development of a

7

8

9
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commercial projects for the conversion of tar sands, oil shale

and coal resources into synthetic fuels.

(b) The Board is authorized to obligate up to $5,000,-

000 on the joint development of a conventional energy

project pursuant to this section. Any expenditure or commit-

conventional energy project shall first be submitted to •the

Congress for review pursuant to the procedures set forth in

section 304.

(c) The Board shall notify and advise the Secretary of

State prior to undertaking any negotiations with any person

with respect to activities in a foreign place. The Board may

enter into an agreement with any such person, only if the

Secretary of State determines and notifies the Board that such

agreement would not be contrary to the foreign policy of the

United States. The Secretary of State shall advise the Board

of any relevant foreign policy considerations with respect to

any negotiations and agreements pursuant to this section and

shall render such assistance to the Board as may be appro-

priate.

SEC. 206. ALASKA NAVAL PETROLEUM RESERVE Ex.

PLORATION PROGRAM.— (a) The Board is authorized and

directed to prepare and carry out an oil and gas exploration

program for Naval Petroleum Reserve Number 4, in Alaska,

established by Executive order of the President of Febru-
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3

4
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26

ary 27, 1923. The exploration shall provide for the imme-

diate commencement of a comprehensive program for the

exploration of the reserve for the purpose of obtaining suffi-

cient data and information to evaluate the extent, location,

and potential for development and production of the oil and

gas resources of the reserve. The exploration program shall

7 be designed to obtain the resource information necessary for

8

9

10 reserves in order to p&vida basis for preparing and imple-

11

12

13

14

15

16

17

18

19 (3) contract for such geophysical surveys and such

20 exploratory drilling as is determined to be necessary

21 to prove the extent of the resources and to obtain in-

22 formation concerning the geology which may affect the

23 development of the resources;

24 (4) establish procedures for consultation with offi-

determining the quantities of oil and gas present, the geo-

graphical extent of any field, and estimates of its recoverable

menting an oil and gas development and production plan.

(b) The Board is authorized and directed to—

(1) designate a Federal department, agency, or

instrumentality that will direct and supervise execution

of the exploration program;

(2) prepare a schedule for the conduct of geo-

physical surveys, geochemical surveys, or stratigraphic

drilling;
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1 cials of the State of Alaska and affected local govern-

2 ments;

3 (5) enter into arrangements for procurement by

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

contract or otherwise of the necessary facilities, mate-

rials, manpower and equipment required to carry out

the exploration program;

(e) The Board is directed to transmit a report on the

Naval Petroleum Reserve Number 4 exploration program

to the Congress not later than ninety days after the effective

date of this Act. The Board shall report quarterly to the

Congress on the implementation of this section.

(d) Title to any oil and/or gas discovered as a result of

an exploration program implemented pursuant to this sec-

tion shall remain with the United States.

SEC. 207. PIPELINE FEASIBILITY STUDIES FOR TRANS-

PORT OF OIL AND NATURAL GAS FROM NAVAL PETRO-

LEUM RESERVE NUMBER 4.— (a) The Board is author-

ized and directed to study the feasibility of one or more oil

and natural gas pipelines from Naval Petroleum Reserve

Number 4 in Alaska, to a transshipment point or points in

Alaska, or to connect with pipelines delivering oil or natural

gas to United States markets from other areas on the North

Slope of Alaska. Such study will consider engineering, eco-

nomic, and environmental factors and may be conducted, in

whole or in part, under contract with nongovernmental
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1 sources. The study will be in sufficient detail to support a

2 decision by the Secretary of the Interior designating and

3 granting a right of way for the route or routes oil and natural

4 gas pipelines will follow from the Naval Petroleum Reserve

5 Number 4. The study will be in sufficient detail to support

6 preliminary engineering design of pipelines on the designated

7 routes.

8 (b) The Board shall submit periodic reports on this

9 study to the House and Senate Committees on Interior and

10 Insular Affairs and Armed Services. A draft of the study

11 required by subsection (a) shall be published for public

12 review and comment not later than one year after the

13 effective date of this Act. A final report shall be published

11 not later than eighteen months after the effective date of this

15 Act.

16 (c) The Board shall consult with the Secretary of the

17 Interior and the Secretary of the Navy prior to finalizing the

18 plan for the pipeline feasibility study authorized by subsection

19 (a) .

20 (d) All costs associated with making the study au-

21 thorized by subsection (a) shall be charged to any future ap-

22 plicant who is granted a right-of-way for any of the routes

23 studied.

24 SEC. 208. FEDERAL FACILITIES ENERGY PROGRAM.-

25 (a) Subject to the provisions of this Act, the Board is
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1 authorized and directed to prepare a Federal Facilities

2 Energy Program. The Federal Facilities Energy Program

3 shall provide for the utilization of idle, underutilized, or

4 surplus facilities, installations, properties, and resources of

5 the Federal Government which could be used to augment

6 the private sector's capacity for the production and fabrica-

7 tion of materials, equipment, and goods essential for the

conduct of an accelerated domestic energy exploration, de-

9 velopment, and production program.

10 (b) After consulting with other appropriate Federal

11 departments and agencies the Board shall conduct a sur-

12 vey and prepare a report which shall include-

13 ( 1 ) an inventory and assessment of the capacity

14 of various departments, agencies, and instrumentalities

15 of the Federal Government, including but not limited to

16 the Corps of Engineers of the Department of the Army,

17 the Naval Material Command, Naval Engineering Coin-

18 mand, and Naval Ordnance Command of the Depart-

19 ment of the Navy, the Bureau of Reclamation of the

20 Department of the Interior, and the General Services

21 Administration to contribute to the achievement of the

22 purposes of this section and this Act:

23 (2) the identification and designation of idle, under-

24 utilized, or surplus Federal facilities and installations

25 capable of, or capable of being adapted to, at reasonable
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1 cost, the production of materials and equipment essen-

2 tial for the production of energy and fuels, including

3 but not limited to drilling platforms, drilling rigs, pipe

4 for drilling operations and pipelines, and mining and

5 transportation equipment, goods, and supplies;

6 (3) estimates of the cost of equipping, reequipping,

7 tooling, or retooling such facilities and installations for

8 the production of energy-related materials, goods, and

9 equipment ; and

10 (4) recommendations to the Congress for any

31 needed legislation under which appropriate Federal facil-

12 ities and installations could be made available to the

13 private sector through contract, lease, sale, or other

14 means where it was determined that this would achieve

15 the purposes of this Act.

16 TITLE III—PROGRAMS AUTHORIZED SUBJECT TO

17 CONGRESSIONAL REVIEW AND RIGHT OF

18 DISAPPROVAL

19 SEC. 301. GENERAL.—Programs authorized by this title

20 may be carried out by the Board if not disapproved by either

21 House of the Congress pursuant to the congressional review

22 procedure set out in section 305.

23 SEC. 302. NATIONAL ENERGY PRODUCTION COM-

24 PANIES.— (a) The Board shall determine those areas of

25 domestic energy production where energy facilities are

4‘,

•
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needed to increase the Nation's production of energy, and

where entry by private sector companies—either individually

or jointly—is difficult or limited due to the large capital re-

quired for a commercial-scale facility, the unavailability of

technology used and proven on a commercial scale, or the

presence of unusual exploratory, economic, technical, or

environmental risks. For such areas the Board is authorized

to recommend establishment of national energy production

companies. These companies will—

(1) be private sector corporations, incorporated in

the District of Columbia;

(2) be subject to all laws, rules, regulations, taxes,

antitrust provisions applicable to any private sector cor-

poration; and

(3) be funded by loans provided from the National

Energy Production Trust Fund (the "fund") . Any such

loans to individual national energy production companies

may, with the Board's concurrence, have interest pay-

ments deferred until the first full calendar year of

operation of the given facility, and any loan principal

repayments may, with tthe Board's concurrence, be lim-

ited to funds generated by the operation of the company.

(4) Equity capital for these companies will be the

lesser of 50 per centum of the total investment required

to be fully operational, or $100,000,000. At least one-
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1 third of the equity capital is to be subscribed to, individu-

2 ally or jointly, by private sector corporate entities able

3 to provide significant technical, operational, and man-

4 agement expertise to the project. The balance of the

5 equity will be offered to the public. Any unsubscribed

6 shares will be purchased by the fund.

7 ( 5 ) The Federal Government shall be represented

8 on the board of directors of each individual national

9 energy production company in proportion to the equity

10 held by the fund. These director will be from diverse

11 affiliations and background but with experience qualify-

12 ing them for the position.

13 (6) The initial private sector corporate shareholders

14 will have the right to purchase at any time the equity

15 shares held by the fund. Such purchase can be made

16 using funds either provided directly by them or with

17 their proportionate dividends accruing from the opera-

18 tion after providing for current debt service. In case of

19 any such purchase, the public shareholders will be of-

20 fered the right to participate in the purchase of shares

21 in proportion to their holdings. The corporate share-

22 holders will have the right to acquire any shares an-

23 subscribed by the public. Any such shares not acquired

24 by the corporate shareholder or the public will remain

25 with the fund. Such shares will be sold by the fund at
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1 their market or book value, whichever is higher, at the

2 time of sale.

3 (b) National energy production companies may, using

proven technology, be authorized by the Board to produce

5 energy from shale oil, coal gasification, coal liquefaction,

6 solvent coal refining, and geothermal energy, Outer Conti-

7 nental Shelf oil and gas exploration and production, coal

8 mining and refining and the transportation of energy sup-

9 plies. The Board is authorized to assist in the establishment

10 of such additional companies in such additional fields as it

11 may find desirable.

12 (c) In establishing these companies, no private sector

13 corporate entity will be precluded from participation as a

14 shareholder, but preference will be given to smaller corn-

15 panies applying for equity participation. Companies may

16 apply for equity participation singly or jointly. If applica-

17 tions are joint, the combined assets of the joint companies

18 will be considered in evaluating their preference position in

19 regard to size.

20 (d) National energy production companies will be au-

21 thorized to develop energy resources on either privately

22 owned lands or Federal lands, and lands in the public do-

23 main. For energy development on privately owned lands,

24 appropriate leases will be obtained from the private land

25 owners. In the case of Federal land and lands in the public
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1 domain, the Secretary of Interior may assign leases to in-

2 dividual companies at a cost and on terms similar to cone-

3 sponding leases provided to private sector companies.

4 (e) In the tenth full year of commercial operation of

5 any individual national energy production company, the

6 Board will sell to the highest bidder any shares in the com-

7 pany then owned by the fund. If a given national energy

8 production company has terminated operations for technical,

9 market, financial, or other reasons, and if its future opera-

10 tions are found by the Board to be uneconomic, the company

will be liquidated and the' assets sold to the highest bidder.

12 (f) Prior to the establishment of any national energy

13 production company, the Board shall submit a report for

14 congressional review and approval in accordance with sec-

15 tion 305.

16 SEC. 303. EXPEDITING GOVERNMENT ACTION.— (a)

17 The Board is authorized and directed to review and evaluate

18 The procedures and methods of departments, agencies, inde-

19 pendent agencies, regulatory commissions, and other instru-

20 mentalities of the Federal Government as they relate to

21 requests for Federal approval, certification, permits, or other

22 forms of Federal authorization for specific projects in the

23 public and private sectors for increasing the exploration, de-

24 velopment, production, and transportation of domestic en.

25 ergy resources. The review and evaluation required by this
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1 subsection shall be designed fo identify unreasonable pro-

2 cedural delays and impediments resulting from Federal

3 procedures and requirements that signficantly delay decision-

4 making and action on specific projects which are determined

5 to be needed for increasing domestic energy supplies.

6 (b) Based on the review and evaluation required by
7 subsection (a) , the Board is authorized and directed to pro-

8 pose procedures to other instrumentalities of the Federal

9 Government designed to expedite Federal action and over-

10 come procedural delays and institutional impediments:

11 Provided, That except as specifically provided for in sub-

12 section (c) , no provision of this subsection authorizes the

13 Board to propose for implementation any procedure which
14 is not permissible under existing law.

15 (c) (1) Whenever the Board is advised that prompt
16 Govermnent action respecting a specific activity or project
17 designed to increase the exploration, development, produc-
18 tion, or transport of domestic energy resources is of high

19 national priority, and is being unreasonably delayed because

20 of procedural problems or impediments in connection with

21 a Federal approval, certification, permit, or licensing process,

22 the Board may appoint a disinterested special master to in-

23 quire into the matter and to report thereon. If, based on the

24 results of such inquiry, the Board determines that the project

25 is of high national priority and that Federal action thereon
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should be accelerated, the Board may recommend an ex-

pedited procedure for congressional review and approval in

accordance with section 305: Provided, That the Board may

not utilize this subsection to change, amend, modify, or gain

an exemption from any substantive standard related to pub-

lic health, safety, or the quality of the environment: Pro-

vided further, That use of this expedited procedure in con-

nection with a specific activity or project shall not in any way

change, amend, or modify for future activities or projects

any Federal approval, certification, permit, or licensing re-

quirements.

12 (2) Any Board recommendation for expedited pro-

13 shall be in the form of an Expedited Energy Project

14 Procedure Report, which shall be submitted to the Admin-

istrator of the Environmental Protection Agency for review

16 and comment and to the head of the Federal department,

17 agency, or instrumentality whose procedures are proposed

18 to be expedited for review and comment, which comments

19

20

21

22

23

_ 24

25

shall form a part of such report. The expedited energy proj-

ect procedure reports authorized by this section shall:

(A) be limited to a specific activity or project such

as a pipeline, an energy facility, or other needed and

essential energy project;

(B) justify the need for the use of expedited

procedures;
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2 and programs;
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(C) set forth timetables for action in specific cases

3 (ll) identify exceptions to any departmental and

4 agency review requirements and procedures;

5 (E) identify exceptions to any regulatory require-

6 ments and procedures; and

7 (F) specify proposed changes to expedite the ac-

8 tivity or project.

9 SEC. 304. ALASKA NAVAL PETROLEUM RESERVE B-

10 PRODUCTION, AND TRANSPORTATION Pio-

11 (a) Upon completion of the exploration program

12 and pipeline feasibility studies authorized in sections 206 and

13 207 and after a determination by the Board that commercial

14 quantities of oil and gas have been discovered, the Board is

15 authorized and directed to prepare an oil and gas develop-

16

17

18

19

20

21

22

23

24

25

ment production, and transportation program for Naval

Petroleum Reserve Number 4, in Alaska, established by

Executive order a the President of February 27, 1923. The
program shall be in the form of a report to the President and

the Congress and shall deal with all necessary arrangements

for the immediate commencement of development, produc-

tion, and transportation of the oil and gas resources of the

reserve.

(b) In preparing the report required by subsection (a)

the Board shall-

57-639 0 - 75 - pt. 2 - 9
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1 (1) designate a Federal 'department, agency, or

2 instrumentality that will direct, supervise, and manage

3 the development program;

4 (2) establish schedules for the production of oil

5 and gas;

6 (3) propose procedures and arrangements under

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

which the private sector will, by competitive bidding or

negotiations, be afforded an opportunity to perform drill-

ing, construction, transportation, and other essential

functions on a contract basis;

(4) establish procedures for cohsultation with of-

ficials of affected State local governments;

(5) propose arrangements for procurement, by con-

tract or otherwise, of the necessary facilities, materials,

manpower, and equipment required to carry out the

exploration program;

(6) propose arrangements for the sale, exchange,

storage, or other disposition of the oil and gas produced

from the reserve. Such arrangements shall take into con-

sideration the requirements of a national strategic petro-

leum reserve and the requirements of national security

and the armed services; and

(7) consult with the Administrator of the Envi-

ronmental Protection Agency, and with the heads of
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1 other concerned or competent agencies so that they can

2 identify exceptional, unique, or unusual conditions that

3 may require special treatment or precautions to protect

4 the environment or insure safe exploration activities.

5 SEC. 305. CONGRESSIONAL REVIEW AND APPROVAL.-

6 (a) Subject to the availability of funds under the authoriza-

7 tion of appropriations contained in section 602 of this Act,

8 the Board may proceed to implement any program prepared

9 under the authority of this title at the end of the first period

10 of sixty calendar days after the program has been submitted

to both Houses of the Congress. Each House shall have the

12 opportunity to disapprove of any such program within sixty

13 days of the receipt of the proposal, pursuant to the proce-

14 dures provided for in sections 906 (a) , (b) , and (c) , 908,

15 909, 910, 911, 912, and 913 of title 5, United States Code,

16 except that for the purposes of this section any reference in

17 such sections to "reorganization plan" shall be deemed to

18 be a reference to the particular program submitted by the

19 Board under the authority of this title. If a program is dis-

20 approved by either House within the sixty-day review period,

21 no officer or agency shall have authority to take the action

22 proposed in that program.

23 (b) If a program is disapproved by either House, the

24 Board is authorized to modify the initially proposed pro-
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1 gram, taking due note of reasons for the disapproval, and

2 may resubmit a revised program in accordance with the

3 provisions of subsection (a) .

4 TITLE IV—PROGRAMS REQUIRING EXPRESS

5 LEGISLATIVE At THORIZATION

6 SEC. 401. GENERAL.—The Board is authorized and di-

7 rected to formulate, develop and recommend to the Con-

8 gress in the form of proposed legislation specific action

9 programs as set forth in this title to increase the production

10 of domestic energy resources •and strengthen energy trans-

ii systems. Fadi proposed legislative action program

12 transmitted to the Congress' pursuant to this title shall be

13 accompanied by a report which meets the requirements

14 of this Act and which provides background and analytical

15 information relevant to a reasoned decision on the proposed

16 legislative program by the Congress.

17 SEC. 402. COAL PRODUCTION.—The Board shall pre-

18 pare a Federal Coal Production Program. The Federal Coal

19 Production Program shall consist of a legislative recommen-

20 dation for the accelerated exploration, development, and pro-

21 duction of coal under private lands, under existing Federal

22 leases, and from the public domain and Federal lands of the

23 United States, a timetable for the execution •of such a pro-

24 gram, and an accompanying report which specifies in detail:

25 (a) the present and projected levels of domestic

403
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coal production and the anticipated domestic demand

2 if the country converts all new and, where feasible,

3 existing electrical utilities and heavy industrial boilers

4 from the use of oil and natural gas to coal;

5 (b) the need, nature, and extent of a direct Fed-

6 eral role in opening new mines, transportation systems,

7 and otherwise engaging in activities to increase domestic

8 coal production;

9 (c) the location, type, and extent of the recoverable

10 coal resources covered by the program;

11 (d) the adequacy and capacity of existing and

12 available facilities for production, transportation, and

13 processing the required coal;

14 (e) assessment of the need for new facilities re-

15 quired to extract, transport and process the required

16 coal;

17 (f) anticipated location of required production,

18

19

20

21

22

23

24

25

right-of-way, transportation and other facilities needed

to produce and transport the required coal; and

(g) procedures for consultation with affected State

and local governments.

SEC. 403. ENERGY TRANSPORTATION SYSTEMS.— ( a )

The Board shall prepare a Federal Energy Transportation

System Improvement Program after consultation with the

United States Railway Association and the Department ,of
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1 Transportation. The Federal energy transportation systems

2 improvement program shall consist of a legislative recom-

3 mendation for programs to assure the development on an

4 urgent basis of new and the improvement of existing railroad

5 systems, pipelines, maritime systems, electrical transmission

6 systems, and other energy transportation systems necessary

7 to assure the timely, safe, and efficient movement of coal and

8 other fuels from mines and other production areas throughout

9 the Nation to electrical powerplants, industrial users, and resi-

10 dential consumers.

11 (b) The Board's recommendations, sb.all include a time-

12 table for the development of such transportation systems, and

13 an accompanying report which specifies in detail;

14 (1) an analysis and assessment of the present ca-

15 pacity and projected requirements for the Nation's rail-

16 roads and other energy transportation systems for the

17 transport of coal and other fuels from producing areas in

18 the Western States, Appalachia, and other areas to the

19 principal electric utility, industrial users, and other major

20 consuming markets throughout the Nation;

21 (2) deficiencies in the present railroad and other

22 energy transportation systems;

23 (3) the need, nature, and extent, if any, of a direct

24 Federal role in rebuilding railroad beds, improving and

25 developing new energy transportation systems, and
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otherwise engaging in activities to facilitate the timely,

2 safe, and economical transport of domestic fuels;

3 (4) specific projects when needed for the improve-

4 ment, rehabilitation, or augmentation of existing rail-

5 road facilities, rights-of-way, rolling stock and opera-

6 tions required to assure the safe and efficient movement

7 of coal and other energy resources;

8 (5) specific projects for the establishment of new

9 railroad, pipeline, and other energy transportation sys-

10 tems;

11 ( 6 ); proposed arrangements with existing railroads

12 for the improvement and augmentation of their energy

13 transportation rights-of-way, facilities, and equipment;

14 ( 7) the location and extent of rights-of-way, facili-

15 ties, and equipment included in the program;

16 (8) proposals for the coordination of existing rail-

17 road and other transportation system operations in fur-

18 therance of the objectives of this Act;

19 (9) estimates of the new employment opportuni-

20 ties to be created under the program, including number,

21 location, and nature of same, and recommendations for

22 necessary retraining programs; and

23 (10) an estimate of the amount of steel and other

24 materials the Board's recommendations would require,

25 including estimates of whether such requirements would
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1 exceed production capacity for steel and other materials

2 in light of other demands on such resources.

3 SEC. 404. TRANSMITTAL OF PROGRAMS FOR CONGRES-

4 SIONAL AUTHORIZATION.— (a) No part of the programs

5 authorized by this title shall be carried out until a report

6 containing a full and complete description of that part of

7 the program has been transmitted to the Congress, and the

8 execution of that part of the program has been expressly

9 authorized by legislation thereafter enacted by the Congress.

10 (b) The Federal Coal Production Program, and. the

11 Federal Energy Transportation Improvement Program and

12 the Board's recommendations for legislation to implement

13 said programs shall be submitted to the President for trans-

14 mittal to the Congress not later than nine months after the

15 effective date of this section.

16 TITLE V—ENERGY CAPITAL INVESTMENT PRO-

17 GRAM FOR ESSENTIAL ENERGY FACILITIES

18 SEC. 501. LEGISLATIVE RECOMMENDATIONS.— (a) In

19 furtherance of the purposes of this Act the Board is author-

20 ized to prepare an Energy Capital thivestment Program,

21 with legislative recommendations, designed to assure the

22 availability of adequate capital for investment in the produc-

23 tion, development and transportation of conventional energy

24 supplies. The Energy Capital Investment Program shall

25 include—
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1 (1) Estimates of the amount of capital that will be

2 required in the next ten years in each of the following

3 areas:

4 (A) Increased utilization of coal, including the

5 opening of new mines;

6 (B) Conversion of electrical powerplants pur-

7 suant to Federal directive;

8 (C) Exploration and development of oil and

9 gas on the Outer Continental Shelf and in Alaska,

10 and the development of enhanced recovery tech-

11 niques;

12 (D) Improvement and expansion of energy

13 transportation systems, including railroads and oil

14 and gas pipelines; and

15 (E) Other essential energy projects.

16 (2) Estimates of the ability of the private sector to

17 meet the energy capital needs in each of these areas;

18 (3) Recommendations on the priority uses of capi-

19 tal for such investment in conventional energy sources;

20 (4) Recommendations as to the proper role of all

21 the concerned Federal departments and agencies in a

22 coordinated program to guarantee the availability of

23 adequate capital for energy investment; and

24 (5) Consideration of the proper role for the Fed-

25 eral Government in .assuring an adequate supply of capi-
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1 tal for domestic energy projects, including the necessity

2 or desirability of Federal financial assistance by means

3 of-

4 (A) low interest loans;

(B) loan guarantees;

6 (C) leasing arrangements;

(D) equity investments; or

8 (E) minimum price supports

9 in order to guarantee adequate capital investment in en-

10 ergy projects of high national priority designed to ac-

11 celerate the production and assure the efficient movement

12 of conventional energy, supplies.

13 ( b) The Board shall include in the Energy Capital

14 Investment Program an assessment, evaluation and report

15 with recommendations on a project-by-project basis of those

16 proposals of the private sector and of appropriate Federal

17 agencies which, in the determination of the Board, may

18 require Federal financial assistance to assure adequate capital

19 investment in the production, development, and transporta-

20

21

22

23

24

25

tion of conventional energy supplies necessary for meeting

the Nation's energy requirements. The report of the Board

shall include—

( 1 ) a description of the project;

(2) the nature and amount of Federal financial

assistance contemplated;
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1 (3) the alternatives, if any, to such Federal assist-

2 mice;

3 (4) the impact of the project on the supply of con-

4 ventional domestic energy resources;

5 (5) the competing uses of such energy capital in-

6 vestment;

7 (6) the prospects for repayment •of the loan or

8 return of the investment to the Federal Government;

9 and

10 (7) the recommendation of the Board with respect

to such project.

12 (c) The Board shall submit the Energy Capital Invest-

13 ment Program to the President for transmittal to Congress

14 not later than nine months after the effective date of this

15 section. Thereafter the reports of the Board required by sub-

16 section (b) shall be submitted to the President for trans-

17 mittal to Congress at the discretion of the Board, but in any

18 event such reports must be made on an annual basis.

19 SEC. 502. FEDERAL ENERGY FINANCING PROGRAM.-

20 (a) Pending submission of the Energy Capital Investment

21 Program provided for in section 501, the Board is author-

22 ized and directed to review and evaluate the status of existing

23 or proposed energy projects of high national priority designed

24 to assure adequate supplies and the efficient movement of

25 conventional energy resources which are or may be an-
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1 reasonably delayed by financing problems or impediments

2 to capital investment.

3 (b) Based on the review and evaluation required by

4 subsection (a) the Board is authorized to submit to the

5 Congress on a project-by-project basis specific programs

6 of Federal financial assistance, subject to the provisions of

7 this section, designed to assure the early undertaking or

8 speedy completion of energy projects essential for main-

9 taining adequate supplies and the efficient movement of con-

10 energy resources. Such Federal financial assistance

may include but need not be limited to loans and loan guaran-

12 tees, commitments to purchase supplies, agreements to share

13 loss, equity investments or the granting of leases.

14 (c) No financial assistance under this section may be

15 granted unless the Board submits to the Congress written

16 findings that-

17 (1) the assistance is necessary to carry out the pur-

18 pose of this Act;

19 (2) financing is not otherwise available on reason-

20 able terms and conditions from any source, public or

21 private;

22 (3) there is reasonable assurance of repayment of

23 the Federal funds granted;

24 (4) a failure to provide financial assistance under

25 the authority of this section would significantly delay

4,
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1 the early undertaking or speedy completion of the proj-

2 ect; and

3 (5) the assistance to be provided will be applied to

4 productive purposes which are necessary to assure the

5 nation adequate supplies of conventional energy and the

6 efficient movement of such supplies: Provided, That the

Board may not grant Federal assistance for the purpose

8 of funding any one project within any one year in excess

9 of $100,000,000 without the express authorization of

10 Congress: Provided further, That the Board shall for-

11 develop and recommend to the Congress in the

12 form of proposed legislation specific financing programs

13 for projects which may require Federal assistance in

14 excess of such amounts.

15 (d) (1) The Board shall require such security as it

16 deems appropriate for the financial assistance granted under

17 the authority of this section, and shall consult, as necessary,

18 with each recipient of financial assistance concerning any

19 matter which may bear upon the ability of the recipient to

20 repay such assistance within the time fixed therefore.

21 (2) Responsibility for the administration of financial

22 programs which are implemented •in accordance with sub-

23 section (e) of this section shall be undertaken by the Sec-

24 refry of the Treasury subject to policies and guidelines

25 established by the Board.
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1 (3) The termination of this section and the authority

2 conferred thereunder shall not affect the disbursement of

3 funds under, or the carrying out of, any contract, guarantee,

4 commitment, or other obligation entered into pursuant to

5 this section prior to 'such termination, or the taking of any

6 action necessary to preserve or protect the interests of the

7 United States in any amounts advanced or paid out pursuant

8 to this section.

9 (e) (1) Subject to the availability of funds under the

10 authorization of appropriations contained in section 602 of this

11 Act, the Board may implement, specific financing programs

12 at the end of the first peridd of sixty calendar days after the

13 program has been submitted to both Houses of the Congress

14 for review on a project-by-project basis. Each House shall

15 have the opportunity to disapprove of such program within

16 sixty days of the receipt of the proposal pursuant to the

.17 procedures provided for in sections 906 (a) , (b), and (c) ,

18 908,, 909, 910, 911, 912, and 913 of title 5, United States

19 Code, except that for the purposes of this section any refer-

20 ence in such sections to "reorganization plan" shall be deemed

21 to be a reference to a Federal Energy Financing Program.

22 If any program is disapproved by either House within the

23 sixty-day review period, no officer or agency shall have

24 authority to take the action proposed in that, program.

25 (2) If a program is disapproved by either House, the
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2

3

4

5

6

7 six months after the effective date of this section.

8 TITLE VI—NATIONAL ENERGY PRODUCTION

9 TRUST FUND

10

11

12

13

14

15

16

17

18

19

20

21

22
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Board is authorized to modify the initially proposed pro-

gram, taking due note of reasons for the disapproval, and

may resubmit a revised program in accordance with the

procedures of the preceding paragraph.

(f) The Board is directed to transmit the Federal

Energy Financing Program to the Congress not later than

SEC. 601. ESTABLISHMENT OF FUND.—To carry out

the provisions of this Actl there is hereby established in the

Treasury of the United States a special fund to be known as

the National Energy Production Trust Fund (hereafter re-

ferred to as the "Fund") . During the period commencing

July 1, 1975, and ending June 30, 1985, there shall be

covered into such Fund $1,000,000,000 annually for fiscal

year 1976 and $2,000,000,000 annually thereafter from

revenues due and payable to the -United States under the

• Outer Continental Shelf Lands Act (67 Stat. 462, 469) , as

amended (43 1338) , which otherwise would be

credited. to, the miscellaneous receipts of the Treasury.

SEC. 602. APPROPRIATIONS AND USE OF REVENUES

23 •IN THE FUND.— (a) All revenues paid into the Fund shall be

24 used only to carry out the purposes of this Act. Revenues

25 covered into the Fund shall be available for expenditure only
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when appropriated therefor by the Congress. Any revenues

not appropriated shall remain available in the Fund until

appropriated for said purposes: Provided, That appropria-

tions made pursuant to this paragraph may be made with-

out fiscal year limitation.

(b) In the event there are insufficient moneys in the

Fund to meet the obligations and requirements of the Board,

there are hereby author appropriated to the Board

such additional funds as are necessary for implementation

of the provisions of this Act.

SEC. 603. BOARD'S AUTHORITY.—All revenues ap-

propriated from the Fund shall be available to the Board

for expenditure or transfer to other Federal agencies to

achieve the purposes of this Act.

TITLE VII—ADVISORY COMMITTEES AND

INTERAGENCY COORDINATION

SEC. 701. ENERGY ACTION PROGRAM ADVISORY

COMMITTEES.— (a) With respect to each domestic energy

production program proposed or undertaken by the Board,

the Board is authorized to establish special program advisory

committees which shall consult with the Board during the

development of the program and shall provide advice and

information to the Board concerning all aspects of the pro-

gram, including the relationship of the program to the in-
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1 terests represented by the members of such special

2 committees.

3 (b) The program advisory committees shall provide

4 for the representation of the following interests and such

5 other interests as the Board may deem necessary or desirable:

6 (1) State and local governments;

7 (2) representatives of affected elements of the en-

8 ergy industry;

9 (3) representatives of affected elements of the

10 transportation industry;

11 (4) representatives of affected elements of the

12 public utility industry;

13 (5) representatives of affected elements of industrial

14 energy users;

15 (6) representatives of labor;

16 (7) representatives of small business;

17 (8) representatives of environmental organizations;

18 and

19 (9) consumer representatives.

20 (c) The program advisory committees authorized by

21 this section and such other advisory boards, committees, and

22 councils as may be established by the Board shall be sub-

23 ject to the provisions of the Federal Advisory Committee Act

24 (86 Stat. 770, title 5 App. U.S.C.) .

57-639 0-75 - pt.2 - 10



474

54

1 SEC. 702. INTERAGENCY COORDINATION.— (a) The

2 Energy Resources Council (42 U.S.C. 5818) shall provide

3 assistance tO the Board at the Board's request and shall be

4 responsible for insuring communication and coordination

5 among the Departments and agencies of the Federal Govern-

6 ment which are assigned responsibilities for the implementa-

7 tion and administration of programs to increase domestic

8 supply pursuant to titles II, III, IV, and V of this Act.

9 (b) The President shall designate such additional mem-

10 and ex-officio members from Federal Departments and

11 agencies to serve on the Energy Resources Council as are

12 necessary to carry out the provisipns of this Act.

13 (c) Members of the Energy Resources Council shall.

14 upon request of the Board-

15 (1) initiate proposals for additional domestic

energy programs to achieve the purposes of this Act;

17 (2) review and make recommendations to the Board

18 respecting programs proposed by the Board for achieving

19 the purposes of this Act;

20 (3) utilize the resources and expertise of their re-

21 spective agencies in the formulation and review of pro-

22 grains to achieve the purposes of this Act; and

23 (4) undertake such additional related tasks as the

24 Board may request.
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1 TITLE VIII—GENERAL PROVISIONS

•2 Sm. 801. SEPARABILITY.—If any part of this Act is

3 declared unconstitutional, or the applicability thereof to any

4 person or circumstances is held invalid, the applicability of

5 such part to other persons and circumstances and the consti-

6 tutionality or validity of every other part of the Act shall not

7 be affected thereby.

8 SEC. 802 AFFIRMATIVE ACTION PLAN.—The Board

9

10

11

12

13

shall develop such affirmative action programs as are neces-

sary to assure that no person shall, on the grounds of race,

creed, color, national origin, or sex, be excluded from par-

ticipating in any program or activity initiated by the Board

pursuant to the authorities contained in this Act. Such affirm-

14 ative action programs shall assure maximum minority par-

15 ticipation. The Board shall promulgate such rules as are

16 necessary to carry out the purposes of this section and the

17 enforcement of this section, and any rules promulgated under

18 the section, through provisions and rules which shall be

19 similar to those established and in effect under title VI of

20 the Civil Rights Act of 1964.

21 SEC. 803. EFFECTIVE DATE; TERMINATION DATE.-

22 (a) This Act shall take effect on the date of its enactment.

23 (b) This Act shall terminate September 30, 1980.
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Senator FANNIN. We are pleased to have with us this morning, Mr.
John Hill. I want to welcome you to the committee again. I appreciate
your willingness to give us the benefit of your comments on the bill,
and would you give us the name of the gentleman with you?
Mr. HILL. Yes, Mr. Chairman, Donald Craven, Acting Assistant

Administrator for Energy Resource Development.
Senator FANNIN. Mr. Craven, we are very pleased to have you with

us also.
Mr. CRAVEN. Thank you sir.
Senator FANNIN. Mr. Hill you can proceed as you desire. Do you

have a prepared statement?
Mr. HILL. Yes, I do, Mr. Chairman. With your approval, I would

like to submit it for the record, make some general comments and
answer whatever questions you may have.
Senator FANNIN. Your complete statement will be made a part of

the record and you may proceed to outline it as you so desire.

STATEMENT OF HON. JOHN HILL, DEPUTY ADMINISTRATOR,
FEDERAL ENERGY ADMINISTRATION, ACCOMPANIED BY DONALD
CRAVEN, ACTING ASSISTANT ADMINISTRATOR FOR ENERGY
RESOURCE DEVELOPMENT

Mr. HILL. Let me say at the outset that I think S. 740 is a very diffi-
cult bill to respond to because there are so many inherent difficulties
in the bill itself. It also has what I would consider a very large set
of contradictory assumptions. It is hard to know what to say and
what not to say on this, but I think most of my remarks are laid out
in my testimony.
I would like to focus on what I think some of the major difficulties

are and provide some general comments. I would also like to associate
myself with the remarks that you have quoted this morning of Miss
Heller and Mr. Jeffrey Knight. I think we share those sentiments
at FEA absolutely.
One of the major contradictions in S. 740 that I would like to spend

some time on has to do with the very purpose of the bill. I think there
is a lot of tension and contradiction in those purposes.
On the one hand, for example, the bill is based on the general

proposition that we, as a nation, are not doing everything we can to
increase our energy supplies. That is one theme that runs through the
entire exercise. If that is the case, if we are not doing all that we can
as a nation to incresase our energy supplies, it is probably due to the
lack of proper incentives or sufficient economic resources in the private
sector to achieve that end.
On the other hand, however, S. 740 implies that the incentives are

not only sufficient but they are probably too large and are being cap-
tured by a small group of companies who are using those incentives,
and the profits gained therefrom, for some reason other than the na-
tional well-being.
In order to solve that problem, S. 740 implies that we need a National

Energy Production Board which will, in some sense, keep that indus-
try honest and do things that they are currently not doing. Under
S. 740 we would achieve that by spawning a series of national energy
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production series, the purpose of which is to bring down profits to
some kind of reasonable level by sharing competition.
I think these two general propositions are at odds with each other.

If profits are unduly high in this industry, then the first proposition,
that we are not doing all as we can as a nation to increase energy sup-
plies, is false. I think that is a very simple matter of economic and
business theory.
If the profits are not too high, then I think the underlying ground

for the second proposition, that we somehow need to spawn companies
to bring these profits down to some reasonable levels, is false.
To begin with, if you were going to focus on how to improve this

bill, you would have to take out that tension. We are either doing all
we can, or we need to do more. And we need to understand the reasons
why we are not doing all we can do. I am sure if you were to proceed
with this general bill, that you would not go into energy production
companies to achieve something that is, in fact, unnecessary.
I think there is evidence that the industry is responding in a major

way to our energy situation. I would like to cite a few statistics.
In the years 1971 through 1973, there were approximately 1,100 to

1,200 gas and oil drilling rigs being used in the country. During that
period, we drilled about 26,000 to 27,000 wells per year. In 1974, follow-
ing the embargo and increase in oil prices, the working rig count reads
1,664 and over 32,000 wells were drilled.
From our evidence, it is clear all available drills were put to use

and the producers of tubular goods and other oilfield equipment were
strained to keep up with demand. They instituted programs to expand
their manufacturing capacity during this period. In short, it is our
assessment that about all that could be done was, in fact, done during
that period. That, of course is the type of response we would not only
expect from this industry, but the one that we would want.
The situation in 1975 may not be as encouraging as it was in 1974,

there is no doubt about that. I don't think we ought to let that par-
ticular change, if it is deteriorating, lead us easily and quickly into
the National Energy Production Board. Looking at 1975, there have
been over 1,600 rigs operating in the country for most of this year
but some rigs have been idled in recent months, particularly the last
2 to 3 months.
The problem in our mind is twofold. It is due, in part, to the loss of

the depletion allowance which has effectively reduced the cash flow
causing some companies to reduce planned expenditures for drilling
operations.
The decrease in drilling activity is also due to the very unstable

situation caused by the lack of a national energy policy and the widely
divergent attitudes being expressed by Government today as to what
that policy, should be. On the one hand, the private sector is encouraged.
that new crude oil will be allowed to seek free market value but fur-
ther down Pennsylvania Avenue there is talk of a price rollback.
Second, it is common knowledge in the industry that a profits tax is
being considered, and a plowback provision may or may not be
included.

Finally, in the midst of much talk about the need for additional
investment in exploration, the depletion allowance is reduced and in
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some instances removed. The continued uncertainty, coupled with the
fear of potential measures that could adversely affect profit, makes it
very difficult and very risky for the private sector to plan investment.
Many prudent investors have decided on a "wait and see" policy until
some form of Government policy emerges.
Given a stable national energy policy, the private sector can. beex-

pected to respond as it did during 1973 and 1974; maximum utilization
of drilling equipment will result and the manufacture of additional
equipment will be encouraged. A Government-sponsored "mobiliza-
tion" effort should then be unnecessary.
Let me turn from the general discussion of whether or not the in-

dustry will respond to several other parts of S. 740. I think as Ms.
Heller has pointed out, the National Energy Production Board would
very much duplicate many of the existing responsibilities and activ-
ities of the current agency lineup in the energy game.
Let me run through a few of the responsibilities and mandates of

the National Energy Production Board that are outlined in title 2.
The Board would be authorized, for example, and directed to establish
specific targets for a 10-year period to- meet our national goals for
domestic energy production, storage, conversion, and transportation.
Let me focus on that one for a minute. That is also the mandate and

responsibility of the Federal Energy Administration and of the En-
ergy Resources Council. I think it should be abundantly clear that we
have already performed such a task for the Government and for the
Congress to date. That has been reflected in the establishment of tar-
gets by the administration. Those targets were outlined in the Presi-
dent's State of the Union message. I might talk about those briefly
and bring them to your attention again.

First, we propose to reduce our imports to no more than 5.8 million
barrels per day by 1977. That is about a 2-million-barrel-per-day de-
crease over where it would be otherwise.

Second, we propose to reduce our imports to 3 to 5 million barrels
per day by 1985. In the event of loss, most of the 3 to 5 million barrels
per day of imports could be made up by a storage program and emer-
gency conservation measures. Thus we, have a vulnerability target of
virtually zero by 1985.
Third, we propose, as a long-term goal, to have this country return

to its 1950 and early 1960 situation of energy predominance in the
world markets.
These are specific targets that the President has established and

recommended to the Congress. I don't think we need a National Energy
Production Board to do anymore than that. The Energy Production
Board might come up with a different set of targets. However, the
Energy Production Board would be in the same situation the Presi-
dent is in and the, FEA is in, by having to get congressional approval
of those targets.
. If there are any charges that need to be made, I would argue that
it would probably be done in work with the Congress and not by any
institution like thae National Energy Production Board. The Energy
Production Board would also be responsible for submitting programs
to achieve those energy targets to the Congress. I would submit that
is the same thing that the President has already done.
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As you will recall, Mr. Chairman, in reaching our 1977 goal of 5.8
million barrels per day imports, we proposed three specific programs
to achieve that end, production of 300,000 barrels a day from NPR
# 1 by the end of 1977, a savings of 300,000 barrels a day by the
end of 1977 from the coal conversion program and a comprehensive
tax and decontrol program. The latter program would reduce con-
sumption of energy products and save another 1.6 million barrels per
day by the end of 1977.
We have proposed policy and legislative actions necessary to achieve

these targets if they are approved by Congress.
We do not think that the National Energy Production Board could

do any better at setting the targets than we have to date. Nor do we
think that it would have anymore success in getting those targets
approved by the Congress as well as specific programs to achieve
those targets, than we have to date.
Keep in mind that the Board can set the targets but most of the

programs that would be necessary to achieve those targets would re-
quire legislative and congressional action as is the case today.
That is just one area of potential overlap with existing agencies

and e,xisting administration operations. The FEA has also been re-
quired and directed to monitor the activities of governmental and
private entities in the energy sector, which we did, and we report
regularly both to Congress and to the President on trends and what is
occurring.
FEA also pays specific attention to the status of all Federal and

private activities aimed at increasing domestic production. We do
the same in conjunction with the Department of State on the interna-
tional side of this equation. We also work with other agencies, par-
ticularly the Department of Labor, in assessing the availability of
manpower and equipment necessary to meet goals and targets. This
would be another area of overlap with the Energy Production Board.
The material allocation authority of the National Energy Produc-

tion Board, while certainly a major and heavy kind of task laid on the
National Energy Production Board, has already given the authority
to conduct that kind of activity to the FEA, using the Defense Pro-
duction Act. I will admit the Defense Production Act authority is a
much more limited authority than what is implied for the National
Energy Production Board, but we would argue that the Defense Pro-
duction Act, and the limited nature of its authority, is much more
appropriate. It is a matter of public policy and what we see involved in
S. 740.
Intervention into State, Federal and Federal regulatory or judicial

proceedings would be a function of the Board. FEA and GSA arealready involved in such interventions in almost the exact same kindof context that the Board would be involed in.
For your information, I could provide for the record a list of theinterventions that we have made to date as a Federal agency to giveour views.
Senator FANNIN. Mr. Hill, that would be appreciated if you would.[Subsequent to the hearing the following information wasreceived :]



FDA has intervened in the following proceedings:
(1) State of New York, Public Service Commission; Case 26806—Proceeding

on motion of The Commission as to Rate Design for Electric Corporations. PEA
filed a petition to intervene in the above generic proceeding and became a party.
FEA will submit a brief on August 11 and testify in oral hearings in September.
Contact: Douglas Bauer, 961-8665
(2) State of California, Public Utility Commission; Application #54279-81—

Application of the Pacific Gas and Electric Company for authorization to increase
rates and charges for electric and gas services. PEA filed a brief on April 2,
1975, in the above proceeding, in support of the rate structure concept of peak
load pricing. Contact: Douglas Bauer, 961-8665

Mr. Him i. I would like to point out that we do intervene only n
those cases where we think there are issues of major national energy
policy involved. We don't intervene to talk about whether the rate
of return ought to be 12.3 or 15.8 or 9.6, or whatever. We only intervene
in those State and local agencies when there are issues of major
national concern.
If you also look at other parts of title 2, you see the responsibility

in the Board for doing oil and gas assessment programs. It is clear,
in light of the major report we have just provided the Congress that
FEA and the Department of the Interior already perform that func-
tion. They  would also have the authority to enter into exploration
programs. Whether or not that is a good idea, I think is basically
moot in the context of S. 740 because the Department of the Interior
already has that responsibility.
I could go on and on, Mr. Chairman, about the duplication and over-

laps in the function of the National Energy Production Board with
that of existing agencies but I don't think it is necessary. In closing,
however, I would like to point out one major and fundamental dif-
ference between that overlap and duplication.
Whereas FEA, Interior, ERDA and other agencies are involved

in all of these activities, none of us are involved to the extent that the
National Energy Production Board would be involved. It is clear
that the National Energy Production Board would, in effect, in many
ways have a battle ax. It can move into any situation and take what-
even action is necessary to resolve a problem. I think we, in FEA,
would be concerned with that kind of broad authority. We believe that
the authority the Government already has in this area is sufficient and
may adequately reflect a much more democratic process.
FEA would feel very uncomfortable, for example, about steam-

rolling the Environmental Protection Agency, a local government or
a State government if that agency, or that government, did not do
what we wanted them to do. We would rather work through the
normal processes here and try to work out the agreements on the basis
of the facts and reasonableness and not use a steamroller.
We would have major objections to any institution and government

having that kind of authority to supersede and override the legit-
imate functions of other agencies in other levels of government. Thank
you.
Senator FANNIN. Thank you very much, Mr. Hill. I recall when we

had earlier hearings, in fact when we were considering the establish-
ment of FEA, that we discussed the obligations of the FEA and
the Department. I am not sure whether you were at some of these
meetings.
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As I recall, the charge was practically what has been incorporatedin the National Energy Mobilization Act. Do you have that infor-mation?
Mr. HILL. I think that is correct, Mr. Chairman. The charge andthe mandate read very much like that of the FEA. There is a lot of thesame language at many points. That is particularly true if you add theDepartment of Interior and ERDA to the matrix. As I said, there isone difference. I don't think we have anywhere near the kind of au-thority, in FEA and Interior to override. We don't have that kind ofmandate, but I think we would feel that is inappropriate anyway.Senator FANNIN. As far as meeting the challenge we have in theshortage of energy, I do feel that the same charge was given FEAthat now is incorporated in S. 740. As has been stated in the testimonywe received, there would be confusion and a waste of manpower andmoney if we had another layer of bureaucracy placed over the agen-cies now responsible for these mandates to Congress.
One issue that seems to be continuously before the Congress iswhether we will be benefited by some of the recommendations thathave been made in relationship to meeting the challenges of the OPECcountries. Don't you feel that increased production from a free mar-ket—a freer market in the presence of the phaseout—would help con-siderably in convincing OPEC that we are serious about what theyintend to do?
Mr. HILL. Absolutely. It is my own personal feeling that a propereconomic climate that puts the maximum incentive into the market-place for increasing exploration and development and production ofnew sources will (Yet us to your goal of having an effective counterployto OPEC much ''faster with much less hassle and distortions thanwould something like the National Energy Production Board. Itwould do so, I think, in a way that is consistent with the missions andobjectives of other agencies like EPA.
Seator FANNIN. The passing of legislation that would create the Na-tional Energy Mobilization Board would, I think, indicate to theOPEC countries that we have not been successful in our endeavorswith the FEA and that we are making yet another attempt to meet thatobjective but I don't think it would be very convincing.
The FEA has been closely supervising what has been taking placeas far as drilling and the incentives that are needed to increase it.There were 1,664 rigs in operation, I think, in 1974.
Mr. HILL. Right.
Senator FANNIN. Now you say approximately 1,600, but how manyhave been idle?
Mr. HILL. We are trying to get a fix on that right now. I think youhave probably been hearing and reading in the press some of the samereports we have. We have also been talking to some of the companieson this, that there are rigs lying idle or in the process of being broughtinto lying idle. We don't have the exact count yet. To date, we have anestimate of between 20 and 70. We are trying to determine what thatnumber is but it is increasing.
Senator FANNIN. From the reports we have had from some Stateslike Texas that has been of great consequence. If that is true through-

out other States, this is an alarming development, especially when wewere making so much progress.
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One thing I think has created the desire to have another bureau-
cratic layer of Government participation has been the misunderstand-
ing of the time involved in the drilling and production of oil. I think
it would be very beneficial if we could have information regarding
just what has resulted from the new drilling. Would that information
be available?
Mr. HILL. We could make that available.
[Subsequent to the hearing the following information was

received:]



SUBJECT: Effect on Drilling Rig Activity Based upon
Revocation of Depletion Allowance

ISSUE: Has a significant decrease in well-drilling
activity resulted since revoking the depletion
allowance since March 29, 1975?

Figure 1 displays the number of operational drill rigs as a

function of time covering the period April 1973 through the

present. Inspection of the figure indicates an increase in

drilling activity from an initial level of 828 operational

in April 1973 to approximately 1,625 operational at present.

This expansion in operational drilling rigs over the past Di

years was made possible by utilization of all existing rigs,

withdrawal from other countries, i.e., Canada, refurbishing

old rigs and pressing into service marginal rigs that would

normally have been retired. As is shown in Figure 1, for the

past six months, activity has remained at this high level and

relatively constant in the area of 1,625 operational rigs.

This sustained high rate of operational rigs, assuming a total

fleet of approximately 1,750 drill rigs, indicates an operational

availability factor of 93 percent. Anything above 85 percent

is favorable. However, if one projects a straight-line growth

rate of ten rigs per month, one would expect to see about 100

more rigs in operation. This would imply a softening in drilling

activities.

Some spot stacking of rigs may be occurring in the Rocky

Mountain area and Louisiana, but there are many reasons or

possible causes for this. These possible causes include weather,

maintenance problems, attrition rate, replacement of old, tired
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rigs with new rigs from recent production in order to get greater

production from the limited number of experienced drilling

crews, and...the removal of the depletion allowance. Figure 2

displays total feet drilled as a function of time. Very large

month-to-month variations are present, but the 5-month moving

average line indicates a gradual increase in total feet drilled.

In summary the data indicates that no conclusive evidence

exists that the revocation of the depletion allowance has

had a significant adverse effect on drill-rig activity. This

is not to say that some of the stacked rigs are not a result

of cash flow problems caused by the revocation.

It should be noted that in the past six months there has been a

decline of about 10 percent in the drill rigs utilized for gas

and an increase of about 25 percent in the drill rigs utilized

for oil.

a
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s

Senator FANNIN. We know the dropoff, the line of production, was
dropping considerably from one year to the next. Then it has started
levelling out somewhat but we have still not reached the point where
it is no longer falling. The drillings that took place in 1974 must have
had some effect on what is happening. Some of the old wells are run-
ning out. Now we see secondary and tertiary recovery coming in and
we have estimates there is probably double the amount of oil that can
be recovered at a certain price as has been recovered to date from many
of the wells. What do you feel would be the effect of the rollback in
the prices of oil that is now being advocated and written into some of
the legislation being considered?
Mr. HILL. We have recently completed, Mr. Chairman, a large study

of the economics and production and supply and demand aspects of
decontrol. In the context of that study, we have compared several
different rollback plans to the decontrol scenario.
I might mention in this context that production is still continuing to

decline in this country, about 8.5 percent a year, or at least that has
been the experience of the last 12 months. We have estimated all along
that in the absence of decontrol, production would continue to decline.
We have also estimated that if we were to have immediate decontrol,
production would continue to decline in that context probably from
anywhere from 18 to 24 months before it began to bottom out and
come up.
The study we have provided to every member of the Congress last

week indicates that, with decontrol, we would have an additional 1.4
million barrels a day production by 1985.
Senator FANNIN. Increased production.
Mr. HILL. Yes, increased production by 1985. That includes not

only making up for declining fields now, but adding to the rate where
you would actually have 1.4 million barrels production more in 1985
than you have today. In that study, however, we have provided, as I
indicated, what would happen to both consumption and supply and to
imports if we either did not decontrol or we went to any of the various
rollback plans being considered in Congress today, such as the
Eckhardt amendment in the House.
Senator FANNIN. To be specific on the legislation that I under-

stand will probably be vetoed today or tomorrow, H.R. 4035-
Mr. HILL. That will be vetoed this morning.
Senator FANNIN. And S. 621 in the Senate. This veto will be sent

to the Senate and the House today. We would like to have the figures
as to what effect that particular action will have on production, since
it does have a rollback provision. Have you calculated any definite
figures on that?
Mr. HILL. I think we have calculated that, but I forget the exact

number. We do know it would raise consumption by 1977 another
360,000 barrels a day, due to the lower prices. We also had a supply
number as well which I will be glad to provide, but I don't remember
it offhand.
Senator FANNIN. This will be of importance in sustaining the

veto. I would hope that you could have that information available so
that it could be utilized on the floor of the Senate. We want to give
the facts to the members for their consideration before they act.
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One matter that I think is important to all of us is what we are

going to be able to do about the OPEC threat of increased prices in

September or October. It may be from $1 to $3, and even $4 has been

mentioned. That would be drastic—it would be devastating to some

nations and certainly a drastic situation for us.
If we fail to act on legislation, don't you think it would be a reason

for their going forward with these increases and feeling since we are

not going to do anything anyway they might as well hit the maximum?

Mr. HILL. I think that is the case. I think OPEC's belief that they

can continue to get away with further price increases is probably most

closely related to the fact that the U.S. Government to date has not

been able to sort out an energy policy which would shield this coun-

try from that cartel over time. That is very clear in discussions that we

have around the world.
Basically, the thinking is, "Let's sock them with another increase

because there's nothing they can do about it. They can't get together

over there and as long as that is the case, we can continue to milk that

cow dry."
Senator FANNIN. I know that your Department has been carefully

analyzing what is taking place not only in this Nation but also

developments in the North Sea, the African countries, and many

other areas where there is a good prospect for increased production of

some magnitude. How many years do you feel that OPEC can pre-

vail with these extremely high prices?
Mr. HILL. It is hard to give an exact number but I would imagine

that with an appropriate U.S. policy here at home, one which yields

maximum supply consistent with our other national concerns like the

environment, and with new finds occurring elsewhere in the world,

somewhere around 1980 or 1982, the cartel will have very serious diffi-

culty in keeping itself glued together.
That assumes, of course, that these other finds do in fact come in

to the degree that people estimate they will and that those supplies

are available in the world market. But in the absence of undue inter-

vention by government and the use of that supply between now and

1980 or 1982, I think the cartel will have real difficulties.
Senator FANNIN. In this Nation and around the world, we have had

some very serious monetary problems and fiscal problems. Perhaps o
ur

most serious time period is the next 3 to 5 years. So you feel that per-

haps the OPEC countries will not be seriously affected in that time

period?
Mr. HILL. I doubt that OPEC and the cartel will be seriously af-

fected to the degree that it is no longer held together but it does
n't

mean that we shouldn't take actions to reduce our dependency on
 that

cartel. We should reduce the impact of the cartel. Otherwise, the s
itua-

tion can continually weaken the country during that period.

Senator FANNIN. There has been, perhaps, a false assumption th
at

if we get by the next 2 or 3 years that we will have the Nor
th Sea

production coming in, we will have increased production 
from other

areas of the world that might alleviate this situation. We 
even talk

about China but that is quite some time in the future.

Mr. HILL. Yes it is, quite some time.
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[Subsequent to the hearing the following information was
submitted:]

FEDERAL ENERGY ADMINISTRATION,
Washington, D.C., August 26, 1975.

Hon. DEWEY F. BARTLETT,
U.S. Senate, Washington, D.C.
DEAR SENATOR BARTLETT : During the question and answer session following

my testimnoy on July 21, 1975, concerning S. 740, you requested a price history
of wholesale and retail petroleum products since the enactment of the Emergency
Petroleum Allocation Act of 1973. Enclosed as Table I is a list of wholesale and
retail prices for the two largest petroleum commodities, namely, motor gasoline
and No. 2 fuel oil (home heating oil). The prices are reported on a monthly
basis commencing November 1973, the month that the Emergency Petroleum
Allocation Act was signed into law.
If you have additional questions or need further information, we will be

happy to respond.
Sincerely,

JOHN A. HILL, Deputy Administrator.
Enclosure.

TABLE 1.-WHOLESALE AND RETAIL PRICES FOR MOTOR GASOLINE AND NO. 2 FUEL OIL

(In cents per gallon]

Motor gasoline (regular) No. 2 fuel oil (residential)

Wholesale Retail Wholesale Retail

November 1973 21.6 41.3 18.2 26.0
December 1973 23.1 43.3 19.9 27.4
January 1974 25.2 46.3 23.4 31.1
February 27.5 48.8 25.4 32.8
March 29.2 52.3 25.9 33.8
April  30.5 53.4 25.9 34.0
May 31.9 54.7 26.8 35.1
June 32.6 55.1 27.5 35.3
July 32.8 55.2 28.1 35.2
August 32.9 54.9 28.1 35.8
September 32.6 54.2 28.7 36.3
October 31.2 52.4 28.9 35.6
November  31.0 52.0 29.1 37.9
December 1974 31.1 52.0 29.1 36.3
January 1975 31.2 52.4 28.8 36.2
February 31.3 52.5
March 31.8 52.8
April 32.7 53.5
May 33.8 54.3
June 1975 35.1 55.6

Sources: FEA from November 1973 through December 1974, Lundberg Survey Inc., from January 1975 forward.

Senator FANNIN. Counsel, David Stang, has some questions he
would like to ask.
Mr. STANG. Thank you, Mr. Chairman. Mr. Hill, the bill's chief

sponsor, the chairman of this committee, last week gave three reasons
why he thought this legislation was necessary. His first reason was that
the domestic petroleum industry of the United States was just not
producing enough energy in this country to meet domestic demand.
Therefore, the National Energy Production Board was necessary to
create.
Although I think there is general agreement that the domestic in-

dustry is not producing enough energy to meet domestic demand 
Mr. HILL. That is hard to dispute.
Mr. STANG [continuing]. It would seem questionable as to the neces-

sity of a National Energy Production Board when one would look at
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the reasons why the domestic industry is not producing enough energy
to meet domestic demand. Do you believe that the legislative policies
of the Congress in refusing to provide wellhead price control relief
in the production of natural gas and its insistence upon maintaining
the Emergency Petroleum Allocation Act with its regulatory controls,
including price controls, on the industry and its recent legislative
efforts consisting among others of H.R. 4035 is not the real reason why
the domestic industry is not producing sufficient energy to meet
domestic demand?
Mr. HILL. I think you have to answer that question by examining

or evaluating the various time frames. I do not believe it is the case,
Mr. Stang, that the industry is not producing more oil today and
tomorrow because of that control program. It is absolutely the case
that they will not be producing more in the future than they otherwise
could if we continue that program.
So I would not want to mislead anyone that removal of those controls

today means a hell of a lot more oil tomorrow. That is not possible
given the long leadtimes and lag times. But I can assure you, as have
many other people who have testified before this committee, that if we
do not get out of that control program our current situation of not
having enough to meet domestic supply will continue, ad infinitum.
If we don't decontrol today, we will be in the same position today or

worse in 1979. If we do decontrol today and start that process, we are
clearly going to be better off in 1979 and 1980 in terms of how much
energy the domestic industry can produce.
Mr. STANG. Is it not true that the legislative program to which I

made earlier reference is having an impact today by the fact that those
who are trying to determine how much investment they will be able
to make are torn by this atmosphere of uncertainty and are frequently
at a loss in being able to make informed commitments with respect to
investments related to increasing energy exploration and production?
Mr. HILL. If that is the case, I would put it, in terms of its impor-

tance, at a higher level than the control program we currently have.
The number one problem we have is not one that will be resolved by
a National Energy Production Board. It is one that could only be re-
solved by the satisfactory conclusion of a national comprehensive
energy policy, one that is stable, so that industry and government
know what the ground rules are going to be.
Until we have reached that agreement with the Congress and the

administration, we are not going to have the kind of climate in my
mind that will insure the optimum level of investment by the industry.
They are going to continue, if they are prudent, and they are not
foolish, to tread very cautiously in this area before they commit large
amounts of capital to any energy producing exercise.
In the absence of that stable energy policy, I see very little that can

occur and the National Energy Production Board is certainly not
going to solve that problem on the absense of that policy. With a
policy, I think the problem will be resolved by itself.
Senator FANNIN. Senator Bartlett.
Senator BARTLETT. Mr. Chairman, gentlemen. Could you tell me

what the incremental markup in price has been in the wholesale and
retail end of the industry since the Federal Energy Act passed and
how that increase would relate to other price increases in oil or oil
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products? What I am getting at is the fact that apparently the mar-
keting end of the oil industry has enjoyed a rather healthy increase
in price. I am receiving complaints from people who are aware of the
fact that the service is not as good as it used to be and apparently
profits are greater. It appears that, in the efforts to maintain marginal
operators, wholesale and retail, that business is leading to fat profits.
Can you enlighten me on this?
Mr. HILL. I would be glad to provide the price history at the retail

level and the wholesale level since the establishment of the Allocation
Act and the Federal Energy Administration. I don't have the exact
numbers on the tip of my tongue. It is true, Senator, that those prices
have increased quite significantly since the Congress passed the Allo-
cation Act. Gasoline prices are up roughly 20 cents a gallon over and
above the time when the Allocation Act was finally written into law.
I am not sure that you can go from that fact and agree or conclude

that profits, at least in the refining end of this business, have risen com-
mensurately. This is largely because we have not allowed the refining
end of this industry and the marketing end of this industry to increase
their nonproduct cost appreciably over what they were prior to this
act.
We have allowed them to pass through on a dollar-for-dollar basis

the increase in their product cost. But refiners are entities in and of
themselves and have not been able to raise their profit margins in that
context.
Senator BARTLETT. Does the entitlement program include a subsidy

paid by every purchaser of gasoline in the country to subsidize the
high cost of imports of distillate and fuel oil on the east coast?
Mr. HILL. Yes; the entitlement program subsidizes several people. It

subsidizes foreign sellers and foreign producers of oil to this country.
It subsidizes some refiners at the expense of other refiners and it sub-
sidizes various parts of the country at the expense of other parts of the
country. It is a clear subsidy program that works to the benefit of
foreign governments, foreign countries, the east coast, and to certain
refiners.
Senator BARTLErr. In the subsidy to the importers, those who im-

port more oil are subsidized, is that correct?
Mr. HILL. That is correct.
Senator BARTLETT. Would Amerada Hess be making a lot of money

out of its imports because of the subsidy program?
Mr. HILL. I think the situation with Amerada Hess is fairly clear.

You can review each month since we started the entitlements program
as we have published the amount of entitlements sold or purchased by
each company each month. Amerada Hess is one of the largest sellers
of entitlements, hence receiving by definition, one of the larger sul?-
sidies under this entitlements program than other companies. This is
because either they import substantial amounts of product derived
from foreign crude or they import substantial amounts of foreign
crude.

Senator BARTLETT. Would it be correct that a significant part of the
subsidies that exist would not exist in a free market or an uncontrolled
market? What I am saying is. if the controls went off, for a moment
forgetting about the fact that the price of crude oil would undoubtedly



rise, would the other prices, because of the subsidies no longer being
utilized, would they go down?
Mr. HILL. Would the prices that are now being subsidized go

down?
Senator BARTLETT. Would the loss of the subsidy affect a lowering of

the price, just as the subsidy itself is concerned?
Mr. HILL. In the near term, I think the loss of the subsidy would

work to increase the price of the products of those marketers who are
receiving the subsidy.
Senator BARTLETT. The loss of the subsidy would increase the price?
Mr. HILL. It would increase the price to those currently benefiting

from the subsidy. The loss of the subsidy would lower the price of
those currently paying the subsidy.

Senator BARTLETT. But overall, would there not be a decrease in
price to the consumer? Doesn't the subsidy result from the vagaries
of price control and result in an overall increase in total prices?
Mr. HILL. I think that is probably the case in the current petroleum

market and the current situation. We had a situation prior to the
beginning of the entitlements program where there were a number of
sellers in the market who derived their product from $5.25 oil, old oil.
They were able to sell their products in the marketplace at a sub-
stantially lower price than those marketers who were deriving their
product from high cost, either new oil or foreign oil.
So, in many areas of the country, they were setting the market price

of the product much lower than it otherwise would have been. The
people who were having to import or rely on the high cost crude for
their products were hence not able to passthrough the full cost of
those products, the higher priced crude, in the marketplace. They
started building, under our regulations, banks that they were allowed
under the law to passthrough to the market but could not.
As soon as we started the entitlements program, we started raising

the product cost of the company that historically relied on low cost,
domestically controlled crude. As they started to inch up in terms of
their market prices, the high cost product, people were able to pass-
through more of these costs.
It is clear in my mind that some of the gasoline price increases we

have seen in the last 60 days were related to the fact that some people
historically had low cost product, and we were raising their prices,
and that enabled the other people to passthrough more of their bank
costs to the marketplace. That is clearly the case in our current pe-
troleum market.
Senator BARTLETT. I went to them over the weekend and visited

with a fellow who assured me that if oil price controls went up, the
incremental amounts currently taken by the people in the marketing
end of the petroleum industry are greater than would be possible under
a competitive situation completely competitive.
I realize that a number of the marketers could pass on more legally

if the current market was stronger and not as soft as it is. He was
saying, even with the current demand in his opinion, as far as the
incremental increases of those in marketing are concerned, if the Pe-
troleum Allocation Act was not extended, there would be a decrease
in the markup of price. Hence, as far as the subsidies you are talking
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about and the guaranteed markups, there would be a reduction. He
said a rather significant one.
Mr. HILL. That could well be the case. In many situations, I do be-

lieve that the extent to which we have price controls, we are pricing
energy lower than it would be in an uncontrolled situation. This
means that there is higher consumption now than there would be in
an uncontrolled or decontrolled situation. If prices went up and re-
duced demand, which it would in our mind, there would be a squeeze
on dealer markets which would all be competing for a reduced market
in terms of their sales.
I think in the sense of lowering demand relative to supply it would

put a squeeze in many situations on the profit margins.
Senator BARTLETT. Weren't the incremental margins created at a

time of lesser total demand?
Mr. HILL. That's correct, slightly less.
Senator BARTLETT. To get more to the point of this hearing, do you

feel that the Federal Government can play a significant role in the
delivery of energy anymore than it can in the delivery of the mail?
Mr. HILL. I think the most significant role, perhaps the only truly

significant role that the Federal Government can play in a positive
sense and I can envision the Government playing a negative role in
lots Of things in the energy business, is to stabilize the national energy
policy and finally decide what the policies of this Government are
going to be regarding the petroleum industry, regarding prices, re-
garding profits, regarding the consumer. If the Government will sort
out those policies, I think it will make a compelling contribution to our
energy situation because it will then set the stage for the people who
have historically done this kind of work, and done it very well, to
solve our problems.
In the absence of stable energy policy, I don't see that anything is

really going to resolve this fundamental problem we are facing. Cer-
tainly not the National Energy Production Board.

Senator BARTLETT. In other words, you don't see that Senate bill 740
would stabilize the efforts toward increasing energy sufficiency and
reducing the domestic energy shortage?
Mr. HILL. No; I don't.
Senator BARTLETT. To consider the extension of the Petroleum Allo-

cation Act versus letting it expire August 31, which one would tend to
stabilize the energy situation more?
Mr. HILL. I think both actions would probably stabilize the policy.

If the administration were to agree today to continue the Petroleum
Allocation Act forever, then the signals would go out and we would
have a stable policy. It might not be the best policy but at least it
would be stable because it would be agreed to and understood. I think
it would certainly be an appropriate kind of policy in the sense that
it would entail higher consumption, less domestic production and
much higher imports than with the elimination of that bill on August
31. Both would be stable but one would be better from an energy con-
sumption and production point of view than the other.

Senator BARTLETT. If the act expired, then you are saying this would
reduce the demand and tend to increase the supply, and would tend to
less reliance on foreign imports?
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Mr. HILL. That is correct.
Senator BARTLETT. It would tend to give the OPEC countries less

leverage in setting a cartel price; would that be correct?
Mr. HILL. Yes.
Senator BARTLETT. Mr. Chairman, thank you very much. Mr. Hill,

thank you.
Senator FANNIN. Thank you, Senator Bartlett. Counsel has several

questions.
Mr. STANG. Mr. Hill, we were talking about the case the chairman

made in the justification for the need for this legislation. We discussed
his first argument that since the private sector is not producing suffi-
cient energy to meet domestic demand, a national energy mobilization
board should do it and we discussed that the real reason why domestic
supply was not up to demand was a proliferation of inhibitions to
investment in the private sector.
The second reason the chairman stated was that since most of the

yet untapped energy resources in this country underlie public lands,
and since the Government is the trustee for the people of this public
land, the Government should automatically ipso facto develop these
resources in its capacity as trustee for the people. Some might argue
that that argument is a non sequitur inasmuch as at the turn of the
century, there were many ranchers, farmers, and cattlemen in the
great southwest raising longhorns. Suddenly oil was discovered and
that oil underlaid the ground upon which the longhorns trod. It seems
to me that at that time, the ranchers, rather than trying to drill their
own holes, leased out their lands for the purposes of exploration and
development of petroleum. It seems to me, and I don't want to in-
fluence your answer, that there is no more reason for the Government
to develop the energy resources simply because they underlie public
lands than there was for the ranchers themselves to develop the energy
resources themselves. Do you agree with that line of reasoning?
Mr. HILL. I think that is basically correct, Mr. Stang. I do agree

with the first part of the chairman's statement. A good part of the
hydrocarbon resources left in this Nation, do underlie Federal land.
They are the property of the citizens of this counrty. I also agree with
the assessment that these resources ought to be developed in the con-
text of the public interest; that the citizens have ownership of these
resources and that ownership ought to be protected and the develop-
ment of these resources should be in the best interest of this Nation.
I think that is something we all agree to. I would find it difficult if
someone did not agree to that. But this does not mean, ergo, the
Government itself needs to actually go in and do the exploration, do the
development and do the production, the marking and the refining.
I think a compelling case could be made that the public interest

would be better served by having the Government do something about
180 degrees away from that kind of approach.
What we need here is a national resource policy that insures that

those resources are actually developed and utilized. It is certainly
in the public interest that they are developed and utilized in a way
that is compatible with our other national concerns, like the en-
vironment, and that they are developed and brought into the market-
place at the least possible cost.

4.•
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I would argue that the Federal Government does not need to do the
actual work to achieve that end. I think we have been achieving that
end rather well without the Federal Government doing that. Where
we have had difficulties may be more related to the fact that the Gov-
ernment might be in there doing something it ought not be doing
anyway.
Mr. STANG. The third reason and justification for the need for this

legislation presented by the chairman was that there are a plethora
of Government agencies, all dealing with energy with fragmented
authority. He must have been making reference to the Federal Energy
Administration, the Nuclear Regulation Commission, the Energy Re-
search and Development Administration, all of which were created
by legislation offered by the chairman within the past year or two.

4 Does this line of reasoning make any sense to you, Mr. Hill?
If the argument is that there is too much fragmentation among al-

ready existing agencies responsible for developing energy policy, does
it make sense to create another one? In other words, some have said,
particularly some in the private sector, that the Congress has created
too many monsters already intervening in the marketplace and trying
to regulate the production of energy.
Therefore, would the creation of a supermonster really solve the

problem?
Mr. HILL. There 'certainly are some monsters laying around this

town, no doubt about that. I personally have difficulty believing that
what is needed right now to solve the Nation's energy problem is some
sort of organizational fix here in Washington that we have not had
today. I do personally believe that we already have too many agencies
involved in the energy game and I believe that that ought to be sorted
out. I don't think the way to sort it out is to create another energy
agency, a superagency with quite dramatic powers. I think it would be
much more appropriate to sort out and redefine what we already have.
But I don't think a redefinition and reorganization of what we al-

ready have will solve the problems we are facing as a Nation. What is
going to solve the problems is establishment of a national energy
policy. Sorting out the organizational dilemmas we have today in
Government would help implement that policy but first you have to
get the national energy policies established and under way.
Mr. STANG. One final question, Mr. Hill, consistent with your re-

cently delivered statement. It is argued by some who propose that the
Government should develop our energy resources, that if the Govern-
ment does it, the Government does not have to make a profit and there-
fore, the Government can deliver the energy more cheaply than can
the private sector. It is sometimes almost implied that if the Govern-
ment does it, then the people will get something for nothing. Does that
make any sense to you?
Mr. HILL. I think, as a matter of theory, you can argue that line.

You assume that the Government has the same ability and authority
to do something, to carry on some type of business enterprise. It has
the same kind of freedom, the same kind of flexibility in terms of
hiring, firing, motivation profit incentives. Making all those assump-
tions, that you would end up in a situation probably where the people
came out as a nation slightly better off because you would have that
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small piece of the cost called profits missing. But if you move from the
theory to the real world, I have never seen a situation which anyone
could effectively argue that to be the case.
I made a number of studies and some earlier reincarnations of the

difference between private and Government enterprises, doing a strict
examination of how much it cost the public in terms of having the
public operation versus having a private operation do it. Even when
you took out the profit from the public sector operation, the unit cost
of the output was much higher. Granted this was not in the oil busi-
ness where these studies were performed but I would imagine it to
be much the same.
You had a very different kind of personnel situation in Government,

you had political aspects involved where Government was trying to
do more than just deliver a unit of output at the lowest possible cost.
It was trying to do other things, many times performing some type
of welfare function, and that sort. I have never seen a situation in
which the Federal Government or any government could, in fact, do
it cheaper than the private sector, even including fairly healthy rates
of return on the private sector.
The incentives just do not exist in the Government to the degree

that they do on the private sector to reduce the costs and to maximize
profits. In the absence of those incentives, you will never get that kind
of outcome.
We have made a limited study at FEA trying to compare private

companies around the world with Government operations around the
world. We have tried to narrow the range of the study down to like
cases. We have tried to look at this on the basis of common assump-
tions. I might give you some of the results of this limited effort to
date.
If you look at net income as a percent of either sales or stockholders'

equity, our studies show that private companies normally return about
8.4 percent net income, net income as compared to sales, whereas Gov-
ernment companies achieve 3.1 percent. Net income as a percent of
stockholders' equity, private companies return 12.3, Government com-
panies return 3.5.
If you look at a couple of other indicators as measurements of this,

if you look at million dollars per employee in terms of yearly sales,
private companies turn out $135 million per employee per year, Gov-
ernment companies turn out $43 million in sales per year. If you look
at the real bottom line in this equation, barrels per day production,
private companies turn out 44.2 barrels per day per employee, Gov-
ernment companies 6.6 per employee. That is about a sevenfold differ-
ence in the activity of the manpower in this regard. It is about a 3-to-1
ratio in the refining sector.
I think it is clearly the case. Once you move from a theory on this

thing to the real world and you look at the incentives and the con-
straints that both private and government operations operate within,
the argument that it would be cheaper with government is false.
Mr. STANG. Thank you, Mr. Hill. Mr. Chairman, I have no further

questions.
Senator FANNIN. Thank you, Mr. Stang. Mr. Hill, we appreciate

very much your being here this morning. You made yourself very clear
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on this legislation and I am in agreement with you. If we just take
the title of the bill, "To assure early development of domestic energy
resources in order to overcome the dependence of the United States on
foreign nations for energy supplies which are essential to national
security, commerce, and a full employment economy, and for other
purposes," I think we read the charge that we have already given to
your agency.
If we look over the table of contents, I don't see any programs or

suggestions that are going to be effective and beneficial that are not
now being carried out by FEA. I would assume that if some of these
programs are needed, you would be asking for legislation is that
correct?
Mr. HILL. That is correct.
Senator FANNIN. Thank you very much, Mr. Hill, for being with

us this morning. Your testimony has been very valuable and we ap-
preciate your very frank answers to the questions.
Mr. HILL. Thank you, Mr. Chairman.
[The prepared statement of Mr. Hill follows:]

•
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•

Mr. Chairman, Members of the Committee, I appreciate the

opportunity to present the views of the Federal Energy Administration

(FEA) on S. 740, the "National Energy Mobilization Act of 1975."

The proposed bill is very extensive and contains many provisions

concerning Government involvement in energy development.

Accordingly, we would like first to comment on the bill in general

and then to examine some of its specific requirements.

The overriding theme of the proposed bill seems to be that the

present private and Government efforts are not satisfactory for managing

and promoting this country's resource development and that a Government

sponsored "mobilization" effort is needed to ensure that certain energy

objectives are accomplished.

The implication that the private sector may not be responding to

the necessary task of energy resource development--is ill-founded. We

believe that, given a stable National energy policy with clearly defined

economic motivation, the private sector will meet the challenge for

developing our domestic energy resources.

The willingness and ability of private enterprise to respond to our

energy challenge, given a favorable economic climate, is evident from

its activities over the past few years. In the years 1971 through 1973,

approximately 1,100 to 1,200 oil and gas drilling rigs were utilized

in this country on the average, and 26, 000 to 27, 000 wells were drilled

per year. In 1974, due primarily to the increased price for new crude

oil, the working rig count reached 1,664 and over 32, 000 wells were

drilled. All available rigs were put to use, and producers of tubular

goods and other oil field equipment were strained to keep up with demand.
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Oil field equipment and facility manufacturers increased production

to full capacity and instituted programs to increase manufacturing

capacity during this period. In short, about all that could be done

was done. This is, of course, the type of response we are looking

for from the private sector.

The situation in 1975 is not so encouraging as that in 1974. There

have been over 1, 600 rigs operating in the country for most of this

year, but some rigs have been idled in recent months. The problem is

twofold. It is due, in part, to the loss of the oil depletion allowance

which effectively has reduced cash flow causing some companies to

reduce planned expenditures for drilling operations.

The decrease in drilling activity is also due to the very unstable

situation caused by the lack of a National energy policy and the widely

divergent attitudes toward the industry expressed by Government

officials. On one hand, the private sector is encouraged that new

crude oil will be allowed to seek free market value; but further down

Pennsylvania Avenue there is talk of a price rollback. Secondly, it is

common knowledge in the industry that a profits tax is being considered,

a plowback provision may or may not be included. Finally, in the midst

of much talk about the need for additional investment in exploration, the

depletion allowance is reduced and in some instances removed. The

continued uncertainty, coupled with the fear of potential measures that

could adversely affect profit, makes it very difficult and very risky for

the private sector to plan investment. Many prudent investors have

decided on a "wait and see" policy until some form of Government

policy emerges.
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Given a stable National energy policy, the private sector can

be expected to respond as it did during 1973 and 1974; maximum

utilization of drilling equipment will result and the manufacture of

additional equipment will be encouraged. A Government-sponsored

"mobilization" effort should then be =necessary.

Our second very basic objection to the proposed National Energy

Mobilization Act is that it would create yet another Federal Government

entity, namely, a "National Energy Mobilization Board," to manage

and monitor energy development in the country. The bill authorizes

and directs the Board to initiate Government participation in oil and

gas exploration and overall energy development. The Board is also

directed to submit several comprehensive reports, some on a frequent

and continuing basis.

The creation of a board to monitor and manage energy affairs

represents a further fragmentation of energy policy and authority in

the Federal Government. A principal purpose of the Federal Energy

Administration Act of 1974 was to concentrate energy responsibility

in the Federal Government into one agency. The addition of a new

Government agency with energy-related functions at this point can

only frustrate this effort.

Having highlighted our fundamental objections to the subject bill,

I will now discuss briefly some of its more specific provisions.
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Reporting Requirements

In Section 201 of the bill, the Board is directed to establish targets

to increase energy self-sufficiency, monitor and assess energy

development, and submit various reports. FEA has performed and

is continuing to accomplish most of the requirements set forth in this

section. Project Independence Blueprint Was a major part of this

effort.

The FEA and several other agencies collect and report, at the

present time, a massive amount of information pertaining to energy

development and production. Attached as Appendix I is a list of 58

reports formally issued by FEA thru January of this year. A revised

list indicating all of the FEA publications is due to be released this

week. We will forward a copy of that list to you when it becomes

available. Many of these reports are continuing or periodic reports that

are issued on a monthly or quarterly basis. This past month the FEA

forwarded to the Congress two major reports, namely the "Initial Report

on Oil and Gas Resources, Reserves, and Productive Capacities;" and

our first "Annual Report 1974-75" submitted in compliance with

Section 15(c) of the Federal Energy Administration Act of 1974.

In summary, we are anxious to work with the Congress in identifying

additional data acquisition and reporting which would be constructive.

But, simply stated, we see no reason to attempt to duplicate existing

efforts and accomplishments.
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Government Enterprise 

Another major thrust of the proposed bill is an attempt to solve

our energy problems by injecting the Government into energy development

and production. There may be some application for Government

involvement in nonconventional sources of energy, but for development

of the traditional sources of energy (oil, coal, and gas) we think it

would be a tragedy to encourage Government intervention.

The advisability of Government involvement has been widely debated

and is indeed controversial. We have studied at great length the relative

merits of increased Government involvement in the oil business. The

most effective way of evaluating the performance potential of a Government-

operated oil company, in a quantitative fashion, is to compare the

historical performance of foreign Government-owned oil companies with

that of private oil companies.

To make a meaningful comparison between Government-owned

oil companies and private companies, it is necessary to establish

the following bases:

1. Time Period - Use a period of average performance

extending over at least 3 years (1971-72-73) to minimize

any unusual situations.

2. Scope of Activity - Compare only those companies which

are engaged in the same phases of the industry including

exploration, production, refining, transportation and marketing.

3. Experience - Compare only those companies which have

been in business over a period of several years.
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Most of the Government companies involved in the comparison are

in direct competition with the private companies and are selling at the

same prices in a common market. There are one or two exceptions,

such as Mexico's Pemex which operates as a monopoly.

A table displaying key performance factors for several private

and Government companies is located in Appendix II. An analysis,

which is summarized below, reveals the difference between six private

international companies and six Government oil companies.

Private Companies
Government Companies

Net income as a % of
Stockholders

Sales equity 

8.4 12.3
3.1 3.5

Two other indicators which reflect efficiency in financial areas are

as follows:

Private Companies
Government Companies

M$ per employee of
Yearly Sales Total Assets

135 168
43 73

In terms of operational efficiency, comparisons can be drawn in the

producing and refining phases of operation:

Bbls per day per employee

Private Companies
Government Companies

Production Refining

44.2 36.4
6.6 14.1
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These comparisons indicate that in every foreign country where a

Government oil company has been created and where sufficient data is

available, without exception the performance of these entities has been

markedly inferior to that of competing private companies. That such

operations are grossly inefficient is evident in the number of employees

per barrel of throughput and the return realized on investment. In

some instances, without Government subsidies and/or greatly

reduced tax rates, the Government-owned companies would have

to close down operation due to lack of cash flow.

It was our intention to compare several national oil companies

with several private companies, but all that is apparent is a contrast,

and a pathetic one at that.

Our primary concern here is that all available equipment and

facilities will be utilized by the private sector if this country adopts

a comprehensive energy policy which will create an economic

atmosphere conducive to energy development. Government involvement

in energy development and production will not supplement the private

sector, it would instead replace a part of the private sector. If the

Government operation were less efficient than the private sector as

indicated above for other national companies, then Government

involvement would actually impede energy development.

57-639 0-75 - pt,, 2 -12
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Government Sponsored Exploration 

Sec. 204 of the proposed bill mandates that a resource assessment

program be conducted which, among other things, shall "provide the

public with information respecting the probable size of the public

resources, the cost of developing specific resources for commercial

use, and the value of such resources." This Section would have the

Federal Government explore Federal lands before they are leased

by the Department of the Interior.

This requirement is apparently based upon two presumptions:

that it would enable the Government to obtain a higher value for leased

lands, and that it would provide the Government with information so

that the Government could expedite the necessary energy development

effort.

In regard to the first assumption, the Department of the Interior

has performed several analyses addressing the subject of. increasing

revenues from Federal lands. They are presently conducting a cost

analysis on lands already leased to determine if exploration, prior to

leasing, would have been more advisable. We have also been informed

that some private independent firms are conducting similar analyses.

We will review these studies, as well as our own analyses, and make

our recommendation to the Energy Resources Council. If exploratory

drilling prior to leasing is found to be advisable it can be accomplished

utilizing present legislative provisions.

A
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With respect to the second concern, we have deep reservations

about the Government being able to increase energy development for

the reasons noted above in the discussion on Government enterprise.

Exploring for oil is a complex and risky business and any

endeavor the Government may contemplate in this area must be

carefully analyzed. As you gentlemen know, to explore a structure

you do not merely drill one hole and determine whether there is oil

present or not.

A group of associated producing reservoirs known as a field may

be located in a particular geologic structure. However, a large

percentage of the total structure is usually void of any significant

quantity of oil. As noted in the examples below, many wells may

have to be drilled on any given structure before oil is finally

discovered. . . if ever.

It is an often demonstrated fact of life in the oil business that the

biggest, .most technically sophisticated, most successful major oil

companies drill many dry holes. The Bay Marchand field in the Gulf

of Mexico, the largest field found in the Gulf to date, was found after

12 dry holes were drilled in succession. The prolific Williston Basin

in the Northern U.S. was the site of more than 200 dry holes before the

Beaver Lodge find was made.
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The Destin Anticline off the Florida Coast was the largest untested

structure in or near the lower 48 States. In July 1974 when the first

hole was spudded, and since then, that hole and 7 others have been

completed as dry holes. The private sector has invested over $900

million in the exploration activities on the Destin Anticline to date.

In 1974, there was a total of 6, 710 wildcat wells drilled. There

were 5,725 dry holes, 532 that became gas producers, and 453 that

yielded oil. These figures indicate that about 1 out of 7 new field

exploratory wells is commercially successful. However, only about

1 in 40 exploratory wells actually results in the discovery of a significant

field.

It is barely conceivable that a "friendly" Congress could tolerate a

Federal Corporation drilling a string of 7 successive dry holes, much

less than 200.

Development of Naval Petroleum Reserve Number 4 

In Sections 206 and 207 of the proposed bill it is mandated that the

Board "prepare and carry out an oil and gas exploration program for

Naval Petroleum Reserve Number 4, in Alaska," and prepare a study

for an oil and gas pipeline system that will be in sufficient detail to

support a decision by the Secretary of the Interior designating and

granting a pipeline right of way. The first draft of the distribution

system report must be completed within one year of enactment of the

bill. The exploration program is to be designed to obtain the resource

information necessary for determining the quantities of oil and gas

present, the geographical extent of any field and estimates of its

its recoverable reserves.
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4

As discussed previously, the drilling program for a new area can

be very erratic. The discovery of a field requires many additional

wells to be drilled in order to establish the quantity of contained oil

and the extent of the field. Thus, a prolific structure may result in

a doubling or tripling of the number of wells originally planned.

Furthermore, it takes a number of years to fully explore an area as

large as NPR-4. In order to do a pipeline study, one would have to

know the approximate quantity of oil and gas to be delivered, the

location of those quantities and the nature of the oil and gas. The

requirement that a definitive pipeline study be completed within a year

after exploration planning commences is naive. Furthermore, to forego

development of NPR-4 until the exploration program and pipeline

feasibility studies are completed, as suggested in Sec. 304, may

substantially delay the ultimate delivery of the contained oil and gas

to consumers.

The Administration has already proposed a plan for development

of NPR-4. In his State of the Union Message, the President urged

quick action on the legislation necessary to allow use of the NPR's

to increase domestic oil supplies. Title I of the Energy Independence

Act of 1975 would authorize the President to explore, develop and produce

NPR-4 through competitive leasing, competitively negotiated contracts

or other business arrangements that provide for rapid development

of NPR-4, while providing adequate compensation to the United States

for the hydrocarbons it contains.
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Financial Incentives 

Title V of the proposed bill provides for an energy capital investment

program for essential energy facilities. Sections 501 and 502 of that

Title, like other sections of the bill, call for the acquisition of data

and submission of reports that have already been prepared by FEA and

other agencies over the past 2 years. •

Profit incentive and investment capital are the most important

aspects of resource development. In fact, we have a vast data base

on the subject and we have made solid proposals, based upon that

data, to resolve various financial problems. What we need now is

action on these proposals by the Congress, not more studies.

Federal involvement may be required in certain synthetic fuels

projects and solar energy projects which require massive capital

investments. The Administration has conducted an interagency task

force effort on this subject and is expected to submit a report and

proposal on the matter this month.

Conclusion 

I think our position should be clear at this point. It is our firm

conviction that energy resource development can best be accomplished

by the private sector. The Government's role should be supportive

of private industry by providing an economic climate conducive to

investment in energy development. We appreciate that the mobilization

*
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program outlined in the proposed bill is intended to "supplement and

be an addition to the activities of the private sector." Simply stated,

we feel that the proposed legislation not only fails to supplement energy

development efforts of the private sector; but that it would, in fact,

hinder that development. The bill would essentially "reinvent the

wheel" and then place it in mud so that it is difficult to maneuver.

What is needed, in our opinion, is a stable comprehensive

National energy policy. The President has proposed such a program

and we endorse it. After a comprehensive energy policy has been

implemented, the FEA will closely monitor energy development and

recommend more assertive Government action where needed. This

would appear to us to be the most logical and effective way to promote

and manage our domestic energy development.

Mr. Chairman, I will be pleased to try and answer any questions

you may have at this time.
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Senator FANNIN. There will be several witnesses filing statementswho could not be with us. The record will be open until August 15 forthat purpose. Anyone wishing to file a statement can do so.I would like at this time to enter into the record a statement fromMr. Herbert Stein, one of the leading economists of the country, whocould not be with us today but has sent us his statement. I would atthis time like to just read two paragraphs from his statement becauseI think that they follow the testimony that has been given by Mr. Hill,the Deputy Administrator of FEA. I will just read the statement:
We have in the United States an effective system for producing energy. That isa network of thousands of enterprises, mainly private businesses, engaged inexploring for energy of all kinds, and in producing, refining, transporting andmarketing it. The network includes research facilities and financial institutions.The enterprises in the network have highly-developed, specialized know-how,capital equipment and personnel. They are linked together by a sophisticatedmarket. They are guided and motivated by the effort to earn income by producingwhat this market wants.
This energy-producing system is part of a larger free-market system. But I amnot here paying a tribute, however well-deserved, to the free-market system. Iam simply calling attention to the existence of an elaborate, working, effectivemechanism for getting energy. That mechanism has given the American people anenormous quantity of energy to work with, at a cost which has been declining,relative to other costs, over most of the past century.If there were a different mechanism in place for getting energy, whether agovernmental system or a mixed system, with the proven effectiveness which theprivate system has, I would recommend that in the present critical situation weshould rely on it. I would recommend that even though, for a variety of reasons,I might prefer a different system, I do not think this is the time to make anideological decision about energy. We know as a simple matter of fact that ourcapability is overwhelmingly in the existing private system. We should rely on it.
The statement continues on explaining his position in regard toS. '740. This statement will be made a part of the record.[The statement of Mr. Stein follows:]

STATEMENT OF HERBERT STEIN, A WILLIS ROBERTSON PROFESSOR OF ECONOMICS,UNIVERSITY OF VIRGINIA
Almost 21 months have passed since the Arab oil embargo demonstrated thedanger which the oil weapon creates for the security of the United States. Inthat period we have not developed a national strategy and program for dealingwith the problem. It is of the greatest urgency that we should do so promptly.I fully support the underlying purpose of S. 740, which is stated as "to over-come the dependence of the United States on foreign nations for energy supplieswhich are essential to national security, commerce, and a full employment econ-omy." If I thought that enactment of S. 740 would on balance help to accomplishthat purpose I would be in favor of it, even though the particular methods pro-posed might not be the most efficient or otherwise most preferable. However, Ibelieve that S. 740 would not contribute to achievement of its stated goal butwould in fact impede it.
We have in the United States an effective system for producing energy. Thatis a network of thousands of enterprises, mainly private businesses, engaged inexploring for energy of all kinds, and in producing, refining, transporting andmarketing it. The network includes research facilities and financial institutions.The enterprises in the network have highly developed, specialized know-how,capital equipment and personnel. They are linked together by a sophisticatedmarket. They are guided and motivated by the effort to earn income by producingwhat this market wants.
This energy-producing system is part of a larger free-market system. But I amnot here paying a tribute, however well-deserved, to the free-market system. Iam simply calling attention to the existence of an elaborate, working, effectivemechanism for getting energy. That mechanism has given the American peoplean enormous quantity of energy to work with, at a cost which has been declining,relative to other costs, over most of the past century.
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If there were a different mechanism in place f
or getting energy, whether a gov-

ernmental system or a mixed system, with the prov
en effectiveness which the pri-

vate system has, I would recommend that in t
he present critical situation we

should rely on it. I would recommend that even 
though, for a variety of reasons,

I might prefer a different system. I do not thi
nk this is the time to make an

ideological decision about energy. We know as a
 simple matter of fact that our

capability is overwhelmingly in the existing pri
vate system. We should rely on

it.
Our present difficulties, the fact of dependence 

and the danger of increasing

dependence, do not reflect any inadequacy of the 
existing private energy system.

Basically, public policy failed to give that system t
he signals which would mobi-

lize it for strengthening America's energy secur
ity. In the late 1960's and early

1970's public policy turned to give more emphasis t
o cheap energy than to secure

energy. By reducing restraints on imports, and 
later by putting ceilings on

domestic energy prices, the Government gave the
 signal that more foreign oil

was desired. The private system delivered that.
 The rise in the OPEC oil price

has changed the signal and stimulated the system 
to concentrate more on domes-

tic development. However, public policy, notably t
he price controls, have muffled

that signal and so deterred the response.

In a superficial sense the bill, S. 740, recogniz
es the need to rely mainly on

the existing, private system. It seems to propose
 only that the government should

guide the working of the system by setting targe
ts and supplement the system

where it is not achieving the targets. In fact, however, t
he effect of the bill would

be to prevent the existing system from making its m
aximum contribution.

If the private system is to do its maximum to mobi
lize our domestic energy

resources it must operate within a secure, stable and
 potentially profitable en-

vironment. The energy business is inevitably a risky o
ne for physical and tech-

nological reason. The OPEC cartel has introduced new
 uncertainties into the

situation. The policy of our own government should n
ot add further uncer-

tainties. But it does so at present. Important matters 
of price controls, taxa-

tion and import policy are highly uncertain.

Rather than removing these impediments to maximum
 development of our

domestic energy resources, the provisions of'S. 740 would ad
d new uncertainties.

The main operational features of the bill would permit the g
overnment to engage

in exploration, permit government-created enterprises to eng
age in energy pro-

duction, and permit the government to give financial assist
ance to "private" en-

terprises. All of this would be in competition with completely 
private enterprises.

It would have two adverse results:
First, it would lead many people, including many in Cong

ress, to believe that

steps to create reasonable conditions for private initi
ative are unnecessary be-

cause the government will fill any gaps in energy de
velopment left by private

initiative. Thus, it will reduce the likelihood of getting r
id of present obstacles.

Second, it would create a new obstacle in the form of a
 risk to any private

participant in the energy business that it will be damage
d by the competition of

a government entity which does not have to meet ordinary te
sts of profitability.

This risk, would be intensified by the provision of the bill w
hich would create

an extremely large fund of money available to finance such 
Federal competition.

We would have with a vengeance the kind of situation c
omplained of in the

1930's when the threat of government competition held 
up the expansion of

private electric power facilities.
The result will not be that the government or government-

sponsored enter-

prises do what private enterprise fail to do. The result wi
ll be that private

enterprise is deterred from doing what it might and the go
vernment does not

fill the gap. Anyone who has observed government programs k
nows that it

will be years before the government energy programs envisa
ged by the bill get

off the ground, if, indeed, they ever do get off the ground. But 
the effect in dis-

couraging private efforts will be immediate.
In will be said that the intent of the bill is that the government sh

ould engage

in exploration, or energy production, or energy financing only 
in cases where

private activity promises to be inadequate. Three comments shoul
d be made on

that:
First, restrictive price controls and burdensome taxation can assu

re that the

private activity is inadequate. That will not demonstrate the need 
for govern-

ment supplementation. It may only show the need for a more reas
onable price

and tax system.
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Second, the decision about the inadequacy of private activity would be made
by a government agency which will almost certainly have more confidence in
itself than in the private market. That is the natural tendency of governmentagencies. The bill provides that in some cases Congress should have the oppor-tunity to disapprove Federal energy exploration, production or financing proj-ects proposed by the agency. However, it is unrealistic to think that Congresscould effectively review proposals in so technical an area.
Third, the deterrence to private energy development would come not onlyfrom the Federal energy projects actually undertaken but also from the muchwider range of cases in which Federal intervention is threatened or possible.We cannot be confident of full mobilization of our domestic energy resourcesuntil we make two basic decisions. We must decide not to suppress the price of• domestically-produced energy. We must decide not to tax income from domesticenergy production more heavily than income from other sources. Unless we dothose two things we will not be using the most powerful guiding and motivatingforce in the American economy—the drive of individuals and businesses to earn- income by producing what the market wants.
A price ceiling on domestically-produced oil is especially damaging todaywhen one of our main objectives is to hold down the importation of oil and soreduce our dependency. The present price control system operates as a subsidyto imported oil. All crude oil sells in the United States today at a price whichis the average of the uncontrolled price of imported oil and some domestic oiland the controlled, lower, price of "old" domestic oil which is most of thedomestic oil. Thus, the imported oil sells at a price which is less than the im-porter paid for it, the difference being made up by the relatively low price ofcontrolled oil. This makes the American consumer willing to buy more importedoil than he would if he had to pay its full price. It also enables the OPEC cartelto sell more at its established price than if the U.S. domestic price were uncon-trolled. This makes it easier for the cartel to maintain its high price. In ourzeal to insure that domestic sellers do not get "too much" for their oil we areassisting foreign sellers in getting even more.
I do not suggest that free prices and nondiscriminatory taxation by them-selves will do everything needed to bring about achievable, economical energysecurity for the United States. Probably the most important thing needed inaddition is a program for building up a larger reserve of crude oil and productsin the United States. Whether we need a tariff on imported oil is a more debata-ble question, but I am inclined to think that we do. We surely need to resolvesome of the conflicts between protection of the environment and development ofenergy supplies in a way that reflects the present critical nature of our energyproblem. Some of the specific provisions of S. 740 may be helpful, especially thoseto expedite decisions about Naval Petroleum Reserve Number 4 in Alaska andto increase the information about the availability of oil and gas on the publicdomain and Federal lands and the Outer Continental Shelf. However, I fear thatthe main provisions of this bill, authorizing widespread entry of the Federal gov-ernment as an operator in the energy business would impede rather than assistmovement toward the goal of energy security.
Senator FANNIN. There are several witnesses scheduled to be heretoday. Mr. James Hunt and Mr. Sterling McKittrick, who would tes-tify at this time, were delayed and will not be able to be here until1 p.m. So the hearing will recess until 1 p.m.
[Whereupon, at 11 :25 a.m., the hearing was recessed, to reconvene at1 p.m.]

AYrERNOON SESSION

Senator FANNIN. The hearing will come to order. We are pleased tohave with us this afternoon Mr. James Hunt, partner, Kalb, Voorhis& Co., New York; and Mr. Sterling McKittrick, partner, Ingalls &Snyder, also New York.
Gentlemen, you may proceed as you desire. Your complete state-ments will be made a part of the record, and you can digest them orjust handle your testimony as you think best.
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STATEMENT OF JAMES HUNT, PARTNER, KALB, VOORHIS Sz CO.,
NEW YORK, N.Y.

Mr. HUNT. Good afternoon. My name is James Hunt. I am a partner
of Kalb, Voorhis & Co. I specialize in the financial analysis of the pe-
troleum industry. I am also a director of J. Ray McDermott & Co., a
firm specializing in offshore construction for the petroleum industry. I
am president of the Oil Analysts Group of New York. With me is
Sterling McKittrick, Jr., who will introduce himself later.
We appear here today in a personal capacity, not on behalf of the

organizations with which we are associated. There was no time be-
tween our receipt of the bill July 10 and the present to coordinate our
views with those of the members of our respective organizations. We
do believe, however, that these views are representative of the majority
of our members. We appreciate this opportunity to present our views
on S. 740, "National Energy Mobilization Act of 1975."
S. 740, which is designed to promote the general welfare and so forth

by establishing a National Energy Mobilization Board, should be re-
jected by this committee. We disagree strongly with the point that the
way to achieve the objective of greater domestic self-sufficiency is to
establish one more Federal effort to oversee the project. Basically, we
feel that the private sector is fully capable of solving the energy crisis
if undue Government interference now in force is removed. Before dis-
cussing the specific points raised in this bill, we would like to examine
some of the philosophy which appears to be the reason for its need at
this time.

This bill, as with many others, seeks to find a solution to the energy
crisis. We will not bore you with a lengthy review of this matter.
However, if we have an energy crisis, and I prefer to think of it as an
energy problem, then we find the Government has in the main been
the culprit. Through the mechanism of price fixing of natural gas,
we have had a vast misallocation of energy resources. Cheap natural
gas made all other fuels cheap, causing a misuse of energy, as well as a
misallocation of fuels. Cheap gasoline bred gas guzzlers. Those who
doubt this efficiency of the price mechanism need only to look at the
U.S. versus foreign auto industries (including U.S. manufacturers) —
gas guzzlers versus economy cars. The Government, having created
the problem, now seeks to create yet another bureaucracy to solve it.
What are the problems the bill seeks to solve? As we see it, the bill

identifies two major and a host of minor problems which it would like
to solve. The major problems are:
(1) Carrying out energy exploration and exploitation which the

industry cannot. This is explained in section 204 (b)'(1).
The Board is authorized and directed to identify and undertake exploration

programs for such areas of the public domain, other Federal lands and the Outer
Continental Shelf, as have a high likelihood of containing significant quantities
of economically recoverable oil and/or natural gas but whose leasing to private
enterprise under terms of the Mineral Leasing Act of 1920, as amended, or the
Outer Continental Shelf Lands Act of 1953, as amended, may not be in the public
interest or has been delayed because of land use conflicts exceptional environ-
mental hazards, opposition from local residents or from State and local author-
ities, or for other reasons.

So the problem No. 1, the inability of private industry to explore and
produce energy resources because it is "not in the public interest" or



delayed because of "exceptional environmental hazards," or "opposi-
tion from local residents" is to be solved by forming a Government oil
company which, with a wave of a wand, can dissipate these opposing
forces. While we are as concerned about the environment as anyone
else, we lack the credentials to comment on this matter. However, on
July 14, the testimony of Barbara M. Heller of the Environmental
Policy Center contained this comment on such a policy:

If the development of public resources by private companies is not in the
public interest, the development of such resources by the Federal Government
will be less in the public interest. Much as we dislike the policies of the industry,
we do not believe that the Federal Government can develop energy more safely
or more efficiently.

We find we must endorse these comments insofar as they relate to
Government's record in protecting property or human rights is no
better and, in many cases, worse than that of the private sector.

CAPITAL SHORTAGE

(2) The bill seeks to supply capital where it appears the private
sector is unable or unwilling to commit funds for energy ventures.
Various arms of government, Federal, State and local, have had at it,
where it concerns the energy industries. The Congress has been heard
to exclaim over profits, obscene and otherwise, it has done away with
percentage depletion for the major and not so major oil companies,
while retaining it for the not so small private or independent oil
companies. After impairing an industry's ability to raise cash flow
sufficient to carry out its obligations to supply energy, the Government
uses this weakened condition as an argument to go into competition
with the private sector.
We think this is unfair treatment of an industry which has more

than demonstrated its willingness to take risks. As an example, Exxon,
Mobil, and Champlin acquired leases on the Destin Anticline recently
for $632 million. After the expenditure of more than $15 millon for
seven dryholes, it was decided that the venture held very little pros-
pect for success. In another venture, Exxon in 1968 paid $140 million
for leases offshore Louisiana. The industry in total spent $540 million.
Exxon, after drilling 22 dryholes, abandoned the leases. The industry
to date has little to show for the remainder of the expenditures. What
Congressman wants to report these kinds of results to the public?
Indeed, is it necessary? What can a governmental oil company do
that the private sector is not doing? Indeed, what has been the record
of the private sector versus the Government sector in the past 50
years? We have prepared a table, appendix I, which traces some rele-
vant statistics. We have attempted to trace the growth of population,
GNP, value of energy consumed, and taxes paid to all governments.
Examination of the table indicates a constantly declining cost of
energy consumed as percentage of GNP through 1970. Thus, the
energy industry from 1925 through 1970 took an increasingly smaller
percentage of per capita GNP. By comparison, governmental cost as
a percentage of GNP nearly trebled. Thus in 45 years the cost of
energy declined by a third, while the cost of Government trebled.
What of the record of government oil companies in other countries?

Good comparative numbers are not readily available, but the consensus
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seems to be that they are run at little or no 
profit and with a much

higher employment than comparable private se
ctor companies.

If a Government oil exploration effort were to 
be attempted where

would the Government go for employees? Of a 
certainty, it must hire

them away from the private sector companies. T
his would not aug-

ment, but supplant, the efforts of the private sector.

Thus, of the two major problems this bill seeks t
o attack, we find

that (1) that of having the Government explore 
where the private

sector is unwanted appears to be almost naive in 
its thinking that

Government would welcome where industry is not (2) 
that of Govern-

ment investing capital where industry cannot or will 
not does not

appear justified at this time. There is no evidence that 
industry has

avoided risky ventures. Quite the contrary. The Govern
ment has im-

paired the industry's capital generating ability. It is estimat
ed that the

loss of percentage depletion will cost the industry $2 billi
on in 1975.

This contrasts with total capital expenditures of $11.5 
billion and

exploration and development expenditures of $8.1 billion in 1
974.

If the Congress wants to aid the effort toward self-suffici
ency, it

should reexamine some of its attitudes which are acting to
 delay

meaningful progress toward that goal. Thank you.
Now Mr. McKittrick will have some comments about specific par

ts

of this bill.
Senator FANNIN. Thank you very much, Mr. Hunt. Before you star

t,

Mr. McKittrick, I do want to express appreciation for you gentlemen

being here. We are very fortunate to have men of your experience and

knowledge to testify on this very important matter. Important from

the standpoint, I believe, of not adopting this legislation. Others have

different opinions in that regard. The vote that we have recorded on

the clock will be in just a few minutes and it will be necessary for me

to run over and vote but we will try to have another Senator here. If

not, counsel, with your permission, will ask questions while I am gone.

We do want to have all of your testimony made a full part of the

record. So any questions asked will be included in the record and will

be available to other members of the committee.
Mr. McKittrick, if you want to start your statement before I have to

leave and then I will get back, as I say, or Senator Bartlett might be

here and be available to take testimony.

STATEMENT OF STERLING McKITTRICK, PARTNER, INGALLS AND

SNYDER, NEW YORK, N.Y.

Mr. McKrrimicK. Thank you, Senator. My name is Sterling Mc-

Kittrick, Jr. I am a partner of Ingalls and Snyder, a brokerage firm

in New York City. For over 20 years, I have specialized as a security

analyst in the study of oil and gas companies and the industry. I am
a chartered financial analyst and am currently serving as president of
the National Association of Petroleum Investment Analyst, an organi-
zation with a membership of over 300 people.
I concur with the remarks that Mr. Hunt has just made and would

now like to make some brief comments on specific sections of S. 740.
Section 201, subhead (1) makes reference to the need to establish

specific targets to meet national goals for domestic energy preserva-
tion, storage and conversion and transportation. Extensive studies

•
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have already been made of this subject. We do not need new targetswhen it is obvious that dependence on foreign oil should be reducedwithout hamstringing our economy.
Subhead (2) of the section suggests monitoring of activities ofboth private and Government entities in the energy area. This is al-ready under way and we do not think further inspection is requiredor will be needed if the necessary capital incentives to move forwardare provided.
Section (e) of subhead (2) refers to correction of delays or proce-dural impediments for energy development at the Federal, State orlocal level. I believe such mechanisms already exist; as a matter offact, the Energy Research and Development Administration has asubstantial annual budget and certainly could carry out this effortas it is needed.
Section 202 refers to the Board's having materials allocation au-

thority. Gentlemen, I believe that the powers inherent in this sectionwould be an unconscionable invasion of the private sector, particularlyin a peacetime era. A shortfall of equipment did exist some months ago,but it has now been corrected and I believe all the necessary materialsfor the development of energy will be available if, as I again reiterate,the necessary incentives exist. It is my understanding that rigs arenow available and it is tragic to have to say that they are available
because operators do not know where they stand as to the status ofproposed investments.

Section 203 gives the proposed board the right to intervene in reg-
ulatory or judicial proceedings regarding energy. I believe this wouldbe a duplicative effort that would be wasteful.

Section 204 authorizes the Board to carry out a resource assessment
program. Such an effort would also duplicate work that has been done
in the past, and should it be needed again for some reason, I think
it can be accomplished by private enterprise.
Senator FANNIN. Mr. McKittrick, it will be necessary for me to leave

but I will be back. If you could please stop at that point and then
have questions from counsel, we will pick up when I get back. I
apologize for having to leave but we do have a vote. Thank you very
much.
Mr. McKirrRicK. Thank you, Senator.

• Mr. STANG. At this time, I would like to address questions to either
of you or both of you, whomever sees fit to answer, please feel free to
do so.
Mr. Hunt, in your testimony you state that you are president of the

Oil Analysts Group of New York and Mr. McKittrick, you state that
you are president of the National Association of Petroleum Invest-
ment Analysts. In that capacity, do either of you represent the oil
industry per se?
Mr. HUNT. No; not at all.
Mr. STANG. Is it fair to say that inasmuch as you do not represent

the oil industry, you are simply objective outside observers whose
ability to earn a living depends primarily upon your awareness of
what is going on within the industry and how it operates?
Mr. MCKITTIIICK. That is correct.
Mr. HUNT. Absolutely.
Mr. STANG. Based on that experience. I believe you have had the

opportunity to read the opening statement of the chairman of this
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committee presented last week, as a matter of fact, 1 week ago today,
outlining the three major reasons why he feels S. 740 is necessary. I
would like to outline each of those reasons for you and ask you to
express your views on the validity of the reasoning.
His first argument was that the domestic petroleum industry is not

producing enough energy domestically to meet demand. Therefore,
he concluded that the Government had to step in and do it. Although
I think that anyone familiar with the industry and the level of domes-
tic production would stipulate that, owing to the increasing amount
of imported oil, the domestic industry is not domestically producing
sufficient energy to meet the domestic demand.
The conclusion suggested by the chairman which follows that state-

ment is therefore, the Government must step in. Both of you in your
testimony have presented reasons as to why the domestic industry is
not producing sufficient energy. Would you care to elaborate on those
reasons?
Mr. HUNT. Sure. Insofar as the industry's inability to meet total

domestic demand, I think I touched on it briefly. I think if we look
back to the price fixing of natural gas which resulted in setting a price
for all energy, and which in the past 10 years has allowed the produc-
tion cost of energy to creep up while the price of energy did nothing
in the United States, at least and until the Arab oil embargo of 1973.
You cannot have increasing production without increasing price where
production costs are going up.
Where the Government is impairing the price structure, where the

Government is sitting on the price structure. The present price control
program, there is a lot of oil or gas to be found but not at the prices
that the Government is willing to let the industry recover for it. I
don't see that the Government will sell it for those low prices if and
when they would be successful to get into exploration on their own.
Indeed, their record with the Post Office indicates otherwise.
Mr. STANG. You might have heard that the President announced

on Saturday that he intends to veto today a bill bearing the number
H.R. 4035. That bill has been the principal alternative to the Presi-
dent's energy program passed by the Congress to date. That bill con-
tains the following provisions.

It provides that the stripper well exemption to price controls should
be repealed and that all new, released and stripper oil prices should
be rolled back to $11.28 a barrel. Second, it provides for no higher
than a 50 cent per barrel increase on old oil prices without congres-
sional review and veto procedures. H.R. 4035 prohibits, without con- •
gressional review and veto procedures, the administration from rais-
ing old oil prices beyond $5.75 a barrel.
The bill also provides that Congress' opportunity to review any

price control actions by the administration which cause an increase
in prices or attempt to exempt any category of oil from price controls
or allocation controls, and that such actions shall be submitted to the
Congress and the Congress shall have 20 days to review such proposed
increases and that the Congress shall be given an opportunity to veto
any such proposed price increase. What is your opinion of the merits
of this legislation insofar as its impact on stimulating domestic sup-
ply is concerned and its ability to reduce increased dependence on
imported oil?
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Mr. MCKITTRICK. My own feeling is that the bill, as you have out-
lined it, is quite restrictive. Generally, these restrictions would hamper
the further development of oil in this country.
Mr. HUNT. I would have to say that it seems like it is designed to

guarantee an incremental gain in foreign imports and the repression
of U.S. industry production. You cannot roll these prices back with-
out finding that you are going to run against some wells Where it just
does not pay to keep them going or to do the work.
I think there is a misunderstanding about the oil industry. A lot of

people think you merely punch a hole down in the ground and there is
a big can in there and you suck them out. These wells need workovers.
Where you are limiting the price on this, a man sees a limit on the
price that he is going to get back for what he puts down and he will
not put money down. I can't see that this would do anything than

• guarantee a more rapidly declining rate of production in the United
States and a more rapid increase of foreign oil.
Mr. STANG. One of the most popular arguments in favor of continu-

ation of domestic price controls made by the sponsors of the legislation
that I have just outlined is that the power of the OPEC cartel has
increased so dramatically in recent years that it has the existing op-
portunity and power to control U.S. uncontrolled domestic prices.
Therefore, the argument goes, that since OPEC is having a primary

influence in setting domestic energy prices, the U.S. Government
rather than foreign governments should step in to control energy
prices and that OPEC should not be permitted to dictate the price
of U.S. domestic oil.
Would you care to comment your views on the validity of that

argument?
Mr. HUNT. I don't see how U.S. price controls can affect what the

OPEC countries decide that they want to charge for what becomes
the marginal value of oil. The fact that we would control oil prices
at whatever price level, say 71/2, say 9, say 11, would make no differ-
ence to them and their own price range. It does not guarantee that we
are going to increase our production.
As I stated before, it certainly guarantees that our production will

decline more rapidly and that their prices can go up more rapidly if
we are more dependent on their oil than we are today. Price controls

• have taught us that price controls have not brought about any increase
in the supply of U.S. oil since price controls went on. We have watched
a rapid decline since.
Mr. STANG. Is it also true to say that U.S. price controls caused an

• increasing dependence on imported oil in this country?
Mr. HUNT. Absolutely, because with price controls, you still have—

you have not had a sufficient impact of price on the consumer to make
him decides that he will use less oil. He is still married to his big car.
He has cheap gasoline, why not?
Mr. McKriamicK. I fail to see why we should have U.S. controls

because OPEC has controls. That does not make sense to me.
Senator FANNIN. Mr. McKittrick, do you want to complete your

statement?
Mr. McKiTriticK. Thank you, Senator.
Section 204, (b) (1) , is particularly disturbing because it presumes

that a Government agency might have rights over others that are not
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applicable to entities that are better suited to conduct the search. I
don't believe that State and local authorities should be overridden by
fiat and I do not believe it is in the public interest for a Government
agency to conduct a project when private sources have the capability.
To my way of thinking, the Government should not become involved in
energy matters that can be dealt with by the private sector.

Section 204(2) ( c) is designed to permit the Board to enter oil and
gas exploration contracts with competent private parties who would
have the right to buy back oil and gas discoveries. Again this appears
to me to be a further invasion of the private sector. Should this bill
become law, I wonder what assurance exists that the Federal Govern-
ment will not try to enter the refining and marketing business on top
of this current effort to get into the production of oil and gas.

Section 205 covers the Board's ability to negotiate with foreign
governments. The United States should only involve itself to the
extent of commitment guarantees should such be required by a foreign
government. In another part of this section, specific energy projects are
covered and there might be some merit in this suggestion under the
aegis of some other agency than this Board such as the Department of
the Interior.

Section 206 involves exploration and development of Naval Petro-
leum Reserve No. 4 and this can certainly be carried out without setting
up a new Government agency.

Section 208 covers Government-owned equipment disposal. This
can be handled by an existing Government agency, in this case, the
General Services Administration in, our opinion.
Section 302 envisages the creation of national energy production

companies that contemplate joint private-Government funding for
companies to develop projects. I see no need to establish companies
for this purpose, but I would have no objection to specific Government
loans at.low interest for the purpose of energy development by private
companies. I fail to see the need for the U.S. Government to play a part
in the administration of these companies beyond its role as a lender.

Section 303 covering the subject of expediting Government action
on energy matters has a good deal of merit except that I do not believe
a board is needed to do it. Anything that will be of help to the com-
panies in this area is worthwhile in my opinion.
Section 304 covers the development of Naval Petroleum Reserve

No. 4, an action capable of being accomplished by the private sector
in my opinion as I said before. Frankly, I'm not sure that funds spent
there would yield more worthwhile results than in the lower 48 States
at this time.

Title 4 and its related sections discuss programs requiring express
legislation to set up coal and transportation programs. I do not believe
another Government agency is needed to implement these efforts.

Section 501 recommends legislation designed to assure the avail-
ability of adequate capital for investment in the production, develop-
ment, and transportation of energy supplies. Again I would reiterate
that capital will be available if economic incentives are there. I wonder
if judgments can be made as to the availability of capital for invest-
ment without guaranteeing rate of return and therefore quasi-
regulation.

Section 601 calls for financing the Board with $1 billion in the first
year and $2 billion annually for the following 9 years. This is a great
deal of money, and I would like to see some of the reasoning behind

at)
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the determination of the amount. Further, I feel that elimination of
deficit financing should be a goal of Congress and not expansion. Tak-
ing funds in this magnitude from the U.S. Treasury would be detri-
mental in my opinion. At the present time energy supervision costs
something over $8 billion for just five agencies: FEA, ERDA, Interior
Department, FPC, NRC. That is close to $40 per capita which con-
trasts with total energy costs of $246 per capita.
In closing I would like to point out that it is my opinion that this

bill would create a government agency that would impair the abilities
of the U.S. oil industry to correct and solve the energy crisis that is
very much upon us.
Thank you very much.
Senator FANNIN. Thank you, gentlemen. I do want you to know

that your statements will be placed in the Congressional Record so
that all the Members of Congress will have the benefit of your recom-
mendations. You clearly reviewed the bill involved and I think made
some very fine statements in regard to the legislation. I am really con-
cerned, as your statements indicate you are concerned, regarding the
possible nationalizations. I think you alluded to that possibility be-
cause of the steps that would be taken if this legislation is approved.
We talk about capital shortage and after all, the greatest reason for

capital shortage is the lack of opportunity for a profit. Do you feel
that the lack of knowledge of just what the Congress is going to do
is at issue at this time?
Mr. McKITTRIcK. I certainly do, sir.
Senator FANNIN. The depletion allowance change, in your opinion,

does it make a difference in the bill?
• Mr. HUNT. Absolutely. If you look to the fact that the industry
will lose $2 billion this year, this contrasts with capital expenditures
of $111/2 billion last year. It is one-sixth of the funds that they had
available.
Senator FANNIN. I think it is very plain that the assistance you

have given the industry over the years has been very productive. The
action taken by Congress, as you have stated, has proven detrimental.
I am concerned with what might happen. We have several bills be-
fore us now which are in the same category removing the incentives
for additional exploration and development. Fortunately today, the
President is vetoing S. 621 and we hope that we can uphold the veto.
Gentlemen, I do have a telephone call, an emergency telephone call.

Counsel will have some further questions and I will try to get back
as quickly as possible. If you finish, I want to express my apprecia-
tion to you for being here and to let you know that your statements
will be ma de available to all the Members of Congress.
Mr. STANG. Earlier, during the testimony, we were reviewing the

reasons propounded by the author of S. 740 in justification of the
necessity of the bill. The first reason we reviewed was that the domestic
industry was not doing the job and therefore the Government would
have to do it. Your response to that argument was, in effect, that if
the industry was not doing the job, it was primarily because of Gov-
ernment controls related to exploration and production of energy in-
cluding allocation of energy products. Particularly the impact of the
depletion allowance and the continued imposition of price controls
with the attendant uncertainty for investors.



The second reason propounded by the chairman in support of the
need for his legislation was that most of the yet untapped energy re-
sources in this country underlie Federal lands, the public lands on-
shore, in Alaska and the large Outer Continental Shelf. Do you feel
that simply because the Government is the trustee of the energy re-
sources that it is either morally or technically qualified to develop such
resources or do you feel, on the other hand, that not unlike the ancient
ranchers down in the great southwest at the turn of the century, the
most efficient way of producing the energy would be to lease out the
land and to let those who are qualified develop the energy resources?
Mr. McKirrRicat. My own feeling is that the private sector can con-

tinue to develop Government lands as they have done in the past. I do
not believe that Government efforts would be anywhere near as effec-
tive.
Mr. HUNT. I don't see how the Government can get into something

like this in an efficient method. The business of government does not
relate to the business of industrial production. These two are not the
same. We are talking about different efficiencies and different goals.
We are talking about different methods of achievement. What is ac-
ceptable in government is not acceptable in industry and vice versa as
a question of efficiency just for openers. I don't see that the Govern-
ment can do the job. We have the record of the government oil com-
panies around the world. There is not a winner among them.
Mr. STANG. You gentlemen, due to the fact that you were in transit

from New York this morning, missed the opportunity to hear Mr.
John Hill, Deputy Administrator of the Federal Energy Administra-
tion testify on this same issue. He did a comparative analysis of six
private international oil companies versus the six government-owned
oil companies, the latter including Pemex, Mexico, YPF, Argentina,
ENT, Italy, ELF, France and Petrobras, Brazil, and Petamina, Indo-
nesia. What I would like to do is read to you the comparison presented
statistically by Mr. Hill and ask for your comments on what, in your
view, caused the disparity between the private effort and the govern-
ment effort.
As to net income as a percentage of sales, the six private interna-

tional averaged 8.4 percent. The government companies averaged 3.1
percent. As net income as a percentage of equity, the private interna-
tionals averaged 12.3 percent and the government-owned companies
3.5 percent. In terms of barrels per day per employee of production,
private internationals averaged 44.2 while the government companies
averaged 6.6. Barrels per day refining, 36.4 among the private inter-
nationals and 14.1 among the government-owned companies. Millions
of dollars per year per employee of sales among the six private inter-
nationals was 135 private and among the government companies 43
million. Millions of dollars of assets per employee, among the private
companies was 168 million while the government companies averaged
73.
In every case, there is a significant disparity. Would you care to

comment on what, in your view, caused such a disparity?
Mr. HUNT. I have not seen the testimony but I would say that if

you look at the base you are dividing by, sales per employee, barrels
refined per employee, I would guess you would find if you examined
these companies, you would find you would have three employees in
the public sector for one in the private sector. It is about the fair
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norm. In New York City where we are going through our own private
fiscal crisis, it is estimated that the cost of just the sanitation workers
for the removal of garbage is three times more expensive when the
city does it than when the private sector parties do it.
This is the general trend. Here again, I understand we have labor

peace out of the Post Office but the labor peace was bought at the price
that nobody can be fired during the terms of the contract. This is not
the way you get efficiencies.
Mr. STANG. What is it in your view, looking at a government opera-

tion, makes it seem inherently the case every time that in contrast to
a privately owned operation, there seems to be substantially less moti-
vation to look at the bottom line and more motivation to keep the
people happy regardless of cost?
Mr. HUNT. The Government is in the business of politics and politics

is keeping people happy or the appearance of being happy and at-
tempting not to upset too many people. You cannot run a business
without breaking eggs once in a while.
Mr. STANG. Would you carry that analogy to a Government bureau-

crat being authorized to decide where to drill for oil? Do you think
the Government bureaucrat in addition to looking at geological pros-
pects would be more inclined to take into account individual person's
views who feel that they would prefer to have the job done somewhere
else rather than in their own backyard?
Mr. HUNT. I think that is a certainty. If it guaranteed that this

would increase employment—this bill reminds me of a dam we were
having built in my community upstate. The Army Corps of Engineers
was brought in after Hurricane Betsy. We needed a simple small flood
control dam and they came back with a flood control dam, a water
storage dam and a recreational dam. The editor of the local paper
had a suitable comment. He said, there's no way that these three are
compatible. If it's for flood storage, it should be empty and if it is for
water storage, it should be full.
The Government bureaucrat drilling for oil will not drill the risky

prospect. He will more likely drill in the backyard of a gas station
because he knows something is down there. The risks will not be taken
by the Government in that case and I wouldn't blame the Government.
Mr. STANG. Do you recall what the average rate of success is in

wildcat drilling with regard to the ratio between the number of wild-
cat wells drilled and the number of holes among such wells that turn
out to be commercial producers?
Mr. HUNT. You get roughly 1 in 25 that is commercial and you get

1 in 50 that makes a meaningful hit for a field.
Mr. McKirriticK. One in seven you find some oil.
Mr. HUNT. On pure wildcats, it is 1 in 25.
Mr. STANG. What would you imagine would happen to those ratios

if the National Energy Production Board or the National Energy
Mobilization Board were created and decided to drill holes itself in
public lands or set up Government corporations to do the drilling?
Mr. HUNT. You might drill holes in proportion to the population

of the States. Each State would have to get a certain amount. I would
hesitate to guess what would be the number of holes drilled. I think
it would be in excess of what is being drilled.
Mr. STANG. You talk about a ratio about 25 to 1 on wildcat wells,

that is, out of every 25 drilled, 1 would be commercially producible.
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If the Government were doing the job, what do you think its success
ratio would be? Less than or more than 1 in 25?
Mr. HUNT. I think that relates back to what kind of wells would

be drilled. If you want, you can find oil operators in this country that
will get you 98 discoveries out of 100 wells. It doesn't mean that you
found more wells, it just means you drilled more wells in the same
place. I would guess their success ratio would be much worse but
there are ways of making your success ratio look better without im-
proving anything.
Mr. STANG. One final question. The third reason propounded by

the Chairman in support of the need for this legislation was that en-
ergy agencies have proliferated in this town and it is necessary to
establish another one to avoid the problem of fragmented authority.
Do you feel the creation of the National Energy Mobilization Board
would help or hinder whatever problems exist between agencies al-
ready with respect to the coordination of energy policy administra-
tion?
Mr. MCKITTRICK. As I understand it, it would add another agency

and therefore increase the fragmentation, as far as I can see. The prob-
lem here in Washington I think to some extent is the very fragmenta-
tion to which you referred. If you have to have this legislation, having
one agency handle it would be somewhat more efficient.
Mr. STANG. In other words, you suggest if a change needs to be

made, it would be better to consolidate agencies rather than create
another one?
Mr. MCKITTRICK. Correct.
Mr. STANG. Thank you, Mr. Chairman. I have no further questions.
Senator FANNIN. Thank you. Gentlemen, I have no further ques-

tions other than to commend you and say that I agree with you that
the number of agencies that we have watched get involved in energy
has been very disturbing. The number of committees that we have
watched get involved in energy is as disturbing. We all seem to have a
great interest all of a sudden to get into the energy field. It so hap-
pened that I was in the petroleum business before I came to the U.S.
Senate and before I went to the Governor's office. I was in the mar-
keting part of the industry but at least I knew something about it. I
knew enough to know where to go to seek advice for the different
problems involved.
Your work is tremendously important in the field in which you are

involved because as you have stated, the capital shortage is one of our
greatest problems. I feel that this is becoming more serious as we
proliferate the legislation, as we keep demanding more and more of
industry without giving them an opportunity to prove themselves.
Mr. HUNT. Thank you, Senator.
[The prepared statements of Mr. Hunt and Mr. McKittrick

follows:]

STATEMENT OF JAMES A. HUNT, PARTNER KALB VOORHIS & CO.

Good afternoon. My name is James Hunt. I am a partner of Kalb Voorhis and
Co. I specialize in the financial analysis of the petroleum industry. I am also a
director of J. Ray McDermott and Co., a firm specializing in offshore construc-
tion for the petroleum industry. I am president of the Oil Analysts Group of
New York. With me is Sterling McKittrick, Jr., who will introduce himself later.
We appear here today in a personal capacity, not on behalf of the organiza-

/a
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tions with which we are associated. There was no time between our receipt ofthe bill July 10 and the present to coordinate our views with those of the mem-bers of our respective organizations. We do believe, however, that these views arerepresentative of the majority of our members. We appreciate this opportunityto present our views on S. 740, "National Energy Mobilization Act of 1975."The Senate Bill S. 740, which is designed to promote the general welfare, etc.,by establishing a National Energy Mobilization Board, should be rejected bythis Committee. We disagree strongly with the point that the way to achieve theobjective of greater domestic self-sufficiency is to establish one more federaleffort to oversee the project. Basically, we feel that the private sector is fullycapable of solving the energy crisis if undue government interference now inforce is removed. Before discussing the specific points raised in this bill, wewould like to examine some of the philosophy which appears to be the reasonfor its need at this time.
This bill, as with many others, seeks to find a solution to the energy crisis. Wewill not bore you with a lengthy review of this matter. However, if we have anenergy crisis, and I prefer to think of it as an energy problem, then we find thegovernment has in the main been the culprit. Through the mechanism of pricefixing of natural gas, we have had a vast misallocation of energy resources.Cheap natural gas made all other fuels cheap, causing a misuse of energy, as wellas a misallocation of fuels. Cheap gasoline bred gas guzzlers. Those who doubtthis efficiency of the price mechanism need only to look at the U.S. versus foreignauto industries (including U.S. manufacturers).—gas guzzlers versus economycars. The government, having created the problem, now seeks to create yet an-other bureaucracy to solve it.
What are the problems the bill seeks to solve? As we see it, the bill identifies

two major and a host of minor problems which it would like to solve. The major
problems are:
(1) Carrying out energy exploration and exploitation which the industry can-

not. This is explained in Section 204(b) (1). "The Board is authorized and di-
rected to identify and undertake exploration programs for such areas of the pub-
lic domain, other Federal lands and the Outer Continental Shelf, as have a high
likelihood of containing significant quantities of economically recoverable oil
and/or natural gas but whose leasing to private enterprise under terms of the
"Mineral Leasing Act of 1920, as amended, or the Outer Continental Shelf Lands
Act of 1953, as amended, may not be in the public interest or has been delayed
because of land use conflicts exceptional environmental hazards, opposition from
local residents or from State and local authorities, or for other reasons."
So problem number one, the inability of private industry to explore and pro-

duce energy resources because it is "not in the public interest" or delayed because
of "exceptional environmental hazards," or "opposition from local residents" is
to be solved by forming a government oil company which, with a wave of a wand,
can dissapate these opposing forces. While we are as concerned about the en-
vironment as anyone else, we lack the credentials to comment on this matter.
However, on July 14, the testimony of Barbara M. Heller of the Environmental
Policy Center contained this comment on such a policy—"If the development of
public resources by private companies is not in the public interest, the develop-
ment of such resources by the Federal government will be less in the public in-
terest. Much as we dislike the policies of the industry, we do not believe that the
Federal government can develop energy more safely or more efficiently."
We find we must endorse these comments insofar as they relate to govern-

ment development versus private development. The government's record in pro-
tecting property or human rights is no better and, in many cases, worse than
that of the private sector.
(2) Capital Shortage. The bill seeks to supply capital where it appears the

private sector is unable or unwilling to commit funds for energy ventures.
Various arms of government, Federal, state and local, have had at it, where
it concerns the energy industries. The Congress has been heard to exclaim over
profits, obscene and otherwise, it has done away with percentage depletion for
the major and not so major oil companies, while retaining it for the not so
small private or independent oil companies. After impairing an industry's ability
to raise cash flow sufficient to carry out its obligations to supply energy, the
government uses this weakened condition as an argument to go into competition
with the private sector.
We think this is unfair treatment of an industry which has more than

demonstrated its willingness to take risks. As an example, Exxon, Mobil and
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Champlin acquired leases on the Destin Anticline recently for 632 million dollars.

After the expenditure of more than 15 million dollars for seven dryholes, it was

decided that the venture held very little prospect for success. In another

venture, Exxon in 1968 paid 140 million dollars for leases offshore Louisiana.

The industry in total spent 540 million dollars. Exxon, after drilling 22 dryholes,

abandoned the leases. The industry to date has little to show for the remainder

of the expenditures. What congressman wants to report these kinds of results to

the public? Indeed, is it necessary? What can a governmental oil company do

that the private sector is not doing? Indeed, what has been the record of the

private sector versus the government sector in the past fifty years? We have

prepared a table, Appendiw I, which traces some relevant statistics. We have

attempted to trace the growth of population, GNP, value of energy consumed,

and taxes paid to all governments. Examination of the table indicates a con-

stantly declining cost of energy consumed as percentage of GNP through 1970.

Thus, the energy industry from 1925 through 1970 took an increasingly smaller

percentage of per capita GNP. By comparison, governmental cost as a per-

centage of GNP nearly trebled. Thus in 45 years the cost of energy declined

by a third, while the cost of government trebled.
What of the record of government oil companies in other countries? Good

comparative numbers are not readily available, but the consensus seems to be

that they are run at little or no profit and with a much higher employment than

comparable private sector companies.
If a government oil exploration effort were to be attempted where would

the government go for employees? Of a certainty, it must hire them away from

the private sector companies. This would not augment, but supplant, the efforts

of the private sector.
Thus, of the two major problems this bill seeks to attack, we find that, (1)

that of having the government explore where the private sector is unwanted

appears to be almost naive in its thinking that government would be welcome

where industry is not; (2) that of government investing capital where industry

cannot or will not does not appear justified at this time. There is no evidence

that industry has avoided risky ventures. Quite the contrary. The government

has impaired the industry's capital generating ability. It is estimated that

the loss of percentage depletion will cost the industry two billion dollars in

1975. This contrasts with total capital expenditures of 11.5 billion and explor-

ation and development expenditures of 8.1 billion dollars in 1974.
If the Congress wants to aid the effort toward self-sufficiency, it should re-

examine some of its attitudes which are acting to delay meaningful progress

toward that goal. Thank you. Now Mr. McKittrick will have some comments

about specific parts of this bill.

APPENDIX I

SELECTED DATA ON ENERGY, GNP, AND TAXES

1925 1950 1960 1970 1974

Population (million residents) 
Gross national product (millions of cur-

rent dollars) 
Total energy consumption (trillions of

115. 8

91. 3

151. 9

284. 8

180. 0

503.7

203. 8

977. 1

211. 3

1, 396. 7

Btu's) 
Value of energy consumed (billions of

dollars) 
Taxes, all governments (billions of

dollars) 
Value of energy consumed as percent of

1 22. 4

3. 0

3 9. 5

'35. 1

9. 3

54.8

42. 9

12. 1

126.7

64. 3

21.2

275.0

2 68. 9

2 51. 9

393.7

GNP 3.2 3.3 2.4 2.1 3.7

Total taxes as percent of GNP 
Per capita data:

10.3 19.2 25.2 28. 1 28.2

Gross national product (dollars) 
Total energy consumption (millions

of Btu's) 

788

190

1,875

220

2,799

238

4,794

315

6, 611

350

Value of energy consumed (dollars) 26 61 67 104 246

Taxes, all governments (dollars) 82 361 704 1,349 1,863

'Includes wood, etc.
2 Includes coal, oil, and natural gas, totaling 94.2 percent of consumption.
3 1927.
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STATEMENT OF STERLING MCKITTRICK, PARTNER, INGALLS AND SNYDER,
NEW YORK, N.Y.

My name is Sterling McKittrick, Jr. I am a partner of Ingalls and Snyder, a
brokerage firm in New York City. For over 20 years, I have specialized as a
security analyst in the study of oil and gas companies and the industry. I am
a chartered financial analyst and am currently serving as President of the
National Association of Petroleum Investment Analysts, an organization with a
membership of over 300 people.
I concur with the remarks that Mr. Hunt has just made and would now like

to make some brief comments on specific sections of S-740.
Section 201, Subhead (1) makes reference to the need to establish specific

targets to meet national goals for domestic energy preservation, storage and con-
version and transportation. Extensive studies have already been made of this
subject. We do not need new targets when it is obvious that dependence on
foreign oil should be reduced without hamstringing our economy.
Subhead (2) of the Section suggests monitoring of activities of both private

and government entities in the energy area. This is already under way and we
do not think further inspection is required or will be needed if the necessary
capital incentives to move forward are provided.

Section e of Subhead (2) refers to correction of delays or procedural impedi-
ments for energy development at the federal, state or local level. I believe such
mechanisms already exist; as a matter of fact, the Energy Research and Develop-
ment Administration has a substantial annual budget and certainly could carry
out this effort as it is needed.

Section 202 refers to the Board's having materials allocation authority. Gentle-
men, I believe that the powers inherent in this section would be an unconscionable
invasion of the private sector, particularly in a peacetime era. A shortfall of
equipment did exist some months ago, but it has now been corrected and I believe
all the necessary materials for the development of energy will be available if, as
I again reiterate, the necessary incentives exist. It is my understanding that rigs
are now available and it is tragic to have to say that they are available because
operators do not know where they stand as to the status of proposed investments.

Section 203 gives the proposed board the right to intervene in regulatory or
judicial proceedings regarding energy. I believe this would be a duplicative
effort that would be wasteful.

Section 204 authorizes the board to carry out a resource assessment pro-
gram. Such an effort would also duplicate work that has been done in the
past and should it be needed again for some reason, I think it can be accom-
plished by private enterprise.

Section 204(b) (1), is particularly disturbing because it presumes that a
government agency might have rights over others that are not applicable to
entities that are better suited to conduct the search. I don't believe that state
and local authorities should be overridden by fiat and I do not believe it is in
the public interest for a government agency to conduct a project when private
sources have the capability. To my way of thinking, the government should
not become involved in energy matters that can be dealt with by the private
sector.

Section 204(2) (c) is designed to permit the Board to enter oil and gas ex-
ploration contracts with competent private parties who would have the right
to buy back oil and gas discoveries. Again this appears to me to be a further
invasion of the private sector. Should this bill become law, I wonder what
assurance exists that the federal government will not try to enter the refining and
marketing business on top of this current effort to get into the production of
oil and gas.

Section 205 covers the Board's ability to negotiate with foreign governments.
The U.S. should only involve itself to the extent of commitment guarantees
should such be required by a foreign government. In another part of this sec-
tion, specific energy projects are covered and there might be some merit in
this suggestion under the aegis of some other agency than this Board such as
the Department of the Interior.

Section 206 involves exploration and development of Naval Petroleum Re-
serve No. 4 and this can certainly be carried out without setting up a new
government agency.
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.Section 208 covers government-owned equipment disposal. This can be handled
by an existing government agency, in this case, the General Services Adminis-
tration in our opinion.

Section 302 envisages the creation of national energy production companies
that contemplate joint private-government funding for companies to develop
projects. I see no need to establish companies for this purpose, but I would
have no objection to specific government loans at low interest for the purpose of
energy development by private companies. I fail to see the need for the U.S.
Government to play a part in the administration of these companies beyond its
role as a lender.
Section 303 covering the subject of expediting government action on energy

matters has a good deal of merit except that I do not believe a board is needed
to do it. Anything that will be of help to the companies in this area is worth-
while in my opinion.

Section 304 covers the development of Naval Petroleum Reserve #4, an action
capable of being accomplished by the private sector in my opinion as I said
before. Frankly, I'm not sure that funds spent there would yield more worthwile
results than in the lower 48 states at this time.

Title 4 and its related sections discuss programs requiring express legislation
to set up coal and transportation programs. I do not believe another government
agency is needed to implement these efforts.

Section 501 recommends legislation designed to assure the availability of ade-
quate capital for investment in the production, development and transportation
of energy supplies. Again I would reiterate that capital will be available if
economic incentives are there. I wonder if judgments can be made as to the
availability of capital for investment without guaranteeing rate of return and
therefore quasi-regulation.

Section 601 calls for financing the Board with 1 billion in the first year and two
billion annually for the following nine years. This is a great deal of money, and
I would like to see some of the reasoning behind the determination of the amount.
Further, I feel that elimination of deficit financing should be a goal of Congress
and not expansion. Taking funds in this magnitude from the U.S. treasury would
be detrimental in my opinion. At the present time energy supervision costs some-
thing over 8 billion dollars from just five agencies: FEA, ERDA, Interior Depart-
ment, FPC, NRC. That is close to $40 per capita which contrasts with total
energy costs of $246 per capita.
In closing I would like to point out that it is my opinion that this bill would

create a government agency that would impair the abilities of the U.S. oil
industry to correct and solve the energy crisis that is very much upon us.

Senator FANNIN. The next witness will be Dr. Thomas Stauffer, de-
partment of economics, research associate, Center for Middle Eastern
Studies, Harvard University. Dr. Stauffer, we are very pleased to have
you with us today. We appreciate very much your making yourself
available to testify on this legislation. I know that you are highly re-
spected in the field of economics in the work that you have done, es-
pecially the Middle Eastern studies activities. I look forward to your
testimony.
Your complete statement will be made a part of the record and you

may summarize as you decide.

STATEMENT OF DR. THOMAS STAUFFER, DEPARTMENT OF
ECONOMICS, HARVARD UNIVERSITY

Dr. STATJFFER. Thank you, Senator Fannin, and thank you for the
invitation to testify again before this committee. I hope that the chair-
man will permit me to respond to this invitation in two totally differ-
ent ways: First, in a purely personal capacity as a citizen, I wish to
comment on the spirit and tone of S. 740. Second, in my capacity as an
economist and energy analyst, I shall focus on those provisions which
concern the exploration for, and production of, oil or gas—those areas
where my own experience is least deficient.
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Let me turn first to the spirit and thrust of this bill. My first reac-
tion upon reading the bill was simply astonishment. But upon second
reading, astonishment turned to disbelief and then horror. The bill, as
I interpret it as an economist rather than a lawyer, seems to propose
that the Congress should abdicate a cross-section of its constitutional
obligations and that it should arrogate these responsibilities to a five-
man board appointed by the Executive. This board will have compre-
hensive, almost all-encompassing, powers to preempt resources, to au-
thorize and spend moneys, and to implement programs throughout
major sectors of the U.S. economy. The National Energy Mobilization
Board thus becomes an energy junta, armed with broad authority to
intervene at its own discretion anywhere within the energy industry.
It is even empowered to extend its domain further into any industry
which furnishes materials and equipment to the energy industries
(section 202).
Moreover, the powers of this energy junta appear to be as unre-

strained as they are extensive. We detect scant concern in S. 740 for
the strictures of the Administrative Procedures Act or the concept of
due process. The bill's sponsors appear equally contemptuous of State
and local sovereignties or, more specifically, the corpus of environ-
mental protection legislation—viz. section 204(b) (1) .
In short, what has been proposed here is a junior version of the

"Ermachtigungsgesetz"—an enabling act to be applied to the energy
sector, parallel in principle (but hopefully, not paraellel in precedent
to the act whereby, in 1933, the German Parliament abdicated its
responsibilities and consolidated the power of the National Socialists.
Other critics, especially the oil industry, have concentrated their
concern upon the alleged socialistic overtones of the bill and its em-
phasis upon active participation by the Government. Much more
alarming to my mind are the totalitarian undertones of the bill and
its creation of unbridled power. We should not be deceived by the thin
camouflage of populist rhetoric.
This bill would convey effectively dictatorial powers upon an ap-

pointed board, while relegating the elected Congress to the passive
role of bystander—avowedly in the interests of efficiency and expedi-
ency. This was the logic used by Mussolini when he tried to get "the
trains to run on time. The price then was much too great even if the
scheme had worked. Here, too, I hope the committee will agree that
the price now is also too great, even if there were any plausible need
for Senator Jackson's scheme. This bill reflects a cavalier contempt
for democratic order and the democratic process, and I urge this
committee to repudiate the bill categorically.
Having indicated my purely personal objections to the tenor of the

bill, let me now offer professional comment on certain of the specific
programs proposed in the bill. Technically, too, the bill must be
faulted, indeed it must be doubly faulted—it offers an array of non-
solutions to a set of nonproblems. The sponsors evidently failed
properly to diagnose the energy malaise. Hence, since the symptoms
were misdiagnosed, it should be no surprise that the remedies are mis-
specified. Let us examine the premises which explicity or implicitly
underline S. 740.
One: The private sector is unable to find and develop the needed

energy resources. The assertion is a patent deception, since it fails to
distinguish cause and effect.

57-639 0 - 75 - pt. 2 - 14
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What inhibits development of U.S. domestic hydrocarbons? Oil
exploration is hampered by the uncertainties as to the future price of
"new oil," by the pace of leasing of Federal acreage, and by the
vagaries of the allocation scheme. Natural gas is desperately short
because 20 years of Federal price regulation discouraged discovery
of new interstate supplies and simultaneously violated conservationist
principles, artificially stimulating demand and fostering inefficient
uses of gas. Environmental considerations restrict both the produc-
tion and utilization of coal or the exploration for oil and gas. They
also increase energy demand in other sectors by decreasing end-use
efficiency.
The problem lies not in the willingness or capability of the private

sector; indeed, they might be more fittingly criticized for overzealous-
ness. The problem lies in the fact that the energy industry is ham-
strung by conflicting national priorities.
The constraints were imposed by the autonomous arms of govern-

ment, yet S. 740 contributes nothing to reconciling the conflicting
priorities or streamlining the regulatory procedures. Instead, the bill
proposes to short circuit and subordinate any such restraints. Yet
if the Board is successful in doing this at the policy level, it thereby
eliminates the rationale for any Federal exploration activity, since
the private sector is then once more able to respond. Success for the
Board in the policy area thus renders the Board redundant in the
operational area. Conversely, if the Board fails in clarifying policy
priorities, the Federal exploration effort is similarly hobbled, and the
proposed program is valueless. Thus, in either case, the proposed oil
exploration program is without merit.
The central issue is that of establishing policy priorities—trading

off perceived energy needs against environmental exigencies. Crea-
tion of a Federal exploration and development program does not pro-
vide even symptomatic relief to the basic difficulty of reconciling
conflicting objectives, since the issue of that conflict remains common
to both the case of private and public ownership of the exploration
venture.
Thus it is irrelevant whether the exploration ventures are private

or public since common safety and environmental restrictions would
be desirable. Viewed differently, if the environmental or other con-
siderations which inhibit energy development are indeed socially
justifiable, then they should apply equally well to public-sector oper-
ating companies and to private firms. The existence of such constraints
in no way necessitates state ownership of operating firms, nor does
existence of a state firm facilitate clarification of the environmental
policy conflicts.
Two: Since a major fraction of potential energy resources in this

country are found on Federal lands, these resources should be devel-
oped by Federal entities.
This premise is at best a non sequitur, but it is most probably

simply incorrect. The overriding consideration here is the likely tech-
nical efficiency of private firms compared with government firms, since
any other performance criteria—environmental, safety, or conserva-
tion—which might be desirable can be equally imposed upon private
and government firms, and the private firms can be compelled to
conform.
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Thus, a state enterprise would be preferable only if it promisedhigher net revenues from oil or gas production on public lands thanthe lease payments, bonuses, royalties, and income taxes collectiblefrom a private firm. The Government can expect the full value of theeconomic rent from an oil or gas property (producers' rent) providedonly that the lease bidding by private firms is competitive.
Indeed, more careful analysis shows that the Government can col-lect more than the economic rent. Since the private firms' assessmentsof the value of a lease differ so much and since the lease is awarded tothe highest bidder, the successful bid is always greater than theaverage bid. If the companies' assessments are correct "on the average,"then Government receipts will in fact exceed the lease values. Hence,everything else being equal, the Government should gross as mucheither way—or more under private development.
However, one must recognize the possibility, indeed the certaintythat the Government company is less efficient than the private firms.Three important sources of economic inefficiencies can be recognized:Overstaffing: Government enterprises tend to have supernumerarypersonnel and to be significantly less productive. Any exservicemancan attest to this, and we need not pursue this point.
Indecision and delay: the ethos of the civil service emphasizesself-protection and accountability rather than initiative. Procedureprevails over performance. The decisionmaking process is more cum-bersome, involves multiple levels of clearance, and thus is slower in aGovernment firm. But delays in capital-intensive energy projectsbecome very costly. The fast breeder program is an example of this.Pork-barrel pressures: the State company is much more vulnerableto political interference, and politics, rather than economics, are morelikely to determine the project choices or site selections. Its construc-tion and operating costs may be inflated because of its being obligedto select politically favored contractors.
The U.S. Post Office is a trite but all too appropriate example of

both phenomena. In the energy area, one may mention the fast flux
test facility which allegedly was sited in response to intensive political
maneuverings, thereby adding appreciably to the costs and delays in
the fast breeder program. Again, this problem is all too familiar to
those on the Washington scene.

Consequently, since both private and State firms may be subjected
to the same nonfinancial performance norms, and since the State firm
can be presumed to be significantly less efficient, the premise that
Federal development is preferable to private development is false. It
promises higher costs or lower tax revenues or both.
Three: A third premise implicitly underlines the arguments for

establishing Federal exploration and production ventures—the con-
cept that the oil industry is not sufficiently competitive. Three com-
ments are in order:
(1) This contention was invoked some 20 years ago as the princi-

pal rationale for regulating the price of natural gas. It was subse-
quently shown that, if anything, the opposite was true. One must be
wary of this kind of claim today; that is, that the natural gas pro-
ducers were themselves confronted with monopsonistic buyers. This
suggests that one might well be wary of any operational implications
of such a claim.
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(2) Available evidence does not support the claim that the rate
of return in the oil industry is greater than that in other industries.
Any monopolistic or market power does not appear in the "bottom
line," and heretofore muk be reflected in unnecessarily high costs—
"x-inefficiencies"—which are common to all firms. In other words, any
noncompetitive structure yields little or no financial rewards.
(3) Indeed, particularly in the production side of the oil indus-

try, circumstantial evidence suggests the opposite—that is, a remark-
able variety of operators of different sizes and with widely different
geographical foci and thus different market interests.
Here, too, the proposed remedy is irrelevant and unrelated to the

disease, and a diagnostic defect results in the wrong treatment.
I conclude by noting once more that the proposed bill offers non-

solutions to nonproblems, which suffices as grounds for rejection. Still
worse is the fact that the bill promises even a partial solution to the
real problems only by creating an energy junta with quasi-dictatorial
powers. Even this remedy is unlikely to succeed, and the solutions, I
believe, become far worse than the problem—the cure is more fearful
than the disease—and the bill should be rejected even more strongly on
these grounds.
Thank you, Senator.
Senator FANNIN. Thank you, Dr. Stauffer. This is typical of the

fine statements you have made before. You made an outstanding pres-
entation to this committee not too many months ago. Your complete
statement was made a part of the record and was' also printed in the
Congressional Record. Along with that, many excerpts were taken
from the statement you made and utilized to prove different points
of interest to particular members involved and was very effective. We
do thank you for coming here today and for the cooperation you have
given the committee.
Your statement, nonsolutions to nonproblems, covers the legislation

quite well as far as the analysis made by several witnesses today. I am
very pleased to have your observation as to what is involved and your
feeling that seems to be, as others have testified today, that this might
be a first step to something more serious to come. Is that the way you
feel if this legislation is adopted?
Dr. STAUFFER. That is my purely visceral reaction, yes, sir.
Senator FANNIN. The statement you made, that perhaps this could

lead to nationalization of the oil industry could be a step toward that.
Is that the way you look at this particular piece of legislation?
Dr. STAUFF'ER. I personally would be much less concerned about the

threat of nationalization and what it implies for the whole concept
of due process and the gratuitous creation of a body with broad, sweep-
ing powers to intervene at will and at its own discretion throughout
the economy.

Senator FANNIN. The free market has been very successful through-
out the years in not only the oil industry but other industries in our
country. Now we find ourselves operating back into a free market in
most industries but, of course, we have been up against the problem on
natural gas for quite some years.
In other respects, we have had a pretty free market even in the oil

industry until more recent years. You referred to the effect that has
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come—the detrimental effects that have come about. I don't recall ifyou used the figure but it was used previously in some of the testimonythat we are going downhill as far as the percent of energy that wascoming from coal and we are hoping now to start in the other direc-tion. But in the last 5 years, I think it was stated we have droppedfrom around 22 percent down to 18 percent in energy from coal. It isyour feeling that a great deal of that has been brought about by con-trol of natural gas prices. Is that what I read from your statement?Dr. STAUFFER. I am not sure that I would see an immediate connec-tion between the utilization of coal and natural gas prices.
Senator FANNIN. The natural gas has been at. a price where youcould generate electricity in many areas quite inexpensively at onetime because of the low price of natural gas. Many of those plants

were converted from coal to natural gas. Has that been a factor inthe changes that have come about?
Dr. STAUFFER. I think there were two distinct elements in that shiftfrom coal to natural gas for electricity generation. The first was the

price factor that you mentioned although coal itself is relatively in-
expensive until quite recently. However, the other element was the
increasing stringency of the restrictions on the emissions of sulfur.
That probably caused more fuel switching from coal to gas than price
effects themselves, I would believe.

Senator FANNIN. The environmental effects?
Dr. STAUFFER. Yes.
Senator FANNIN. But when we do compare the growth in natural

gas utilization as compared to growth, for instance—if you just take
one-third percent of the natural gas in 1973 was utilized for the gen-
eration of electricity, you would see both in oil and coal a lessening of
the utilization of those products. I assume from testimony given ear-
lier, and I also felt from your testimony that perhaps the utilization
of oil or coal had been affected but maybe I read that into your state-
ment and it was not intended.
Dr. STAUFFER. There is no question that inefficient uses of gas, which

is a premium high quality fuel, were encouraged as a consequence of
the artificial low price of gas. That would take away some of the
market for oil or coal and electricity generation.
Senator FANNIN. But your greatest concern is almost what you

would call the dictatorial power that this Board would have.
Dr. STAUFFER. That is what I see as the most pernicious aspect of

this particular bill. The fact that it is useless is almost subordinate to
that.
Senator FANNIN. Thank you very much. Does counsel have any

questions?
Mr. STANG. Just one question, Mr. Chairman. Those who argue for

setting up Government energy companies or setting up National
Energy Production Boards to launch the Government into the produc-
tion of energy argue that the Government can do it more cheaply
because it does not need to earn a profit. It seems as though they over-look the sources of capital for such projects which come from taxpayers
pockets.
Dr. STAUFFER. It is always possible for any public organization to

deceive the public as to what it is spending or what it cost. Typically,
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in this kind of operation, the Government will understate the real
cost of its programs by undercharging for capital and not recognizing
that capital expended elsewhere in the economy would yield income

tax. This is true of every State company that I have had occasion to

work with.
In the case of the earlier legislation, there were provisions to build

such price deceptions into the structure. Broadly speaking, this tends

to be true. The State company will understate its real cost because it
does not properly reflect the real cost of its capital resources in its own
price structure.
Mr. STANG. Others have argued, those that supported the concept

of the FOGCO bill, setting up the Government business would provide
an adequate yardstick to see if the industry is performing its job
efficiently or on the contrary, they say ripping off the public. Would
you care to comment on the validity of the National Energy Mobiliza-
tion Board or a Government oil and gas company serving as a

legitimate yardstick against which to test the performance of the
private sector?
Dr. STAUFFER. I guess it would provide a yardstick under any con-

ceivable circumstances only in the limiting case in that if the private

sector could not produce that lower cost than the State company, one

would indeed wonder what was wrong. It is very difficult to conceive
of circumstances under which a State company could simply approach,
even approach approximately the efficiency of a privately held com-
pany. The States' efforts are more efficiently directed toward setting
policy guidelines rather than operating large complicated companies.
Mr. STANG. Mr. Chairman, I have no further questions. I would

simply like to state to Dr. Stauffer, underscoring your earlier com-

ment, the imagination and scholarliness that Dr. Stauffer has demon-

strated before this committee again in a very fine, highly analytical

statement presented from the view of a citizen and an expert in

energy who in no way has any personal ties or financial interest in
the development of energy in this country.
Senator FANNIN. Dr. Stauffer, in your statement where you say

the U.S. Post Office is a typical example of this phenomena, I agree

with you. I have observed in my own work both as a Governor of a

State and here in Washington as a U.S. Senator, the problems of

overstaffing, political pressures and all the problems that come about
that are certainly anything but productive and efficient. In our own
case, we have been working on an energy bill. We were charged in the
spring of 1971 and we have S. Res. 45 that provided for this almost
crash program in order that we could get underway to solving the
energy problems of this Nation. Recommendations were supposed to
come forth almost immediately and we watched months pass and
years pass. Now, 4 or 5 years later, we still do not have a recommenda-
tion from that particular committee, any recommendations of any
consequence.
I certainly agree with you that these pressures have brought about

a lot of the indecision and delay. You are placed in a good perspective
to illustrate what has happened and I am very grateful for the splendid
testimony you have given us today and the work you are doing that
we can turn this around.
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4.

Your statement and the information given us will help in that
respect. It is not going to be easy, we have a tremendous job. This is
energy week, I think, in Washington. We have bills being vetoed,
one bill being vetoed today that we referred to earlier, House bill 4035
which was Senate bill 621, which would roll back prices. We will have
the problem given the President of what he has done as far as the
phasedown of oil prices and that will be, before us. We may have S. 692
which is the natural gas deregulation bill, although the present form
is not very much of a deregulation. I think it is almost a continued
regulation and an overregulation because it brings up problems that
we do not face at the present time.
So although I am very concerned and disturbed about what is tak-ing place, I am encouraged with what you and others have been will-

ing to do, and that is to give your frank testimony. The public is re-
acting. The problems brought to their attention are certainly of
()Teat concern to them.
But I think we can rest assured that if we keep working long and

hard that there will be some favorable results, so my great thanks to
you for being with us today.
[The prepared statement of Dr. Stauffer follows:]

PREPARED STATEMENT OF DR. THOMAS R. STAUFFER, LECTURER, DEPARTMENT OFECONOMICS, RESEARCH ASSOCIATE, CENTER FOR MIDDLE EASTERN STUDIES HAR-VARD UNIVERSITY

I am honored by the invitation to testify again before this committee, and Ihope that the chairman will permit me to respond in two quite different capaci-ties. First, in a purely personal capacity as a citizen, I wish to comment on thespirit and tone of S. 740, Second, in my capacity as an economist and energyanalyst, I shall focus on those provisions which concern the exploration for andproduction of oil or gas—those areas where my own experience is least deficient.Let me turn first to the spirit and thrust of this bill. My first reaction uponreading the bill was simply astonishment.
But upon second reading, astonishment turned to disbelief and then horror.The bill seems to propose that the Congress should abdicate a cross-section of itsconstitutional obligations and that it should arrogate these responsibilities to afive-man board appointed by the Executive. This board will have comprehensivealmost all-encompassing, powers to preempt resources, to authorize and spendmonies, and to implement programs throughout major sectors of the U.S. econ-omy. The National Energy Mobilization Board thus becomes an energy junta,armed with broad authority to intervene at its own discretion anywhere withinthe energy industry, it is even empowered to extend its domain further into anyindustry which furnishes materials and equipment to the energy industries.(Sec. 202).
Moreover, the powers of this energy junta appear to be as unrestrained as theyare extensive. We detect scant concern in S. 740 for the strictures of the Admin-istrative Procedures Act or the concept of due process. The bill's sponsors appearequally contemptuous of State and local sovereignties or, more specifically, thecorpus of environmental protection legislation—viz. Sec. 204(b) (1) .
In short, what has been proposed here is a junior version of the Ermachtigungs-gesetz—an enabling act to be applied to the energy sector, parallel in principle,(but hopefully, not parallel in precedent) to the act whereby in 1933 the GermanParliament abdicated its responsibilities and consolidated the power of the Na-tional Socialists. Other critics, especially the oil industry, have concentrated theirconcern upon the alleged socialistic overtones of the bill and its emphasis uponactive participation by the Government. Much more alarming to my mind arethe totalitarian undertones of the bill and its creation of unbridled power. Weshould not be deceived by the thin camouflage of populist rhetoric.
This bill would convey effectively dictatorial powers upon an appointed board,while relegating the elected Congress to the passive role of bystander—avowedly
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in the interests of efficiency and expediency. This was the logic used by Musso-
lini when he tried to get "the trains to run on time". The price then was much

too great—even if the scheme had worked. Here, too, I hope the committee will
agree that the price now is also too great, even if there were any plausible need
for Senator Jackson's scheme. This bill reflects a cavalier contempt for demo-
cratic order and the democratic process, and I urge this committee to repudiate
the bill categorically.
Having indicated my purely personal objections to the tenor of the bill, let me

now offer professional comment on certain of the specific programs proposed in
the bill. Technically, too, the bill must be faulted, indeed it must be doubly
faulted—it offers an array of non-solutions to a set of non-problems. The spon-
sors evidently failed properly to diagnose the energy malaise. Hence, since the
symptons were misdiagnosed, it should be no surprise that the remedies are mis-
specified. Let us examine the premises which explicitly or implicitly underline
S. 740.

1. THE PRIVATE SECTOR IS UNABLE TO FIND AND DEVELOP THE NEEDED ENERGY

RESOURCES

The assertion is a patent deception, since it fails to distinguish cause and
effect.
What inhibits development of U.S. domestic hydrocarbons? Oil exploration is

hampered by the uncertainties as to the future price of "new oil", by the pace of
leasing of Federal acreage, and by the vagaries of the allocation scheme. Natural
gas is desperately short because 20 years of Federal price regulation discouraged
discovery of new interstate supplies and simultaneously violated conservationist
principles, artificially stimulating demand and fostering inefficient uses of gas.
Environmental considerations restrict both the production and utilization of coal
or the exploration for oil and gas. They also increase energy demand in other
sectors by decreasing end-use efficiency.
The problem lies not in the willingness or capability of the private sector;

indeed, they might be more fittingly criticized for overzealousness. The problem
lies in the fact that the energy industry is hamstrung by conflicting national
priorities.
The constraints were imposed by the autonomous arms of Government, yet

S. 740 contributes nothing to reconciling the conflicting priorities or streamlining
the regulatory procedures. Instead, the bill proposes to short-circuit and subordi-
nate any such restraints. Yet, if the Board is successful in doing this at the policy
level, it thereby eliminates the rationale for any Federal exploration activity,
since the private sector is then once more able to respond. Success for the board
in the policy area thus renders the Board redundant in the operational area. Con-
versely, if the Board fails in clarifying policy priorities, the Federal exploration
effort is similarly hobbled, and the proposed program is valueless. Thus, in either
case, the proposed oil exploration program is without merit.
The central issue is that of establishing policy priorities—trading off perceived

energy needs against environmental exigencies. Creation of a Federal explora-
tion and development program does not provide even symptomatic relief to the
basic difficulty of reconciling conflicting objectives, since the issue of that conflict
remains common to both the case of private and public ownership of the explora-
tion venture.
Thus, it is irrelevant whether the exploration ventures are private or public

since common safety and environmental restrictions would be desirable. Viewed
differently, if the environmental or other considerations which inhibit energy
development are indeed socially justifiable, then they should apply equally well to
public-sector operating companies and to private firms. The existence of such
constraints in no way necessitates State ownership of operating firms, nor does
existence of a State firm facilitate clarification of the environmental policy
conflicts.

2. SINCE A MAJOR FRACTION OF POTENTIAL ENERGY RESOURCES IN THIS COUNTRY

ARE FOUND ON FEDERAL LANDS, THESE RESOURCES SHOULD BE DEVELOPED BY FED-

ERAL ENTITIES

This premise is at best a non-sequitur, but it is most probably simply incorrect.
The over-riding consideration here is the likely technical efficiency of private
firms compared with Government firms, since any other performance criteria—
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environmental, safety, or conservation—which might be desirable can be equally
imposed upon private and Government firms, and the private firms can be com-
pelled to conform.
Thus, a State enterprise would be preferable only if it promised higher net

revenues from oil or gas production on public lands than the lease payments,
bonuses, royalties, and income taxes collectible from a private firm. The Govern-
ment can expect the full value of the economic rent from an oil or gas property
(producers' rent) provided only that the lease bidding by private firms is
competitive.
Indeed, more careful analysis shows that the Government can collect more than

the economic rent. Since the private firms' assessment of the value of a lease
differ so much and since the lease is awarded to the highest bidder, the successful
bid is always greater than the average bid. If the companies' assessments are cor-
rect "on the average", then Government receipts will in fact exceed the lease
values.
Hence, everything else being equal, the Government should gross as much

either way—or more under private development.
However, one must recognize the possibility, indeed the certainty that the

Government company is less efficient than the private firms. Three important
sources of economic inefficiencies can be recognized:

Overstaffing.—Government enterprises tend to have supernumerary personnel
and to be significantly less productive. Any ex-serviceman can attest to this, and
we need not pursue this point.
Indecision and Delay.—The ethos of the Civil Service emphasizes self-protec-

tion and accountability rather than initiative. Procedure prevails over per-
formance. The decision-making process is more cumbersome, involves multiple
levels of clearance, and thus is slower in a Government firm. But delays in
capital-intensive energy projects become very costly. The fast breeder program
is an example of this.
Pork-barrel Pressures.—The State company is much more vulnerable to polit-

ical interference, and politics, rather than economics, are more likely to determine
the project choices or site selections. Its construction and operating costs may be
inflated because of its being obliged to select politically favoured contractors.
The U.S. Post Office is a trite but all too appropriate example of both phenom-

ena. In the energy area, one way mention the fast flux test facility which allegedly
was sited in response to intensive political maneuverings, thereby adding appreci-
ably to the costs and delays in the fast breeder program. Again, this problem is
all too familiar to those on the Washington scene.

Consequently, since both private and State firms may be subjected to the same
non-financial performance norms, and since the State firm can be presumed to be
significantly less efficient, the premise that Federal development is preferable to
private development is false. It promises higher costs of lower tax revenues or
both.

3. A third premise implicity underlies the arguments for establishing Federal
exploration and production ventures—the concept that the oil industry is not
sufficiently competitive. Three comments are in order:

1. This contention was invoked some twenty years ago as the principal rationale
for regulating the price of natural gas. It was subsequently shown that, if any-
thing, the opposite was true; i.e. that the natural gas producers were themselves
confronted with monopsonistic buyers. The suggests that one might well be
wary of any operational implications of such a claim.

2. Available evidence does not support the claim that the rate of return in the
oil industry is greater than that in other industries. Any monopolistic or market
power does not appear in the "bottom line", and heretofore must be reflected in
unnecessarily high costs ("x-inefficiencies") which are common to all firms. In
other words, any noncompetitive structure yields little or no financial rewards.

3. Indeed, particularly in the production side of the oil industry, circumstantial
evidence suggests the opposite—i.e. a remarkable variety of operators of different
sizes and with widely different geographical foci and thus different market
interests.
Here, too, the proposed remedy is irrelevanc and unrelated to the disease, and

a diagnostic defect results in the wrong treatment.
I conclude by noting once more that the proposed bill offers non-solutions to

non-problems, which suffices as grounds for rejection. Still worse is the fact that
the bill promises even a partial solution to the real problems only by creating an
energy junta with quasi-dictatorial powers. Even this remedy is unlikely to suc-
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ceed, and the solutions, I believe, become far worse than the problem—the cure is
more fearful than the disease—and the bill should be rejected even more strongly
on these grounds.

Senator FANNIN. Dr. Edward Mitchell of the American Enterprise
Institute and Mr. Frank Pitts of Dallas, Tex., cannot be with us this
afternoon due to illness. They will file statements and they will be
made a part of the record and any others that have statements to file,
feel free to do so.
The hearings will adjourn at this time but the record will be kept

open until August 15, 1975, for those who want to file statements.
[Whereupon at 2:20 p.m. the hearing was adjourned.]
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CC: Members of the Committee
on Interior and Insular Affairs
United States Senate

ASSOCIATION OF

M[2F:11EO/41V RAI3„G2OAD
LAW DEPARTMENT
AMERICAN RAILROADS BUILDING • WASHINGTON, D.C. 20036 • 202 /2934088

PHILIP F. WELSH
General Solicitor

August 8, 1975

Honorable Henry M. Jackson
Chairman
Committee on Interior and Insular Affairs
United States Senate
Washington, D. C. 20510

Dear Mr. Chairman:

The Association of American Railroads submits for in-
clusion in the record on S. 740 - "The National Energy Production Board
Act of 1975" - its views about a particular provision of the bill, namely,
the provision in Section 403 which would require the National Energy
Production Board to prepare an energy transportation systems program con-
sisting of legislative recommendations for participation by the Federal
government that would assure the development on an urgent basis of "coal
slurry pipelines" (among other forms of transportation).

The railroads oppose that provision because it pre-
supposes that there is affirmative need of such pipelines and of Federal
participation in their development. No such need has in fact been
demonstrated. That provision in the bill amounts in substance to a
directive to the Board to bring back legislative recommendations that
favor coal slurry pipelines. The issue should not be prejudged in this
way.

The railroads are convinced that there is no need what-
soever for coal slurry pipelines, and they have undertaken to demonstrate
this fact before other Congressional Committees that are considering the
subject of such pipelines. The creation of coal slurry pipelines with
the aid of the Federal Government would be enormously disruptive of the
transportation system for coal in the United States. S. 740 tilts the
balance in favor of such pipelines on the basis of no showing.

I believe the Committee may be interested in the attached
statements that were submitted to the Senate Public Works Committee dur-
ing hearings held in June 1975 on S. 1777 - The National Petroleum and
Natural Gas Conservation and Coal Substitution Act of 1975 - by the
Burlington Northern, the Chessie System, and the Union Pacific Railroad.
They state the railroad industry's position on coal slurry pipelines.

12 I (4 —.14/D. I 441414

Sincerely,

(549)
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BEFORE THE

HOUSE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS

H.R. 1863, 2220, 2553 and 2896

STATEMENT OF

LOUIS W. MENK

CHAIRMAN & CHIEF EXECUTIVE OFFICER

BURLINGTON NORTHERN INC.

This draft of testimony has been filed with the Senate

Committee on Public Works before delivery to the House

Canmittee on Interior and Insular Affairs because of

the Senate Committee's July 1, 1975, printing deadline.

Appropriate arrangements for this submission were made

with Chairman Randolph during the hearings of June 11,

1975 (Tr. 182), on GREATER CCAL UTILIZATION, S. 1777.
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I. INTRODUCTION 

My name is L. W. Menk and I am Chairman of the

Board and Chief Executive Officer of Burlington Northern Inc.

My business address is 176 East Fifth Street, St. Paul,

Minnesota.

Burlington Northern Inc., one of the country's

principal railway companies, was formed in March 1970 by the

consolidation of five predecessor companies. The company and

its subsidiaries operate more than 25,000 miles of line in

19 western and midwestern states and two Canadian provinces

and employ over 40,000 people. From the standpoint of your

interest in the coal slurry line bill, it is important to note

that we serve much of the territory in northeastern Wyoming and

southeastern Montana in which western coal is mined or is to

be mined. Our system map is appended as Exhibit A for your

convenient reference.

You have been told of the development of an enor-

mous future demand for western coal, and you have been told

that there is so much need for transportation that the rail-

roads probably cannot do the job alone. From that false premise

it is concluded that the Nation must confer the power of eminent

domain on the coal slurry lines in order that the energy crisis

may be met. I assure you that the railroads can do the job.
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Our critics are wrong because they have not

realistically appraised the size of the task and because the

railroads can easily increase their capacity to transport coal.

Moreover, the railroads have the ability to respond quickly

to the variable needs of coal consumers both Large and small.

However, as with a pipeline, the efficiency of the railroads

bears a close relationship to the volume of traffic available

to them and, in turn, anticipated traffic volume is itself

the key to the railroads' ability to finance the improvements

necessary to permit them to move the coal. Therefore, as I

will later explain, the hinge on which this whole controversy

turns is the fact that if one or more major slurry lines are

constructed due to the adoption of the legislation before you,

you will have seriously and perhaps fatally impaired the

railroads' ability to finance needed improvements in their

properties and equipment. The railroads will thereby lose

their ability to provide the kind of transportation service

for all coal users which is essential to meet the Nation's

long-term energy needs.

II. THE COAL TRANSPORT REVOLUTION 

Western coal began to find a place in the mid-

western markets when we were able to match the growing need

4
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-fier low-sulphur fuels with newly realized economics in the

long distance operation of unit trains. Ours are truly unit

trains because we have obtained near-maximum utilization of

equipment by the essentially non-stop operation of high

horsepower locomotives and mid-train "slave" units hauling

long trains of cars of large capacity. This requires the

elimination of all switching, expedited line operations and

even the loading and unloading of trains while they are in

motion. We normally deliver 10 or 11,000 net tons per train.

This service we provide over vast distances frequently 1000

miles or more. In our territory we started and are partici-

pating in literally a transportation revolution. Its dimensions

are not fully realized by the mining industry, the electric

utilities, and perhaps least of all by the proponents of the

legislation which you are considering.

Our pioneering activities with unit trains

achieved success just about the time the more foresighted

electric utility companies and mining firms began to realize

both the true dimensions of the energy crunch and that low-

sulphur coal would be essential to meet environmental standards.

57-639 0 - 75 - pt. 2 - 15
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The present accelerated development of new mines in Montana

and Wyoming then began, as did matching plans for the consump-

tion of their production in new electric generating facilities,

most of which are west of the Mississippi. Thus, there suddenly

was a clamor for a vast increase in our still new long-distance

unit train service. We obviously couldn't give instant answers

to all questions and the Penn Central debacle was still fresh

in everyone's mind. Hence at least two utility companies began

to worry about railroad capacity. They studied over-optimistic

and varying coal production forecasts and they fretted about

car supplies and even concerned themselves about whether other

companies elsewhere might get better or more reliable service

and, understandably, they started casting about for other modes

of coal delivery. This, of course, prompted consideration of

the slurry line scheme and culminated in the bills which are

before you.

It is only fair to say the difficulties which the

utility companies were encountering in planning to meet the

energy crisis by the use of western coal reflected themselves

in our own preliminary studies of the manner in which we would

meet the transportation demands which were produced by the
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energy crisis. However, I am pleased to say that the situa-

tion has now stabilized to the point where we know within reason-

able limits the extent of the transportation service which will

be required during the next six years. We know the new equip-

ment that will be needed and what must be done to improve track

and fixed properties. We are satisfied that the job can and

will be done. As a result even the National Coal Association

our adversary here and your critic on the Strip Mine Reclama-

tion Bill - should feel a little less urgency about pursuing its

improvident efforts to develop a duplicative transport system.

My assurance to the Committee that we can perform

the coal transport job is based on an extraordinary amount of

research and background work and was possible only because we

approached the problem from the direction opposite to that used

in the various national studies of future coal production. The

latter, by and large, are but expansions of current production

statistics based on somebody's estimate of the growth of elec-

tric generating facilities after deductions for the use of

fuels other than coal. They are neither accurate enough nor

specific enough for our purposes. What we did was to isolate

* All western coal production estimates and the projections
used herein which are based on production forecasts were made
before the decision of the Court of Appeals for the Districtof Columbia in Sierra Club v. Morton. The precise effect of• that decision is not known at this writing.
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and identify actual coal production which could move over

our lines. This included all the mines in the Fort Union

formations in Montana and Wyoming. These, of course, are by

far the Largest of the mineable western deposits of low-sulphur

coal. This exhaustive review was done with the cooperation

of the mining companies whose facilities in Montana and Wyoming

are or will be serviced by our lines. We and the mining com-

panies on a mine-by-mine basis arrived at our estimates on

the basis of proven individual reserves, existing production

contracts, executed contracts for future deliveries, proposals

for future deliveries and estimates of total long-term produc-

tion based on the geology of individual mines. In short we

learned with accuracy how much coal will be mined in our

territory, where and when it will be mined and where it will

be shipped and consumed.

On the basis of this extensive information we

developed plans for the incremental expansion and improvement

of our fixed plant and for the acquisition of needed new equip-

ment. These steps will be timed to meet new requirements as

they arise without prematurely committing us to unnecessary

capital expenditures. This planning process was very complex,
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but was facilitated by the relatively long lead times which

are required to open mines and build generating stations.

The improvements we will make in plant and equipment will

permit us to increase our western unit train coal traffic from

18.2 * million tons in 1974 to 140-150 million tons which

will be required by 1980.

In practice, the coal will move from the mines

via no less than four of our principal routes, two of which

will be supplemented by a new line in Wyoming of 116 miles.**

We have prepared computer simulations of increases in train

movements based on both expected increases in coal production

and the routes which new production will follow. This work has

enabled us to develop optimum arrangements for the placement of

new rail, ties, ballast and sidings, improved signalling and, in

some places, double track. New and improved facilities for the

maintenance and repair of cars and locomotives will also be

necessary. Our new investment in these fixed properties alone

will be $440 million by 1980 (in 1974 dollars) without taking

into account the prospect that, when volume finally warrants

our doing so, we may electrify important segments of our line.

* Revised.
** A portion of the latter will be operated jointly by our

company and the Chicago and North Western.
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When that time comes - if it is not prevented by diversion of

business to slurry lines - we will achieve an important cost

break-through. Our estimates for the cost of necessary equip-

ment is over $450 million. In short, we know we can and will

do the job. Nobody now can reasonably foresee western coal

transportation requirements after 1980 because nobody really

knows the national needs for steam generation of electric

power thereafter. However, if, as seems likely, western coal

will still be the subject of increasing demand there remains

much room for and plenty of time for any needed further expan-

sion of railroad capacity. One modern double-track line with

CTC signalling can alone handle twice the expected 1980 rail

movement from the entire Fort Union formation. Yet, as stated,

we have four routes by which the traffic will fan out in

various directions. Thus basic operational capacity is indeed

no obstacle although, as will appear, financing its full de-

velopment will not be easy, especially if slurry lines are

constructed.

III. BURLINGTON NORTHERN STUDIES OF SLURRY LINE
SERVICE POTENTIALS AND OPERATING COSTS 

My company would have been foolhardy in the ex-

treme to have made the commitments to which I have referred had we



not carefully studied the potential competition from slurry

lines. For that matter, as the aaner of extensive railroad

rights of way which could easily serve as pipeline rights

of way, we thoroughly considered this new transport mode not

only because of its competitive potential but to appraise the

feasibility of our own participation in the coal slurry line

business. Important public interest questions involving trans-

port policy and the use of public waters concerned us also.

This work was accomplished during a two-year study carried

out in cooperation with Bechtel, Inc., a major construction

engineering company and one of the companies which, with

Lehman Bros., the New York financiers, is joint-venturing

Energy Transportation Systems, Inc.* ETSI is perhaps the

leading corporate sponsor of the bills before you. We have

also examined and remain up to date as to anticipated needs

for coal by Middle South Utilities and its subsidiaries. This

company, it will be recalled, is another principal corporate

sponsor of the eminent domain bills. As I will later explain,

Middle South in fact anticipates large rail movements of coal

to the very facilities which are said to be the destination

of the slurry line to Arkansas. In any event, our joint study-

Kansas-Nebraska Natural Gas Co., Inc., a pipeline company,
recently purchased a 207 interest in ETSI.
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which ran the gamut of modern costing techniques, including

elaborate computer programs - demonstrated to our satisfaction

that, save for possible special situations, coal slurry lines in

our territory probably will not be self-supporting in the fore-

seeable future.
* 

We were impressed, however, with the fact that

Bechtel wants very badly to get contracts to build these enor-

mously expensive facilities.

IV. COAL SLURRY LINES ORDINARILY CANNOT BE
SELF-SUPPORTING.

In view of the conclusion stated above, the obvious

first question will be why we oppose these bills if slurry lines

are indeed not economically viable. In response, please note,

first, that I said that the pipelines will usually not be econ-

omic, not that they will not be built if the Congress passes

this legislation. As you know, the bills before you are moving

on a surge of unquestioning enthusiasm on the part of cer-

tain federal agencies. They conceive the slurry line to be

a new transport mode which will make a major contribution

toward solution of the energy crisis. This conclusion is

repeatedly expressed and endorsed although so far as I can

find out no one in the Federal Government has even questioned

This conclusion has received recent verification through an

independent study by the National Science Foundation entitled

"The Coal Future: Economic and Technological Analysis of

Initiatives and Innovations to Insure Full Supply Independence."
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either the premises or the details of the ETSI study. The

Project Independence people frankly acknowledge that they

have taken Bechtel's figures at face value. It is easy to

foresee that, improvident or not, this governmental enthusiasm

plus the hard sell of the construction companies will probably

result in the building of a number of lines if an eminent

domain bill is adopted. Gradual realization of the true costs

of the facilities will come about in time and, as certain as

the sunrise, a demand will then develop for federal money to

protect those who have financed the projects. Therefore, not

only will the railroads lose the coal traffic involved; we,

as taxpayers, will also be privileged to help pay for the con-

struction and operation of the very slurry lines which will

have ruined our vital coal traffic. This same cycle has

repeated itself so often in the transport industry, parti-

cularly in its maritime, inland waterway and airline segments,

that one can almost predict a timetable.

I therefore urge as strongly as I can that, in

light of the short-sightedness of the Executive Branch, the

Committee and its staff should take a hard look at the fiscal

integrity of the whole coal pipeline concept; otherwise, by
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favorably reporting an eminent domain bill it will probably

turn out that you have set in motion a chain of events which

will put the government still deeper into transport subsidies.

A. Pipeline Technology is in its Infancy.
Costly Develoymental Problems will Impair 

Protected Transportation Savings. 

My discussion of the reasons why the slurry lines

cannot usually be financially sound takes as a beginning point

the testimony which was offered during the Senate Interior Com-

mittee hearings during the 93rd Congress on the assumption that

it will be restated here. The statements then submitted by

slurry .line proponents were to the effect that a 25-million-ton

slurry line operating between Wyoming and Arkansas would, over

a term of 30 years, produce savings over rail transport amounting

to $14 billion. No detailed cost computations were submitted

,. .
'desfiie peifunctory respnseto Senateir'Easkeli's specific

request for that data.

. Our studies with Bechtel persuaded us that large•

coal slurry line operations are technically feasible but it

also became 4uita'appakent:rhae Many mechanical and operadonal

problems remain to be solved. We also satisfied ourselves,

notwithstanding ETSI, that the unit train is substantially
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more energy-efficient than the slurry line for we find

from carefully monitored experience that we can move coal

at the rate of 250 BTU's per ton-mile against a theoretical

295 BTU's per ton-mile for the slurry line.

My immediate purpose is to emphasize that ETSI's

economic projections do not appear to have taken account of

unresolved technical problems involved in pipeline trans-

portation of coal; rather its assumption seems to have been

that it can commence smooth operations of a massive line at

or near full capacity. Our engineers say it isn't going to

be that way. The dewatering process is a difficult one and

has never been attempted on the scale proposed. Disposition

of the used water raises environmental questions. There is

reason to think that it cannot always be evaporated away in

the cobling proCessed iiSid . by thèütillties as ETSI suggests.

Despite ETSI's optimism, there are also unanswered questions

as to the abrasive effect which the movement of millions of

tons of coal will have on the pipe as the years pass; certainly

much depends on the 'speed at. which the slurry is Th'aNied. H60

will the massive load of coal in . the pipeline be set. in motion
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again after pump or power failures? What effect on oper-

ations will severe western winters have? What will the

utilities do for coal during pipeline shutdowns? Can they

stockpile the powdered coal in the light of probable dust

problems? A whole host of these kinds of questions remain

to be answered. One of the most troublesome of all involves

the disposal of powdered coal and water when, because of power

failure, the tremendous quantities of slurry in the line must

be emptied into settling basins. Major air and ground water

pollution possibilities exist. I do not mean to imply that

they cannot be resolved, but they can be handled only at a

cost - a major cost obviously not reflected in the incredibly

optimistic figures which appear in the ETSI study.

B. Environmental, Geographic and other. Consider-

''-'—titionS Require Such 1)isPeral of ElectriC. ".

Generating Plants as to Preclude the Devel-

opment of Slurry Lines which are Large Enough 

to be Economic.

It is entirely clear for other reasons also that

ETSf's projected savings figure bears no relationship to

reality-. This is because neither the projected Wyoming-

' Arkansas line Or any other slurry line will be able in the

foreseeable future to reach any market which can use the

1
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4

25 million annual tons needed to reach the low transportation

costs predicted by ETSI. It is true that until recently Middle

South Utilities apparently has thought that it would be able

in time to use or dispose of tonnage approaching this magnitude

in one area. This is no longer true as the Canmittee will note

from the attached article from the Wall Street Journal for

October 14, 1974, Exhibit B, which reports that that company

and its subsidiaries will be permitted by the Arkansas Public

Utility Commission to build only two instead of the planned

four proposed 800 megawatt units proposed for a site 30 miles

south of Little Rock. (In fact, plans were for 700 megawatt

units so that with but two to be built total consumption at

this site will be only about 4 or 5 million tons annually.)

While the article does not so state, the Arkansas Commission's

Ccpq 'attached 'gs'-Exhibit 'WaS 'based an- enviionMentil'.-':

considerations which dictate that major generating stations

be widely spaced.

The requirement for dispersing plant sites is not

peculiar to Arkansas or Middle- South Utilities, although

Arkansas' ambient air quality standards are somewhat stricter

than those of the federal government. Exhibit D, a map showing
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planned new electric utilities in the area which might be

considered tributary to the ETSI line, illustrates this same

need for dispersal. From it you will also note that the coal

consumption potential of planned utilities does not exceed

7.5 million tons annually at any individual site. The latter

level of coal use is virtually the planned maximum anywhere

save for scattered exceptions which do not exceed 10 million

tons. Nevertheless, ETSI was correct in basing its slurry

line cost estimate on a volume of 25 million tons. At least,

in our territory, a movement of this magnitude is the essential

predicate to any pipeline cost study if it is to produce a

favorable result. This is because pipeline construction costs

do not vary with the size of the line as greatly as does line

capacity. In other words, because of right of way, excavation

and related costs, a builder has to spend nearly as much to

construct a 20-inch line with six million tons capacity as

would be true of the ETSI' 38-inch line having 25 million tons

capacity. This is a reflection of the fact that line .capacity

increases in proportion to the square of its diameter.. Thus.,

even if one accepts at lace value EISI's claim that the latter's
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38-inch line could deliver coal in Arkansas at 5 mills per

ton-mile, the 20-inch line could do the job only at the

prohibitive cost of about one cent per ton-mile. The latter

figure is frcm Bechtel's own calculations as submitted to

the Project Independence study in the form of the graph

attached as Exhibit E, also labeled Figure VII-l. It is

plain that if the ETSI line were to be scaled down to meet

the actual needs of Middle South's two authorized Arkansas

plants its charges for transportation would be unacceptable

and greatly in excess of rail rate quotations.

C. Projected Economies of the 25-million-ton
line cannot be realized if a distribution 
network is required.

Exhibit E referred to above will also be useful

to you in appraising the probable contention that a 25-million-

ton line could economically serve as the main source of supply

for a feeder line system. However, I point out that the cost

of small slurry lines to serve individual utilities having

realistic capacities are so .high as not even to have been

fully graphed on Exhibit E. The obviously large cos .t for

such a distribution system would dramatically reduce the

economies hypothesized for the main slurry line. Two addi-
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tional important considerations are first, as shown on

Exhibit D, most of the utilities which might theoretically

use the ETSI slurry line have indicated their intention to

use rail delivery and scme have purchased rail cars and made

arrangement for rail car unloading facilities and, second,

any scheme for distribution of slurry coal by pipeline would

require the building of numerous small and relatively inef-

ficient dewatering plants rather than the single large and

untried facility apparently envisioned by the Bechtel scheme.

It also entails important environmental problems involving

the disposition of waste water after its separation from the

powdered coal component of the slurry. The powdered coal,

moreover, is costly and difficult to handle by conventional

transport means should it be supposed that rail or barge

service migh be employed rather than a series

of small slurry lines.

Yet another major element in the cost effective-

ness of a major slurry line is the timing and sequence of con-

. . —
$tklid4bil:61,-tt* ui1ity plants it will serve.. As to the._

ETS.I pipeline, the promoter's calculations apparently assume.

operation at or near full capacity soon after it is completed.
•
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By no stretch of the imagination can this be done. Exhibit D,

referred to above, includes the estimated completion dates

of those generating plants which might be within reach of

the ETSI line. Note ,that Arkansas Power and Light, Middle

South's subsidiary, is committed to rail delivery, a point

verified by the Arkansas PSC order, Exhibit C, Page 2.*

Assuming that ETSI's facility is completed by 1978, as

originally proposed, it is clear from Exhibit D that at least

five years will elapse before it can be operated to capacity.

While we cannot derive from ETSI s data the effect such a

delay in the tonnage build-up would have on 38-inch pipeline

economics, the principle involved is illustrated by Exhibit F,

a comparative rate study based on a proposal to construct a

27-inch line. It shows an actual company's projected year-

s iiy.-yair biiin 'for a .pianned statiOn" during each yeai df its

25-year life span. Note the slow peaking followed by a

typical fall-off in consumption as the facility ages. Adjoining

it is the pipeline promoter 's computations of the tonnage needed

s •
for its line to .produce the stated low transportation charge.

Yet the utility's needs for coal are not matched by the rela-

tively flat capacity of the pipeline. The result is that

* The Wall Street Journal for June 26, 1975, reported that the
completion of these two plants has been postponed until
1979 and 1981, respectively.

57-639 0 - 75 - pt. 2 - 16
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the actual transportation charges would have to be five cents

(28.77,) more per million BTU's than the pipeline promoters had

projected. With a 25-million-ton line the imbalances and cost

inadequacies illustrated by the exhibit will be greatly increased

Put another way, given the present technology and economics,

pipeline operation necessarily is bound to the transportation of

large fixed volumes of a single commodity moving between one or

a few origins and destinations; it is an inflexible monolith

which is usable only by the very largest mines and electric

utilities, to the exclusion of all other customers. In contrast,

the railroads can increase or decrease the volume of their

service via gathering and distribution lines so as to meet with

precision all shipper needs to move coal from any mine, large

or small, to any coal user. At the same time they can serve

shippers of all -0-thr''CommCie'an(C sinCe -alferna.ta' routea -

are available, they can do both jobs without risk of a major

accidental service interruption.

V. SLURRY LINE OPERATION WILL REQUIRE LARGE 
QUANTITIES  OF WATER. IN THE WEST THE USE OF
THESE' SURPLIES WOULD BE BOTH DIRECTLY AND
INDIRECTLY INIMICAL TO AFFECTED AREAS.

Much testimony has been given on this subject and I.

am informed that the geologists representing the States of South

Dakota and Wyoming will make technical presentations on the folly
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of taking water for slurry lines trom wells which would tap

a major aquifer known as the Madison Formation. One of our

own geologists has prepared a paper on this subject which will

be filed as part of the hearing record. Under the circumstances

I will simply emphasize that slurry pipelines require large

amounts of water although good water for domestic and agricul-

tural use is extremely scarce in the coal territory and potable

groundwater is especially so. ETSI proposes to take Wyoming

groundwater near the borders of South Dakota and Nebraska in

one of the few places that water is both pure and can be reached

at relatively 'shallow depths. Heavy withdrawals from these

wells are likely to increase the mineralization of this good

water, possibly to the point of rendering it unfit for domestic

and agricultural use. Especially difficult problems are raised

• k;',= • •-• 7 - ‘•
by the fact that this groundwater migrates between eastern

Wyoming and the surrounding States ot Montana, South Dakota

and Nebraska; yet there is. no Federal regulation of the possible

Impairment of the water supplies of sister states. by Wyoming's

. decision.to .authorize_ETSI.to-.tap.this supply. Water Should.

be allocated to its highest priority. Its production should. agd .

a value to the local economy, particularly to agriculturists

who must increase their procluction of food for this nation and
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the world. Accordingly, it is a misuse of this scarce resource

if it is taken from an arid area like Wyoming as a carrier medium

and then discarded or evaporated in a water abundant area like

the midsouth. In this view Governor Herschler of that state

evidently concurs in light of his announced intention to

question the constitutionality of the legislature's authoriza-

tion of the ETSI wells.

As the principal representative of the railroad

serving the northern Wyoming and the Montana mines, I would

like to point out also that we expect to be operating in the

area long after the mines have been worked out. We hope and

expect that the strip mine reclamation legislation will result

in restoration of the surface and that appropriate water con-

servation measures will be practiced so that adequate supplies

',•••

available for lOcal'agriCultural, Municipal an

industrial purposes. Thus, while obviously we have a major

interest in western mining, I want to emphasize that we have

other larger, long-term interests. Certainly we do not wish

o"berunning—a'railrOad through a Mined-oua'sieland devoid• •

of railroad business but hungry for tax revenues. From our

point of view, the need to conserve water in the western mining

districts parallels the need for adequate strip mine reclamation
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for in some instances that water may be useful or neces-

sary to assure adequate restoration of the surface. Be that

as it may, in the long-term interests of maintaining the

environment and the economy, groundwater supplies should be

retained in the region.

VI. EMPLOYMENT ISSUES VERSUS CAPITAL COSTS

During the last session of Congress, some proponents

of the eminent domain bills set out to justify the proposal on

the theory that by making the vast investment required, perhaps

$700 million, large savings in transportation costs would be

realized by the individual consumers of electricity. For the

reasons heretofore stated, we believe this conclusion is

erroneous; at best the pipeline promises savings only to those

....served. by the few generating stations. suited to pipeline-

delivery. Moreover, even these predictions are based on the

hypothesis that continuing inflation will cause a many-fold

escalation in rail rates whereas the pipelines will be less

..affecied since ..after.construction they will.employ only a.few

perhaps 300. To put the matter in perspective, I point out

that we estimate that those public utilities which burn

western coal spend 20 to 25% of their revenues for fuel,

•
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including all transportation charges. In other words, the man

who spends a dollar on his electric bill is paying 20 or 25C

toward the total cost of fuel laid down at the generating

station. Thus, variations in coal transportation charges are of

relatively small importance to the individual consumer even

though in the aggregate they may be of real significance to the

utility which serves. My point is that the slurry line bill

should not be permitted to masquerade as a consumer protective

device for it is nothing of the sort.

I come then to the policy issue involved in the theory

that Government should encourage the investment of large amounts

of scarce capital for the sake of making savings in labor costs -

and this is ETSI's entire thesis. Would it be a sound public

interest decision to deny railroad employment at high wages to

thousands of people in times of chronic unemployment? The

question answers itself but to permit you to make an informed

judgment, I am attaching as Exhibit G our current forecast

of railroad people employed or to be employed by Burlington

Northern and its subsidiaries in western coal operation.

The total by 1980 will be 6471. Another 500 to 1000 new
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jobs will necessarily be added by other connecting

railroads which will participate in the handling of

coal from fields served by our line.

VII. THE CONSTRUCTION OF BUT ONE SLURRY LINE
WOULD HAVE A MAJOR AND POSSIBLY FATAL 
EFFECT ON THE ABILITY OF THIS RAILROAD TO 
FINANCE THE PHYSICAL IMPROVEMENTS NECES-
SARY TO PROVIDE ADEQUATE COMMCN CARRIAGE
OF COAL TO UTILITY CONSUMERS NOT REACHED
BY PIPELINE.

The completion of a single slurry pipeline - if

it works and if it can find customers for the necessary 25

million tons of coal per year - means that precisely that

amount of traffic thereafter will be monopolized by the

slurry line and that our railroad and its connections will

have that much less business. This very large figure has

been used rather casually during the hearings but to give

some idea what it means to us in terms of today's average

coal rates, 25 million tons would produce gross revenues

for Burlington Northern of $150,000,000. This is $25,000,000

more than we earned in 1974 from hauling western coal. How

then would the loss of 25 million tons (or same multiple

thereof) affect Burlington Northern?



This is a complex story which I can but outline

here. Ultimately it involves our profitability which will

vitally affect our ability to finance the $440 million in

improvements in fixed properties needed by 1980. It should

be understood that up to this time our coal operations have

not required any major changes or improvements in track and

related structures. However, we are reaching the point where

substantial ballasting and rail replacement work must be

carried out on one route in particular. These costs repre-

sent the first increment in our long-range financing and

improvement plan. We will have to sell a new, large bond

issue (or issues) to raise the necessary funds. The next finan-

cing will be accomplished by reliance on our line of credit but

shortly thereafter, probably about the time construction begins

on the first pipeline (if you pass the eminent domain bill) we

will have to make even larger investments to increase the

capacity of other segments of our lines to meet the requirements

of the heavy operations which will then face us. This is a

step we will have to take regardless of the construction of

slurry lines. Whether there will be an appropriate return on

these interrelated investments depends heavily on our ability

to realize anticipated economies of scale. That in turn



577

depends on whether our volume of traffic increases as

predicted.

Both the need to protect our position in the

loan negotiations and the uncertainty as to the amount

involved precludes me from any detailed discussion of our

plans for future financings, but it is abundantly clear that

(1) internally generated sources of funds alone will not

meet our needs; (2) equity funding, perhaps through a pre-

ferred stock issue is a strong possibility if market condi-

tions allow and if, when the issue is offered for sale, the

investing public believes our earnings will hold up and

Improve; and (3) very large direct borrowings from the finan-

cial community may be essential until the new facilities are

in place and producing the earnings we anticipate. If we

are to sell bonds the investors will have to be satisfied

that our operations will be sufficiently profitable to service

the additional debt. This we can do on the basis of present

prospects and possibly it can be done if the eminent domain

bill passes, but I ask you to put yourself in our place and

then try to visualize how you would raise as much as $440

million with even one slurry line hanging over your head. Mind
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you, we are going to have to have most of that sum just

to keep going but if our anticipated volume drops by

anything like 25 million tons the profitability of the

service is going to be regarded by many as problematical.

Consider too that the borrowings of which I speak are

going to have to be accomplished at times when, unless

all signs fail, there will be high interest rates and

heated competition for available funds. Indeed, some of

that competition may come from pipeline companies.

VI. CONCLUSION

In concluding I would like to ask you a second

question: Will you as elected officials, please consider how

anyone can justify a public policy which may sacrifice the

ability of many of the utilities west of the Mississippi to

obtain low-sulphur western coal at low rail rates simply

because someone claims it would be nice for a few favorably

situated companies to save a fraction of a cent per ton-mile

on pipeline coal? The propriety of granting a preference

for a few shippers at the expense of many is the ultimate

issue. Thus, your vote is not going to be on a mere technical

question of eminent domain. On the contrary, it will be one
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which will profoundly affect both national transportation

policies and national energy policies. I have no hesitation

in saying that an affirmative vote will be profoundly wrong.

However, a vote against the bill will be a vote for a stronger

transport system. It will be a vote for the development

and improvement of a rail system which can serve all shippers

of all commodities years after the slurry lines have outlived

their usefulness.

Dated: May 16, 1975

Respectfully submitted,

L. W. Menk
Chairman & Chief Executive

Officer
Burlington Northern Inc.
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EXHIBIT B

THE WALL STREET JOURNAL
Monday, O. 1.1. P17* 21

Arkansas PSC Reduces
Coal-Fired Plant Size
Of Middle South Unit

tvc•J,. Tat WALL iTatC? Jotuaa

LITTLE ROCK. Ar*.t. — The Arkansas

rublic Service Commissiia cut back to
-units a proposed NAir-unit, coal-fired gener-
ating plant planned by Arkar.sas Power k
Ught Co.. a subsidiary of Middle South Util-
ities Inc.

The two authorized units. both 800.000
kilowatts in capacity, are scheduled to go
into operation in 1911. The planned four-urut
plant was expected to cost 2,50 million, but
the company didn't announce what the two-
unit facility would cost.

Afkart.6161 Power sald..it %salt announce
today If It will appeal the commitaton't de-
cision. The company also said its study-
ing other possible locations for constructon
of the two units tar which It 61.in't receive
permission to build. It said the commission's
decision doesn't preclude proposing such a
relocation.

In authorizing the two-unit plant, planned
for a location on the Arkansas River about
30 miles south of Little ti,ck. the commis-
sion refused to require Installation et sul-
phur•dioxide scrubbers, which were de-
manded by envircrmental, health said con-
sumer groups. But the commission did in-
struct the utast./ to design its plants so that
scrubbers can be installed if they are devel-
oped to a point of "provable value."
 —

•

•
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Af.KANSAS
PUBLIC SEPNICE COIefaSSION

IN THE MATTER OF THE APPLICATION
OF ARKANSAS POWER AND LIGHT COMPANY
i1'oij A CERTIFICATE OF ENVIRON:ZNTAL

AD PUBLIC NEED FOR
, CONSTRUCTION OF AN ELECTRIC GEN-

ERATING PLANT AND ASSOCIATED FUEL
SUPPLY AND OTMER FACILITIES NEAR
REDFIELD, JEFFERSON COUNTY, ARKANSAS

ORDER

rxHIBITI c

DOCKET NO. U-2488

On August 17, 1973, Arkansas Power and Light Company,
hereinafter called "AP&L", filed an application, pursuant to the
provisiona of the Utility Facility Environmental Protection Act
(Act 164 of 1973; Ark. Stets., Sec. 73-276, et seq), requesting
that the Arkansas Public Service Commission, hereinafter callea
the "Commission", issue a Certificate of Environmental Compati-
bility and Public Need to construct, maintain and operate a malor
utility facility as defined in Act 164, consisting of four 0)
electric generating units and related cooling towers, intake and
discharge facilities, and transpertation and other necessary
faellities at a site on the west bank of the Arkansas River near
Redfield, Jefferson County, Arkansas (hereinafter called the

-"White Bluff Plant"). Each of the pr000sed generating units hts
a gross capacity of 800 megawatts (M196 with each unit to be con-
nected to a stack 750 feet high. There was attached to and mede
a part of the application an Environmental Impact Statement ad
required LI,/ 5ectiou 5(a) (5) of AeL l64.

Pursuant to provisions of Act 164, Petitions for Inter-
vention were allowed for the Ecology Center of Arkansas; Aransaa
Department of Pollution Control and Ecology; Arkansas State De-
partment of health; Arkansas Game and Fish Commission; Arkanaas
Department of Industrial Development; Arkansas Department oC Cam-
merce; Arkansas Department of Planning; Arkansas State Higway
Department; and Arkensad Community Organizations for Reform Now
(ACORN), and limited appearances were filed and/or presented en
behalf of League of Women Voters of Pulaski County, League of
Women Voters of Pine Bluff, Arkansas Consumer Research, Lillian
McGraw Rocers, W. T. Robinson and Mary Thomson.

On June 17, 1974, the Commission commenced hearin77. onthis application which continued until recess on June 21, 1974.On July 18, 1974, the hearings were resumed and continued untiladjourned on July 24, 1974. The transcript of the proceed 4ngtotaled 3,3E0 pages and included voluminous exhibits which wereadmitted into the record.

Section 9 of Act 164 charges the Commission to makecertain specific findings and determinations as follows:

A. The basis of the need for the facility.

B. That the facility will serve the public interest,
convenience and nectuaity.

C. The nature of the probable environmental impact.

D. That the facility represents an ecceptzble adverseenvironmental imact, considering the ctate ofavailable technolcry, the reauirementa of tnc cus-tomers of the appltcant for utility service, thenature and economica of the proposal and the var-ious a1ternative:1, if any, and other pertinentconaiderationa.
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E. In the case of an electric transmission line,

that ouch facility is not inconsistent with

known plans of other electric systems serving

the State which have been filed with the Com-

mission.

P. That the location of the facility as proposed

conforms as closely an practicable to applicable

State, regional and local laws andregulations

issued thereunder.

• The Commission is further instructed In Section 9 of

Act 164 of 1973 to grant or deny the application as filed, or

vent it  unon such terms, conditions or modifications of the con-
structJon, cnorrttion or maintenance of the facility as the Com-

pission may deem appropriate. (Emphasis added)

• Having set forth the legal requirements imposed upon it
by statute, the Commission therefore proceeds to a discussion of

the proposed project and an enumeration of its findings and con-
clusions with regard thereto.

THE PROPOSAL 

• . The 'White Bluff Plant" proposed by AP&L consists of four
(4) steam electric generating units and related cooling towers, in-
take and discharge facilities, .and transportation and other neces-
sary facilities at a site on the west bank of the Arkansas River
near Redfield, Jefferson County, Arkansas. Each of the four pro-
posed generating units has a gross rated output of 800 megawatts
and each unit is to be served by an exhaust tower or stack 750
feet in height.

• •
The site of the proposed plant near Redfield, Arkansas,

includes approximately 3,360 acres of land. It lies some twInty-
four miles south of Little Rock and seventeen miles north of Pine
Bluff. The present estimated cost of the plant is $850,000,000.00.
It has been designed to use low-sulphur Wyoming coal to fuel the
boilers. A contract has been entered into for the coal needed to
fuel the first two of the four proposed generating units, and the ,
coal is to have an average sulphur content of 0.48%. At present,
it is contemplated that the coal will be transported to the White
Bluff site from Wyoming by rail, each shipment consisting of 110
rail cars having a 100 ton capacity per car. The plant site in-
cludes 900 acres reserved for disposal of the ash resulting from
the burning of the coal.

During the course of the hearing, AP&L witnesses testi-
fied. that they were considering a reconfiguration of the proposed
plant to provide four units with two 1,000 foot stacks, each stack
serving two units. The application was not amended. However, in
the memorandum brief filed on behalf of Arkansas Power and Light
Company, it is stated that the Company is agreeable to such a modi-
fication.

FINDINGS 

Based upon the testimony of witnesses presented by varioun
parties, the exhibits introduced, the briefs filed, and other mat-
ters, proof, and things of record in this proceeding, the Commissicy,
makes the following findings with regard to each specific aspect of
the proposed project.

A. The nanis of the Need for the Facility.

The proposed White Bluff Plant would be the largest coal-
fired generating facility in the world. At peak capacity, the pro-
poaed plant with four units would eonaumm approximately 2,000 toni
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of coal per hour, strip-mined in Wyoming and imported on an almost
continuous basi:. by 110 car trains. While AP&L in its written
testimony and the Environmental Impact Statement describes the net
operating capacity of the White Bluff plant as 700 NU per unit ver-
sus the gross capacity of EGO KW, oral testimony of its witnesses
establish that the net capacity is substantially in excess of
700 rd although less than the 800 gross MU. AP&L is a wholly owned
subsidiary of Middle South Utilities, Inc., which also owns
Louisiana Power and Lignt Company, New Orleans Public Service, Inc..
Mississippi Power and Light Company and Arkansas-Missouri Power
Company, the latter serving a small part of eastern Arkansas. The
planning of generating facilities by AP&L is done as a part of the
planning of generating facilities for the Middle South Utilities
operating companies as a whole.

Pursuant to long established policy of Middle South
Utilities, AP&L has never owned facilities for generating all of
the energy sold by it. It has been a net importer of electricity
purchased from other Middle South operating companies and other
systems, including TVA. For example, in 1973, the actual demand
Of AP&L was 2,744 KW, while the total owned capacity of A?&L was
2,173 MW. AP&L's net area energy requirements for 1973 were 13,362
gigawatt hours (G'IH) of which A?&L generated 8,328 OWN. Thus, in
1973, 361 of AP&L's power requirements were purchased by it. Be-
tween 1966 and 1973, purchases ranged from a low of 10% of require-
ments in 1970 to a high of 51% in 1967. There is no evidence in
the record that Ant, cannot and will not continue to purchase sub-
stantial quantities of power as, for example, from TVA brouant in
by its 500 KV grid system from West Memphis.

The White Bluff plant contemplates not only total pro-
duction or all requirements by AP&L, but also a substantial ex-
porting of energy to other Middle South companies, at least until
the early 1980's and, in addition, a contingency reserve of 161
of total load projections. The size of the White Bluff plant is
sufficient by itself to meet the maximum 1973 load. AP&L Nuclear
One, having a capacity of 850 MW, will be operational this year
and Nuclear One, Unit 2, having a capacity of 950 MW, will be
operational in 1976. It is perhaps also significant to observe
that no coal-fired generating plants are in the definitive planningstage for other Middle South operating companies. Three un4 ts of700 OW each with the plants not named and locations not determined
are projected, one unit each in 1981, 1982 and 1983. On the otherhand, four nuclear plants, two to be operated by Louisiana Powerand Licht Company and two by Mississippi Power and Light Companyare presently committed with projected operating dates from May,1979, to January, 1983.

Thus, AP&L, as the Applicant, carries the burden of demon-strating to this Commission that this plant is needed and needednow, that the nature and economics of the plant are consistent withthe public need and necessity, and that it can be constructed andoperated with acceptable adverse environmental impact in light ofavailable technology.

ANA. Senior Vice-President, J. D. Phillips, testifiedthat all four or the proposed units will be needed during the periodof time between 1978 and 1981. Unit 1 is scheduled to go on linein January, 1970, Unit 2 in May, 1978, Unit 3 In January, 1960, andUnit 4 in January, 1951. The exhibits supplied by Mr. Phillips in-dicate that these units will provide adequate generating capacityalong with a 16Z reserve.

The testimony of Mr. Phillips is supported by the testi-mony of Mr. Donald Martin, Berional Engineer with the Federal PowerCommission, and Mr. Larry Noaclan of the Arkansas Public ServiceComminsion staff. However, the testimony of Mr. Martin and Mr.lioaglan was, by necessity, based upon data supplied by the Company.
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Furthermore, Mr. Martin testified that increased electric 
rates

and conservation meaaurea were havina some effect upon 
the amount

of electricity consumed by the public and there arc 
caeca where

utilities in other parts of the country have cut back or 
cancelled

plans to build additional electric generating plants due 
to such

factors.

Therefore, AP&L'a forecast is of doubtful reliability in

predicting the actual amount of electricity that may be needed in

1981, becauae this forecast is based on historical load grcwth

and does not take into account factors such as rapidly rising elec-

tricity costs and conservation measures which appear to be having

widespread effects on electricity consumption throughout the

country.

The Commission is nevertheless convinced that by 1978

there will be a need for additional generating facilities which

would at least justify the construction of Units 1 and 2 of the

proposed White Bluff plant. However, as the Commission has further

concluded, as hereinafter set forth in Paragraph C of this Order,

that no more than two of the proposed aoo megawatt coal-fired gen-
erating units can be constructed at the White Bluff site without
creating an unacceptable adverse impact on the environment, it is

not necessary to determine in this proceeding whether additional
generating facilities will be needed in 1980. or 1981.

Mr. A. Paul Priddy, Vice-President and Chief Power En-
gineer for the engineering firm retained by AP&L to design the
White Bluff plant, testified that AP&L has an additional two or
three years more time to build Units 3 and 4 than is required for
the construction of Units 1 end 2 since Units 3 and 4 are not
scheduled for completion until 1980 and 1981.

Therefore, if Ana remains of the opinion that such
additional aeneratinc facilities will be required to meet customer
needs in 1980 and 1981, there is sufficaent time available to plan,
seek approval for, and, if approved, construct such additional
facilities so that they may be placed in service at or near the
same time projected for completion of Units 3 and 4 of the White
Bluff plant as eriginally proposed. Furthermore, any future pro-
ceeding for approval of the construction ofsuch additional facil-
ities would allow the Commission to reach a more informed judgment
as to the need for such facilities in 1981 inasmuch as more accur-
ate and current data would be available.

B. The Facility Will Serve the Public Interest Convenience and
Rilirgity.

As the Commission has therefore found that there is a
need for the construction of at least two units of additicnal gen-
erating facilities with a cross capacity of 800 mecawatts each to
meet customer demands for energy by 1978, it necessarily follows
that the construction of such a facility will serve the public in-
tereat, convenience and necessity. However, the Commission must
also determine whether the proposed use of coal as the fuel for
such facility is also consistent with the public interest, con-
venience and necessity.

The evidence reflects that AP&L has reviewed solar energy,
geothermal, tidal and other novel eneray systems, and reasonably
concluded that, at the present tame, these were neither practical
nor feasible. Hydro-aeneration was also considered, but there is
not sufficient capacity in the State. Natural gas, a very clean
fuel, is not available and, in fact. Am cannot get enough natural
gas for its exiatinc plants.

Therefore, only three fuels could be considered feasible
for use in the Whito Bluff plant, i.e., nuclear, coal, or oil.

•
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AP&L teotified that after serious consideration, It rejected nuclear

fuel because the time required to construct a nuclear generating

plant is about ten years and that such time was just not available.
Further, nuclear plant: are considerably more expensive to construct
and, to be economical, must be operated at nearly maximum capacity.

It should be noted that Unit 1 of AP&I, Nucleer One, having a capa-
city of 850 megawatts, will be operational this year and Nuclear
One, Unit 2, having a capacity of 950 megawatts, will be operational
In 1976. AP&L, therefore, testified that it concluded that a proper
mix of generating capacity would be in the best interest of AP&L's
customers.

Fuel oil would not be practical nor economical due to
the current situation with regard to low-sulphur fuel oil and the
tremendous price currently charged for fuel oil.

Mr. Donald Martin testified.that, in his opinion, short-
ages and increases in prices of petroleum products and natural gas
make it necessary that electric utility systems convert to coal-
fired generating facilities.

The evidence further reflects that coal exists in suffi-
cient quantities and, due to its relatively low cost, it is a de-
sirable alternative to more expensive and less available fuels for
electric generation.

Therefore, the most reasonable choice for a fuel for this
generating facility is coal and because of environmental considera-
tions, low-sulphur coal should be used.

This is not to say that all future 'generating plants con-
structed in Arkansas must or even should use coal as a fuel. The
Commission io confident that the time required for the constructicn
of nuclear plants win be shortened and, therefore, nuclear energy
may be a more appropriate fuel for future generating plants in
Arkansas. In addition, the Commission is hopeful that new energy
sources will become feasible.

However, with regard to the White Bluff plant, the use of
coal will best enable Ant, to supply its customers with sufficient
energy to meet their needs at the lowest rate practicable, and its
use, therefore, is consistent with the public interest, convenience
and necessity.

C. The Nature of the Probable Environmental Impact.

Mr. Neil Woomer, a witness for the Department of PollutionControl and Ecology, and Mr. J. D. Patterson, a witness for AP&L,
testified that the proposed plant would have adequate water pollu-tion control measures to minimize the effects of discharge to theArkansas River in the form of cooling tower blowdown and runoffwater from the coal storage areas, the ash disposal area and theplant yard:.

The record of the hearing also reflects that the proposedPlant will be operated within the requirements of State and Federalair pollution control regulation: as they relate to particulateemissions, nitro,Jen oxides and visible emissions. AP&L proposes tocontrol particulate emissions from the stacks with electrostaticprecipitator: guaranteed by the manufacturer to be 99.5Z efficient.

Arm proposes to meet the State and Federal sulphurdioxide emission ree,ulations by the use of low-sulphur coal togetherwith the use of what is referred to as an Intermittent Control Sys-tem (ICS). An Intermittent Control System means that the rate ofOperation of the plant and thus the amount of coal being burredwould be reduced during period:3 of adverse meteorological conditionsno no Lo hitintnln levvls fee nulp!-,u,. In thl:.;

57.-639 0 - 75 - pt. 2 - 17
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connection, it should be observed that Section 8 of the Arkansas
Air Pollution Control Code allows a maximum ground level concen-
tration of 0.2 parts per million (533 uo/M3) sulphur dioxide (502)
for a 30-minute average. This is a more restrictive regulation
than the national secondary ambient air quality standard of 0.50
ppm for three hours. An Intermittent Control System to meet the
30-minute standard of this State would clearly require a highly
sophisticated system of continuously monitoring SO2 emissions and
meteorological conditions which, coupled with an automatic data
processing center, would permit forecasting of adverse conditions
in sufficient time for plant operations to be reduced or shut down
to maintain compliance levels Intermittent Control Systems have
been used by certain Tennessee Valley Authority plants, but the
applicable standard for those plants is 0.5 ppm for a three hour
average, which allows a substantially longer lead time in imple-
menting a load reduction. Moreover, the use of an Intermittent
Control System for air polluticn control is appropriate only if
its projected use would be highly infrequent and of short duration,
and where the necessary load reductions would be compatible with
the system as a whole. . .

The question arises whether the plant as proposed with
four BOO megawatt units and four 750 foot stacks can meet the Ark-
ansas standard by employing an ICS. The preponderance of the
evidence and testimony offered at the hearing is that it cannot.
AP&L had the burden of proving that the White Bluff plant will
comply with the sulphur dioxide rerulation. The record, however,
reflects that the proposed plant of four units with four stacks
750 feet high cannot be expected to comply with Section 8 of the
Arkansas Air Pollution Control Code, even assuming a sophisticated
ICS. AP&L itnelf receded during the course of the hearing fr.=
the conflauvation of four 750 foot stacks and instead proposed a
design change of two stacks 1,000 feet high to serve the four gen-
erating units. As hereinafter set forth, AP&L failed to sustain
its burden of proof that this modified plant configuration will
meet the sulphur dioxide emission limitation of Section 8 of the
Air Code.

Ambient concentrations of sulphur dioxide for White Bluff
were projected by use or computer simulation modeling. This tech-
nique is an accepted approach for predicting the effect of atmos-
pheric processes on the transport and dispersion of contaminants
emitted into the environment. Mathematical expressions are used
to calculate effective plume rise and subsequent dispersions and
diffusion of the olume into the atmosphere under varying meteor-
ological conditions. Many models have been developed and con-
siderable testimony in the record relates to the most appropriatemodel or models to use in respect to the White Bluff plant. The
Walden Renearch Division of ABCOR, Inc., which prepared the com-puter modeling studies for AP&L, and the Department of PollutionControl and Ecology both used the models developed by the TennesseeValley Authority (TVA) to predict SO2 concentrations under plume"trapping" and "fumigation" conditions. TVA has been in theprocess of developing simulation models for plume dinpersicn fromlarge coal-fired plants for over a decade and the model currentlyused has been vertried by extensive empirical data developed inthe field. Moine, the TVA model for predicting 30-minute concen-trotione of SO, under "plume trapping" reteorological conditionswith the downuInd maxinum point of concentration at 3 km. and atempernturo rxndl,ot of 1.150 C/100 rt.:tern, with no time correctionfactor, all a:: rocommvndod by TVA, the computer calculations ofthe Department or Pollution Control and Ecology for four generatingunits with too 1,000 foot stocks reflected that the State's 30-minute stnndord or 533 microerJmo per cubic meter (ue/m3) would beexceeded at all operating loads iron thirty percent to 110 percent.Where a time correction ractor of 1.1 war. uL:vd,'the State standardwould still be substantially violated at a fifty percent operatingload and nbov,. The summary of calculations by the Department re-flect lhe follow inn for "trapping" conditions:
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% Load
Concentration

Time Correction . 1.1

110 1188
100 1124
70 894
50 710
30 . 490
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• .
(ug/m3 - - 30 min.)
Time Correction w 1.0

1307
1236
983
781
539

The calculations for "fumigation" or "inversion breakup" conditions

using the recommended TVA formula without a time correction factor

and with a downwind concentration at 30 km., reflects a projected

concentration of a four-unit two-stack configuration of 666 uc/m3.

• The model projections made by Walden deviated from the
recommended TVA model for "plume trapping" conditions by using a

twenty kilometer downwind concentration point rather than the

recommended three kilometers and by using a temperature gradient

of 0.64° C/100 meters rather than the recommended 1.150 C/1C0m.

These deviations were not justified by the evidence. Calculations

by Walden using the TVA formula without deviation for four units

with two stacks each 1,000 feet high, under peak load of 110 per-

cent corresponded very closely with the calculations of the Depart-
ment of Pollution Control and Ecolou. Thus, at 3 Km., Walden
found 1120 ug/m3 , at 5 Km. 1050 ug/m3 and at. 10 Km. 960 ug/m3.
All calculations of Walden were made under so-called peak load
conditions of "worst case" meteorological conditions. To the
extent that this suggests that the State standard would be exceeded

• only under peak load conditions, it is manifestly incorrect as re-
flected by the calculations of the Department under loads varying
from 30':. to 110, all of which showed violation of the State SO2
standard under "worst case" weather conditions. AP&L testified
that using the 3 Km. downwind maximum concentration point, viola-
tions would occur 11.6% of the time for projected violation or 42
clays on.an annual basis.

The evidence of. the Department of Pollution Control and
Ecology reflects that a plant configuration of two generating units
with one 1,000 foot stack would have approximately fifty to sixty
percent of the downwind SO2 concentration of the four-unit, two-
stack configuration. While these projeqtions still reflect the
potential for violation of the 533 ug/m5 limitation, such potential
for violation would be considerably lower and less frequent than
for a four-unit, two-stack plant and such violations could be more
easily avoided by use of an adequate intermittent control system.
Unfortunately, APE, produced no detailed evidence of its proposed
design for and operation of an ICS. Responsible officers of the
Company did testify that AP&L "would do anything necessary to avoid
any violations." The record does reflect that TVA has successfully
operated an ICS for control of sulphur dioxide emissions at its
generating plants for several years. It further appears that the
state of the art would permit the proper design and operation of
an .ICS adequate to control SO, emissions from a plant at White
Bluff consisting of no more than two 8CC gross megawatt generating
units served by one stack 1,000 feet high.

D. That the Flrilitv  Represents an Aecentable Environmental 
YiTlact -i;on....tdorInc. the State of Available Technolort.

• It was suggested by witnesses testifying on behalf of
some or the intervenors that stack gas emission controls, popularly
known as "acrubbera" should be installed at the White Bluff plant
to remove sulphur oxides from the flue gas.

Mr. A. V. Slack, testifying for APU, detailed the tech-
nological troubles and inefficiencies in sulphur bcrubbcrs, and
testified that, in his opinion, scrubbers have not reached a state
or technology that, would make them practical to install or operate,
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and thot the expense involved in the installation and 
operation

of such equipment is prohibitive. This, coupled with the testi-

mony of 11r. Jvrral Southall that scrubters are not necessary 
to

-avoid violations of existing State or Federal air quality regula-

tions by a two-unit, one-atack configuration convinces the Com-

miasion that sulphur scrubbing equipment is not feasible or de-

sirable for use at White Bluff at this time.

However, the Commission realizes that there is con-

siderable research currently being conducted in this field of

technology and that sulphur scrubbing may become feasible and

desirable at some time in the future. Furthermore, as there

exists the possibility that Federal regulatory agencies may

require the installation of scrubbers in the future, the Com-
mission concludes that the White Bluff plant must be designed
to allow for the future installation of scrubbers should this

Commission or some other appropriate authority order their
installation.

E. That Such Facility is not Inconsistent with Known Plans of
MIn-e-ET.FIC Systems :::ervinc she State vnicn Have Been 
Piled with the Commission.

The Commission takes administrative notice that no other
electric system serving Arkansas has filed any application incon-
sistent with the location of the plant herein considered or the
proposed transmission facilities.

F. That the Location of the Facility as Proposed Conforms to 
State, RerJohal and Local Laws.

As noted hereinabove, the proposed facility will conform
to all existing standards except the Arkansas 30-minute standard
for sulphur dioxide emissions, and the evidence demonstrates tnat
the 30-minute standard may be met by construction of no more than
a two-unit plant with a 1,000 foot stack and by operation of an
effective intermittent control system: '

CONCLUSIONS 

Based upon the above findings, the Commission reaches
the following conclusions with regard to the proposed project:

1. The Commission has jurisdiction of the subject matter and
the parties in this proceeding under the Utility Facility
Environmental Protection Act (Act 164 of 1973).

2. - There will be a need for at least two units of additional
generating facilities, with a gross capacity of 800 mega-
watts each, to meet AP&L customer demands for enemy by
1978.

3. Inasmuch as the construction of a nuclear facility is not
poeaible by 1978, coal is a feasible alternative to natural
gas or fuel oil as a boiler fuel for electric generating
plants due to its relative availability and comparative low
price.

4. The applicant has not shown that the proposed plant with the
presently ceatemplated confiauration of four generating units
with four 7';(1 foot stacks can meet the requiremente of the
Arkaaeaa Air Code and, therefore, a certificate allowing
the tonztruction of the plant, as proposed, is denied.

5. The Certificate for Construct Ion of the White Bluff plant is
granted upon the condition that the White Bluff plant be
limited to two 600 groas megawatt generating units served by
ono stack 1,000 feet high; that said plant be designed for

41a
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retrorittini: or sulphur Oxide scrubbers should future develop-
ments in the state of the art indicate the desirability of
their installaticn; and, that AP&L desicn, install, and operate

an Intermittent Control System adequate to insure compliance
with Section 8 of the Ar!:anzas Air Pollution Control Code.
The issuance of a certificate of environmental compatibility
and public need for said modified plant is further conditioned
upon the issuance 14 the Arkansas Department of Pollution Con-
trol and Ecology of air, water, and solid waste disposal per-
mits for said facility.

6. APLI. is directed to file reports with this Commission at inter-
vals of six months becinninc January 1. 1975, detailing the
progress made in the construction of the modified facility and
chances made in the Company's load growth forecast; and within
one hundred eichty (180) days from completion of construction,
the Company shall file with the Commission a report showing
the date the project was completed and the cost of construction.

IT IS, THEREFORE, ORDERED:

That Arkansas Power and Light Company be, and it is
hereby, granted a Certificate of Environmental Compatibility and
Public Need for the construction of a coal fired electric gener-
ating plant at the White Bluff site subject to all the modifications
and conditions hereinabove set out.

BY ORDER OF THE COMMISSION

This llth day of October, 1974.

Qtc://, 

Executive Secretary

' Pat.Moran, Chairman

Robert C. Downie, Commissioner

Jerry D. Jackson, Commissioner
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FIGURE VD EXHIBIT E

COAL SLURRY PIPELINE

TRANSPORTATION COSTS

Includes: Slurry Preparation
Water Supply
Dewatering

e
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THROUGHPUT — Million Tuna per Year
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EXHIBIT F

SENSITIVITY OF PIPFLINF ECONOMICS 
TO VARIATIONS IN THROUGHPUT 

Year of Contract

Typical
Customer
Requirement

Pipeline
Company
121:229all

1 3.060 5.0
2 6.120 8.0
3 10.625 12.0
4 10.625 12.0
5 10.625 12.0
6 10.085 12.0
7 9.545 12.0
8 8.750 12.0
9 8.750 12.0
10 8.750 12.0
11 8.390 10.0
12 8.030 10.0
13 7.500 10.0
14 7.500 10.0
15 7.500 10.0
16 7.140 10.0
17 6.780 10.0
18 6.250 10.0
19 6.250 10.0
20 6.250 10.0
21 5.890 10.0
22 5.530 10.0
23 5.000 10.0
24 5.000 10.0
25 5.000 10.0

.Total 184.945 259.0

Required Charge
To Achieve 20": $.2204/MM $.1704/MM
Return on Equity BTU BTU



593

..

STATEMENT OF
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AND CHIEF EXECUTIVE OFFICER
OF

THE CHESAPEAKE AND OHIO RAILWAY COMPANY
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my name is John W. Uanifin and my business address is

3600 Terminal Tower, Cleveland, Ohio. I am President and Chief

Executive Officer of The Chesapeake and Ohio Railway Company and

The Baltimore and Ohio Railroad Company, which together with the

Western Maryland Railway Company and the Chicago South Shore and

South Bend Railroad comprise Chessie System lines. The oppor-

tunity to appear before your Committee and express the views of

the Chessie System lines is greatly appreciated.

We consider S.1777 as very constructive and necessary

legislation. If enacted, S.I777 will greatly increase the pro-

duction and use of steam coal as a primary fuel source and go a

-long way toward ending this country's dependence upon foreign oil

supply sources. It has been projected that S.1777 and related

measures will almost double the use of coal in the United States

by 1985. For this reason, your Committee is justifiably concerned

as to whether sufficient coal will be available to satisfy the

sharply increased demand and whether the railroads are capable of

providing reliable transportation to move the coal from mine to

market. my testimony will be directed to these two questions.

Inasmuch as Chessie System lines comprise the largest coal hauling

railroad system in the nation, I believe my testimony will be rep-

resentative or typical of the situation existing on other major

coal hauling railroads.
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To begin with, there is at present a large reservoir of

unused productive capacity in origin mines producing steam coal

located on Chessie System lines. On June 5th, I checked with

our Coal Traffic Department, which advised that on The Chesapeake

and Ohio Railway Company alone 41 mines having a daily production

of 30,000 tons of low sulphur coal were not working due to lack

of orders. On the same day, C&O had 7,227 empty hopper cars on

line. For the period January through nay 1975, the unused pro-

ductive capacity of C&O origin mines aggregated 3.6 million tons

of less than one percent sulphur coal. The failure of these

mines to work was due entirely to lack of orders and not to

hopper car or power shortages on Chessie System. Except during

'unexpected crises, Chessie System has had the available cars and

power to handle the transportation requirements of its customers.

Idle capacity exists on all railroads not just C&O.

While I have no means of accurately canvassing the mines located

on other railroads, I believe C&O's figures can be multiplied

many times over. For instance, I know that there is a large idle

productive capacity in mines on B&O although no daily records are

maintained.

I have discussed unused productive capacity because I was

surprised to read recently the testimony of a senior official of

Virginia Electric & Power Company before the Federal Energy
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Administration dealing with the same issue of conversion from

oil to coal in utility plants. He claimed that his company

would not be able to obtain all of its coal requirements due

to lack of "availability of sufficient coal to meet increased

needs due to prohibition orders" and because "sufficient roll-

ing stock is not available for transporting all the coal that

will be required after conversion."

VEPCO was an important user of coal prior to its deci-

sion to utilize import oil as a primary fuel source. In 1968,

for example, VEPCO burned approximately 5 million tons of coal

which originated in nearby producing fields in the States of

Virginia and West Virginia served by C&O and the Norfolk and

Western. Last year, however, C&O handled only 804,000 tons of

coal for the plants in the VEPCO system still remaining on coal.

One plant which received 216,000 tons in 1974 has since gone to

EcAr- -C,11.1.P.r. 44 AP4 I 491-1W0,: yucW.s< 441,RIAY,X411,

terest. I believe their representative is misinformed over the

availability of coal and the reliability of rail transportation.

The 3.6 million tons of unused production now existing

on C&O alone that I have cited ouId more than covet • .

requirements through May 1975 of all VEPCO utility plant sues

presently burning foreign oil in lieu of coal. Moreover, the

delivered costs of coal are cheaper than oil. Chessie System
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maintains in the normal course of business a running record

contrasting the delivered price of steam coal from representa-

tive mines to eastern utility destinations with high and low

sulphur oil equivalents. Since 1970, the delivered cost of

C&O law sulphur coal to utility destinations in the East has

been lower than the price levels for law sulphur residual oil.

In 1973, low sulphur coal prices also dropped below high sul-

phur oil prices. A semi-annual comparison of the costs of

coal versus oil from June 1969 to date is set forth in Appen-

dix A to my statement. As of May 1975, for example, the

average delivered cost of low sulphur steam coal produced at

mines along C&O was 123.6 cents per million btu's contrasted

with 184.4 cents and 211.6 cents for high sulphur and low

sulphur oil, respectively. The comparison between low sulphur

coal and equivalent law sulphur oil costs is the most valid

•and- the most significant4, There .is spregd:of 88, cents. in.

cost 

'

cost per million btu's in favor of coal which translates into

substantial savings to the consumer if coal is used as the

fuel.

)i:draMatic ilIustration,Of. the-SaVing .ihherent- in the

use of coal versus oil as a primary fuel source is found in a

comparison of recent price increases of utility systems relying

upon coal as their fuel source versus those using oil.
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The American Electric Power Company system, which burns

coal and which serves West Virginia, Ohio, Indiana and several

other states, increased its charges in terms of cents per kilo-

watt hour from 1.18 cents in 1971 to 1.71 cents in 1974, an in-

crease of 44.9%.

In contrast, Consolidated Edison Company, which relies

upon oil, increased its charges from 3.39 cents per kilowatt

hour in 1971 to 6.42 cents per kilowatt hour in 1974, or 89.4%.

As another illustration, VEPCO, which relies primarily

upon import oil as a fuel source, could have saved $25 million in

1974 in fuel costs had it remained on contract coal instead of

oil. S.I777 therefore will benefit the country not only through

ending dependence upon foreign fuel sources but also in terms of

lower bills to the consumer of electricity.

It is my considered 1ud9;ment that one of the most important 

incentives to_end.depencience an foreign oilhx. obtaining utility. ..,

cooperation in the e::panded use of coal 'would be to amend the fuei 

escalation provisions in utility rate structures so that rates to 

the utility customer would be based upon the use of the cheapest 

t.O.rM -cf'fUri.1 

If S.1777 should4 be enacted, there is no doubt that an

ample coal supply can be available to meet the needs of the elec-

tric utility plants switching to coal as a primary fuel source.

•
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•

In the next five years, 57 new mines having a total pro-

ductive capacity or over 17.8 million tons of steam coal annually

are scheduled to open on Chessie System. This additional tonnage

will support the annual requirements of 14 new power plants of 500

MW capacity each. Based upon the average consumption per household,

a 500 MW plant is capable of supporting the residential requirements

of a population of about 1 million. Therefore, the total additional

annual productive capacity of the steam coal mines now scheduled to

begin operation on Chessie System in the next five years will fur-

nish the energy to generate enough power to support the residential

needs of approximately 14 million people.

Chessie has already prepared itself to handle the additional

demands upon its transportation system which will be generated by this

increased coal production. There is no doubt that our carbuilding

program and our roadway program can outpace the construction of new

coal mines. Our Raceland, Kentucky shops have the capacity to

construct 32 cars daily. Currently, we are building sixteen cars

per day so there is plenty of room for expansion. We estimate the

lead time to build or rebuild coal cars would be no more than six

months rather than the 18 months o,• two yqars 0.tepl by the Con.- .

gressional Research Committee if the necessary material is avail•-

able, a subject to which I shall address myself later.

There will be no constraints on increased coal use because

Chessie System is unable to keep pace with the demand. During
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1975-1976, we will obtain delivery of 16,000 new 100-ton coal

hopper cars at a cost of over $400 million. By 1980, we expect

to acquire a total of 35,000 new 100-ton hoppers at a projected

cost of over $1 billion. We have made these purchases in the

teeth of an inflationary spiral which has seen the cost of a

hopper car more than double from $13,000 four years ago to be-

tween $27,000 and $28,000 today. We are planning also additions

to our locomotive fleet and improvements in our track, right of

way and yards all designed to provide the service necessary to

handle these additional transportation needs. Let me stress

that we can do this job without federal funds. Unlike other

modes of transportation, we do not ask nor do we require federal

grants to improve our roadbed or to finance our equipment.

While we do not seek government subsidies, we do want

fair and even-handed treatment in the form of legislati)n which

will foster the expansion of the nation's coal car fleets.

House Bill 6360, The Energy Conservation and Conversion Act,

would permit rapid amortization for qualified railroad equipment

and rolling stock placed in service after December 31, 1974 and

before January 1, 1980. But additional incentives should be

made available by Congress through further amendments to the tax

law that would increase permanently the investment tax credit to

12% and eliminate the limitation on the use of such credit in

excess of 507 of tax liability.
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Another area of great importance would be new legislation

permitting the railroads to recover the frozen investment in their

track structure over a period of 50 years. Some $6 billion is

tied up in this asset at present. The railroads' track structure

comprises basically rail, ties, ballast, and labor and surfacing

costs, and is fast becoming obsolete; it will never accommodate

future demands of an efficient transportation system. We must

establish more direct routes to major industrial centers--much as

was done with the highway system with federal aid. New construc-

tion techniques will enable the railroads to do this; they will

be able to build a "super highway" rail system with less curves

and grades so that traffic will move more efficiently at less

cost provided they obtain the legislative relief I have cited.

Right now, railroads can only write off against income

their current replacement expenses or track retirements. In

view of technicalities raised by the Courts and the Internal

Revenue Service, railroads are not permitted obsolescence de-

ductions against income because of their method of accounting

for track. Other industries can provide for obsolescence in

their depreciation rate but there is no way to do this under

the accounting method used by the railroads and required by the

ICC. Thus, the only way to recover this frozen investment is

to wait until lines are retired and hope that there is income

available to absorb the write-offs. As in the case of the Penn

57-639 0 - 75 - pt. 2 - 19
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Central and other bankrupt railroads, the tax deductions up
on

abandonment of trackage do no good since there is no income

against which to write off the frozen investment in these a
ssets.

Not only are the bankrupt lines prevented from utilizing th
e

benefits of tax deductions but there are many marginal road
s

which are barred from these write offs. The rail industry is

now in the throes of serious economic difficulties. For the

first time in history the nation's railroads have recorded a

deficit in net railway operating income for the first quarter.

In the light of the inability of many lines to generate current

income, it would be better to recognize obsolescence on a cur-

rent basis and allow deductions when the railroads do have tam-

able income; this will permit them to invest the tax savings

currently in more modern facilities.

Through legislation of this nature the nation's rail-

roads will be able to construct and maintain with private

capital a new "super highway" of high speed rail lines serving

the major population centers of this country at a cost far less

than that invested in the present federal highway system.

An additional incentive which will, encourage the in-
-

creased deVelopment of this country's coal reserves is to promul-

gate uniform, permanent and realistic standards covering the

sulphur emissions from coal. I quite agree with your Congres-

sional Research Service that federal environmental regulati
ons
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have retarded the availability of investment capital necessary

for expanded mine capacity. A coal mine represents a long-term

investment of 20-25 years and it is estimated that a $30 million

investment is necessary to open a mine having an annual produc-

tion of one million tons. Capital of this magnitude cannot be

attracted by a policy which only permits variances from otherwise

applicable air quality control regulation for relatively short

periods of time or for indeterminate periods terminable at the

will of federal or state agencies.

With proper tax incentives and the adoption of a per-

manent and uniform policy on air quality control, there is no

doubt that this nation can rely upon the availability of coal

and an adequate transportation system to carry it to the con-

sumers for the foreseeable future. The abundance of this

country's coal reserves are well known. The territory served

by Chessie7,Sysa,4911ap-A4a97.bilp.on.tons of assured

recoverable reserves and an additional 9 billion tons of prob-

able reserves. By proper utilization of these great coal re-

sources, we can sharply reduce our dependence on foreign oil,

as well as create a host of new jobs for American workers. in

the mining and transportation. fields.'-:

In fact, the coal supplies of this nation are so plentiful

that I was disturbed that the suggested areas for testimony before

this committee should include such topics as the forced diversion
•
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of export coal to domestic use and the termination of foreign owner-

ship or control of American coal reserves. Almost all export coal

is of metallurgical quality. As your Congressional Research Com-

mittee has recognized, "this coal is relatively expensive, and is

unsuitable for many existing steam boilers because of its combustion

characteristics." In any event, the export market is important to

this country's economy. Export coal is the largest contributor to

the United States balance of payments. In 1974, for example,

sales of export coal, including transportation charges, amounted

to $2,420 million. The net U. S. balance of trade for the same

year was just $3,191 million.

Further, just as the domestic steel companies must rely

upon import ore for the steelmaking process, so.must Chessie

System rely upon the import of foreign steel products to maintain

and improve its transportation system. A year ago today, - testified

before the Senate Committee on Interior and Insular Affairs, dis-

cussing, among other things, the difficulties our company faced in

obtaining steel for the construction of hopper cars. At that time,

there were severe shortages in domestic steel supply and to obtain'

steel for our car construction program we requested the support and

coOperation of the major domestic steel producers in formulation

of some form of priority allocation. A copy of our request is

attached to my statement as Appendix B.

>

4sf
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While currently the shortage of domestid steel has eased,

I anticipate steel shortages will recur when there is an upturn

in demand, particularly in the automotive industry during the

latter part of this year. At that time, it may be necessary to

turn, as in the past, to foreign manufacturers for the supply of

badly needed steel. For example, Chessie System found it neces-

sary last year to place orders for 33,000 tons of Japanese rail

at premium prices for our track upgrading program. We were also

fortunate to obtain a quantity of Japanese rail crossings essen-

tial to our roadway program. From France we found it necessary

to order 3,800 tons of steel plate and 21,000 wheels. In the

case of both the Japanese and French purchases, we could not

have secured these materials from any domestic source.

We have recently concluded an agreement with another

Japanese steel producer to purchase 5,000 tons of steel plate

for delivery at our Raceland Shops in late 1975 or early 1976.

This purchase will eliminatetiie necessity of our Paceland Shops

having to fabricate sides for hopper cars out of four pieces of

steel. This purchase was necessitated by the domestic steel ,

producers'. refusal to supply us with this. type of ,steel plate.
• „

• As .general economic conditions pici up, and
if there is substantial rehabilitation of Penn Central's plant

and equipment, we can anticipate a recurrence of shortages in

rail, wheels, rail crossings and freight car castings. To meet
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those shortages, we must rely on overseas sources of supply.

International trade must be a two-way street. We cannot expect

to obtain the steel necessary for our transportation require-

ments unless our foreign business contacts are assured of the

coking coal necessary for the production of steel. For these

reasons, we are opposed to any measures restricting the export

of coal or foreign control of domestic coal reserves.

Chessie is opposed also to federal control of coal

prices. We feel that if S.1777 becomes law and other measures

are taken to encourage coal production there will be a tremen-

dous increase in the available supply of coal--an increase more

than sufficient to hold prices in line through the normal law

of supply and demand.

In the same vein are the suggestions that a government

agency be empowered to direct the mining and transportation of

coal. It is unrealistic to expect that a government order will

cure interruptions to or slowdowns in the mining or transporta-

tion process. If these interruptions are the result of labor

difficulty, there are existing statutes designed to alleviate

the problem. However, you cannot expect the government, even

with the aid of the Army, to mine coal or to run a railroad.

I can speak with some authority on this issue as I was born in

the West Virginia coal fields and I know for a fact that neither
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the National Guard nor the Army can run the railroads or the mines.

In summary, there is sufficient idle coal productive capa-

city now existing on mines served by the nation's railroads to

supply a large portion of the additional energy needs of the

Eastern utilities now on oil should S.1777 become law. There are

further additional reserves now in the process of development on

Chessie System and other lines which can be relied upon for a

substantial supply of energy for the years to come. And coal is

our prime source of fuel to reduce dependence on foreign oil. On

Tuesday, the press reported that the date when the experimental

breeder reactor becomes coumercially available has now been pushed

back to the 1990's, or the turn of the century. Coal, however, is

available for this nation's energy needs now. We and the other

coal hauling lines have begun already to make the additions to and

improvements in our transportation system necessary to handle the

.:44119e4q.0.. t9P.P4Ps! ,.tc),..enactment , pet: s 1.7,77...what. w,4

need are tax incentives to help us in obtaining the capital to

invest in new and improved plant and equipment, plus a priority,

if it becomes necessary in obtaining the steel and other materials

for. :construotionpf.n0 cars•,and:newrail, With these measures,

are confident that. the nation's railroads will be able to provide

adeqUate and efficient transportation service for their coal pro-

ducers and consumers.
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APPENDIX A
Page 2PRICE TB= OF NO COAL Vs #6 OIL (2.1% PA 1.0%s)

IN TiE EAST - JUNE, 1969 TIE3U MAY, 1975
(IN SIX MONTH INTEMALS) 

Date
f.o.b.
Mine

COAL

5/./MEItu
2.1%
Vbbl.

OIL

502.1Btu
1.0%
$/bbl . 0/1•21-Etu

Frt.
Rate

Total
Delid.
Cost

June 69 5.45 4.10 9.55 38.2 1.80 28.6 2.30 36.5

Dec. 69 6.00 4.35 10.35 41.4 1.98 31.4 2.48 39.3

June 70 9.00 4.55 13.55 54.2 2.45 38.9 3.05 48.4

Dec. 70 10.72 4.98 15.70 62.8 3.71 58.9 4.20 66.7

June 71 8.29 5.26 13.55 54.2 3.91 62.0 4.40 69.8

Dec. 71 7.04 5.26 12.30 49.2 3.21 50.9 4.15 65.9

June 72 7.04 5.26* 12.30 49.2 3.20 50.8 4.10 65.1

Dec. 72 7.29 5.46 12.75 51.0 3.20 50.8 4.10 65.1

June 73 8.59 5.46 14.05 56.2 3.47 55.1 4.64 73.7

Dec. 73 13.74 5.62 19.36 77.4 6.01 95.4 7.10 112.7

June 74 28.94 6.00 34.94 139.8 10.93 173.4 13.43 213.1

Dec. 74 36.24 6.82 43.06 172.2 11.33 179.8 13.41 212.9

May 75 23.60 7.30 30.90 123.6 11.62 184.4 13.33 211.6

*2.5% surcharge also applicable

All rates reflect those in effect let of applicable month.

Office of Coal Traffic Manager - Sales & Eng.
Richmond, Virginia - June 5, 1975
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Hsys T. ,Xrirkuss
Cha.re an 0,d C,t1E.ccut.,

May 15, 1974

This letter was addressed to:

Armco Steel Corporation, Bethlehem Steel

Corporation, Jones & Laughlin Steel

Corporation, National Steel Corporation,

Youngstown Sheet and Tube Company, Inland

Steel Company, Republic Steel Corporation

and United States Steel Corporation.

To All Major Steel Companies:

r Z43.1.1 Li, II

r>. ti.

"I

N. It fe.j if,".120 ror

TheTerrninal Tower Clevelsod,O. 44101

2 No.Chsrles St. &slur:tore, Md. 21201

The recent spate of stories in the press and i
n business publications

concerning the current tight steel situation 
portends difficult times

ahead for several years. It prompts me to write this letter to you con-

cerning the very adverse effect this situation
 is having on the Kailroad

Industry's efforts to obtain much needed addit
ional rolling stock. •

In particular on the Chessie System, we have 
been quite concerned about

our ability to meet the increased demands f
or coal in the energy and steel

industries which have been placed upon us by r
ecent events and which will

be with us for some time. We are attempting to support oun'concerns with

substantive actions which we believe are absol
utely necessary to improve

the nation's available energy. I think that some of these actions will be

of interest to you.

Last fall the Chessie System Board of Director
s authorized construction of

2,000 100-ton hopper cars for delivery as s
oon as possible. This past weak,

our Board authorized the construction of 
an additional 5,000 100-ton hopper

cars for handling coal, coke and ore traf
fic, again, for delivery as soon

as possible. We are now making plans for these program
s to be followed by

construction of at least an additional 3,000 c
ars, a portion of which will

probably be gondola cars for handling steel pr
oducts. These new car con-

struction programs are being accompanied by
 car repair programs which will

maintain our existing coal car and'gbndola•
fleets at the lowest possible

levels of bad order.

In order to provide adequate power for 
these fleet additions, the past week

our Board also authorized acquisition o
f 72 loccmotive units for delivery

in late 1974 and early 1975. Further locomotive acquisitions 'are under study

•for later in 1975 and in 1976. All of this represents for us a capital in-

vestment of well over $200 million.

These•aCtiOnS have been taken rapidly at '
demanded by the rapid changes which

have taken place within the energy and 
steel industries over the past. year.

Ironically, last year at this time on the C
hessie System alone, we had ap-

proximately 20,000 idle coal hopper car
s because oE ecology restrictions on

the use of coal and the overall 
low level of production within the steel

industry. These cars were stored at numerous poin
ts throughout our System,

The Chesapeake and Ohio Railway Company — The Baltimore and Ohio Railroad Company

4t
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loaned to other roads, and even used in grain service. What a narkedcontrast this past year has brought.

Today we have no idle cars and shortages are mounting daily. The fleetadditions we have authorized are needed now. But despite the fact thatwe have been trying to obtain them since last fall, the first cars willnot be produced until January 1975 at the earliest. This is due entirelyto delayed deliveries of steel and castings. Our car building shop has
the capability to produce 32 cars per day. Yet, it will stand idle forTrost of the second half of 1974 because of our inability to get suffi—.
cleat material. Even when we begin car construction in 1975, productionwill be limited by material availability to only 16 cars per day or 5076of our shop capacity.

Adding to our concerns is the general uncertainty as to whether we willbe able to obtain enough steel to even maintain a 50Z production rate.The normal steel industry practice of not opening order books more thanone quarter in advance of production, makes it virtually impossible forus to schedule any kind of construction program with any degree of con—fidence. I think the unusual nature of our current national situation
calls for a reexamination of this practice.

Our particular case is doubly difficult. We understand that steel is
being informally allocated by the major producers on the basis of a cus—
tomer's 1972 and 1973 purchases. Those are just the years when we hada continual surplus of coal hopper cars, our car building facilitic;
stood idle, and our steel purchases were very low. The dual obstacles
of low allocation levels and little advance commitment are most as:iuredryaffecting the supply of coal hopper and gondola cars available to meetyour critical needs.

The Chessie System stands ready, willing and able to make the investments
necessary to improve the current situation. But we must have the support
and cooperation of the nation's major steel producers. This support must
include some form of priority allocation for freight car construction in
genera).., sad .hoPper-::arld.gon40),4.oara',in,partioulas. !Jt-tivilatsAlso
a change in the current practice of making only short term material com-
mitments. We would like to think that your steel company will demonstrate
leadership in providing this support.

:Sincerely,

13/,flay
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HEARINGS ON GREATER COAL UTILIZATI
ON

BY THE

CCIMMITTEE ON PUBLIC WORKS

IN CONJU"-,TION WITH THE

NATIONAL FUELS AM) ENERGY POLICY STU
DY

UNI 111) STATES SENATE

STATEMENT OF LOUIS U. MENK

CHAIRMAN AND CHIEF EXECUTIVE OFFIC
ER

BURLINGTON NORTHERN INC.

ST. PAUL, MINNESOTA

June 11, 1975
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I. INTRODUCTION 

My name is Louis W. Menk and I am Chairman of the Board

and Chief Executive Officer of Burlington Northern Inc.

My business address is 176 East Fifth Street, St. Paul,

Minnesota.

I welcome this opportunity to assist with answers

to the committee's questions on rail transportation of

coal. My company is in a unique position to be helpful

in that Burlington Northern is the principal rail carrier

serving the massive coal deposits in northeastern Wyoming

and southeastern Montana known as the Fort Union formation.

Our system map is appended as Exhibit A from which yo-1

will note that four major routes radiate from the coal

fields.

We, of course, have carefully studied the prospects

for western coal production so far as they may be foreseen. .

The work we have done is thus complementary of that which

this committee has undertaken in conjunction with the

Senate National Fuels and Energy Policy Study. As a

general observation, I think that your inquiries are highly

pertinent and that the objective of doubling coal produc-

tion by 1985 is not only desirable; it is also realistic

and attainable.
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II BURLINGTON NORTHERN'S ROLE IN THE 
TRANSPORTATION OF

WESTERN COAL; THE COST OF ADEQUATE EX
PANSfON OF

TRANSPORTATION 

Since.indications are that a very large 
part of

the anticipated new coal production w
ill come from the

West - vastly more than double current 
production in

that area - let me turn to the manner i
n which Burlington

Northern has planned for and will perfo
rm the transport-

ation task necessary to place coal in uti
lity boilers

at or near points of electric consumption.

At the outset, let me make the point that
, contrary

to the popular impression created by certai
n railroad •

bankruptcies and the spectacle of broken down 
cars and

under-maintained trackage, rail technology has reached

an advanced stage, particularly in the handling 
of large

volumes of bulk commodities. That technology is being

actively employed. In the west we routinely operate with

trains handling 11,000 net tons in continuous cycle ov
er

1000 or more route miles without even stopping for l
oading

and unlOading.. With but a 5-day turn around we attain

maximum utility from the equipment and keep our operating

costs and freight rates at a minimum over distances heretofore.

out of the question. These are truly Spectacular operations,

and their energy efficiency is remarkable. The actual

energy cost for both the loaded and empty return is but

250 btu's per ton mile. I wish it were possible for the

Committee to view one of these trains. The sight would, I

am sure, dispel any doubts about the adequacy of rail

technology.
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It is, of course, one thing to run a few such trains

but quite another to do the whole transportation job on

the massive, scale which your investigation contemplates.

This is another way of stating the first element of your

question 21, to which I address myself, namely, "What

are the specific problems that face expansion and operation

of the railroads to accomodate a national policy to foster

coal substitution."

As this committee knows, there have been a good

many projections and estimates of future coal. production,

not all of which hold water. As a matter of fact, we

found most of the published material far too broad-brush

to enable us to plan our future rail operations and track

and equipment needs. Therefore, we isolated and identified

actual coal production which had a potential for move-

ment over our lines. This included all the mines in the

Fort Union Formation in Montana and Wyoming, and thus

most of the economically mineable deposits of low sulfur

sub-bituminous Western coal. This exhaustive review was

carried out in cooperation with the mining companies and

electric utilities whose.facilities will, be serviced by.
our lines. On a mine-by-mine basis we thus arrived at,

• our estimates on the basis of proven individual -reserves,
existing production contracts, executed contracts for

future delivery, proposals for future deliveries and

estimates of the total long-term production permitted

by the geology of the region and of each mine. In short,
we learned with accuracy how much coal will be mined in



616

our territory, where and when
 it will be mined and where

it will be shipped and consumed
.

On the basis of this extensive 
information we de-

veloped plans for the incrementa
l expansion and improvement -

of our fixed plant and for acqui
sition and use of new,

• equipment. These steps will be timed to meet 
new require- -

ments as they arise without prem
aturely commiting us

T to capital expenditures. This planning process was

very complex and it remains flexib
le to meet contin-

gencies'. It was facilitated by the relative
ly long lead

. times which are required to open 
mines and build generating

stations. The improvements we will make in ou
r own plant

and equipment will permit us to inc
rease our western unit

train coal traffic from 16 million 
tons in 1974 to 90

million tons of production foreseen
 for 1977 and to the

140-150 million tons which will be 
required by 1980.

• We do not try to project 1985 produ
ction precisely for

two reasons: First, a ten-year forecast is too l
ong to

permit us to develop the precise mine-b
y-mine figures

we need for rail operating plans, alth
ough as a target.

we are estimating 225 million tons by 19
85. Second,

• •bgrring contingencies later 'described
, *our fixed plant:

should be sufficiently developed and o
ur earnings will

have improved by 1980 to the point wh
ere any needed addi-

tional capacity can be developed with
 relative ease.

As indicated, the coal will move from 
the mines

via no less than four of our princi
pal routes, two of
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which will be connected by a new line in Wyoming 116

miles in length.* We have prepared, and as needed, can

adjust computer simulations of increases in train move-

ments based on both expected increases in coal production

and the routes which new production will follow. This

has enabled us to develop optimum arrangements for the

placement of new rail, ties, ballast, sidings, improved

signalling and, as needed, double track. New and improved

facilities for the maintenance and repair of Cars and

locomotives will also be necessary.

second element of your question 21,

necessary expansion of capacity.

Our new investment in fixed properties alone will

be $440 million by 1980 (in 1974 dollars) without taking

into account the prospect that, when volume finally war-

rants our doing so, we may electrify important segments

of our line. If that time comes we will achieve an im-

portant cost break through. In short, we know we can

do the job, and I emphasize that we will do it. I want

to say in addition, that nobody can now reasonably fore-

see the precise transportation requirements for western

coal after 1980 because nobody really knows the national

needs for steam generation of electric power thereafter.

Thus I come to the

the cost of the

*A portion of the line will be operated jointly by our
company and the Chicago and North Western.
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However, as suggested above, if western coal is then

still the subject of large and increasing demand, as

seems likely, there remains much room for and plenty of

time for any needed further expansion of railroad capacity.

Basic operational capacity is indeed no obstacle, for one

double track main line, properly signalled could easily

handle the entire 1985 Fort Union production. Yet

financing this development will not be easy -- especially,

as I will point out, if slurry lines are constructed or

even seriously proposed in our territory.

As to the cost of meeting railroad equipment require-

ments for coal mined in our territory, our requirements by

1980 will be as follows:

902 locomotives 361,000,000

3,250 cars 84,600,000

211 cabooses 26,000,000

$ 454,584,000

.• - -
Rolling stock acquisition S will b'e'finariced-by'

various methods. Some will be purchased outright

by means of the conventional equipment trust method.

Other cars and locomotives will be leased and in most

cases cars will be purchased by the electric Utilities

which intend using them; thus our relatively small car

acquisition program. This offers advantages to both

the utilities and to the railroad. On the one hand, the

utility company will have a dedicated fleet of equipment
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always available to it and to no one else and we will

be spared the necessity of raising the necessary capital

in what promises to be a money market which will be

difficult for years to come. Be that as it may, if funds

. are available I am assured that the equipment manufacturers

will have no substantial difficulties in meeting our needs

during the lengthy lead time available.

My mention of capital needs prompts me to make men-

tion of the capital crisis which the nation faces. H.

Virgil Sherrill, Chairman of the Securities Industry

.Association recently described the problem as follows:

" * * * unless government, the securities industry
and the larger business community join in a concerted
effort to confront the growing capital crisis, the
U.S. formation mechanism, which is already in a
weakened and uncertain state, may be permanently
crippled. Should this grim prospect come to pass
there appears to be no way under the American capital-
istic system for the private sector to provide the
goods, services and jobs that America will require
in future years."

I share Mr. Sherrill's concern; the answer to your question

about the railroads' financial resources must start with

.appraialo,f,,the..money 7 markgtsenexally,.--

roads like my own cannot raise capital if an adequate supply

is, not available. However, this is not a subject with

which I can deal in the limited time available, and fer

• present purposes I will. assume that capital will be

available to industry on terms roughly the same at those

we see today.
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III. BURLINGTON NORTHERN'S PLANS TO FINANCE EXPANSIO
N

BY WHICH TO MEET COAL TRANSPORT NEEDS; THE 
FINANCING

HAZARD REPRESENTED BY SLURRY LINE PROPOSALS 

As you may know, there is a continuing cont
roversy

over the proposal of some that coal slurry pipe
lines

be granted the powers of eminent domain so as to 
assure

their construction. This is neither the time nor place

for us to deal with that subject except as it affects

the railroad's ability to finance improvements in the

rail system necessary to perform the coal transportation

job foreseen by this committee. However, you have invited

comment (Question 22) from others on problems facing

the expansion and operation of slurry lines. Thus, I

refer you to the testimony I expect to submit to the

House Committee on Interior and Consumer Affairs sometime

within the next- few weeks and, by your leave,I will

file copies with this committee. In addition you will

wish to examine a study and separate appendices just

released by the National Science Foundation, entitled

: • The; Fut1.14:Q1... -0141-Tegt141019g#41„:.Anall.-

of Initiatives and Innovations to Insure Fuel Supply

Independence. The entire paper will be of great interest

to the committee but of immediate concern is its treatment

. of coal transporte:tion,..vhich.appears.at Section

. The study is necessarily very, complex and there are--sothe •

aspects o. it with Which we might takes issue. I never-... .

theless do not hesitate to commend to the committee the

conclusion which is stated at page IV-24 and 25.
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"This comparison shows that, except for building

an entirely new railroad, slurry pipelines cannot
compete in cost of shipment even with the most
complete upgrading of the railroad. The rail
advantage is even greater if one considers that
the railroad may carry other, non-coal shipments
while the slurry pipeline is a one-material shipper.
The use of complementary pneumatic pipelines in
conjunction with the rail would further improve
the economics of the railroad."

The fact remains that there is a determined effort by

powerful legislative forces' to secure the adoption of

bills authorizing slurry pipelines to exercise powers

of eminent domain. The pipeline lines proposed would

be of a very great capacity - 25 million tons of coal

per year. If even one such pipeline is constructed it

will mean that precisely that amount of business will

thereafter be monopolized by it to the exclusion of any

participation by the railroads. This very large amount

of traffic is almost impossible to comprehend, but to

give some idea of what it means in terms of today's

average coal rates, 25 million tons would produce gross

:J:qvepupr:purlingtca \lorthpgp..9“50 m414o4t-;.This,

is one-third more than we earned last year from all our

western coal business. The ultimate question then is,

how would the loss of 25 'million tons (or some multiple

thereof) affect .Burlington Northern and its. ability to

finance improvements necessary to serve all coal shippers.

This is .4 complex story which L can but outline

here, but it deeply concerns your question about the
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railroads available financial resources. Ultimately

it involves our profitability and the effect it 
will

have on our ability to finance road and equipment

improvements of about$1 billion. In appraising this

problem, it should be understood that up to this time

our coal operations have not required any major changes

or improvements in track and related structures. how-

ever in order to realize latent capacity we are reaching

the point where substantial ballasting and rail replace-

ment work must be carried out on one route in particular,

These costs represent the first increment in our long-

range financing and improvement plan. We will have to

sell a new large bond issue or issues to raise the neces-

sary funds. The next financings will be accomplished

by reliance on our line of credit, but shortly 'thereafter,

probably about the time construction begins on the first

pipeline - if it is built - we will have to make larger

investments to increase the capacity of other segments

of our lines to meet the req#ements of the ,heavy .ppera-

tions which will then face us. This is a step we will

have to take regardless of the construction of slurry

lines. -Whether 'there will be an appropriate .return on

these interrelated investments depends heavily on our
. ••.. . . • • • . • • ..

ability to realize anticipated 'economies of scale. ,that,

in turn, depends on whether our volume of traffic in-

creases as predicted.

Both the need to protect our position of the loan

negotiations and the uncertainty as to the amount involved
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precludes me from any detailed discussion of our plans

for future financing, but it is abundantly clear that:

(1) internally generated sources of funds alone will

not meet our needs; (2) equity funding, perhaps through

a preferred stock issue, is a strong possibility if

marketing conditions allow and if, when the issues are

Offered for sale, the investing public believes our

earnings will hold up and improve; and (3) very large

direct borrowings from the financial community may be

necessary until the new facilities are in place and

producing the earnings we anticipate. If we are to sell

bonds, the investors will have to be satisfied that our

operations will be sufficiently profitable to service

the additional debt. This we can do on the basis of

present prospects and possibly it can be done if the

eminent domain bill passes. But I ask you to put yourself

in our place and then try to visualize how you would

raise as much as $440 million for fixed properties and

forequipment,with.:ghe threatofuen .

one slurry line hanging over your head. Mind you, we are

going to have to have all of the $440 million for fixed

properties and most of 'the equipment money to meet - basic-

coal needs- to perform our utility function. But if the• • . • • :.• • :• —• ••• .•. . • .• ••:,,.,•., • .••• . ,

"cream-skimming" of the pipelines causes our anticipated

volume of the best business to drop by anything. like 25

million tons, the profitability of the entire service is

going to be regarded by many in the financial community as

problematical. Consider too that the borrowings of which

speak are going to have to be accomplished at times when,
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unless all signs fails, there will be hi
gh interest rates

and heated competition for available 
funds. or that matter,

some of that competition for money may come 
from pipeline

companies whose very heavy capital needs will
 be concentrated

at construction time.

Thus, I urge that when you file your report y
ou deal not

only with the energy consideration and the ec
onomics involved

for each mode; I suggest as strongly as I can that 
you ought

also to give careful thought to the basic transp
ortation issues

which are involved. Railroads carry anything anywhere for any-

body. They are indeed true common carriers and it is also the

railroads which must meet the diverse coal delivery needs 
of

electric utilities which usually are widely scattered.

Pipelines, whether called common carriers or not, are in fact

specialty haulers which serve a single large specialized market

for coal. Not only are they thus likely to be the indirect

cause of atmospheric pollution caused by a concentration of '

generating plants; they will.also prejudice the ability of .

the railroads to provide true common carrier service. Similarly,

they will prejudice the economic interests of most•electric

consumers and the electric utilities which are not so fortunate

as to be situated on a coal slurry line. It is they who will

have to pay the higher 'rail rates which will result.
. . . . ••••• •..

Accordingly, I urge that you make no recommendations which

would further the ambitions of the pipeline builders- at the

expense of a sound coal conversion policy - one which must

essentially depend on rail transportation.



•

625

IV. INCENTIVES TO FOSTER EXPANSION OF THE UNITED STATES
COAL TRANSPORTATION SYSTEM AND OF RAILROADS IN
PARTICULAR 

Expansion of railroad capacity could be encouraged

by a number of means, including tax incentives such as reduced

amortization schedules, additional investment credits and SD

on. However, tax provisions of this character are sometimes

unproductive in that many railroads, including my own, are not

always in a position to take advantage of them. More helpful by

far would be statutory authorization of a freight rate structure

which would provide reasonable assurance that the anticipated

large movements of coal traffic would actually materialize by

providing shippers with incentives for initiating and continuing

rail use for substantial, predetermined periods. This would not

only give the railroads sound justification for gearing up their

operations for the massive coal movements necessary to meet

national goals; it would also assure the financial community that

the carriers could amortize their investment in the needed new

facilities and repay their borrowings and interest liabilities;

,4Prce .gi.,:aanpj,ng..c.g,,,xw!4,.,q.N).4.C4Y..,.v!914.1,4,,12P . q.A4.1'.1:..

• 

.,,

This objective can be accomplished in a variety of ways.

The Canadian "contract rate" concept is one example and it has

received the endatsement of a Study prepared for the Federal

Railroad Administration and the Department of Transportation.
•. . •. . •

(Report. No. F.R.A.- OE 7 73 !- 2) by Eanks and Associates.

It is a complex document but it describes in some detailthe

advantage of the contract rate concept in dealing with transport

problems such as that embodied by the need to expand coal

transport capacity. It concludes its treatment of this subject
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at page 234 as follows:

"In all of the cases in which contract rates have
been denied, the National Transportation Policy
is the legal impediment. Before any new kinds of
contracts could be approved, absent a complete turn-
about by the Commission, special statutory provi-
sions would be required. This could be accomplished
without endangering the Policy in other respects,
simply by a legislative declaration establishing
a policy that compensatory contract rates and agree-
ments do not constitute an unfair or destructive
competitive practice within the meaning of the

National Transportation Policy. Such policy mould
leave contract rates subject to all other provisions
of the Act."

I commend this subject to the Committee as the best,

least costly means of assuring that all railroads will be

able to meet the financial problems entailed in getting

ready to double or treble coal production.

V. CONCLUSION

I respectfully suggest that your task does not simply

entail a development of ways and means of transporting coal.

by any and all modes; rather it inescapably involves profound

questions of transport and social policy which transcend

en.PrgYs5sPe..assured,

threat of slurry line development the railroads can indeed

do the coal transportation job. Surely if Burlington

Northern Can increase its western tonnage from a Merely

16 mil4on_tons in. 1974 11.0:7150. million tons in, 1980. .and

to.225 million tons in 1985.,; the rest of the nation's. rail-

roads can use the same technology to manage their much

smaller share of the national goal of doubling production.

Louis W. Menk
Chairman and Chief Executive Officer
Burlington Northern Inc.

June 11, 1975
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SUPPLEMENTAL STATEMENT BY

BURLINGTON NORTHERN INC.

ON COAL SLURRY PIPELINES 

This presentation is in response to the request made on June 
11,

1975, by Chairman Randolph of L. W. Monk, Chairman and C
hief

Executive Officer of this company under the circumstances and

subject to the limitations described by Mr. Menk's letter of June

25, 1975, to Mr. Stephen. Ailes, President and Chief Executive

Officer of the Association of American Eailroads, copy attached.

Specifically, this statement deals with the fact that when coal

slurry pipelines must be shut down so as to deal with the occa-

sional emergency situation, provision must be made to cope with

the physical fact that the powdered coal (ground to 200 mesh) will

settle out of the water in which it is suspended within about

36 hours. It sets forth what we have been able to develop about

both the Black Mesa and the 38"* line proposed by Energy Trans-

portation Systems, Inc.

It should be understood that our engineering information covering

these facilities which are owned or planned by other companies

is necessarily somewhat fragmentary and to an important e=ent
is based on projections developed from testimony presented to
state legislative committees by ETSI representatives. The Com-
mittee may therefore wish to direct specific questions to the
pipeline firms. If it does so, we would lie an opnortunitv to
comment on their responses. It is nevertheless clear that both
lines are engineered in such fashion as to permit the emptying of
each into settling basins or dump ponds in the even= of line
failure. Enclosed are four photographs showing the effect of
just such a shutdown of the Black Mesa line. You will observe of
course that even this relatively small line nroduced an appallingly
large mass of powdered coal and water which had to be disposed of
by one means or another. As to this noint, we understand that the
water component of the slurry either evaporates into the air or
percolates into the groundwater. The coal dust itself is trucked
away to whatever market may exist for it at, of course, very large
expense.

We are not sure of the dimensions of the Black Mesa settling
basins but on the basis of our information that the 13ne.is
18- in diameter and that the pumping stations are approximately
68 miles apart, there would be four line segments each of which

* The representative of Brown & Root testified that this line
may be as large as 48".
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would hold approximately 9457 tons of coal plus an equivalent
volume of water totaling 404,000 cubic feet of slurry. We are
told that the principal settling basins must have a capacity
adequate to handle the contents of the line for three stations
upstream because by-pass arrangements are constructed to minimize
the need to stop pumping if but a single station fails. This then
means that the third of the Black Mesa settling basins must have
a capacity of approximately 1,200,000 cubic feet. *Stated in terms
of the playing surface of a football field, such a slurry basin
if 10 feet deep would be approximately the size of 2-1/2 football
fields. This estimate seems to be small in comparison to the
size of the dump ponds shown in the photos.* You should also be
aware that in order to empty a slurry line of the Black Mesa size,
it is usually necessary to have a reservoir of water at each pumping
station to force the slurry downstream in the event of emergency.
Each such reservoir must contain enough water to flush two down-
stream line segments. This calls for the immediate availability
of approximately 800,000 cubic feet of water.

Turning to the proposed ETSI line between Wyoming and Arkansas,
we have to deal with the fact that the plans are said to call
for a line of not less than 38" diameter with pumning stations
based approximately 100 miles apart. It is our estimate that
each of the ETSI dump ponds will necessarily be no less than
3,660,000 cubic feet. Stated in terms used before, the dump ponds
will be the equivalent of seven football fields 10' deep. " Each
pumping station, except of course the last one, will also be re-
quired to maintain a supply of flushing water. It will be approx-
imately 2-1/2 million cubic feet of 1c,700,00n gallons. As you
appreciate, both these slurry lines will run through or are planned
for territory which is dry and very cold and it will be extreTncly
difficult to maintain any major reserve sunplies of water at the
surface. The pumping of underground water at the needed volume and
speed offers problems which may be insoluble. In addition, we respect-
fully call your attention to the fact that in arid, windy country .
slurry ponds will dry out very quickly. It must be expected that
large volumes of fine coal dust will therefore be blown about the
territory. To prevent this the ponds could, in theory, be
enclosed in buildings but we know of no such plans. Moreover, a

*

If the line were operated at theoretical capacity the pond
would be 1,900,000 cubic feet.

Operated at full theoretical capacity, 300 miles of the ETSI
line would contain 12,400,000 cubic feet of slurry and thus
would require a dump pond the equivalent of 26 football fields
filled to a depth of 10'.
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hazard of dust explosion would then exist. For that matter,

spontaneous combustion of these western coals is always 
a

problem, although it can be controlled.

Finally, we suggest that the Committee ought to give 
serious

consideration to the safety elements involved in Pipeline

construction and operation. The Denartment of Transportation

has found it necessary to regulate pipeline safety with 
great

stringency, refer you in particular to the regulations

which appear at 49 C.F.R., Parts 191-195, and point out the

obvious fact that coal slurry pipelines present quite differ-

ent elements of hazard than do either Petroleum pipelines or

gas pipelines. Specifically, slurry pipelines must use a

piston type pump and if any rupture occurs the operators may

feel compelled to continua high pressure pumping operations

(in excess of 9005 per square inch) as being necessary to

prevent blockage of the line above the break until it can be

flushed with water. Thus, many millions of gallons of slurry

may have to be forced out at the break point. That ruptures

in large Pipelines are decidedly possible is demonstrated

by Report o. NTS3-PAR-75-1 released June 3, 1975, which

concerns the failure of a 30" natural as transmission line

beneath State Route 124 about 50 miles south of 'onrce,
Louisiana. The Doard determined that the causs of the :.larch 2,

1974, accident was the 'failure of a substandard girth weld

due to repeated Soil stresses.- The reoort serves to emphasize
the need for full consideration of all safe:'.' elements in
pipeline construction and operation. We suggest that the very
difficult stream crossing problems faced by slurry lines deserve

your particular inquiry.

While it is not our purpose to overstate the hazards, of slurry
lines, it is clear that pipeline construction, maintenance and
operations of this kind all involve highly technical Problems
which entail major safety hazards. Presumably, the,/ can be
overcome or at least minimized but we emphasize that slurry
linee are no panacea for the national coal transportation needs
despite the enthusiasm with which they have been touted by some
prospective building contractors. On the other hand, the rail-
roads are a proven, reliable system which takes advantage of
advanced technologies. Even now they demonstrably have ample
capacity to do the job which concerns your Committee. Still
greater capacity can be developed at relatively modest costs
in capital and resources, to the benefit of the entire shipping
public.
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•

Thank you for having given us an opportunity for further

comment.

,Respectfully submitted,

BURLINGTON NORTHERN INC.
St. Paul, Minnesota

June 25, 1975
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STATEMENT OF UNION PACIFIC RAILROAD COMPANY

Presented to Senate Public Works and

National Fuels and Energy Policy Study

S. 1777 - National Petroleum and Natural Gas Conservation

and Coal Substitution Act, June 11, 1975

Union Pacific Railroad serves the heartland of the

American West with a modern, efficient 9500 mile transportation

system. This strategically located railroad extends westward

from Council Bluffs, Iowa and Kansas City, Missouri to the west

coast cities of Seattle, Washington, Portland, Oregon and

Los Angeles, California.

A double track mainline extenls frcm Council Bluffs, ":cnda

• through the Plains of Nebraska and across the rich coal fields

of Southern Wyoming to Ogden, Utah. Much of this double track

is also operated under centralized traffic control (CTC) as is

the balance of the single track mainline.

The physical condition of the Union Pacific is maintained

to the highest standards wthin the industry with over $1.5 billion

having been spent on equipment and facilities during the past

decade.

The total tonnage of all commodities handled by Union

Pacific has increased by 20% from 74.0 million tons in 1970 to

68.6 million tons in 1974 with coal comprising 8% of the tonnage

handled in 1970 and 14% in 1974. No difficulties were experienced

in handling this rather substantial increase in tonnage and no

4
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difficulty is anticipated in handling future demands. It is

projected that coal tonnage will increase an additional 125%

by 1979 to 28 million tons. While Union Pacific has existing

capacity to handle 10 times the 1974 coal tonnage of 12.6 million

tons it is prepared to expand capacity as needed for the

anticipated growth in coal traffic as well as other additional

tonnages.

Union Pacific is working in conjunction with the coal

industry to plan for new capacity when needed.. While lead time

is required by the coal industry to develop and open a new coal

mine, this time will also permit the railroad ample time to plan

and construct additional capacity.

Nevertheless, Union Pacific is presently taking several

affirmative steps to augment capacity in anticipation of fore-

casted tonnage growth:

First, $3.6 million is being expended in 1975 to extend

the CTC system over additional stretches of the double track

mainline in Southern Wyoming. The CTC system permits the

operation of trains in either direction on both mainlines through

the heart of the coal originating territory. This additional

flexibility will increase track capacity by 50%.

Second, Union Pacific has undertaken the construction

of a third mainline through a portion of Wyoming. This

57-639 0 - 75 - pt. 2 - 20
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additional track will permit slower high tonnage trains to

proceed at safe speeds over the Rocky Mountains without inter-

ferring with higher speed movements.

Third, it is spending $6 million to lower the floor of

a major tunnel west of Evanston, Wyoming, to increase capacity

on its system lines West.

Fourth, it is considering undertaking a long-term

company shop construction program of open-top hopper cars to

augment the more than 4500 carrier-owned card presently devoted

to the handling of coal traffic. In addition, 500 shipper-owned

open-top cars are presently being handled by Union Pacific.

Fifth, a major track construction and upgrading program

between North Platte, Nebraska and Kansas City, Kansas is to

be completed during 1975 at a cost of more than $14 million.

This three-year project was undertaken by Union Pacific in

anticipation of future tonnage growth as well as to permit more

efficient operations.

In summary, Union Pacific has what is known as a "first

class" railroad strategically located and maintained to the

highest levels to handle all existing as well as projected

traffic levels. In addition, Union Pacific is prepared to make

necessary investments as required to handle future coal traffic

growth.
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Koppers Company, Inc., Pittsburgh, Pa. 15219
Telephone 412-391-3300

KOPPERS

July 14, 1975

The Honorable Henry M. Jackson
Chairman
Senate Committee on Interior and Insular Affairs
Room 3106
Dirksen Senate Office Building
Washington, D. C. 20510

I very much regret that a prior important engagement precludes my appearing
in person to testify on S.740 as revised.

I am availing myself herewith, however, of the opportunity to submit the
testimony which I would give if I could be present and I, of course, will be
pleased to provide responses to any questions which you or the committee may
wish to put to me.

Your hearings are of utmost importance to our continued viability as an
independent industrial nation. I am sure that I reflect the attitude of other
industrialists, many of whom want to move on energy substitutes, when I tell
you that our disgraceful national drift on energy policy is a matter of frustration
and alarm to most of our nation's industrial and commercial community. If it is
not checked soon, the impact on our economy can be much greater than we care
to contemplate. And the impact on jobs can dwarf the unemployment of the
present and recent past.

We at Koppers have done all we can to point out that coal gasification, which
at best could be a very small part of our business, is a neglected, important
response to America's energy needs. The technology for the medium Btu gas
which industry needs is here today. It is available now and, in fact, is being
used commercially in many countries in Europe, the Middle East, Africa and
Asia. The only reason the United States has not used it in the past is that until
now, to use an apt colloquialism, we have had cheap natural gas to burn.

That is no longer the case. We now face a serious shortage of natural gas for
industry this winter and in the future.
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KOPPERS

July 14, 1975
The Honorable Henry M. Jackson

Page 2.

This confronts us with an emergency calling for heroic and imaginative

national policy. It calls for an appreciation of the importance of enlisting all

available technology to provide substitute fuel for industry. And it calls for

government programs to make the substitution without exposing to unacceptable

economic risks those who would contribute to energy solutions by availing

themselves of proven technology not presently used in the United States.

I am pleased to suggest in the attached testimony some of the elements of

government support needed to make coal gasification a reality in this country.

And we sincerely hope that the committee's interest can be translated into

necessary, effective legislation and national policy at the earliest possible

time.

Sincerely,

• I

//

I '
Fletcher L. By
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TESTIMONY OF
FLETCHER L. BYROM, CHAIRMAN OF THE BOARD
OF KOPPERS COMPANY, INC., PITTSBURGH, PA.

July 14, 1975

before the

SENATE COMMITTEE ON INTERIOR AND INSULAR AFFAIRS

My name is Fletcher L. Byrom. I am Chairman of the

Board of Koppers Company, Inc., with principal offices in Pittsburgh,

Pennsylvania. I appreciate the opportunity to testify on S.740 and

shall direct my remarks to Committee Print No. 1 as we see its

application to coal gasification, with which Koppers is directly

involved.

The bill, which if enacted would become the National

Energy Mobilization Act of 1975, could well become the vehicle to

successfully address the single most important and most threatening

problem facing us as a nation today. Without energy independence

and energy sufficiency, we as a nation face the prospect of long-term

economic collapse and loss of our world leadership role and capability.

The bill, therefore, is of overriding importance and its authors, the

Chairman and the co-sponsors, and the committee staff who have

worked on the bill deserve the gratitude of all in the nation. We

sincerely hope that your efforts to perfect it will be accelerated to



638

the utmost and that, with features beyond the jurisdiction of this

committee, it will become law at the earliest possible date.

I need not tell this committee, I am sure, that the

industrial and commercial communities which are the heart and

blood of our. economy are frustrated, exasperated and crippled by

the failure to develop a viable national energy policy for the United

States. At some point, procrastination has to cease and we as a

nation must pull together to meet the dire threat posed to us by our

present energy shortages and reliance on politically unstable and un-

reliable foreign sources. The need is certainly as great as any we

have ever faced.

My company, among other things, is engaged in the

engineering and construction field and we are presently capable of

engineering, erecting and putting into operation plants which will gasify

coal, forming a gas having a heating value of approximately 300 Btu

per cubic foot. This medium Btu gas can be used as a synthesis gas

to produce certain chemicals for which natural gas is now used, such

as ammonia and methanol, and is suitable for consumption by industries

requiring heat for their basic processes, or generation of electricity.
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During the last three years we have been in touch with

scores of companies in the heavy industrial class to acquaint them

with our process and capabilities. While many have shown sincere

and active interest in coal gasification, none has been willing to

commit the large sums of capital required to substitute coal gasifi-

cation for natural gas or other fossil fuels. Some, nevertheless,

have commissioned us at considerable cost to them to prepare detailed

feasibility studies based on our Koppers-Totzek process.

We, of course, have been most interested in their

reasons for holding back. And I think these reasons are the nub of

your interest. This is what they tell us:

Without exception, they have reservations

because the nation lacks an over-all energy

policy - in regard to both foreign and

domestic sources. Without such a clearly

stated and firm policy directed toward

reducing our reliance on imported energy,

and administered by a one-stop agency,

no company can risk he large capital in-

vestments necessary to meet its needs and

the energy needs of the nation.
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The policy should afford industry the types of

guarantees and incentives which will protect it against eventualities

which are beyond industry's control and which cannot be defended

against in normal business practices.

Government policy consideration must be given to the

capital needs of industry which result from expenditures caused

primarily by the national goal of reducing reliance on imported fuel.

Special consideration, in view of their status as public utilities should

be given to electric power. The fact that a moderate winter in 1974

alleviated the problem should not be relied upon in the future. The

likelihood is that there will be extensive peak load shortages and brown-

outs. And industrial users of natural gas, on interruptible contracts,

have been seriously curtailed in the past. But this is only a sample

of what can come in the future with its serious disruption of the economy

and extensive loss of jobs.

Consideration should be given to the danger of a serious

and capricious drop in the world price of oil directed at deterring our

efforts at national self-sufficiency and at economic disruption in the

consuming nations. Such action could bankrupt companies which make

extensive investments in substitute domestic fuels and would surely

dry up capital markets for committed companies, including newly

opened and expanded coal mining operations.

do,
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Safeguards are necessary to defend against dumping in

this country of low-priced fertilizer or other products derived from

petroleum. While we at Koppers are in favor of unimpeded, reciprocal

fair trade, we are mindful, as are companies with which we are in

touch, of the disruption which could result if Middle Eastern producing

countries should decide to build plants to use the natural gas which they

now flare, and sell the resulting products on the world market. While

we naturally would welcome low-priced fertilizer for our agriculture

as a boon to food production to meet our needs and those of an over-

populated world, we cannot as a nation leave unprotected those companies

which invest extensively in the plants needed to contribute to our goal

of energy self-sufficiency. Nor can we afford to expose American

agriculture to the caprice of countries which could cut off its

fertilizer supply once our own production has dwindled under foreign

price pressure.

We, of course, are not unmindful of the many other

aspects which must be covered in any comprehensive national energy

policy. However, I am limiting my testimony for the present to those

elements which impinge on the ability of industry to address itself

to the serious and urgent need to build a substitute energy industry

in the United States.
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You have addressed many of these in 5.740. To the

extent that the National Energy Mobilization Board would provide the

one-stop agency to which I have previously alluded, it is urgently

needed. While I am not prepared to comment in detail on the authority

the bill would give it, certainly the thrust of the proposal is correct.

We are particularly pleased to note the reference on

page 7, line 21 and thereafter to "proven technology" for which

operating experience has been gained from one or more commercial-

sized plants or undertakings sufficient to demonstrate the engineering

and economic viability of the technology in further applications.

Frankly, we have been having the greatest difficulty

impressing upon some elements of government the fact that coal

gasification technology for medium Btu gas -- the type industry can

use -- is a proven technology which should be producing gas in the

United States today as it is in other countries. As we point out in the

detailed paper which I attach for the Committee's information, coal

gasification is a "neglected response" to America's energy needs.

Our Kopper s-Totzek process alone is now in commercial use in

fourteen plants in Europe, the Mid-East, Africa and Asia.

Enactment of a perfected S.740 could accelerate the

day when commercial coal gasification plants will provide gas for
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American industry now threatened with winter shutdowns, or

reliance on imported oil, because of the natural gas shortage, with

all of the job loss that would result.

National Energy Production Companies, as proposed

in Title III, could well be the vehicle. However, we feel that equity

capital of $100, 000, 000 may be too low and there is a need to spell

out more clearly other elements such as permissible equity-debt

ratio, waiver of anti-trust provisions to permit competing companies

to cooperate in funding and operating a national energy production

company and probably a mothballing provision under which plants no

longer needed or no longer economically feasible could be kept in

a Federal energy production reserve pool for use when again needed.

Under such a provision, liquidation of a national energy production

company would not affect the future availability of its plant for a

possible later period of serious energy shortage. It is our thought

that the government should guarantee a buy-back to accomplish this --

and that later use could be accomplished on a lease-out.

We envision a national energy production company,

as proposed in Title III, as a company operating a facility from which

one or more industrial plants requiring gas would get their fuel.

Where more than one user is involved, they would be in the same

general location so that all could draw directly from the gasifier.
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Title V, relating to energy capital investment for

essential energy facilities correctly sets out some of the type
s of

Federal assistance which are urgently needed to get the developm
ent

of substitute energy forms off dead center. The bill lists low-

interest loans, loan guarantees, leasing arrangements, equity

investments or minimum price supports.

I am distressed that the bill would require that

action on this crucial program be delayed until the new board

studies it over a period of as much as nine months after the effec
tive

date of enactment of this bill.

Though I am cognizant of the jurisdictional problem

which this committee faces on elements of the financial assistance

program, we would be much happier if this committee and the

Senate Finance Committee could produce the assistance program

for enactment in an amended S.740. Time is so crucial to the

nation and its economy that we cannot afford the longer delay.

In recent testimony at joint hearings of the sub-

committees on finance, markets and energy of the Senate Committee

on finance I pointed out that:
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Obviously, each corporation and certainly utilities have

different capital problems. It is impossible, therefore, to suggest

one solution for all. But it is possible to suggest several approaches,

each of which may apply to some companies but not necessarily to

all. To do the entire job, therefore, a package of incentives is

required. The following are some we have discussed with companies

who have come to us for feasibility studies and which we agree are

essential elements in support of a national energy policy:

1. There must be legislation along the lines

of the World War II Certificate of Necessity

for war-related projects to provide special

tax incentives by granting to certified energy-

related projects

(a) additional investment tax credits of

as much as 5% over the existing credit

(b) a fast write-off for tax depreciation

purposes of as little as two to three

years

(c) the right to issue tax-free bonds.

At the same time, as I have repeatedly said, elsewhere.

Congress must consider a complete revision
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of our general tax depreciation policy in

order to give recognition to the replacement

cost of capital assets in our inflationary

economy.

2. Price equalization to permit new energy plants

to continue to operate uneconomically if the

imported price of oil should put new domestic plants

at a competitive disadvantage. This would

require a guaranteed government subsidy based

on the Btu price equivalent of the output of

new plants, including allowance for amortization

and a fair and reasonable return on investment

in the specific facility.

3. In addition, in lieu of price equalization, a form

of government insurance against damages resulting

from foreign energy pricing policies ranging from

cash payments to a program of government buy-back

of new plants. These plants could be held in standby

for future need as the particular impact on an

industrial plant or a utility as well as economic and

national defense considerations may dictate.
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Points #2 and 113 are suggested jointly as an alternative

to proposals to establish a floor under imported prices of oil and

liquefied natural gas (LNG) either by tax or tariff. We oppose floors

on these products because this would deprive segments of the economy

from benefitting from imports when available,and would deprive the

consumer of the benefit of the lower prices.

4. It is well known that many oil producing exporting

countries now flare the natural gas obtained in

conjunction with crude oil production. To prevent

dislocation from foreign producer decisions to

convert this gas to ammonia, methanol or a wide

variety of petrochemical products and sell them

on the U.S. market at prices below the U.S. cost

of production of these products, we recommend

legislation to permit the imposition of counter-

vailing duties to equalize prices.

5. There are numerous areas in the country where there

is a concentration of industrial consumption of natural

gas in manufacturing operations. While each individual

company might not have the requirements sufficient
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to support a gasification plant of economic size, a

pooling of requirements in the area could well support

a large gasification plant. One example of such a

concentration of energy demand is in the taconite region

of Minnesota, northwest of Duluth. The taconite

plants in this area consume around 68 billion Btu

of natural gas per day which could be supplied by a

gasification plant of seven - eight gasifiers. If the

government would finance the construction of such a

gasifier plant along the lines of the Defense Plant

Corporation installations which were made during

World War II and lease the plant to an operating

company which would in turn supply gas to the taconite

mine, a contribution would be nude to solving a

portion of our energy requirements and at the same

time ensure that production would not be interrupted

with the consequent loss of jobs. In addition, it would

provide for a continuing supply of domestic iron ore

which has strong national defense implications.
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The lease to the operating company should provide

that if foreign oil prices were capriciously lowered to

a point that the plant could not be economically

operated, the lease would be terminated or suspended

until such time that the plant could economically

resume operations. In the meantime, the plant could

be put on stand-by as a protection against a future

oil embargo o r other national emergency.

All of these, we feel, are necessary elements of a

national energy policy. But I would repeat that until all elements of

such a policy are executed and administered by a single, one-stop

agency, industry will not be able to respond expeditiously to any policy.

Until this is done, our national economy and the employment of our

work force will remain in serious jeopardy.

Our most basic national needs require that this be done

now. For the welfare of our nation and of the world community depend

on the earliest possible restoration of our energy integrity.

This day can be advanced when government policy

... recognizes that much natural gas now used by industry can be

conserved for higher priority uses by substituting medium-Btu gas.

57-639 0- 75 .. pt. 2 -21
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For example, the steel industry presently consumes

about two billion cu. ft. per day of natural gas -- equivalent to two

trillion Btu per day. To replace this natural gas with medium-Btu

industrial fuel gas would require about 167 gasifiers, requiring a

capital investment of about $2.5 to $3.0 billion, exclusive of costs

for opening new mines.

Some 134 thousand tons of coal per day, or about 45

million tuns per year, would be required.

This approach to supplying industrial fuel gas would

release sufficient natural gas to heat over 3.5 million average-size

houses in a climate such as Pennsylvania's.

We are constantly amazed at the amount of time, effort

and money being expended by the Federal Government to develop new

technology for coal gasification, Three known processes are in

successful operation throughout the world; the technology is here

today and we should move to construct these commercial-scale

plants immediately,

The Koppers-Totzek process has been evaluated by an

independent private laboratory under commission from the Environmental

Protection Agency and it has been approved as meeting environmental

standards. There are some 16 plants using this process, either
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operating or under construction, throughout the world, indicating

that it is a commercially feasible process. It is important to note

that the process uses any type of coal or lignite. In view of this,

we feel that we can contribute to easing the energy crunch by

building gasification plants for those energy-consuming industries

which have been using natural gas in significant quantities.

As you know, historically heavy industry such as

electric power generation, steel, chemicals, non-ferrous metals,

glass and ceramics have been using between one-half and two-thirds

of the natural gas consumed in this country. The farms of this

country rely heavily on the ammonia fertilizer produced from natural

gas. The remainder of the natural gas is consumed by domestic

heating, commercial and light industrial uses.

When heavy industry users had their natural gas supply

interrupted, in most cases, they turned to fuel oil or liquefied petroleum

gas (LPG) which has in turn required vastly expanded importation of

foreign crude.

Industry needs this new source of domestic fuel

immediately. It can be delivered by existing technology.
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Therefore, with your permission, I am offering for the

record as an appendix to this testimony a paper refuting the often-

heard claim that economic, ecologically sound processes for coal

gasification are not presently available.

I hope I have been able to outline the problems facing

the nation in reaching a measure of energy self-sufficiency as

industry sees them, and to suggest some remedies and needed actions.

It is clear that solutions are beyond the control of industry. Therefore,

it is a problem requiring government intervention now.

(—
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Addendu4ri to Byrom Testimony before Senate Committee on Interior and
Insular Affairs:

Attached as an addendum to the foregoing testimony are two documents:

1. "Coal Gasification: Neglected Response to America's Energy
Needs"

2. "Amendments to Committee Print I of S.740 covering features
falling under the jurisdiction of the Senate Finance Committee
but germane to S.740. These amendments are designed to
provide immediate assistance for certain energy facilities
pending determinations which would be made over a nine-month
period under the present Title VIII of S.740
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Summary of

"COAL GASIFICATION: NEGLECTED RESPONSE TO AMERICA'S ENERGY NEEDS"

submitted by

Koppers Company, Inc.

to

the Senate Committee on Interior and Insular Affairs

July 14, 1975

If indeed a measure of energy self-sufficiency is part of the national goal,

then immediate legislation permitting alternate fuel development would serve

the dual purpose of getting coal gasification on stream, and enhancing the

U.S. Government's position in negotiating for lowest-price energy imports.

Industry is ready now to deliver commercial-sized, environmentally

innocuous coal gasification plants which can use any coal feedstock regardless

of sulfur content.

Currently in the United States there are utilities, manufacturing companies,

chemical producers and metals manufacturers using critically short natural gas

who are ready to build coal gasification plants. But industry will not commit

capital funds to these plants -- and to materially contribute to a solution of

the nation's energy problem -- for fear that political factors could drop the cost

of oil to a point which would render gas from coal uncompetitive.

This is a factor beyond the control of industry. It is, therefore, a problem

requiring government intervention.

Legislation should be provided in two broad areas:

1. Stimulation of plant construction through any one or a combination of

the following incentives: low-interest loans; such tax incentives as investment

credits and accelerated write-offs; or industrial development bonds.

Z. Energy cost equalization to ensure that those who adopt coal gasifica-

tion will not be placed at a future disadvantage with competitors if potentially

cheaper energy sources should materialize. To prevent pioneers in adoption

of a new domestic energy source from being unjustly penalized by such develop-

ments, the availability of subsidies to provide cost parity should be ensured.

The time for government action is now.

41,
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COAL GASIFICATION:

NEGLECTED RESPONSE

TO AMERICA'S

ENERGY NEEDS

Submitted by

KOPPERS COMPANY, INC.

for further information please contact

Robert G. Wilson, Vice President
Koppers Company, Inc.
Pittsburgh, Pennsylvania 15219

July 14, 1975
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COAL GASIFICATION:

NEGLECTED RESPONSE TO AMERICA'S

ENERGY NEEDS

SUMMARY

President Ford has said that the nation needs a program of Federal

incentives to ensure that we can produce the equivalent of one million barrels

of synthetic fuels per year by 1985. To help accomplish this he c:Iled for 20

new synthetic fuel plants in the next decade.

Robert C. Seamans, Administrator of the Energy Research and

Development Administration, says that the President's objective is attainable

if the government will promulgate a plan including front-end price support

and a purchase guarantee.

Industry must be convinced, moreover, Dr. Seamans asserts, that

government not only is believable but that it can deliver.

With the United States sitting on one-half of the world's coal reserves,

coal gasification clearly is the quickest route to fulfillment of the President's

goal.

Industry is ready now to deliver commercial-sized environmentally

innocuous coal gasification plants which can use any coal as feed stack

regardless of sulfur content.
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The generally-held assumption that commercial scale coal

gasification for industry requires further technological development is

without basis. Fourteen plants using just one of the commercially available

processes (Koppers-Totzek) are now in operation in Europe, the Mid-East,

Africa and India.

Currently in the United States there are utilities, manufacturing

companies, chemical producers and metals manufacturers using critically

short natural gas who are ready to build coal gasification plants.

At current and projected market prices of other energy forms these

plants are economically viable.

But industry will not commit capital funds to these plants--and to

materially contribute to a solution of the nation's energy problem--for fear

that political factors could drop the cost of oil to a point which would render

gas from coal uncompetitive.

This is a factor beyond the control of industry. It is, therefore, a

problem requiring government intervention.

This intervention by government must assure that gas yielded from

coal will not be significantly more costly to consumers than the energy

generated by imported fuel or other sources.

If the President's goal is to be met this problem must be confronted

by government now.

- 2 -
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New plants can be brought on stream in three years. That's three

years from the time government provides the assurance to permit industry to

proceed.

These assurances must be an integral element in any rational energy

policy. When, in Dr. Seaman's words, the government "delivers, ' industry

will deliver the plants.

Particularly for the East and Northeast where shortages are greatest

and, coincidentally, coal is readily available, the coal gasification solution

will bring early relief without environmental sacrifice.

- 3 -
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INTRODUCTION

Coal gasification is not a new technology. Prior to World War II

it provided much of this nation's gas requirements for heating, cooking and

industrial applications. After the war, however, gas producers who had

served a major portion of the United States phased out as plentiful supplies

of low-cost natural gas were distributed through a nationwide pipeline system.

However, while interest in coal gasification in the United States

dwindled with the advent of plentiful cheap natural gas, Europe's interest

in gasification grew because it was not similarly blessed. With its increased

interest, Europe refined and improved the processes. Still later, even Europe

shifted its principal interest from gasification of indigenous coal to cheaper,

imported hydrocarbons.

Today, the situation has changed. The spiraling cost of petroleum

energy in all its forms is fast erasing the price differentials between coal gas

and other sources. Interfuel competition is becoming a thing of the past as all

sources must be exploited if the United States is to have any hope of attaining

a high level of energy independence by 1985.

U. S. production of natural gas has not kept pace with demand, even

*hough 23 trillion cubic feet was produced in 1974. The Federal Power

mission estimated that during the winter months of 1974-75, the 42 major

- 4 -
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U. S. interstate pipelines would fall short of their contracted deliveries to

industry by an average of 11 percent. This would be a 60 percent jump over the

1973-74 short fall figures.

When natural gas allocations must be reduced, most suppliers use

a priority list favored by the FPC. Lowest-priority users are industrial

customers with interruptible contracts and with boilers equipped to use

alternative fuels (usually oil or liquefied petroleum gas). Next to be cut off

are industrial users with noninterruptible contracts with boilers equipped to use

alternative fuels. Next are the ammonia plants producing fertilizer. Then

come commercial users. The highest priority goes to houses and other resi-

dential structures.

Grim as it is, this is only the beginning. Even under the most

optimistic assumptions of National Petroleum Council studies, U. S. production

will reach only 32 trillion cubic feet by 1985. Demand will have soared to

39 trillion cubic feet.

Thus, our "minicrisis" of this comparatively mild winter may be only

the first of an annual more critical series as the gap between supply and demand

continues to widen.

These increasing threats of natural gas shortages and the abundance

of U. S. coal reserves* has led to a mounting interest in coal gasification.

*433.9 trillion tons against normal present consumption of 613.8 million tons.

- 5 -
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This is reflected in the U. S. government's current financing of some
 20 pilot

plant projects. It is estimated that any commercial processes stemming from

these pilot projects may be as much as 15 years away and it is conceded 
that

the experimental processes under test may not prove practical.

These developmental efforts seek processes for pipeline quality

(1,000 Btu ) gas. However, low and medium Btu technology, adequate to

meet the gas needs of industry and utilities and thus free natural gas for

pipeline uses, is not in the developmental stage. It is perfected and operating

successfully and extensively in commercial plants abroad.

- 6 -
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COAL GASiFICATION'S POILNTIAL APPLICATIONS

Industries and utilities consume 67 percent of the total natural

gas used today, with the remaining 33 percent going to residences and

commercial operations.

Coal gasification can make a significant immediate contribution

in the combined industrial and utility markets which account for two-thirds

of the nation's gas demand.

The specific applications in which coal gas can be used instead

of natural gas are:

--As an industrial fuel for combustion in heating furnaces and

for varied heat-treating processes.

--As an energy source for electrical power generation.

--As synthesis gas to be used as feedstock:

for ammonia, a major chemical that now

consumes vast quantities of natural gas for

the manufacture of fertilizers;

for methanol, another high-volume chemical

product;

and for other hydrocarbon-based chemicals.

_ 7 _
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The steel, automotive, nonferrous metals, glass, rubber, cement,

foundry, utility and chemical industries can use coal gas on a large scale.

All of these industries can readily convert to a substitute gas. This will

release large amounts of gas for light industrial, commercial and residential

applications.

In terms of the over-all U. S. energy interests, the mathematics of

such conversions is extremely significant. One moderately small K-T gasifier,

for example, could produce an energy equivalent sufficient to service about

20,000 average six-room homes in a climate such as Pittsburgh's. Thus,

spread over a broad spectrum of industrial/utility applications, coal gasifi-

cation technology could have an enormous impact upon the nation's energy

k.icture.

The advantages of coal gasification have not gone unnoticed by

potential users of the technology. During the oil embargo, interest in the

process ran particularly high. The Koppers Company in fact was called upon

to do engineering studies, make plans, survey sites and do all preliminary

groundwork for a number of prospective customers for K-T plants. With the

lifting of the embargo, however, their interest plummeted because potential

users of coal gasification:

--fear they will be put in a competitive disadvantage in going

to such expense while others may continue to draw from

regulated natural gas sources,

- 8 -
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--must plan for the possibility that oil prices will be lowered

in the future, again making gas from coal noncompetitive,

--are uncertain about U. S. policy on imports,

--must take into account the unclear future of environmental

legislation and possible relaxation of air quality standards.

Energy users therefore continue to lcok to liquefied petroleum gas

and petroleum for energy--ultimately meaning more imports and a worsening of

our balance-of-payments problems. And the disparity between natural gas

requirements and supply continues to widen.

-9-
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DESCRIPTION OF K-T PROCESS

In the Koppers-Totzek process, pulverized coal, oxygen and

steam are fed into a gasifier where they react in suspension at high

temperatures.

The gasifier is a refractory-lined steel shell equipped with a

stream jacket.

A two-headed gasifier can gasify more than 400 tons of coal per

day. The coal, oxygen and steam are brought together in opposing burner

heads spaced 180° apart. Four-headed gasifiers, capable of gasifying 850

tons of coal a day, employ burner heads 900 apart. With the use of multiple

units, capacities and efficiencies can be greatly increased.

Within the gasifier, the operating pressure is slightly above

atmospheric and the reaction temperature is 3,300-3,500° F. The coal is

gasified almost completely and instantaneously, and organic contaminants

are destroyed to trace quantities.

K-T can gasify all ranks of coal. High sulfur and ash present no

problems. Actually, any carbonaceous material that can be dried and pulverized

is a suitable feedstock.

- 10 -
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The process is virtually pollution-free. At the prevailing operating

temperatures, no tars, phenols or other condensable hydrocarbons are

formed--only gaseous products. Sulfur in the coal is converted to hydrogen

sulfide in the gasifier. The hydrogen sulfide is removed and converted to

elemental sulfur through commercially proved processes. This contrasts

sharply with the direct firing of coal in a boiler, where the sulfur in the coal

is converted to sulfur dioxide, which is difficult to remove from stack gases.

Because the sulfur in coal presents absolutely no environmental

problems in the use of the K-T process, the technology could be applied

to tap the vast reserves of high-sulfur coal, such as Illinois No. 6, currently

unsuitable for many applications under Environmental Protection Agency

standards.

There are no solid waste problems associated with the K-T process.

About 50 percent of the coal ash particles fuse and drop out as slag into a

slag quench system below the gasifier. The remaining inert ash particles

are carried out of the gasifier as a fly ash mingled with the unburned carbon

and are removed downstream. Used as landfill, the slag is more inert than

the ash associated with the original coal in situ.

The product obtained from K-T is a clean, desulfurized, medium-Btu

gas having a heating value of about 300 Btu's per cubic foot (compared with

1,000 Btu's for natural gas).
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This gas is becoming a more and more acceptable alternative to

natural gas as energy costs continue to escalate. Some industrial consumers

are now paying up to $2 per million Btu's for natural gas delivered to their

plants. A moderately sized six-gasifier K-T facility to supply industrial

fuel gas would produce the equivalent Btu value of 66 million cubic feet

of natural gas per day at comparable costs (as calculated by the FPC Utility

Financing Method). The construction cost of the facility itself would

approximate $100 million.

- 12 -
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•

CONCLUSIONS

Collectively, the roadblocks to the implementation of coal

gasification projects are having a considerable negative effect on the

nation's energy picture.

Clearly, coal gasification as a source of energy will remain dormant

until a definitive, comprehensive, national energy policy emerges that

recognizes the positive contribution coal gasification can provide to our

nation's energy producing capabilities. This recognition must be solidly

reinforced with a program to provide the direction and incentives that will

stimulate coal gasification's adoption.

The U. S. government has proposed policies calling for tariffs on

imported petroleum and taxes on domestic production. It seems appropriate

that part of the large sums these policies would produce should be plowed

back into development of energy supplies from such commercially proved,

non-polluting sources as gasification of coal, an abundant national resource.

Government support could be provided in two areas:

--Stimulation of plant construction through any one of a combination

of the following incentives: low-interest loans, such tax

incentives as investment credits, and accelerated write-offs.

- 13 -
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--Energy cost equalization to ensure that those who adopt

coal gasification will not be placed at a future disadvantage

with competitors if cheaper energy sources should materializ
e.

For example, costs of imported hydrocarbons may go down as

the result of unforeseeable changes in political or international

economic forces. To prevent pioneers in adoption of a ne
w

domestic energy source from being unjustly penalized by such

developments, the availability of subsidies to provide cost

parity should be ensured.

Since at least three years of construction time is required to 
put a

coal gasification plant on stream, time is a critical factor if the n
ation is to

derive early benefits from this technology. Priorities should be established

so that coal gasification projects can get under way quickly, wit
h related

planning to ensure availability of:

(a) adequate engineering and construction capabilities;

(b) components and systems such as compressors and

oxygen plants; and

(c) adequate supplies of coal feedstocks.

If indeed a measure of energy self-sufficiency is part of the national

goal, then immediate legislation permitting alternate fuel development wou
ld

serve the dual purpose of getting coal gasification on stream, and enhanci
ng the

U. S. Government's position in negotiating for lowest price energy imports.

The time for government action is now.
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new title:

Amendment to Committee Print
No. 1 of S.740

On page 54, after line 24, insert the following

TITLE VIII - IMMEDIATE ASSISTANCE FOR
CERTAIN ENERGY FACILITIES

SEC. 701. Certified Alternative Fuel Projects - (a)

Amortization deduction -- Part VI of subchapter B of chapter

1 of the Internal Revenue Code of 1954 (relating to itemized

deductions for individuals and corporations) is amended by

adding at the end thereof the following new section:

"SEC. 195. AMORTIZATION OF CERTIFIED ALTERNATIVE FUEL
FACILITIES.

"(a) Allowance of Deduction. -- Every person, at

his election, shall be entitled to a deduction with respect

to the amortization of the amortizable basis of any certified

alternative fuel facility (as defined in subsection (b)),

based on a period of 24 months. Such amortization deduction

shall be an amount, with respect to each month of such period

within the taxable year, equal to the adjusted basis of the

certified alternative fuel facility at the end of such month

divided by the number of months (including the month for

which the deduction is computed) remaining in the period.

Such adjusted basis at the end of the month shall be com-

puted without regard to the amortization deduction for such

month. The amortization deduction provided by this section

with respect to any certified alternative fuel facility for

any month shall be in lieu of the depreciation deduction with

respect to such property for such month provided by section
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167. The 24-month. period shall begin, as to any certified

alternative fuel facility at the election of the taxpayer,

with the month following the month in which such property

was placed in service or with the succeeding taxable year.

"(b) Election of Amortization.--The election of the

taxpayer to take the amortization deduction and to begin the

24-month period with the month following the month in which

the certified alternative fuel facility was placed in service,

or with the taxable year succeeding the taxable year in which

such property is placed in service, shall be made by filing

with the Secretary or his delegate, in such manner, in such

form, and within such time as the Secretary or his delegate

may by regulations prescribe, a statement of such election.

"(c) Termination of Amortization Deduction.--A taxpayer

which has elected under subsection (b) to take the amortization

deduction with respect to any certified alternative fuel

facility may, at any time after making such election, dis-

continue the amortization deduction with respect to the

remainder of the amortization period, such discontinuance

to begin as of the beginning of any month specified by the

taxpayer in a notice in writing filed with the Secretary or

his delegate before the beginning of such month. The depre-

ciation deduction provided under section 167 shall be allowed
,

beginning with the first month as to which the amortization

deduction does not apply, and the taxpayer shall not be
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entitled to any fur.ther amortization deduction under this

section with respect to such facility.

"(d) Certified Alternative Fuel Facility.--For purposes

of this section--

"(1) In general.--The term "certified alternative

fuel facility" means any property, including a building,

structure, machinery or equipment, or any part thereof--

"(A) which is of a character subject to

the allowance for depreciation provided in

section 167,

"(B) which is used for the production of

synthetic oil from coal or synthetic gas from

coal, or for reaching or extracting oil shale

or converting oil shale into oil or gas,

"(C) the construction, reconstruction, or

erection of which is completed by the taxpayer

after March 17, 1975, or which is acquired by

the taxpayer after March 17, 1975, if the original

use of such property commences with the taxpayer,

and

"(D) which the National Energy Mobilization

Board has certified is necessary in the interest

of securing adequate national energy supplies.

"(2) Coal.-- The term "coal" includes lignite,

petroleum coke, and carbonaceous char.
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"(e) Amortizable Basis.--

"(1) Definition.--For purposes of this section,

the term "amortizable basis" means the ad
justed basis

(for determining gain) of a certified alt
ernative fuel

facility. In the case of a facility the constructio
n,

reconstruction, or erection of which is comp
leted by

the taxpayer after March 17, 1975, only that
 portion

of the adjusted basis of such facility 
as is properly

attributable to construction, reconstructio
n, or

erection after such date shall be taken into a
ccount

in determining amortizable basis.

"(2) Special rule for separate facilities.--Any

amounts chargeable to capital account for additi
ons

or improvements to a certified alternative fue
l facility

after the amortization period has begin with respec
t to

such facility shall not increase the amortizable
 basis

of such facility. Such additions or improvements

instead shall be treated as a separate property 
with

a separate adjusted basis for purposes of this sectio
n.

"(f) Depreciation Deduction.--The depreciation dedu
ction

provided by section 167 shall, despite the p
rovisions of sub-

section (a), be allowed with respect to the po
rtion of the

adjusted basis which is not included in the am
ortizable basis.
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"(g) Recapture.--For purposes of applying section 1245

upon the disposition of a certified alternative fuel facility

which has an adjusted- basis in which there are reflected ad-

justments for amortization under this section, such facility

and such adjustments shall be treated in the same manner as '

if such adjustments had been made under section 185.

"(h) Life Tenant and Remainderman.--In the case of any

certified alternative fuel facility held by one person for

life with remainder to another person, the deduction under

this section shall be computed as if the life tenant were the

absolute owner of the property and shall be allowable to the

life tenant."

(b) Investment Credit.--Section 46 of such Code (relating

to amount of credit) is amended by adding at the end thereof

the following new subsection:

"(g) Certified Alternative Fuel Facilities.--For purposes

of applying this section with respect to any certified alter-

native fuel facility (as defined in section 195(d))--

'(1) '15 percent' shall be substituted for

'10 percent' in subsection (a)(1)(A),

"(2) '16 percent' shall be substituted for

'11 percent' in subsection (a)(1)(13),

"(3) '12 percent' shall be substituted for

'7 percent' in subsection (a)(1)(C), and
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"(1) notwithstanding the second sentence of

subsection (c)(2), the useful life of such facility

shall be the useful life which would have been used

in computing the allowance for depreciation under

section 167 for the taxable year in which the facility

is placed in service if an election under section 195

with respect to the facility had not been made."

(c) Financing with Governmental Obligations.--Section 103

(c)(4) of such Code (relating to certain exempt activities) i
s amended--

(1) by striking out "or" at the end of subpara-

graph (F);

(2) by striking out the period at the end of

subparagraph (G) and by inserting in lieu thereof

", or"; and

(3) by adding after subparagraph (G) the follow-

ing new subparagraph:

"(H) certified alternative fuel facilities

(as defined in section 195(d).".

(d) Effective Dates.--

(1) The amendments made by subsections (a) and

(b) shall apply to property placed in service after

March 17, 1975, in taxable years ending after such date.

(2) The amendments made by subsection (c) shall

apply to interest received on obligations issued after

March 17, 1975.
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SEC. 702. Imposition Of Countervailing Duties On
Certain Natural Gas Products. - *(a) When-

ever any petrochemical product produced from natural

gas (including, but not limited to, ammonia and

methanol) is imported into the United States at a price

which is less than the average cost of producing the same

kind of petrochemical product in the United States from

domestic natural gas or from coal or oil gasification, then

upon the importation of such product into the United States;

whether the same shall be imported directly from the country

of production or otherwise, and whether such product is im-

ported in the same condition as when exported from the country

of production or has been changed in condition by remanufacture

or otherwise, there shall be levied and paid, in all such

cases, in addition to any duties otherwise imposed, a duty

equal to the price differential which shall be the amount

by which the average cost of producing the same kind of pro-

duct in the United States from domestic natural gas or from

coal or oil gasification exceeds the price at which such

product is imported into the United States.

(b) In the case of any such imported petrochemical

product as to which the Secretary of the Treasury (hereafter

in this section referred to as the 'Secretary') has not

determined whether a price differential exists --
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(1) upon the filing of a petition by any person

setting forth his belief that a price differential

exists, and the reasons therefor, or

(2) whenever the Secretary concludes, from in-

formation presented to him or to any person to whom

authority under this section has been delegated, that

a formal investigation is warranted into, the question

of whether a price differential exists,

the Secretary shall initiate a formal investigation to deter-

mine whether or not any price differential exists and shall

publish in the Federal Register notice of the initiation of

such investigation.

(c) Within six months from the date on which a petition

is filed under subsection (b)(1) or on which notice is pub-

lished of an investigation initiated under subsection (b)(2),

the Secretary shall make a preliminary determination, and

within twelve months from such date shall make a final deter-

mination, as to whether or not any price differential exists.

(d) The Secretary shall from time to time ascertain

and determine, or estimate, the net amount of each such price

differential, and shall declare the amount so determined or

estimated.

(e) Any person filing a petition under subsection (b)(1)

may allege that irreparable damage will be incurred by him

unless the Secretary takes prompt action to determine whether

such a price differet;lial exists, together' with facts supporting

a./
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such allegation. If the petition contains such an allegation

and is accompanied by information constituting a prima facie 

showing of the existence of such a price differential, as

determined by the Secretary, the Secretary shall publish the

notice of the initiation of such investigation within 10 days

of receipt of such petition and shall make his preliminary

determination within 20 days after such publication. If

such preliminary determination results in a finding by the

Secretary that such a price differential exists, a duty

shall be imposed as provided in subsection (a). Within 90

days from such preliminary determination, the Secretary shall

make a final determination whether or not such price differen-

tial exists, and if such final determination is that no such

price differential exists, such duties collected as a result

of the preliminary determination shall be refunded with

interest at 6%.

(f) The Secretary shall make all regulations he deems

necessary for the identification of petrochemical products

subject to duties under this section and for the assessment

and collection of such duties. All determinations by the

Secretary under this section (whether affirmative or negative)

shall be published in the Federal Register.

(g) An affirmative determination by the Secretary

under this section with respect to any imported petrochemical

product shall apply with respect to products entered, or

57-639 0-75 - pt. 2 -23
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withdrawn from warehouse, for consumption on or after the

thirtieth day after the date of the publication in the

Federal Register of such determination or, in the case of

an affirmative determination as a result of a preliminary

determination as provided in subsection (e), on or after the

tenth such day.

(h) For purposes of section 516 of the Tariff Act of

1930, the additional duty described in this section shall

be treated as an additional duty described in section 303

of such Act.

(i) The provisions of this section shall take effect

upon the enactment of this Act.

let
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SEC. 703. Protection Against Foreign Energy Pricing
Policies. - Notwithstanding any other

provision of this Act --

(a) To prevent world oil prices from placing

domestic facilities for the production of synthetic crude

• oil, synthetic gas or shale oil at a competitive disad-

vantage, a subsidy payment shall be made each calendar year

by the Board to each owner of a certified alternative

fuel facility (as defined in section 195(0- of the Internal

Revenue Code of 1954). Such subsidy payments shall continue

to be made for the useful life of the facility. The amount

of such subsidy payment to each such owner for a calendar

year shall be equal to the price differential determined by

the Board for the class of facilities which includes such

owner's certified alternative fuel facility. The Board

shall establish annually price differentials for appropri-

ate classes of alternative fuel facilities, which classes

shall be determined by the Board from time to time by

regulation. The price differential for any class of alter-

native fuel facilities shall be the amount, if any, by which,

for an appropriate test period consisting of twelve months,

the average cost of producing such alternative fuel in the

United States in such class of alternative fuel facilities

exceeds the average price at which such alternative fuel is

sold in the United States for a twelve-month period. Such

average cost of producing alternative fuel in the United

States --
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(1) shall be established with appropriate

consideration in the determination of such average

cost to the construction and operation of such

facilities with reasonable efficiency, and

(2) shall include the following amounts --

(A) operating expenses, including

Federal, State, and local taxes; general,

administrative, and other indirect expenses

properly allocable to such operation, including

research and experimental expenditures;

(B) the amount necessary for amortiza-

tion of capital investment; and

(C) the amount necessary to provide

a fair and reasonable return on capital in-

vestment, taking into account degree of risk

assumed, unusual contribution, if any, to

reducing the energy shortage in the United

States, and other relevant factors determined

by the Board from time to time by regula-

tion.

(b) To further protect the synthetic crude oil, syn-

thetic gas and shale oil industries from significant damage due

to a decline in world oil prices, the President is authorized,

upon a finding that a decline in world oil prices threatens

to significantly undermine the economic vitality of such in-

dustries, to establish a program to compens'ate producers of
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synthetic crude oil, synthetic gas and shale oil for economic

injuries suffered by them as a result of the decline in world

oil prices. Such program shall include --

(1) appropriate standards for determining the

amount of compensable economic injury suffered by a

producer of synthetic crude oil, synthetic gas, or

shale oil as a result of the decline in world oil

prices, and

(2) appropriate methods of compensating such

producers for their compensable economic injuries,

including, but not limited to, interest-free loans,

subsidies, grants, and purchase by the Government of

the facilities of such a producer which are used for

the production of synthetic crude oil, synthetic gas,

or shale oil.

In formulating and prescribing the standards and methods re-

ferred to in the preceding sentence, the President shall take

into account, as he deems appropriate, considerations of

national defense, the national energy situation, and the

particular circumstances of the alternative fuel industries.

(c) There are hereby authorized to be appropriated,

and there are hereby appropriated, such amounts as are neces-

sary to carry out the provisions of this section.



686

On page 55, line 1, strike "TITLE VIII" and

insert "TITLE IX".

"961".

"902".

"903".

On page 55, line 2, strike "801" and insert

On page 55, line 8, strike "802" and insert

On page 55, line 21, strike "803" and insert

On page 55, line 22, strike "This" and insert

"Except as otherwise provided in Title VIII, this".

On page 55, line 23, strike "This" and insert

"Except for the amendments made by, and the provisions

of, Title VIII, .this".
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TESTIMONY ON S. 740
NATIONAL ENERGY MOBILIZATION BOARD ACT OF 1975

Mr. Chairman:

My name is D. K. Davis. I am Executive Vice President of

Natural Gas Finders, Inc. and Managing Director of Energy Research

Associates. I am representing Mr. L . Frank Pitts personally, who is

unable to testify to you today as planned due to temporary illness, and

The Pitts Energy Group of companies, which in addition to the two

companies first mentioned also includes the Pitts Oil Company and

Dallas Production, Inc., all of Dallas, Texas.

I have been in the oil and gas exploration business for the past

29 years, as a professional geophysicist and as an investor and partner in

the drilling and development of oil and gas properties. I have been

associated with Mr. Frank Pitts and his brother, Shelby Pitts in

various petroleum exploration endeavors for 16 years.

Mr. Frank Pitts is President of Pitts Oil Company, a nd

has been involved in finding and developing oil and gas properties since

the middle 1940's. He is an erudite spokesman for the position of

independent oil and gas operators to the Congress, to State legislators,

various regulatory bodies, and to the public. For ten years he was

Presi dent and I was Executive Vice President and General Manager

of Exploration Surveys, Inc., an international geophysical service

company which did extensive contract survey work in every producing

province in America, as well as many frontier areas which show

promise for oil and gas production. These operations include work
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on the Outer Continental Shelf areas of Texas, Louisiana, Florida,

and 20, 000 line miles of work along the Northeast Coast from

Norfolk Virginia to 200 miles east of Cape Cod.

We appreciate the opportunity to appear before this

committee because as small, independent producers, our segment

of the industry is frequently not consulted when important

legislation, such as S-740, is being considered. The current

energy shortage is no suprise to independent oil and gas operators.

We have been telling everyone within earshot for over 15 years that

it was coming and have recommended action to prevent it. But all

the warnings fell on deaf ears. In 1956 our industry had over 2800

drilling rigs operating and we were drilling over 60, 000 wells a year.

By 1971, before the Arab embargo, we had dropped to less than 1000

rigs in the field, and drilled less than 28, 000 new wells that year.

We lived through those frustrating years and saw over

10, 000 independent operators literally driven out of business by

artificial price controls and expanded import quotas which serVed to

depress the price of oil below the level at which the average U.S. producer

could achieve an economic return on his investment. We had to stop

drilling in North Texas in 1967 because the cost of operations was greater

than any income we were permitted to receive under the regulated market

for natural gas, and we did not get back into the business of drilling

wells again until 1971.

At no time in the history of the oil and gas industry has there

ever been a lack of willingness on the part of independents to take the
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risks and drill the wells this country needed for an expanding

economy, and there is no lack of willingness today. What it takes

to raise oil and gas production is the opportunity to make a profit.

Oil and gas or coal cannot be produced at a loss, any more than

any other product.

We are testifying against S. 740 becau it is based on the

premise that the present economic system doesn't work. It assumes

that our energy shortage was caused by private industry failure,

while it ignores the hard facts assembled by government and industry

showing that the shortage was caused by, and is being perpetuated by

congressional restraints. S-740 proposes more governmental

intervention into both private and governmental operations, and its

proposed bureaucratic reach will create uncertainty, delays and

confusion which will dangerously slow down this nation's energy

production at the very time when it should be increased to the maximum

possible level.

The introduction to S-740, under Section 2, sets out

commendable goals for our energy independence. But thereafter it

seems to thwart those excellent objectives with every new section.

Because the language of this bill is so ambiguous in relation to its

avowed and laudable purposes, it is difficult to analyze and even

more difficult to believe that it should be adopted.

The proposed Act says, in effect, that the Department of

Commerce, the Federal Energy Administration, the Environmental
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Protection Agency, the Department of Interior, the Energy Research,

and Development Administration, the U.S. Geological Survey, the

U.S. Bureau of Mines, together with various other boards and agencies

which are already charged with the same responsibilities as the proposed

National Energy Mobilization Board is to assume, are inadequate in

discharging their responsibility to the Nation.

While we and other independent operators may have differeaces

of cpinion with some of these bodies on regulations and policies, we

do not believe that the interest of citizens of the United States will be

better served by relieving them of their responsibilities and replacing

or harrassing them with another huge conglomeration of agencies and

government corporations with new and overriding powers.

A reading of this proposed Act finds that nothing is promised

the American citizen except the author's willingness to gamble with

the Nation's wealth; to use the taxpayer's money to drill oil and

gas wells, instead of allowing taxpayers to have the advantage of the

income now collected in revenues and taxes from the same operations

that the Act proposes to replace.

Nothing here suggests cheaper prices for the consumer.

Nothing here suggests more income for the United States.

No economy can be claimed by the proposed Board's function

of managing our energy resources--only the expense of another agency.

There is not even a limit as to how much capitalization the Congress

will really be asked to provide in order to launch the country's

taxpayers into this risky venture.
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There is nothing here to suggest that the qualifications for

Directors or officers would make them superior in judgment than

the public officials who now oversee these functions.

But it does suggest a super-agency--an agency which would

put into the hands of a few persons complete control over what, where,

when, why, to whom and for who our energy resources are to be

rearranged in this country. Control of energy under a single banner

means control of all our industrial and resource wealth, whi ch are

nothing without energy. A bureau so powerful, so intimidating, so

completely out of reach of the voters, no matter how well-intentioned,

is not the American way. Our strength in this country is in our

diversity and competition ! And there is no business in the world,

to my knowledge, more competitive than oil and gas producers

struggling to buy leases on which to drill wells. In fact I challenge

each member of the committee to come and spend a week in the field

with any one of our lease men. You'll discover what competition

really means !

The bill ackmwledges in Section 2(d) that "There are enormous

energy resources of coal, oil, natural gas, oil shale, geothermal,

uranium, and other forms of energy in the United States which have not

been adequately explored or developed", and we heartedly agree.

The bill acknowledges in Section 2(e) that "The Nation has

extensive under-utilized technical, industrial, manpower, and

other resources which could be mobilized to achieve the goal of

energy self-sufficiency." We heartedly agree; and have been saying

it for years. But the reason they're being under-utilized is not the lack

•
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of know-how, not the lack of prospective areas to drill, and not

a lack of eagerness to move ahead: the reason is because Congress

is denying the American people the right to buy fuel at fair prices

from American producers, and is thereby forcing consumers in

this country to support the OPEC cartel with ever higher prices, and

promote inflation by sending money out of this country instead of

keeping it circulating in our own economy. With every barrel of OPEC

oil imported into this country, we are exporting  American jobs to pay for it.

There is nothing here to suggest that the creation of National

Energy Production Companies will actually provide any additional oil

and gas or otherenergy that can't be produced cheaper and more efficiently

by private industry. It does propose that since we have a shortage in

deliveries of energy that the Federal government should set up its

own Corporations to try and meet the need. Under this philosophy the

Federal Government should have jumped into sugar production a

few months ago, or a little earlier than that, when the meat counters were

bare, it should have jumped into the cattle business.

It also proposes that government cooperate with industry by

offering handouts of financial aid to industry. Mr. Chairman, as

independent operators we don't need handouts from taxpayers to get

the job done. We need  profits  to fuel the investment needed to drill

new wells, and profits to encourage outside investors and lending

institutions to support our operations. Why should thepublic be asked to

provide a direct feed-trough of funds out of new taxes, when such

subsidies can only lead to less efficiency, reduced competiveness

and higher fuel costs--a great deal of which costs will be hidden in higher taxes.
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The Act proposes that Americans be offered the opportunity

to buy stock in these new corporations. But if they don't choose to

buy it, the Act states that the Federal Government will buy up the

unsubscribed stock with the taxpayers money. In other words, if a

citizen doesn't want to invest, he will be forced to buy shares

anyway with his higher taxes.

Even if the Congress wanted to take the first step toward

socialization of American industry, it should start with something far less

hazardous than the exploration and development of oil and gas. This

bill asks the Congress to give these experimental Corporations a blank

check to roll dice in one of the most expensive and financially

hazardous enterprises in the world. There are numerous high-paying

jobs and consulting commissions in private industry awaiting anyone

who can significantly lower the cost of finding oil and gas, but this

bill fails to provide the incentive for the employment of such rare

talent.

Section 202 of the proposed Act provides for Materials Allocation

Authority. Our own experience with such bureaucratic distribution is still

fresh on our minds. During 1972 through 1974 independent producers,

who drilled 85% of the wildcat wells last year, were hard pressed to

find steel tubing to complete wells in which oil or gas had been

discovered. (A shortage, incidently, which was caused by price

controls being levied on tubular goods, which caused steel mills to

produce flat steel at lower cost to sell at higher, uncontrolled

prices in order to optimize their profits--another example of price

controls being the most damaging to those the regulators attempt to protect.)
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But Lone Star Steel Company of Dallas announced a program of

increased tubular production to mel the demand of increased drilling

activity in the Southwest, and we applied for a portion of their output.

On January 6, 1975 we were notified by the steel company

that our application for a portion of their new pipe had been pre-

empted by a Priority Directive from the U.S. Department of Commerce,

requiring them to furnish tubular goods for use by the U.S. Navy

in the development of the Elk Hills Naval Reserve in California. This

was the first inkling we had that the government was going into the

drilling business, but in any case the steel which was pre-empted by the

government still has not been used. But our drilling activities were

curtailed as a result.

With the government in the oil and gas btEiness, in competition

with private industry, and with an agency having full power to divert

all manner of industry materials and equipment, we can't help but

believe the foregoing example would be repeated over and over with

the possibility of unfair competition doing irreparable harm to

independent oil operators.

Of course most of the costly goods and services involved in

finding new oil and gas, would be equally available to the government

and to private industry. The proposed board could hire drillers,

geologists, geophysical crews and roustabouts, and it could purchase or

rent all manner of equipment the same as private companies --but

not any cheaper. A seisomograph contractor or a drilling contractor

and their crews cannot run a survey or drill a hole for a Federal

corporation one cent cheaper than they can for a private operator.
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The United States Treasury has for years regularly collected

millions of dollars from industry as payments for offshore leases, and

these monies have benefited American taxpayers. The recent purchase

by industry of six tracts off the Coast of Florida put $632 million into

government hands, and then private enterprise spent millions more for

seven dry holes before abandoning the area.

If this proposed Act had been in force, and the proposed Board

had drilled the Florida prospects, the taxpayers would not have had

the benefit of the $632 million , and perhaps would have even had their

taxes raised to cover the deficit; plus paying the additional millions

for dry holes; plus a probable few million more to pay for at least 10

separate Congressional investigations into how the Energy Mobilization

Board eould have been so stupid as to dig a bunch of holes in the ground

without finding anything! How long would the public stand still for a

Federal Agency to drill 40 dry holes in a row, as some independent

operators have done? Would such an agency stand up to drilling seven

dry holes in the remote Artic wilderness? Would they have the guts to

persevere, as private industry did, and pour more millions into an

eighth hole, which was the well that resulted in the discovery of

Prudoe Bay?

The proposals offered in this bill are so far-reaching and

ambiguous, that if they were offered up for investment by a private

promoter, he would be immediately investigated by the Securities

and Exchange Commission and the Federal Trade Commission. The

supporters of this bill certainly owe the American taxpayers and citizens

the same degree of detailed information and background which the SEC
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would demand in a prospectus for such a mammoth and complicated

undertaking. We don't believe this proposal could pass even the most

preliminary requirements of disclosure of pertinent information.

Mr. Chairman, our companies and thousands more like them

are standing in the wings waiting to get on with the job of finding and

producing oil and gas. We're not "holding back waiting for higher prices"

as some would have You believe. We operate in a world of cold hard

facts, because in a business with such exceptionally high risk as ours,

we can never take anything for granted. Even with every fact we can

garner, we still look probable failure in the face every time we stick a

bit into the ground.

When we also have to consider such facts as artificially low

interstate gas prices, that make it impossible to drill and produce even

our successful wells without losing money, and when Congress proposes

lowering oil prices to below the documented average production cost,

then the risk becomes too great. To drill new wells under such cir-

cumstances is to put certain failure in our path and threaten our very

livelihood and that of our investors. The wells won't be drilled under

these circumstances, and they can't be drilled by the Federal Government

without costing the taxpayer even more than a free market price

should be.

Our experience in oil and gas exploration indicates that

there almost certainly are vast untapped reserves to be produced in

this country. The Continental Shelf areas, especially off the northeast

co as t, show great promise. Deeper drilling in such areas as the

Appalachian Basin and many other on-shore areas may very well

57-639 0 - 75 - pt.2 - 24
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contain "elephants" of oil and particularly gas reserves beyond

our wildest dreams. And we could be wrong, but there's no way

to know until these prospects are actually drilled. There are also

many areas of low yield but with tremendous long-term reserves such

as the Devonian Shales of Ohio and Kentucky. But the price of what

is found must equate withthe higher expenses of exploration and

production. We do not believe the price can be legislated because
p•ovtv

there are too many unknowns. Let us loose the shackles of regulation so

that prodicers may compete with each other and with other forms of

energy, and we can continue to provide America with the cheapest

energy in the world. With reduced government interference, so that

we can embark on neededprojects with confidence that there is a profitable

market for new discoveries, private companies will conwete to do the job;

they'll vie for the opportunity to do research and development and then pay

taxes into the State and Federal governments for the pririlege. All it

takes is incentive, a chance to make a profit.

This committee might do a great service for this country

by substituting for S- 740 a bill to establish a data bank of energy facts to

be gathered, not by decree or regulation, but by simple requests of

submittal from research institutes, government agencies, industry,

banking organizations, environmental organizations, and others. Let

those submittals be checked for truth, and when their accuracy has

been determined honestly and soberly, without political bias and

stripped of their emotionalism and the hysterical finger-pointing of

instant experts, or the jerry-rigged conclusions of zealots on both sides

of energy questions, then let such a service agency insert those facts
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into a comprehensive economic computer model, perhaps similar to,

but lopefullysuperior to economic models OPEC uses for decision-

making, such as the one which is run for them at Battelle Institute.

The findings of the FEA, the FPC and the Commerce Department

which show little or no economic impact by deregulation should be checked

and included, along with apparent facts to the contrary. Environmental

impact data and the various estimates of energy reserves (which

necessarily cover a wide range because they  are  educated guesses)

should be included.

Such data should be included as the example in Texas, where a

free market for gas has sparked a spectacular drilling boom, and

provided the gas to keep Texas industry humming at full capacity.

Free market energy in Texas has helped to create a healthy economy in

that state. Texans have bit the bullet that President Ford prescribed,

by paying up to $2.00 m. c.f. for new gas, and now they're reaping new

benefits as the supply approaches demand and prices are dropping.

And yet Congress still deprives most of the rest of the nation of those

same benefits, and good workmen from factories without fuel stand in

welfare lines.

Facts must not only be assembled, but used. If a bill

creating a fact-assembling service agency should become a reality,

perhaps the only teeth it would need for the ultimate benefit of the country

would be to require that the Congress pass no law which did not honor

the factual economic consequences predicted by the agency for any given

set of circumstances.
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But such proposals take time to become effective and our

country is out of time. Our problem is to begin immediately to drill more

wells and produce more oil and gas, and it can be accomplished by the

Congress showing a willingness to let independents get back to work without

the threat of continued harassment. As an initial move in this direction

we respectfully request that S-740 be postponed indefinitely by this

committee. We see no independent operators standing in line for the

Federal handouts that this bill offers in its effort to solve an artificially

created economic crisis. Fair prices will be higher than we paid a

few years ago, but they will be theaperthan bread lines and safer

than living under the cloud of OPEC blackmail.

Please, gentlemen, let the United States of American continue

as the prime example to the rest of the world of the economic stability

and prosperity that a free market system can create.
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Statement on Behalf of Railway Labor Executives' Association*
Al H. Chesser, President

United Transportation Union
on S. 740, "National Energy Mobilization Act of 1975"

Before the Senate Committee on Interior and Insular Affairs
July 15, 1975

Mr. Chairman, I am submitting this statement on behalf of the Railway

Labor Executives' Association. The members of our Association fully support the

the goal of formulating an effective national energy policy which permits the

United States to be less dependent on foreign nations for our energy supplies.

Whether it be called "energy independence" or "energy interdependence," it is clear

that we cannot afford to continue our policy of energy dependence.

Today we are faced with the twin challenge of the high-handed tactics of

the oil cartel nations and a dwindling domestic supply of oil and natural gas.

Meeting this challenge will require the full and rational development of all

sources of energy, both existing and new.

Among the most important of America's existing energy materials is coal.

Eighty-five percent of our fossil fuel resources are in the form of coal, with

estimates of recoverable resources of about 1.5 billion tons. At the curreilt rate

of coal production, that amount would meet the Nation's coal needs for the next two

and a half centuries.

When we talk of moving coal from the mine to areas of demand, we cannot

help but talk of railroads. Railroads are the dominant coal carriers, and an

*A list of the members of the Railway Labor Executives' Association appears on
page 17.
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increasing dependence on coal for electric utilities and other uses will

undoubtedly lead to a major expansion of rail freight tonnages.

Recognizing the importance of coal, S. 740 directs the proposed National

Energy Production Board to prepare a Federal Coal Production Program with

legislative recommendations for "the accelerated exploration, development and

production of coal..." As an adjunct to accelerated energy production, Section

403 of the legislation directs the Board to prepare a Federal Energy Transpor-

tation System Improvement Program after consultation with the United States

Railway Association and the Department of Transportation. The program is to

consist of legislative recommendations for programs to assure the development

on an urgent basis of energy transportation systems, including among other

aspects:

-- a timetable for development of energy transportation systems;

-- an analysis and assessment of the present capacity and

projected requirements for the Nation's railroads and other

energy transportation systems for the transport of coal and

other fuels;

-- deficiencies in the present railroad and other energy

transportation systems;

-- the need, nature, and extent, if any, of a direct Federal role

in developing new energy transportation systems and rebuilding

railroad beds;

-- specific projects for the establishment of new railroad, pipeline,

and other energy transportation systems;

-- proposed arrangements with existing railroads for the improvement

and augmentation of their energy transportation rights-of-way; and

-- proposals for the coordination of existing railroads and other

transportation system operations.
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As introduced on February 18, 1975, Section 403 of S. 740 cited the

need to develop and improve the following energy transportation systems:

1. railroads

2. coal slurry pipelines

3. oil and natural gas pipelines

4• other energy transportation systems

In Committee Print No. 1 of S. 740, released on July 8, 1975, Section 403

has been rewritten to delete any reference to specific types of pipelines.* In

place of 2 and 3 above, the term "pipelines" is substituted.

It is the position of the Railway Labor Executives Association that the

Federal Government should have no role, whether direct or indirect, in the

development of coal slurry pipelines, and it is our hope that this Committee will

write language, either in the legislation or in the report accompanying it, which

makes it clear that the Committee does not intend to promote Federal involvement

in the development of coal slurry pipelines.

It is the purpose of this statement to discuss the basis of our opposition

to coal slurry pipelines. I have attached to our testimony a study of the economic

advantages of transportation of coal by rail versus coal slurry pipeline,

undertaken by the consulting firm of Ruttenberg, Friedman, Kilgallon, Gutchess and

Associates. That study takes an in-depth look at coal slurry pipelines and

concludes that they will not be any more efficient, economical, or environmentally

* A copy of the original Section 403 is included in the Appendix to this statement
with a notation of the changes in that section made by Committee Print No. 1.
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Sound than rail transportation of coal, and that in fact, coal slurry pipelines

are at a distinct disadvantage when compared to the movement of coal by rail.

Increased Demand for Coal 

Most energy projections have predicted a doubling in the domestic demand

for coal by 1980. Coal is our largest fuel resource in the United States, and its

importance will be increased as oil and natural gas prices rise and as efforts to

achieve a major degree of energy self-sufficiency became more intense.

More and more coal will be used by electric power utilities which will

draw upon in excess of 200 billion tons of coal reserves in the West. Getting

those reserves to utilities -- primarily in the Midwest and East -- will require

the full utilization of this Nation's transportation resources.
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Railroad Flexibility 

More than 60 percent of coal moves by rail in this country, accounting

for one-tenth of all rail freight revenue. In meeting current coal transportation

demands, the rail industry has shown that it can be both economical and efficient.

Railroads serve both small mines and large mines. They deliver coal

to a variety of points along the extensive rail network of this country, serving

a variety of consumers.

In doing this, railroads have adapted themselves to changes in the coal

demand market which increasingly require large volumes of coal to be transported

from mines to public utilities and to industry. Railroads have been able to

adjust both rates and types of service in order to meet the needs of shippers and

receivers.

The unit train is an excellent example of rail competitiveness. Large

volumes of coal from either a large single source or several smaller sources are

collected at one point, placed into silos where they are loaded into unit trains

at the rate of 10,000 tons in four hours. The unit train then operates a form of

shuttle service, taking its load to one or more designated receivers, where it is

unloaded by rotary dumpers which take just 90 seconds to empty a 100-ton car,

and then returning to pick up a new load. Unit trains operate on a predetermined

schedule, using assigned equipment. This economy of operation permits receivers to

get large volumes of coal at greatly reduced rates.

In the face of decades of competition from other modes of transportation --

including slurry pipelines -- railroads have demonstrated:

1. The ability to adjust their rates to remain competitive.

2. The ability to adjust their type of service to meet the needs

of shippers and consumers and to meet the demands of competition, and
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3. The flexibility to serve both small and large shippers and

receivers.

Flexibility is a most important asset of rail transportation. The same

cars which carry coal can also carry other commodities, and the same rail lines

which carry coal can also carry other commodities.

Coal slurry pipelines move one product from one producer to one (or, at

most, a few) users, while railroads move a variety of products from a variety of

producers to a variety of consumers.

A study conducted by the Federal Energy Administration revealed that it takes

less construction investment to build new rail facilities than to build a compara-

ble number of coal slurry pipelines. But the advantages do not stop at that point.

In return for that rail investment, the country receives the added benefit of

transportation service for commodities other than coal. Even a rail line built

primarily to move coal can also encourage the development of other industries

which will use that rail line, thereby encouraging the economic development of areas

which would otherwise not experience economic growth.

The proposed coal slurry pipeline from Wyoming to Arkansas passes near

more than a dozen existing or proposed coal-fired electric power plants while

serving no more than three such plants at its termination point. What more proof

is needed of the infleaibility of coal slurry pipelines to meet this Nation's energy

needs?
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Alternative Uses for Western Coal 

The United States has lagged in the undertaking of research and

development of technology in the conversion of coal to gas. Western coal is

particularly well suited to conversion because of its lower cost. The Federal

Energy Administration has estimated that savings of at least one-third could be

achieved by using western rather than eastern coal in synthetic fuel plants.

As part of the consideration of the underlying policy issues involved

in these hearings, Congress should take note that synthetic fuel plants.

1. require more on-site construction and operational jobs

than coal slurry pipelines,

2. generate more off-site jobs in the community surrounding

the synthetic fuel plant, thus envigorating the economy

of that community,

3. depending on the specific process involved, may require

transportation of the fuel from its source to consumers,

thus creating additional jobs; and

4. will play a major role in decreasing this country's dependence

on foreign fuel imports.

Cost of Coal Slurry Pipelines 

There has been much said about the so-called proven technology involved in

the coal slurry process, but the hard facts speak more loudly than these boastful

claims.
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There are only two coal slurry lines in existence in the United
 States

today. One -- the Ohio pipeline -- abandoned service after six years w
hen it could

not compete with rail transportation. By the statement of the Federal Energy

Administration, the other existing line could not compete
 with rail service if a

competing rail line existed.

Only two of the five proposed lines would run for distanc
es in excess of

1,000 miles and both of those lines (the one from Wyoming
 to Arkansas and the line

from Colorado to Texas) are directly competitive with exi
sting rail systems.

FEA data indicate that only long-distance, high-volume co
al slurry pipelines can

be price competitive with rail transportation. But FEA has also concluded that

each of these two lines carry volumes that are too high o
ver distances that are

too long to be supported by the needs of a single utility
 plant.

In short, the proposed lines which will carry coal fro
m one mine to

one utility will not be able to compete with existing 
rail transportation which

enjoys the advantages of economic operation and flexib
le, multi-purpose service.

In assessing the relative costs of pipeline versus rai
l transportation,

Congress cannot afford to ignore the issue of jobs.

FEA has estimated that it would take 725 less jobs per
 year to build

six new coal slurry pipelines than to construct com
parable new rail facilities.

To this loss of jobs in the contruction phase must 
be added the loss of more than

1900 jobs in the operational phase.

The Burlington Northern Railroad has predicted that
 it would lose $225

million in freight revenue a year from the proposed 
Wyoming to Arkansas and that

200 rail jobs would be lost, as well.
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If coal slurry pipelines do enter into direct competition with railroads,

the very nature of their operation will require them to take the long-term,

hic,h-volume business away from railroads. This is the very business which rail-

roads need to enable them to continue and expand their service.

For every 100 railroad jobs that are lost, our economy loses $1,367,236.

That loss is spread throughout the economy -- to the food industry, the housing

industry, the utility, fuel, clothing and transportation and appliance industries,

and to the services segment of our economy.

Surly, Congress will not ignore the job cost of coal slurry pipelines.

Environmental Advantages of Rail Transportation 

In the slurry process, each ton of coal requires at least 250 gallons of

accompanying water: The proposed 25 million ton Wyoming to Arkansas line would

require more than 6 billion gallons of water per year.

Most of the coal reserves in the West exist in arrid or semi-arrid regions

where water is scarce. The pipeline requires access to a long-term, inexpensive

water supply, but what water is still uncommitted will be needed to support an

expanding population as well as the increasing needs of agriculture and industry.

Given the very critical shortage of water in those western areas of the

country holding large coal reserves, it is foolhardy to expect that water to

carry coal elsewhere. The water available should be more properly used for energy

development rather than the transport of coal, especially when railroads have the

proven capability to meet this country's coal transportation needs.
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Economical Advantages of Rail Transportation 

On the subject of cost, there are some who have suggested that rail costs

increase at a rate far faster than slurry pipelines. These people are ignoring

the facts.

In 1932, rail rates equaled 63.3 percent of the destination value of coal.

In 1972, the comparable figure was almost half that amount -- 32.8 per
cent.

In the intervening years, rail costs have shown a nearly steady and constant de
cline

as a percent of the destination value of coal. And in those 4o years, rail coal

freight rates have increased an average of only 1.5 percent a year, which

compares favorably with the cost increase rate projected by the proponents of

coal slurry pipelines.

Legislative Policy Issues 

There are several broad policy issues which must be considered in d
iscussing

coal slurry pipelines.

A. Eminent Domain

First is the question of whether operators of coal slurry pipelines

should be granted the federal power of eminent domain. Proponents

say that there is only one operational coal slurry line in this

country today because they lack the power of eminent domain. These

people ignore the fact that the existence of neither oil nor

natural gas pipelines depended on that power. The difference is that

there was a demonstrated need for oil and gas pipelines; there 
is no

such need for coal slurry pipelines.
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B. Lack of Federal Regulation

Nothing in the coal slurry pipeline legislation now before Congress

requires those pipelines to be subject to the same type of

federal regulation under which other forms of energy transportation operate.

For example, natural gas pipeline operators can neither construct a

new pipeline or extend an existing interstate pipeline without first

obtaining a certificate of public convenience and necessity from the

Federal Power Commission. While the proposed legislation (11.11. 1863)

requires that such a certificate be obtained from the Department of the

Interior, there is no effort in that bill to attach any terms or

conditions to the granting of that certificate as the public convenience

and necessity may require.

Railroads can neither alter rates nor abandon service without the

permission of the Interstate Commerce Commission. Nothing in the

proposed legislation would subject coal slurry pipelines to similar

regulation.

No agency of the Federal Government will be able to require that a

coal slurry pipeline operator provide additions or extension of

its service. Contrary to the case of natural gas pipelines, a coal

slurry pipeline operator will be permitted to acquire its certificate

of public convenience and necessity and later to abandon or modify

its service without first obtaining another certificate of public

convenience and necessity.

4
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C. Common Carrier Status

Another major deficiency in the proposed legislation is the fai
lure

to require that coal slurry pipelines operate as common carr
iers.

Only if the pipeline needs the federal power of eminent domain 
is it

required to get a certificate of public convenience and nece
ssity,

and there is nothing in the legislation to require that the 
pipeline

operate as a common carrier in order to get that certificate
.

It is clearly questionable just whose public convenience and
 necessity

is being served by a coal slurry pipeline which runs from
 one or two

large mines to one or two large public utilities. Nothing in the

proposed legislation permits the Federal Government to
 require that

the pipeline act as a common carrier by accepting coal
 from other

mines, or extending its service along its line or at i
ts termination

point to serve additional consumers.

All the proposed legislation does is to facilitate a 
convenient

private business relationship between pipeline operato
r, mine owner,

and utility. Coal slurry pipelines will not be common carriers; the
y

are private carriers and should not be permitted to op
erate interstate

without strict federal regulation, nor should they be 
given access to the

federal power of eminent domain without adopting th
e substance of

common carrier, statue.
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D. Effect. on the Financial Condition of Railroads

In the face of the fact that other available and adequate means

exist for the transportation of coal, it is especially appropriate

to consider what impact coal slurry pipelines will have on the

mode of transportation which is primarily responsible for moving

the Nation's coal -- railroads.

Most of the planned coal slurry pipelines will be in direct competition

with rail transportation. To the extent that they skim off the cream

of coal shipments, the result will be a serious reduction of substantial

long-term financial commitment for railroads, reduce freight revenues,

result in the loss of rail jobs, and quite possibly endanger the

financial stability of some of this country's railroads.

All of this would take place at a time when Congress has made a

clear commitment to revitalizing the Nation's railroads through

Amtrak, the proposed ConRail system, and legisl tion to provide

jobs to rehabilitate railroad tracks and facilities.

Instead of creating jobs, coal slurry pipelines will result in

the loss of railroad jobs -- a loss that will be felt throughout

the Nation's economy.

57-639 0 - 75 - pt.2 - 25



714

Community Concerns

To promote a Federal role in the development of coal slurry pipelines

is to act contrary to the interests of the American people. The only Federal

role which the developers of coal slurry pipelines seek is the Federal right of

eminent domain. With that power, they can run roughshod over the concerns of

communities and States.

Without a Federal right of eminent domain, slurry pipeline developers will

have to go to each State along the pipeline route and defend their proposals to

take land which does not belong to them. Without a Federal right of eminent domain,

slurry pipeline developers will have to go to each State and answer questions

about the environmental impact of their proposed pipelines, including their usage

of water. These are questions which must be answered to the satisfaction of

those whose lives, jobs, and communities will be affected. They should not be

rendered moot by virtue of the availability of the Federal power of eminent domain.

Economic Concentration 

The coal Slurry pipeline proposals are being advocated by those who

already have a significant interest in the oil and natural gas industries. Three

of the five proposed coal slurry pipelines would be built by natural gas pipeline

companies and their partners. Of these three consortiums, two are closely related

with each other. The proposed Houston slurry pipeline from southeastern Colorado

to Houston is to be built by Houston Pipeline, a subsidiary of Houston Natural

Gas, 20 percent of which is awned by APCO Oil Corporation. The proposed Energy

Transportation System pipeline is to be developed by a consortium which includes

the Northwest Pipeline Corporation and Gulf Interstate Engineering Co
mpany.

Or
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Conclusion 

. For the many reasons which we have cited in our statement, the Railway

Labor Executives' Association believes that the Federal government should not

encourage the development of coal slurry pipelines. They are neither efficient,

flexible, economical, or environmentally sound. For the same investment or less,

railroads cannot only move similar quantities of coal, they can also serve far

more coal producers and coal users and far more other purposes than can coal

slurry pipelines. Coal slurry pipelines offer no significant advantage over

railroads and other existing modes for transporting coal. And they will only

result in a further concentration of economic power in the energy industries of

our Nation.

Mr. Chairman, railroads are capable of expanding to meet the growing coal

needs of this country. There is absolutely no evidence that railroads are unable

to service any of our coalbearing regions. In fact, the Federal Energy Administra-

tion has made the following statment on this subject:

"Increased coal production over the longer term
should not pose a transportation problem if proper
planning and coordination are undertaken. The leadtime
to produce new transportation equipment.. .is shorter
than the leadtime to bring a major new surface or
underground mine into production...

"It does not appear that where transport facilities
are already in place, there will be any track or
line capacity problems with regard to rail...Also, it
is expected that track rehabilitation, and any new
construction will be underway or in place prior to
actual coal movement needs.*

* Federal Energy Administration, Project Independence Blueprint, Final Task Force
Report, "Coal," page 53.

4
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All of these projections will be made worthless if coal slurry pipelines

are permitted to skim off the cream of the railroads' coal business. Without a

reasonable assurance of a continued high level of coal traffic in the years

ahead, railroads will not be able to expand their rolling stock nor their track.*

We, therefore, urge this Committee to remove coal slurry pipelines from

the provisions of S. 740.

* Federal Energy Administration, Project Independence Blueprint, Final Task
Force Report, "Coal," page 53.
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The membership of the Railway Labor Executives' Association consists
of the following standard railroad unions which represent 80% of
all railroad workers in the U.S.:

American Railway Supervisors Association

American Train Dispatchers Association

Brotherhood of Locomotive Engineers

Brotherhood of Maintenance of Way Employees

Brotherhood of Railroad Signalmen of America

Brotherhood of Railway Carmen of the U.S.
and Canada

Brotherhood of Sleeping Car Porters

Hotel and Restaurant Employees' and
Bartenders' International Union

International Association of Machinists
and Aerospace Workers

International Brotherhood of Boilermakers
and Blacksmiths

International Brotherhood of Electrical Workers

International Brotherhood of Firemen and Oilers

International Organization of Masters, Mates
and Pilots of America

National Marine ERgineers ° Beneficial Association

Railroad Yardmasters of America

Railway Employes' Department, AFL-CIO

Seafarers International Union of North America

..;heet Metal Workers International Association

Transport Workers Union of America

United Transportation Union
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APPENDIX

Revisions in S. 740 Resulting from Release of
Committee Print No. I

Sm. 403. ENEROY TRANSPORTATION SYSTEMS.— (a)

9 The Board shall prepare a Federal Energy Transportation

10 System Improvement Program after consultation with the

11 United States Railway Association and the Department of

12 Transportation. The Federal energy transportation systems

13 improvement program shall consist of a legislative recom-

14 men da ti on for -diree atad-inflireet, participation 

15 -0 -Otrvormlleot 'iv programs to assure the development on an

16 urgent basis of new and the improvement of existing railroad

17 systenasr ..e.014- slump, *alines; fit- -and isatilaralk gas- pipelines,

.18 , and other energy transportation systems necessary to assure

19 the timely, safe, and efficient movement of coal and other

20 fuels from nahaes and other production areas throughout

21 the Nation to electrical powerplants, industrial users, and

22 residential consumers.

23 (b) The Board's recommendations shall include a time-

24 ‘1 table for the development of such transportation systems, and

NOTE: Material deleted has been crossed through (
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Page 2 Appendix

1 an accompanying report which specifies in detail:

2 (1) an analysis and assessment of the present ca-

3 pacity and projected requirements for the Nation's rail-

4 roads and other energy transportation systems for the

5 transport of coal and other fuels from producing areas in

6 the Western States, Appalachia, and other areas to the

7 principal electric utility, industrial users, and other major

8 consuming markets throughout the Nation;

9 (2) deficiencies in the present railroad and other

10 energy transportation systems;

11 (3) the need, nature, and extent, if any, of a direct

12 Federal role in rebuilding railroad beds, improving and

13 developing new energy transportation systems, and•

14 otherwise engaging in activities to facilitate the timely,

15 safe, and economical transport of domestic fuels;

16 (4) specific projects when needed for the improve-

17 ment, rehabilitation, or augmentation of existing rail-

18 road facilities, rights-of-way, rolling stock and opera-

19 tions required to assure the safe and efficient movement

20 of coal and other energy resources;

21 (5) specific projects for the establishment of new

22 railroad, pipeline, and other energy transportation sys-

23 toms;

24 (6) proposed arrangements with existing railroads

25 for the improvement and augmentation of their energy
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Page 3 Appendix

'1 transportation rights-of-way, facilities, and equipment;

.2 (7) the location and extent of rights:of-way, facili-

3 ties, and equipment included in the program;

4 (8) proposals for the coordination of existing rail-

5 ' road and other transportation system operations in fur-

6 theronee of the objectives of this Act;

7 (9) estimates of the now employment opportuni-

8 ties to be created under the program, including number,

9 location, and nature of same, and recommendations for

10 ' necessary retraining programs; and

11 • (10) an estimate of the amount of steel and other

12 materials the Board's recommendations would require,

13 including estimates of whether such requirements would

14 exceed production capacity for 'steel and other materitds

15 in light of other demands on such resources.

•
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ECONOMIC ADVANTAGES OF TRANSPORTING

COAL BY RAIL vs. COAL SLURRY PIPELINES

Presented by

Al H. Chesser, President
United Transportation Union

15401 Detroit Avenue
Cleveland, Ohio 44107

on behalf of

Railway Labor Executives' Association

Prepared by

Ruttenberg, Friedman, Kilgallon, Gutchess & Associates, Inc.
1211 Connecticut Avenue, N. W.

Washington, D. C. 20036

July 15, 1975
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The membership of the Railway Labor Executives' Association consists

of the following standard railroad unions which represent 80% of

all railroad workers in the U.S.:

American Railway Supervisors Association

American Train Dispatchers Association

Brotherhood of Locomotive Engineers

Brotherhood of Maintenance of Way Employees

Brotherhood of Railroad Signalmen of America

Brotherhood of Railway Carmen of the U.S.

and Canada

Brotherhood of Sleeping Car Porters

Hotel and Restaurant Employees' and

Bartenders' International Union

International Association of Machinists

and Aerospace Workers

International Brotherhood of Boilermakers

and Blacksmiths

International Brotherhood of Electrical Workers

International Brotherhood of Firemen and Oilers

International Organization of Masters, Mates

and Pilots of America

National Marine Engineers' Beneficial Association

Railroad Yardmasters of America

Railway Employes' Department, AFL-CIO

Seafarers International Union of North America

Sheet Metal Workers International Association

Transport Workers Union of America

United Transportation Union
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ECONCMIC ADVANTAGES OF TRANSPORTING
COAL BY RAIL Vs. COAL SLURRY PIPELINE

1. Coal reserves, particularly in the West, are important to the Nation.

About 85 percent of U. S. fossil fuel reserves are in the form of coal,

large reserves of which are located in many parts of the country. The U. S.

Geological Survey has estimated that there are 1,600 billion tons of demonstrated

coal reserves in the U. S. and that there is another 1,600 billion tons of as

yet unidentified resources.

Of this amount, only about 434 billion tons are in deposits of the type

which can be mined, given today's economics and technology. And of this 434

billion tons, 193 billion tons (or 44.5 percent) is composed of subbitumincus

or lignite coal, both of which possess a low BTU content. (See Table 1 and Map 1).

Over the past three decades, coal has played a decreasingly important role

in the nation's fuel consumption. (See Table 2 and Figure 1). In 1950, industry

consumed more than half of all domestic coal. Today, public utilities are the

primary coal consumers. (See Tables 3 and 4).

There are significant untapped coal resources, primarily in the West.

(See Table 5). Several barriers are in the path of mining these reserves, however.
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Table 1

Summary of Demonstrated Coal Reserve Base

of the United States

Rank of Coal

Estimated Total Heat

Total Value (quadmillion BTU) 

Bituminous 233 6,100

Subbituminous 165 2,800

Lignite 28 400

Anthrasite 7 200

Total 434 9,500

Source: "Demonstrated Coal Reserve Base of the U . S. on

January 1, 1974." Mineral Industry Survey, U. S.

Department of the Interior, Bureau of Mines, Division

of Fossil Fuels, Mineral Supply, June 1974.

-2-



Source: Interstate Commerce Commission.
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Table 2

Coal Consumption as a Percent of
Total Domestic Fuel Consumption

194o 52.4

1950 37.8

1960 22.8

1965 22.3

1970 18.9

1972 17.3

Source: U. S. Bureau of Mines, Minerals Yearbook.

- 3 -
•
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Table 3

Bituminous Coal -- Summary 1950 to 1972
(quantities in millions of short tons, values in millions of dollars)

1950 1960 1970 1972

Production 516 416 603 595
Value, total (millions) 1,500 1.950 3,773 4,561
Average, per ton (dollars) 4.84 4.69 6.26 7.66

Consumption 4541/
_V

380— 516 520
Electric Power Utilities 88 174 319 349
Bunker, foreign and lake vessels 2 1

g
.?"Manufacturing and Mining Industries 219 173 1 159

Retail -- Dealer Deliveries 84 30 12 12

Number of Mines 9,429 7,865 5,601 4,879

Average men employed dai1y3/ 416 169 140 149

1/ Includes consumption by rnilroads.

2/ Less than 500,000 short tons.

3/ In thousands.

Source: U. S. Bureau of Mines, Minerals Yearbook.

- 5 -
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Table 4

Fuel Consumption for Electricity Generation
(million tons of coal equivalent)

PercentFuel 1973 Change

Coal 245 388 + 58
Oil 28 121 + 332

Gas 96 154 + 60

Nuclear 2 36 + 1800

Total 371 699 + 88

6
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Table 5

Coal Reserve Base by State
(in millions of short tons)

Class of
State Coal

Maryland bit.
Michigan bit.
Ohio bit.
Pennsylvania anthr.

bit.

West Virginia bit.
Alabama bit.

h g.

Kentucky bit.
Tennessee bit.
Virginia anthr.

bit.

Arkansas anthr.
bit.
h g.

Illinois bit.
Indiana bit.
Iowa bit.
Kansas bit.

Missouri bit.
Oklahoma bit.
Texas bit.

h g.

Idaho bit.
Montana bit.

subbit.
h g.

N. Dakota hg.
S. Dakota hg.
Wyoming bit.

subbit.

Mean
BTU

BTU ,/
Index-'

Total Reserve
Base

14,110 1.13 1,048.21
13,110 1.05 118.20
12.900 1.03 21,077.15
13,060 1.04 7,120.53
13,720 1.10 23,880.01

13,900 1.11 39,589.79
13,830 1.11 1,937.83

-- 1,026.50

13,350 1.04 25,540.55
13,600 1.09 986.72
11,930 .95, 137.49
13,980 1.12 3,512,48

13,990 1.12 96.40
14,070 1.12 537.30

-- 32.00

12,560 1.00 65,664.72
12,970 1.04 10,622.57

11.650 .93 2,884.86
12,640 1.01 1,388.06

12,310 .98 9,487.30
13,760 1.10 1,294.24
12,900 1.03 --
10,980 .88 3,271.90

13,320 1.06 --
12,220 .98 1,384.02
11,650 .91 99,211.94
11,160 .89 7,131.00
10,860 .87 16,003.00
10,840 .87 428.00
12,900 1.03 4,524.03
12,310 .98 46,703.77

- 7 -
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Table 5 (cont'd)

State
Class of Mean

BTU
BTU
Index-1Inde

Total Reserve
Base

Arizona subbit. 11,570 .92 350.00
Colorado anthr. 13,890 1.03 27.74

bit. 12,800 1.02 10,096.51
subbit. 12,340 .99 4,745.29

N. Mexico anthr. 13,630 1.09 2.30
bit. 12,850 1.03 1,777.20
subbit. 11,470 .92 2,614.90

Utah bit. 13,370 1.07 4,042.46
Alaska bit. 12,380 .99 1.201.00

subbit. 11,160 .89 10,148.40
California hg. -- -- --
Nevada hg. 9,130 .73
Oregon subbit. 11,210 .90 1.40

Washington bit. 12,430 .99 251.19
subbit. 11,100 .89 1,694.66
lig. 10,920 .87 8.c6

1/ 1.0 = 12,519 BTU

Source: Data taken from U. S. Bureau of Mines MERIT System.

_ 8_
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First much of the western opal is in arrid or semi-arrid areas (see Table 6).

The scarcity of water is a serious constraint on the production or use of coal

in these areas.

In addition, while most low sulfur coal is in the West, (see Table 7)

the coal found in those states has a lower British Thermal Unit (BTU) content

than coal found in the East.

Increased Coal Demand Projections 

A study conducted by the National Academy of Engineering in 1974,

predicted the doubling of coal production by 1985. The Final Task Force

Report of the Federal Energy Administration recommended between a 84 percent

and a 244 percent increase in coal production by 1985. (See Figure 2 and

Table 8). Recent action by the Federal Government to bring about the increased

utilization of coal by public utilities will also result in an increased demand

for coal.*

Quite naturally, much of the increased demand for coal will result from

either the unavailability or higher prices of oil and natural gas. In 1970,

oil and gas (including imports) were supplying 76 percent of U. S. energy require-

ments, while coal's share had dropped to 20 percent. The principal reason for

this disparity was the relative cheapness of oil and gas.

As this disparity decreases, and as domestic economically recoverable

reserves of oil and natural gas are consumed, interest in and demand for coal
 

will increase. One result of this increase has already been mentioned -- the

conversion of electrical generation plants from oil and gas to coal power. Other

results affecting co.1 can also be expected.

*See, for example, Federal Register Vol. 40, No. 91, May 9, 1975, pp. 29491-

19509.

- 9 -
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Table 6

Normal Annual Precipitation -- Selected Cities

Baltimore 41.31
Detroit 30.96
Cincinnati 39.04
Philadelphia 39.93
Charleston, W. Va. 40.75

Mobile 66.98
Louisville 43.11
Memphis 49.10
Norfolk 44.68
Little Rock 48.52

Chicago 34.44
Indianapolis 38.74
Des Moines 30.85
Wichita 30.58
Kansas City, Mo. 37.00

Oklahoma City 31.37
Dallas 35.94
Boise . 11.50
Great Falls, Mont. 14.99
Bismarck 16.16

Sioux Falls 24.72
Cheyenne 14.65
Phoenix 7.05
Denver 12.95
Albuquerque 7.77

Salt Lake City 15.17
Juneau 54.67
Los Angeles 14.05
Reno 7.20
Portland 37.61
Seattle-Tacoma 38.79

Source: U. S. National Oceanic and Atmospheric Administration,
Local Climatological Data, Annual Summaries.

-10 -
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Table 7

Regional Mean Sulfur Content Comparisons

Total Reserve
Base*

Mean Sulfur
Content (per-

Percent Sulfur
Required to Meet

Region (billion tons) cent of weight) SO2NSPS

Northern Appalachia 66.1 2.0 0.72

Southern Appalachia 38.9 1.0 0.72

Midwest 104.5 3.1 0.66

Gulf 4.3 1.0 0.42

Great Plains 175.4 0.5 0.51

Rocky Mountain 23.6 0.5 o.66

Pacific Coast 13.6 0.2 0.51

Total 426.4

* Excludes anthracite coal.
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Coal Conversion Alternatives 

Among these is the conversion of coal to gas. The United States has

lagged in the undertaking of research and the commercial development of

technology in this field. Gas manufactured from coal was first produced in the

late 18th Century. By World War II, Germany had embarked on efforts to develop

a liquefaction process, and South Africa began operation of a coal liquefaction

plant in 1953.

While there are no commercial synthetic fuel plants in operation or under
construction in the United States, the technology exists to produce high BTU

gas from coal.

Tables 9 and 10 demonstrate the cost advantages of using western coal
for synthetic fuel. While there are additional factors to be considered in

assessing the desirability of establishing synthetic fuel plants, these tables

make it clear that western coal is well-suited as a fuel source for such plants.

Both a significant mount of material and labor will be required to construct

such plants. Most of the jobs will be in the construction and engineering

trades.

As part of its consideration of underlying policy issues involved, Congress

should take note that synthetic fuel plants:

(1) require more on-site construction and operational jobs than coal

slurry pipelines;

(2) Generate more off-site jobs in the community surrounding the

synthetic fuel plant than coal slurry pipelines, thus envigorating

the economy of that community;

_
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Table 9
Economic Factors in the Production of Synthetic Fuel

Material Eastern Coal Western Coal

Coal ($1 ton) 12.00 4.00

Process Water ($1 per gal.) .25 .40

Cooling Water ($1 per gal.) .05 .08

Electric Power ($1 Kwh) .015 .015

Labor ($1 hour) 6.50 6.50

Source: Federal Energy Aftinistration, Final Task Force Report on
Project Independence Blueprint, Synthetic Fuels from Coal,

P. 33.

-15 -
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Table 10

Synthetic Fuel Plant
Operating Cost Details (in late 1973 dollars) 

East West

Utility Gas 55.441 32.246

Pipeline Gas 98.108 63.753
Liquid Fuel 151.783 96.660

Source: Federal Energy Administration, Final Task Force Reporton Project Independence Blueprint, Synthetic Fuels fromCoal, page 34.

- 16-
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(3) Depending on the specific process involved, may require

transportation of the fuel from its source to consumers,

thus creating additional jobs; and

(4) will play a mojor role in decreasing this country's

dependence on foreign fuel imports.

Proponents of slurry pipelines have stated that the slurr
y process uses

less water than other forms of coal processing. While further attention is given

to this claim below, it should be noted that waste water fro
m coal gasification

can be treated using available technology and other exist
ing emission regulations,

and that water emissions from coal liquefaction should be
 minimal and can be

treated by currently available means.*

2. The present transportation system is adequate to meet the
 projected increased

demand for coal.

About 62 percent of all domestic coal is shipped by ra
il, predominantly in

open-topped hopper cars, but some is transported in hi
gh-side solid-bottom

gondolas. With each car carrying about 75 tons of coal, it has been estimat
ed that

there were 5.1 million carloads of coal in 1974.

If trucks were to do this job, energy use would be 
increased by 600 percent.

Only pipeline offers a competitive form of energy-e
fficient transportation to

railroads. While this subject is explored in greater depth bel
ow, it should be

noted that hopper cars offer the flexibility of being 
able to carry many

commodities besides coal. (See Table 11).

* Federal Energy Administration, Final Task For
ce Report, Project Independent

Blueprint, Synthetic Fuels from Coal, pages 88 and 89.

- 17 -
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Table 11

Uses of Hopper Carsli

Percent Rail
Shipment Moved
in Hopper Cars

Estimated 1972
Cardloadings In
Hopper Cars

Commodity 1972 (in 10,000s)

Coal 92 4,300

9931Iron Ores 1,125

Crushed/Broken
Stone 64 511

Sand/Gravel 59 413

Crude Chemical/
Fertilizers 38 219

Misc. Non-Metallic
Minerals 27 18

Wood Materials 17 219

Mis. Coal & Petrol.
Products (Coke) 78 313

Non-Metallic
Minerals, Ground 24 108

Blast Furnace/Coke
Oven Products 47 339

AU Other Commodities 2 298

1/ Federal Railroad Administration One Percent Waybill Sample and ICC
Freight Commodity Statistics - 1972.

E/ Includes ore cars ("jennies").

-18 -
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Unit Trains

More than one-third of all coal moved by rail moves in unit trains. The

use of unit trains has been an important innovation in the railroad industry. They

are camprised of a solid train of cars which remain coupled as a unit hauling a

single commodity between one shipper and one receiver.

Unit trains were first used in 1960 in the coal industry. The coal moves

along the rail line as if it were on a conveyor belt, with the unit train bringing

a load of coal, depositing it, and then immediately returning for another load.

It is the unit train which has helped to keep railroads competitive with other

forms of coal transportation.

As of January 1, 1974, Class I railroads operated 342,402 open-top hopper

cars with a capacity of 268,920,000 tons. Railroads other than Class I operate

another 5,984 hopper cars and private owners operate 4,741 hopper cars.

Expansion of Rail Capability

Manufacturers have a current ability to produce 60,000 to 90,000 new

hopper cars a year and railroads presently have the capacity to handle over

650 million tons of hopper car traffic compared to an estimated demand of 615

million tons. The Federal Energy Administration has estimated that the existing

fleet could handle 10 to 15 percent increase in coal traffic without affecting

other shippers who also use hopper cars.

3. Rail transportation of coal is more efficient, economical and environmentally
sound than is transportation by coal slurry pipeline.

The first coal slurry pipeline was built from Cadiz to Cleveland -- wholly

within the State of Ohio. It began operation along a distance of 108 miles,

pumping 1.3 million tons of coal per year through a 10 inch line, from 1957 until

-19 -
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it it was abandoned in 1963. Testimony before two Congressional committees makes it

clear that the line was abandoned because it was unable to compete with railroads.*

The other existing coal slurry pipeline is the Black Mesa line from the

Black Mesa coalfields in northeastern Arizona, to the Mohave power plant in

Bullhead City, Nevada. This 18-inch line began operation in 1970 and is

capable of moving 5 million tons of coal per year along its 273 mile lenght. The

Federal Energy Administration has concluded that this pipeline would not be com-

petitive with rail if a competing rail service existed. Nevertheless, because

there is no direct comparison with a rail line in this case, the comparison can

best be made on the basis of the relative investment needs of pipeline vs. railroad.

Investment Advantages of Rail Transportation

Such a comparison has been made by the Federal Energy Administration as

part of its Project Independence Blueprint. FEA found that, assuming the

construction of 6 new coal slurry pipelines or, in the alternative, the construction

of an equivalent amount of track, the amount of construction investment required

for rail transportation was less than that required for slurry pipeline transpor-

tation . (See Table 12). The agency also concluded that coal slurry pipelines can

only be price competitive with rail transportation where significant new rail

construction is required or where the pipeline runs for a long distance at high

volume.

* See testimony of I. C. C. Chairman Robert L. Murphy before the Senate Cammittee
on Commerce, April 18, 1962, at page 15 and statement of John M. Huneke, Vice
President, Energy Transportation Systems, Inc., before the Senate Committee on
Interior and Insular Affairs, June 11, 1974.

• -20 -

•
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Coal shipped

Distance shipped

Steel required
for construction

Man Hours

Dollar investment

Table 12

Relative Investment Costs of
Rail vs. Coal Slurry Pipeline

6 New Coal Slurr Lines New Rail Trans ortation

63 million tons/year

4,608 miles

1,426,000 tons

7,201,000

$1,861,000,000

63 million tons/year

5,771 miles *

1,392,000 tons

9,579,856 **

$1,184,000,000

* Longer rail distance apparently caused by need to. traverse rough terrain.

.* Based on FEA estimate of 4,187 man-years and U. S. Bureau of Labor Statistics
estimate of average weekly hours in rail industry (including overtime) of 44.

Note: This table does not take into account the decrease in rail
equipment requirements if the slurry lines were built rather than
the rail lines. FEA has estimated that 146 locamotives and 13,920
hopper cars would not be required if the slurry lines were built.
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On the basis of these conclusions, it is worthwhile to note the ability of

the five coal slurry pipelines which are currently in the planning stages.

(1) The 1,030 mile 38-inch line from Gillette, Wyoming to

Arkansas proposed by Energy Transportation Systems, Inc. to

carry a potential 25 million tons per year.

(2) The 175 mile Nevada Power Pipeline from Aeton, Utah to

St. George, Utah and Arrow Canyon (near Las Vegas), Nevada,

with a capacity of 10 million tons per year.

(3) The 200 mile Salt River System from Star Lake, New

Mexico, to St. Johns, Arizona, carrying less than 10

million tons per year.

(4) The 1,100 mile Houston Natural Gas line from Craig,

Colorado to Houston, Texas at a capacity of between 20 to 25

million tons per year.

(5) The 800 mile Gulf Interstate pipeline from Wyoming to

Oregon.

FEA concluded that the six proposed coal slurry pipelines carry volumes

that are too high over distances that are too long to be supported by the needs

of a single utility plant. Nevertheless, each of the proposed pipelines is

designed to transport coal to a single utility plant.

The FEA investment comparison between coal slurry pipelines and rail

transportation does not present a full basis for a judgement as to the public policy

issues involved. The removal of 63 million tons of coal from rail transport will

- 22 -
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have a serious impact on the financial condition of rail lines. This is especially

true if, as in the case of the Ohio pipeline, the pipeline is in direct competition

with rail transit.

Employment Advantages of Rail TranSit 

FEA has also failed to take full account of the effect on employment of coal

slurry pipelines. The loss of rail labor jobs is not fully offset by new jobs in

the construction and operation of pipelines. In addition, the secondary impact of

rail jobs lost will affect many communities and several service businesses associated

with rail industries.

By FEA's own estimate, the trade-off between six new coal slurry pipelines

and comparable new rail construction is 3,462 man years for the pipeline construction

versus 4,187 man years for rail construction. Assuming full-time employment for

all concerned, there is a net loss of 725 jobs per year in the construction phase

alone.

In addition to this loss of jobs in the construction phase, there would be

a substantial loss of employment resulting from the transfer of coal shipments

from rail to coal slurry pipelines. Although no estimate of pipeline operating

labor has been made, Energy Transporation Systems, Inc. -- the builder of the

proposed Wyoming to Arkansas pipeline -- states that only 75 workers will be

needed to run the Wyoming portion of its 1,030 mile line.* Using this as a guide-

line, we can estimate total operating capacity for that pipeline to be 425.**

Business Week, July 27, 1974, p. 36.

** This estimate probab]y overstates pipeline operational employment by a signifi-

cant amount since the 75 Wyoming employees undoubtedly include personnel involved
in the preparation of the coal and no such personnel are needed until the termina-

tion point of the line when the coal is demoisturized. Along the line, only

three pumping stations are planned to maintain water pressure.

- 23 -
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Table 13 uses a randam selection of five railroads running distances

approximating that of the proposed pipeline. Using the averages developed by

this table, there would be 1.96 rail employees per track mile for a rail line of

1,030 miles, or 2,019 rail jobs compared to 425 pipeline jobs. (The data developed

by Table 14 reflect an average which is lower than the national average of 2.54

rail employees per track mile).

Table 14 demonstrates the effect on 22 major cities of the loss of just

100 rail jobs. Surely, this impact must be taken into account in determining

the full cost of coal slurry pipeline construction.

Testimony before the Kansas State legislature regarding the Kansas portion

of the Wyoming to Arkansas slurry pipeline indicated that:

(1) Pumping stations for the pipeline in Kansas alone would use

$1,800,000 worth of electric power.

(2) The Santa Fe, Kansas' largest railroad, has a unit train

which operates from the beginning of the proposed pipeline. That

railroad employs between 9 and 10,000 Kansans each year at an

average salary of $10.5 million dollars per month. The Santa Fe

has already been forced to lay off 196 employees this year.

Assuming that the salary of each job is $13,672.36, that means

$2,679,782.50 loss of income to the workers and their communities.

(3) The proposed slurry pipeline would be a direct competitor of

the Missouri Pacific Railroad, serving Kansas, Nebraska, and

Arkansas.
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Table 13

Rail Workers Per Track Mile

Railroad Trackage* Rail Workers**

Lehigh Valley 1,083 2,660

Fort Worth & Denver 1,037 1,008

Western Pacific 1,193 3,010

Main Central 936 1,371

Boston & Maine 1,529 3,306 

Average 1,155 2,271

Rail Workers Per Track Mile: 1.96

* 1972 data.

** 1974 data.

Source: Rand McNally Handy Railroad Atlas of the United States,
1973, and Association of American Railroads.
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Table 14

1/
What the Loss of 100 Railroad Jobs Means to a Community

(Estimate as of October 1974)

CATEGORY U.S. Boston Buffalo New York

Income Taxes - Federal, State,
and Local 2/ $ 182,928 $ 203,885 $ 189,124 $ 192,735

Food and Beverages at Home 219,310 236,645 230,725 225,369

Food and Beverages in Restaurant 57,206 62,737 43,143 71,719

Apartment and Housing Rentals 50,960 58,438 29,733 80,010

Homeownership (mortgage princi-
pal and interest, and property
taxes) 182,244 148,049 193,365 136,604

Home Heating Fuels and Utilities 55,872 72,393 70,514 54,374

Home Furnishings and Household
Operations 83,281 77,402 77,710 80,132

Men's and Boy's Clothing 29,198 28,390 36,124 31,366

Women's and Girl's Clothing 40,290 45,007 46,708 46,966

Family Footwear 16,038 15,548 17,284 14,783

Cleaning and Shoe Repair 21,940 20,065 16,964 24,731

Transportation (public transporta-
tion, automobile purchases, gas,
and oil) 141,854 122,529 148,545 120,209

Medical Services and Drugs 69,632 57,467 57,954 64,200

Personal Care Items (haircuts,
hairdressers, etc.) 28,108 24,277 27,934 24,764

Recreation Goods and Services (TV
sets, movie tickets, etc.) 58,262 62,094 55,184 57,598

Other Goods and Services (life
insurance policies, funeral
services, etc.) 52,905 55,067 48,993 64,443

_l/ Railroad work,rs. income was based on the October 1974 average weekly earnings (annu-
alized) of a Class I Railroad worker as reported by the Bureau of Labor Statistics (RTS).
It amount,:d to $13,(T'.3(,. The losses were based on the relative importance of each expen-
dturr, e,,t,..ry in th,, market basket currently used to produce the Consumer Price Index
(for Jnit,d 2tatr.2 and each of the respective cities).

ineome taxes were derived by using the BLS spendable weekly earnings formula.
2tate an,J 1005] income taxes were estimated on the basis of data in the Fall 1973 Inter-
mediat,- 'frban Family BiAgets as published by BLS. Railroad Retirement contributions amount-
in V7i.20 (which is in lieu of Social Security) were regarded as a savings by the
workers and were, therefore, deducted from the gross income of $13,672.36 before computing
the figures in this table.
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Table 16a

1/
What the Loss of 100 Railroad Jobs Means to a Community (cont'd)

(Estimate as of October 1974)

CATEGORY Philadelphia Pittsburgh Atlanta Baltimore

Income Taxes - Federal, State,
and Local 2/ $ 206,755 $ 193,713 $ 168,639 $ 214,778

Food and Beverages at Home 237,014 251,343 205,840 213,097

Food and Beverages in Restaurant 57,225 43,793 58,877 53,169

Apartment and Housing Rentals 29,878 33,708 42,367 43,007

Homeownership (mortgage princi-
pal and interest, and property
taxes) 157,513 156,993 200,823 176,119

Home Heating Fuels and Utilities 58,843 57,705 51,151 56,038

Home Furnishings and Household
Operations 88,059 75,764 106,541 83,578

Men's and Boy's Clothing 31,909 32,663 30,232 32,328

Women's and Girl's Clothing 38,404 49,776 36,834 40,990

Family Footwear 17,334 20,027 14,565 17,906

Cleaning and Shoe Repair 19,680 16,805 28,454 25,414

Transportation (public transporta-
tion, automobile purchases, gas,
and oil) 136,845 145,160 150,235 129,541

Medical Services and Drugs 69,791 63,589 76,265 63,222

Personal Care Items (haircuts,
hairdressers, etc.) 25,838 26,032 29,894 27,258

Recreation Goods and Services (TV
sets, movie tickets, etc.) 52,316 61,082 51,949 59,814

Other Goods and Services (life
insurance policies, funeral
services, etc.) 62,612 61,874 37,384 53,763

Railroad workers' income was based on the October 1974 average weekly earnings (annu-

alized) of a Class I Railroad worker as reported by the Bureau of Labor Statistics (BLS).

It amounted to $13,672.36. The losses were based on the relative importance of each expen-

diture category in the market basket currently used to produce the Consumer Price Index

(for the United States and each of the respective cities).

2/ Federal income taxes were derived by using the BLS spendable weekly earnings formula.

State end local income taxes were estimated on the basis of data in the Fall 1973 Inter-

mediate Urban Family Budgets as published by BLS. Railroad Retirement contributions amount-

ing to $772.20 (which is in lieu of Social Security) were regarded as a savings by the

workers and were, therefore, deducted from the gross income of $13,672.36 before computing

the figures in this table.
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Table 16a

1/
What the Loss of 100 Railroad Jobs Means to a Community (cont'd)

(Estimate as of October 1974)

CATEGORY 
Washington,

D. C. Chicago Cincinnati Cleveland

Income Taxes - Federal, State,
and Local .2./ $ 200,596 $ 176,203 $ 179,069 $ 173,208

Food and Beverages at Home 192,874 235,250 254,105 223,099

Food and Beverages in Restaurant 72,557 56,281 62,338 41,401

Apartment and Housing Rentals 77,044 61,440 49,462 34,367

Hcmeownership (mortgage princi-
pal and interest, and property
taxes) 166,371 171,383 154,142 249,170

Home Heating Fuels and Utilities 49,633 46,131 49,327 50,811

Home Furnishings and Household
Operations 76,015 73,493 76,943 76,294

Men's and Boy's Clothing 29,261 27,945 31,465 30,031

Women's and Girl's Clothing 39,431 42,862 31,465 43,944

Family Footwear 16,475 15,366 16,503 17,821

Cleaning and Shoe Repair 24,335 21,755 18,444 18,629

Transportation (public transporta-
tion, automobile purchases, gas,
and oil) 137,735 151,440 143,364 123,285

Medical Services and Drugs 70,247 66,409 71,231 70,872

Personal Care Items (haircuts,
hairdressers, etc.) 25,736 27,385 25,618 26,055

Recreation Goods and Services (TV
sets, movie tickets, etc.) 67,248 62,660 52,876 56,187

Other Goods and Services (life
insurance policies, funeral
services, etc.) 44,444 53,998 73,607 54,810

Railroad workers' income was based on the October 1974 average weekly earnings (annu-
alized) of a Clans I Railroad worker as reported by the Bureau of Labor Statistics (BLS).
It amounted to $13,672.36. The losses were based on the relative importance of each expen-
dre eaterory in the market basket currently used to produce the Consumer Price Index
(for the United States and each of the respective cities).
2/ Federal income taxes were derived by using the BLS spendable weekly earnings formula.

State and ]oeal income taxes were estimated on the basis of data in the Fall 1973 Inter-
mediate Urban Family Budgets as published by BLS. Railroad Retirement contributions amount-
inr to $772.20 (which is in lieu of Social Security) were regarded as a savings by the
workers and were, therefore, deducted from the gross income of $13,672.36 before computing
the figures in this table.
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Table 16a

1/
What the Loss of 100 Railroad Jobs Means to a Community (cont'd)

(Estimate as of October 1974)

CATEGORY Detroit Kansas City Milwaukee
Minneapolis
St. Paul

Income Taxes - Federal, State,
and Local 2/ $ 191,705 $ 179,270 $ 218,884 $ 236,731

Food and Beverages at Home 212,618 198,462 212,285 187,670

Food and Beverages in Restaurant 47,088 60,254. 50,734 43,732

Apartment and Housing Rentals 32,831 44,943 43,489 29,151

Homeownership (mortgage princi-
pal and interest, and property
taxes) 226,283 173,369 158,757 233,640

Home Heating Fuels and Utilities 49,213 46,961 55,785 49,581

Home Furnishings and Household
Operations 71,684 82,983 81,829 81,445

Men's and Boy's Clothing 26,291 28,237 32,794 29,014

Women's and Girl's Clothing 31,940 35,932 45,391 34,472

Family Footwear 14,324 14,598 17,477 13,176

Cleaning and Shoe Repair 16,845 18,100 18,434 13,969

Transportation (public transporta-
tion, automobile purchases, gas,
and oil) 151,935 207,361 154,651 142,471

Medical Services and Drugs 81,460 67,380 55,548 61,681

Personal Care Items (haircuts,
hairdressers, etc.) 26,148 28,036 26,968 24,020

Recreation Goods and Services (TV
sets, movie tickets, etc.) 55,864 56,462 57,623 58,270

Other Goode and Services (life
insurance policies, funeral
services, etc.) 53,739 47,719 59,364 50,974

Railroad workers' income was based on the October 1974 average weekly earnings (annu-

alized) of a Class I Railroad worker as reported by the Bureau of Labor Statistics (BLS).

It amounted to $13,672.36. The losses were based on the relative importance of each expen-

diture category in the market basket currently used to produce the Consumer Price Index

(for the United States and each of the respective cities).
2/ Federal income taxes were derived by using the BLS spendable weekly earnings formula.

State and local income taxes were estimated on the basis of data in the Fall 1973 Inter-

mediate Urban Family Budgets as published by BLS. Railroad Retirement contributions amount-

ing to $772.20 (which is in lieu of Social Security) were regarded as a savings by the

workers and were, therefore, deducted from the gross income of $13,672.36 before computing

the figures in this table.
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Table 16a

1/
What the Loss of 100 Railroad Jobs Means to a Community (cont' d)

(Estimate as of October 1974)

CATEGORY St. Louis Dallas Houston Los Angeles

Income Taxes - Federal, State,
and Local 2/

Food and Beverages at Home

$ 178,217

258,533

$ 152,800

206,493

$ 152,800

205,957

$ 163,676

187,199

Food and Beverages in Restaurant 55,046 60,009 62,425 63,422

Apartment and Housing Rentals 33,377 51,674 39,978 56,476

Homeownership (mortgage princi-
pal and interest, and property
taxes) 151,843 169,033 176,553 231,154

Bane Heating Fuels and Utilities 60,476 47,941 53,061 38,073

Home Furnishings and Household
Operations 93,397 93,062 113,775 79,178

Men's and Boy's Clothing 27,010 32,414 24,044 24,254

Women's and Girl's Clothing 39,946 37,722 39,556 36,082

Family Footwear 16,906 16,133 14,349 14,648

Cleaning and Shoe Repair 21,691 29,503 28,275 21,875

Transportation (public transporta-
tion, automobile purchases, gas,
and oil) 138,428 161,589 171,854 167,879

Medical Services and Drugs 76,078 87,570 76,055 76,939

Personal Care Items (haircuts,
hairdressers, etc.) 31,091 34,366 36,191 25,122

Recreation Goods and Services (TV
sets, movie tickets, etc.) 54,242 64,599 46,399 51,771

Other Goods and Services (life
inzurance policies, funeral
services, etc.) 53,786 45,167 48,772 52,201

Railroad workers' income was based on the October 1974 average weekly earnings (annu-
alized) of a Class I Railroad worker as reported by the Bureau of Labor Statistics (BTS).
It amounted to $13,672.36. The losses were based on the relative importance of each expen-
diture category in the market basket currently used to produce the Consumer Price Index
(for the United States and each of the respective cities).
2/ Federal income taxes were derived by using the BLS spendable weekly earnings formula.

State and local income taxes were estimated on the basis of data in the Fall 1973 Inter-
mediate Urban Family Budgets as published by BLS. Railroad Retirement contributions amount-
ing to $772.20 (which is in lieu of Social Security) were regarded as a savings by the
workers and were, therefore, deducted from the gross income of $13,672.36 before computing
the figures in this table.
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Table 166

1/
What the Loss of 100 Railroad Jobs Means to a Community (cont'd)

(Estimate as of October 1974)

CATEGORY San Diego San Francisco Seattle

Income Taxes - Federal, State,
and Local 2/ $ 163,057 $ 166,500 $ 152,800

Food and Beverages at Home 178,577 200,873 209,986

Food and Beverages in Restaurant 70,684 50,444 60,485

Apartment and Housing Rentals 61,336 79,156 43,675

Homeownership (mortgage princi-
pal and interest, and property
taxes) 207,955 199,981 211,207

Home Heating Fuels and Utilities 40,276 36,822 57,872

Home Furnishings and Household
Operations 78,730 82,229 104,000

Men's and Boy's Clothing 27,318 23,235 29,147

Women's and Girl's Clothing 34,935 39,646 34,990

Family Footwear 13,399 13,768 18,008

Cleaning and Shoe Repair 19,782 21,450 23,441

Transportation (public transporta-
tion, automobile purchases, gas,
and oil) 187,868 165,621 109,888

Medical Services and Drugs 69,495 81,562 70,563

Personal Care Items (haircuts,
hairdressers, etc.) 30,782 26,047 26,100

Recreation Goods and Services (TV
sets, movie tickets, etc.) 57,930 58,599 71,463

Other Goods and Services (life
insurance policies, funeral
services, etc.) 47,858 44,130 66,454

Railroad workers' income was based on the October 1974 average weekly earnings (annu-
alized) of a Class I Railroad worker as reported by the Bureau of Labor Statistics (BLS).
It amounted to $13,672.36. The losses were based on the relative importance of each expen-
diture category in the market basket currently used to produce the Consumer Price Index
(for the United States and each of the respective cities).
2/ Federal income taxes were derived by using the BLS spendable weekly earnings formula.

Otatc and local income taxes were estimated on the basis of data in the Fall 1973 Inter-
mediate Urban Family Budgets as published by BLS. Railroad Retirement contributions amount-
ing to $772.20 (which is in lieu of Social Security) were regarded as a savings by the
workers and were, therefore, deducted from the gross income of $13,672.36 before computing

the figures in this table.
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(4) The loss of coal revenues to the Santa Fe and the Missouri

Pacific would force both railroads to raise their tariff rates

for other commodities, thus creating ripple effect of inflation,

unemployment, and loss of tax revenues.

(5) The potential loss of coal revenues to railroads will force

those railroads to decrease their long-term commitments for new

equipment, such as hopper cars, locomotives, and other equipment

used in the operation of unit trains.*

These are each important considerations in determining the cost and impact

of coal s3urry pipelines.

FEA's final conclusion about coal slurry pipelines deserves to be cited at

this point:

"Despite all the question and speculation, one
point seems clear: that slurry pipelines, while
they are feasible and may offer rate advantages,
are not going to offer major savings in total dollar
investment, in steel or in labor.. .For overall
planning purposes, however, whether or not slurry
pipelines are built will not have a major influence
on the capital, material and labor requirements of
Project Independence."

Environmental Advantages of Rail Transit 

Any discussion of the cost of coal slurry pipelines must include the cost of

water involved in the process. Each ton of coal requires 250 gallons of accompanying

water. A 10 million ton line requires 2,500,000,000 gallons of water per year;

* Statement of Jack McGlothlin, Assistant State Legislative Director, United
Transportation Union, Kansas, before the Kansas State legislature, February,
1975.
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a 25 million ton line would require 6,250,000,000 gallons of water per year. To

start a slurry pipeline, an operator would need an assured supply of water, but

in many western states water is scarce and there are competing agrarian and

riparian laws which pose major obstables to the use of this water.

In the Wyoming to Arkansas pipeline case, the Wyoming state legislature

has given the operator access to a water supply, but there is continuing disagree-

ment about the environmental impact which this access will have on Wyoming and

surrounding states. In fact, South Dakota may go to court to protect its access

to underground water.

To carry the coal, it is ground into a fine, powdered form so that it may

be suspended in a solution of water. At the end of the pipeline, the water is

partially removed before the coal is burned. About one-eighth of the water used

in the pipeline can be used by the utility power plant for purposes of cooling.

Coal slurry pipelines require access to a long-term, inexpensive water

supply. The physical and legal availability of water is a serious impediment to

the development of this method of transporting coal, particularly in the arid

western regions of the country where the largest U. S. coal reserves are located.

In fact, water appears to be scarcest precisely in those areas where the use of

coal slurry pipelines is being promoted.

In arid and semi-arid regions, water supply for energy may be difficlut to

obtain. Most of the available surface and ground water is already utilized or

legally committed for other purposes. There is major opposition to the reallocation

of water to energy uses as opposed to irrigation for agriculture, industrial

requirements, and recreational purposes.

-33-
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As Congressman Teno Roncalio (D-Wyo.) said in testifying before the House

Committee on Interior and Insular Affairs, "The highest priority for water must be

for human consumption with existing needs of agriculture and industry close behind.

Increasing demands for municipal and continued industrial use will severely tax

all known available water sources." The Federal Energy Administration in its

Project Independence Report reveals that a growing population and expanded

agricultural and industrial production will all make increased demands on the

scarce water supply in this area of the country.

This raises very serious questions about the most efficient use of water

available for energy purposes. Strip mining of coal beds in the West poses

potentially serious water problems, as strip mining alters ground-water storage

and increases erosion and sedimentation of downstream waters. Also, according to

PEA, sizable quantities of water must be used to process oil shale which is found

in the Upper Colorado River Basin.

Given the very critical shortage of water in those western areas of the

country holding large coal reserves, it would appear to be foolhardy to export

that water to carry coal elsewhere. The water available should be more properly

used for energy development rather than the transport of coal, especially when

railroads can carry the coal with a modest investment in track and rolling stock.

Congressman Frank E. Evans of Colorado, commenting on a proposed pipeline

from Pueblo, Colorado to Houston, Texas noted that Pueblo is in the Arkansas river

basin, and that the water in this basin has been over-appropriated already. He

also stated that the flows of water from Colorado to neighboring states are all

governed by interstate compacts.*

11P * Testimony of Congressman Frank E. Evans before the (House) Committee on Interior
and Insular Affairs, March 26, 1975.
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Similarly, both the Department of Interior and the Soil Conservation Service

of the Department of Agriculture have expressed concern about the effect which coal

slurry pipelines will have on water resources in the arid West. The latter agency

noted that "diverting waters in these areas to transport coal could have a signifi-

cant impact on agricultural production. The water needs for rural living, towns,

and sustained agricultural production should be carefully considered along with

the water needs for energy purposes."* Yet, it is precisely these considerations

which have yet to be taken into accOunt in the debate over coal slurry pipelines.

There have been suggestions that water for the coal slurry pipeline be

pumped along a parallel pipeline from some area where water is plentiful. The

Federal Energy Administration, however, has estimated that this would increase

the cost of transporting the coal by 25 percent.

The facts are clear. Coal slurry pipelines are a water-intensive means of

transporting coal. Withdrawal of any signficant amount of water can have a

serious impact on other water uses. At the discharge end of the pipeline, the

water is separated from the coal. It can be evaporated, discharged into a

stream, or used in the power plant for cooling.

If saline water is used in the slurry mixture, the discharge of that water

may result in environmental problems. And if the water contains toxic contaminants,

such as trace elements or heavy metals in dissolved form -- a condition which will

* Statement of Jack 0. Horton, Assistant Secretary, Land and Water Resources,

Department of the Interior, and statement of William B. Davey, Deputy Administrator

for Water Resources, Soil Conservation Service, U. S. Department of Agriculture,

before the House Committee on Interior and Insular Affairs, May 5, 1975.
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which will depend on the chemical properties of the coal being transported --

additional environmental problems will be presented.

Finally, water will cause many sensitive legal disputes, such as the one

now being pursued between Wyoming and South Dakota. The source of water to be

utilized by the proposed Wyoming to Arkansas pipeline is a formation which

stretches across nmtheastern Wyoming into western South Dakota and Nebraska and

southeastern Montana. A South Dakota School of Mines and Technology study

indicates that much of the ground water to be used for the Wyoming to Arkansas

pipeline may be derived from water that underlies South Dakota. The use of the

water for the pipeline may dry up the water supply of some South Dakota communities.

Certainly one state legislature should not be allowed to make decisions which

have a severe adverse impact on the residents of another.

While there appear to be no precise figures on the displacement of water

connected with the operation of coal slurry pipelines, it is estimated that almost

a ton of water is required to move a ton of coal. Since the Federal Energy

Administration asserts that the coal slurry pipeline only becomes cost effective

if it involves a large volume of coal at the supplier end and a large volume

customer at the delivery point, enormous quantities of water must be used.

Economical Advantages of Rail Transportation 

While transportation costs are an important part of the cost of coal to

the consumer, rail costs today amount to much less today than in 1932 when

compared to the total value of coal. (See Table 15).

In 1932, rail freight rates equalled 63.3 percent of the destination value

of coal. In 1972, the comparable figure had dropped to 32.8 percent. In those

forty years rail coal freight rates have increased an average of only 1.5 percent

per year while the cost-of-living has increased an average of 5.2 percent per year.
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Table 15 a

Comparison of F.O.B. Mine Realization end Railroad Rates
on Bituminous Coal- United Sta.et 1931 Thru 19 72

% of
Average Destination

Realization Averap Value
U. S. Coal Coal Rail Rail

Year Production F.O.B. Mine Rates Total Coal Rates
(Million
Tons)

1931 382.1 $1.54 $2.22 $3.76 41.0 59.0
1932 309.7 1.31 2_26 3.57 36.7 63.3
1933 333.6 1.34 2_20 3.54 37.9 62.1
1934 359.4 1.75 2.15 3.90 44.9 55.1
1935 372.4 1.77 2.24 4.01 44.1 55.9
1936 439.1 1.76 2.25 4.01 43.9 56.1
1937 445.5 1.94 2.17 4.11 47.2 52.8
1938 348.5 1.95 2.27 4.22 46.2 53.8
1939 394.9 1.84 2.23 4.07 45.2 54.8
1940 460.8 1.91 2.22 4.13 46.2 533
1941 514.1 2.19 2.22 4.41 49.7 50.3
1942 582.7 2.36 2.31 4.67 50-5 49.5
1943 590.2 2.69 2.30 4.99 53.9 46.1
1944 619.6 2.92 2.21 3.13 56.9 43.1
1945 577.6 3.06 2.20 5.26 58.2 41.8

1946 533.9 3.44 2_27 5.71 60.2 39.8

1947 630.6 4.16 2.49 6.65 62.6 37.4

194 8 599.5 4.99 2.74 7.73 64.6 35.4

1949 437.9 4.88 3.00 7.88 61.9 38.1

1950 516.3 4.84 3.09 7.93 61.0 39.0

1951 533.7 4.92 3.16 8.08 60.9 39.1

1952 466.8 4.90 3.35 8.25 59.4 40.6

1953 457.3 4.92 3.33 8.25 59.6 40.4

1954 390.2 4.51 3.23 7.74 58.3 41.7

1955 464.6 4.50 3.24 7.74 58.1 41.9
1956 500.9 4.82 3.45 8.27 58.3 41.7
1957 492.7 5.08 3.57 8.65 58.7 41.3
1958 410.4 4.86 3.58 8.44 57.6 42.4

1959 412.0 4.77 3.45 8.22 58.0 42.0
1960 415.5 4.69 3.40 8.09 58.0 42.0
1961 402.9 4.58 3.40 7.98 57.4 42.6
1962 422.1 4.48 3.32 7.80 57.4 42.6
1963 458.9 4.39 3.21 7.60 57.8 42.2
1964 486.9 4.45 3.11 7.56 58.9 41.1
1965 512.0 4A4 3.13 7.57 58.7 41.3
1966 533.8 4.54 3.01 7.55 60.1 39.9
1967 552.6 4.62 3.00 7.62 60.6 39.4
1968 545.2 4.67 3.01 7.68 60.8 39.2
1969 560.5 4,99 3.10 8.09 61.7 38.3
1970 602.9 6.26 3.41 9.67 64.7 35-3
1971 552-2 7.07 3.70 10.77 65.6 34.4
1972 595.0 7.53 3.67 11.20 67.2 32.1

- 37 -
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Importance of Coal Revenue to Railroads 

More than 60 percent of coal moves by rail, accounting for $1.2 billion

annually, or about 10 percent of total freight revenue. Figure 3 illustrates

the proportion of coal moved by the various sources of transportation from 1939

through 1971. Table 16 lists the revenues received from coal by all Class I

railroads in 1971. Table 17 depicts the importance of coal revenues to the rail

industry.

Numerous types of freight rates apply to the movement of bituminous coal

by rail. There are single-car rates, multiple-car rates, trainload rates, and

unit train rates. The Interstate Commerce Commission has predicted that by 1980,

more than 85 percent of the domestic coal traffic will move under annual rate,

concentration, trainload, or unit train concepts.

Annual volume rates have been permitted by the .ICC when railroads have

sought to lower freight rates to meet or forestall competition from other

energy forms. The reduced rates can be justified by the application of operational

changes by the railroad which result in reduced costs (i.e., faster turn-around

time, or larger equipment).

The concentration of shipments at a common point also enables railroads

to substantially lower their rates. As an example of the extent of savings which

concentration point shipments can produce, evidence was offered before the ICC

that, in one case, the per-ton cost of handling 55 tons of coal was 246.86 cents

and the per-ton cost of handling 70 tons of coal was 207.21 cents -- a savings of

39.65 cents per ton.

-38 -
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TABLE 16

Bituminous Coal Handled by Class 1 Railroads and Revenue Received, 1971

(Net Tons)

Orig. and Delivered to Total Total Revenue
Railroad Term. on Line Connections 0.2.10l_tatecl Car rice Received

EASTERN DISTRICT (Incl. Pocahontas Reg.)
Akron, Canton & Youngstown 231,518 $ 227,926
Ann Arbor

-
1,864,442 1.365,915

Baltimore & Ohio 9,874,306 20,788,761 30,663,067 39,788,293 107,017,544
Bangor & Aroostook 12,862 47,773

Bessemer & Lake Erie 167,692 3,352,645 3,520,337 9,798.476 16,212,555
Boston & Maine 104 468 572 1,019,154 1,808,623
Canadian Pacific (lines in Maine) 1,624 3,365Central Railroad of New Jersey 685 685 2,214,919 1,524,856

Central Vermont - - - 71,617 141,830
Chesapeake & Ohio 23,984,041 26,302,803 50,286,844 60,089,141 189,291,004
Chicago & Eastern Illinois 1,832,037 519,794 2,351,831 2,948,346 5,415,103
Delaware & Hudson . 45 45. 560,144 1,233,973

Detroit & Toledo Shore Line 400 400 1,382,331 1,180,054
Detroit, Toledo & Ironton 66 66 1,815,842 1,843,674
Elgin, Joliet & Eastern 226 226 9,288,558 9,411,306
Erie-Lackawanna 8,463 473,716 482,179 4,290,929 9,628,588

Grand Trunk Western 67 50 117 1,242,185 1,696,643

Illinois Tcrininal 1,467,478 440,776Lehigh Valley 1,899 1,899 1,611,942 2,301,666Long Island
119,557 231,217

Maine Central - • 22,962 42,269Missouri-Illinois 1,214,173 494,347 1,708,520 2.078,951 1,853,988Monongahela 6,718,061 6,718,061 6,718,061 6,061.697Norfolk & Western 41,116,789 23,643,697 64,760,486 73,014,940 268,424,202

Penn Central 25,251,582 14,507,208 39,758,790 80,595,668 208,595,568Pcnna-Rcading Seashore Lines 115,280 115,280 721,619 1,125,704Pittsburgh & Lake Erie 1,469,223 696,588 2,165,811 5,633,696 7,516,993Reading - 3,216 3,216 11,246,485 18,089,244

Richmond, Fredericksburg & Potomac 258,603 386,218Western Maryland 2,779,165 3,379,349 6,158,514 12,107,526 15,269,183

Total Eastern District 107,812,922 100,884,024 208,696,946 332,217,869 0878,389,457

SOUTHERN DISTRICT
Alabama Great Southern 259,123 5,592 264,715 2,235,856 2,463,594Central of Georgia 78 28 106 3,137,564 4,166,960Cincinnati, New Orleans A
Thin Pacific 552,664 366,271 918,935 4,218,192 4,387,172Oinchfield 2,528,601 4,143,699 ' 6,672,300 14,308,524 20,583,594

Florida last Coast -
Georgia 522 80 602 2,659,646 $ 3,670,671
Georgia Southern & Florida - 1,138 1,138 . 89,460 113,426
Gulf, Mobile & Ohio 2,652,395 2,475,923 5,128,318 6,079,889 7,152.911

1711noig Central 15,106,334 , 8,131,465 23,2.57,819 23,750,434 44,996,482

• - 140-
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Rartr,a,1
Orig. and

Term, on Line

TABLE 16 (Cent inued)

Delivered to Total
Connection' arigit_lated

Total
Carried.

Revenue
Received

SOUTIII RN DISTRICT coned

Louisville & Nashville
(Motion) 21,613,217 27,553,459 49,166,676 51,119,189 107,373,642

Not 101 k Sou them 519 519 ' 442,251 901,418

SCJ hoard Coast Line 2136 618 2,754 17,357,096 26,399,324

Southern 9,546,410 2,469,272 12,015,682 25,644.161 48,000,460

Total Southern District 52,262.019 45,167,545 97,429,564 151,042,262 $270,209,654

IVESTF RN DISTRICT
Atchison, Topeka & Santa Fe 1,109,372 302,002 1,411,374 3,806,774 8,448,149

Burlington Northern 13,774,586 7,142,679 20,917,265 23,240,637 68,568,155

Chicago 8.. North Western 2,497,243 523,191 3,020,434 8,713,636 18,001,477

Chicago, Milwaukee, St. Paul
& Pacific 2,731,137 356,710 3,087,847 5,067,490 10,408,407

Chicago, Rock Island & Pacific 511,001 967,950 1,478,951 2,328,084 3,915,216

Colorado & Southern 8
8

137,839 200,752

Denver & Rio Grande Western 4,173,543 2,622,040 6,795,583 8,495,255 13,544,755

Duluth, Missabe & Iron Range 499,245 74,932 574,177 995,507 1,036,338

Duluth, Winnipeg & Pacific 1,439 1,439 37,976 79,373

Fort Worth & Denver - 26 26 17,754 51,799

Green Bay & Western 23,956 8,488 32,444 154,258 198,607

Kansas City Southern (IAA) 173,422 114,090 287,512 761,275 1,969,102

Lake Superior & Ishpeming - - . 459,258 440,645

Missouri-Kansas-Texas 618,810 608,798 1,227,608 1,252,770 1,474,129

MISSOUTI PJCIfic 3,459,781 769,494 • 4,229,275 5,007,803 6,479,100

Nor th western Pacific - 40 40 220 984

St. Louis' San Francis. 503,175 1,778,001 2,281,176 2,294,404 4,232,580

St. L011iS SOU thwestein 149 199 348 820 6,947

Soo Line 132,572 235,659 368,231 890,548 1,814,811

Southern Pacific 30,732 15,938 46,670 418,094 2,085,560

Texas & Pacific (including '

KO&G) 349 173,550 173,899 233,673 393,764

Toledo, Peoria & Western 153,981 66 154,047 1,287,337 730,272

Union Pacific 1,213,061 1,525,681 2,738,742 6,081,203 21,736,044

Western Pacific 30 . 30 169,617 420,633

Total Western District 31,606,115 17,221,011 48,827,126 71,852,232 $166,237,599

Total United States 191,681,056 163,272,580 354,953,636 555,112,363 $1,314,836,710

.-Includes duplications.
Source: Association of American Railroads.
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Table 17

Revenue Freight Originated by Selected Commodity Group
Class I Railroads, 1972

Percent of
Commodity Group Carloads Tons Revenue* Total Revenue

Total 25,706 1,447,864 $13,013 100.0

Farm Products 2,093 129,769 1,143 8.8

Metallic Ores 1,357 110,034 335 2.6

Coal 4,675 374,970 1,379 10.6

Food 2,470 106,056 1,484 11.4

Chemicals 1,510 95,163 1,328 10.2

Stone, clay,
glass 1,225 73,457 605 4.7

Transportation
equipment 1,345 31,373 1,124 8.6

Pulp and paper 1.179 44,299 847 6.5

Lumber and wood
products 2,160 109,986 1,117 8.6

. Revenue in millions of dollars.

Source: U. S. Interstate Commerce Commission, Freight Commodity Statistics --
Class I Railroads in the United States, annual.
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Flexibility of Rail Service 

Beginning in 1939, the ICC permitted railroads to offer discounts for

multiple car shipments. About 20 years later, the unitized train concept came

into being. An example of such a unit train is one which leaves Parrish, Alabama,

with 47 loaded cars, picks up another 17 cars in Boothton and delivers the cars 
--

each loaded with about 100 tons -- in Wilsonville, Alabama. The cars are unloaded

with a rotary dumper which takes only 90 seconds to empty a car. Other systems

are being tested which allow cars to be unloaded without being stopped -- re
-

ducing the time required to unload a 10,000 ton unit train from four hours t
o

20 minutes.

Railroads have also been able to institute major economies of operation

which enable them to collect shipments from several small mines and plac
e them

into unit trains. Smaller equipment is used to collect these shipments and place 
them into

silos where they can be loaded into unit trains at the rate of 10,000 to
ns in

four hours.

Trainload service differs from unit train service; the latter operates

in a shuttle service on a predetermined schedule and using assigned equi
pment,

while the former makes use of a more random form of operation.

The following are among the considerations which railroads take into

account in determining the level of charges for unit train or trainload 
service:

(1) Origin Service Considerations

a. Trackage necessary to reach mine

b. Loading method

c. Loading time for each train

d. Loading schedule of mine

- 143 -
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2. Use Haul Service Considerations

a. Train schedule

b. Routing

c. Train size

d. Trackage upgrading

e. Trackage grades

f. Annual tonnage to move

g. Traffic density over routing

h. Intercharge facilities over joint routes

i. Types of cars

j. Train labor Characteristics

3. Destination Service Considerations

a. Trackage necessary to each receiver

b. Unloading method

c. Unload time for each train

d. Unload schedule for receiver

Table 18 depicts the savings which are derived from the various forms of

train shipments of coal. The savings of unit trains vs single car rates in

this one regional example are almost one-third. Savings between 38 cents and 281

cents per ton between multiple car and annual volume trains over single car rates

have been recorded in the Illinois - Indiana - western Kentucky region. While

- 44 -
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Table 18

Average Rates Charged for Transportation of Coal fram Appalachian

Region to Trunk Line and New England Territories by Type of Train Service

Type of Service 

Single Car Rates

Annual-Volume Rates

Trainload and Multiple
Carload Rates

Unit-Train Rates

Rate (Cents) 

692.5

656.0

504.8

467.5

Source: Interstate Commerce Commission, Ex Parte 270 (Sub. No. 4),
December 3, 1974.

_115 _
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unit train rate data for western states is not available, Table 19 depicts the

savings of other forms of service over single car rates in that portion of the

country. This table shows savings of nearly 28 percent.

Summary of Rail Advantages 

Having presented this data, it is important to note the conclusions which

flow from it:

(1) Railroads have the ability to adjust their rates to remain

competitive with other energy sources and modes of transportation.

(2) Railroads have the ability to adjust their type of service

to meet the needs of shippers and consumers and to meet the

demands of competition.

(3) Railroads have the flexibility to serve both small and large

shippers and receivers with rates that are competitive.

The following are among the conclusions of the Interstate Commerce Commission

in its examination of coal freight rates (Ex Parte No. 270, Sub. No. 4, December
3, 1974).

-- "One of the essential elements of a reasonable (coal freight)

rate structure is that it fosters sound economic conditions in

transportation and among the several carriers. As a whole, we

regard as satisfactory the financial condition of railroads deriving

more than 20 percent of their revenue from coal." (page 313)

-- The ICC "found that the freight rate structures on coal are,

with few exceptions, compensatory and not unreasonably high."

--V
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Table 19

Average Rate Charged for Transportation of Coal from Origin
Points West of the Mississippi River by Type of Train Service

Type of Service Rate (Cents) 

Single Car Rates

Annual Volume Rates

Multiple-Car Rates

714.7

568.3

518.3

Source: Interstate Commerce Commission, Ex Parte 270
(Sub. No. 4), December 3, 1974.

- 47_
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Several claims have been made about the higher energy efficiency of pipe-

lines as compared to rail transportation. Yet, by the statements of the

proponents of one of the largest planned coal slurry pipelines, the difference

is minimal. Slurry pipelines are 96 percent energy efficient while rail

transport is 95 percent energy efficient. That is 4 percent of the energy value

of the coal being transported is absorbed in the pipeline transportation process,

while the comparable figure for rail is 5 percent.* The Association of American

Railroads has stated that railroad unit trains hauling coal use 250 BTU's per

ton mile while coal slurry pipelines use about 290 BTU's per ton mile.

In addition to the relative comparability between the two modes in energy

efficiency, hopper cars are a more efficient use of steel than pipeline. While

a 10 inch pipeline carrying the equivalent load of 100 hopper cars each with a

capacity of 100 tons would require over 64,000 tons of steel for its construction,

the hopper cars would require only 30,000 tons of steel.**

4. Coal slurry pipelines are not necessary to meet the projected increases in demand for coal.

Map 2 depicts the coal slurry pipelines which are planned in the United

States. The two largest are the 1,030 mile Wyoming to Arkansas line and the

1,100 mile Colorado to Texas line.

Statement of John M. Huneke, Vice President, Energy Transportation Systems, Inc.before the Senate Committee on Interior and Insular Affairs, June 11, 1974, p. 70.
** Statement of John W. Hanifan, President, The Chessie System, before the SenateCommittee on Interior and Insular Affairs, June 11, 1974, p. 120.
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Direct Competition with Rail Transportation

Map 3 shows that both of these lines are in direct competition with

existing rail lines. It is the nature of coal slurry pipelines that they will

take coal from one or two large mines and deliver it to one or two large utilities.

As such they will enter into long-term contracts for the supply of 10 to 25

million tons of coal per year over an extended period of years. The nature of

their operation will, therefore, put them into direct competition with railroads

who would use long-term contracts to put together and operate unit trains.

Railroads competing with these two proposed coal slurry pipelines will be forced

to rely more heavily on spot coal traffic which will in turn reduce their ability

to make long-term financial commitments to upgrade equipment and service.

Additional impact can be expected to reduce rail jobs, jeopardize the

financial condition of railroads and result in major losses to the communities,

farms and businesses served by those railroads.

Nor should environmental questions be ignored. The fact that there is

existing rail track to transport coal from the mine vicinity to the utilities

makes further destruction of property for the purpose of constructing an almost

parallel network of pipeline both unnecessary and unwise.

In the case of the other two proposed pipelines shown on Map 4, the Utah

to Nevada line appears to be in direct competition with existing rail systems

after a modest extension of track, and -- because of its short length (175 miles) --

it is doubtful that it can compete with rail transportation.

_ 50 -
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While there is no existing rail competition for the proposed New Mexico to

Arizona pipeline, the FEA data on investment costs cited above coupled with the

short length of this line (200 miles) make it clear that new rail transportation

between these two points would be as cost-effective as new pipeline construction.

Failure to Meet Nation's Energy Needs 

These latter two lines also fail to provide any meaningful assistance

in meeting the nation's projected energy needs. Those needs will require the

movement of western coal to eastern markets (See May 4). Neither of these two

small pipelines will fulfill that requirement.
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Legislative Policy Issues

Having examined the weaknesses and fallacies which underly the arguments

made by proponents of coal slurry pipelines, it is encumbent to mention several of

the broad policy issues which are raised in the various legislative proposals on

this subject.

Eminent Domain 

Initially, railroads received federal aid for right-of-way facilities, pri-

marily in the form of land grants. The railroads repaid the Federal Government

for these grants through tariff reductions for passengers, freight and mail.

Reduced tariffs for civilian and military traffic were eliminated by 1945.*

Today, railroads not only awn and maintain their rights-of-way, they also

pay taxes on most of these facilities. Of the $400 million in local property

taxes which railroads paid in 1972, about $185 million was related to property

taxes on rights-of-way.**

No federal statute givesrailroads the right of eminent domain. On the

other hand, natural gas pipelines are given that right under 15 U.S.C. 717(h),

and 39 states give eminent domain to oil, gas, or petroleum pipelines. Only about

a half dozen states give this right to slurry pipelines.

It should be noted that there are many products other than fuel which are

carried by pipelines. Copper, phosphate, sulphur, and nickle are presently

shipped via pipeline. To grant a federal right of eminent domain to any one of

* United States Railway Association, Preliminary System Plan, Vol. 1, p. 310.

** Ibid.

-54-
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these might open up claims for a similar privilege by other pipeline users.

While Congress is being told that coal slurry pipelines cannot be built

unless they have the federal power of eminent domain, the existence of neith
er

natural gas or oil pipelines hinged on this power. Until recent years, pipeline

was the only feasible means of transporting natural gas. In the case of coal,

there are several viable means of transportation now available and in use.

In return for being granted eminent domain power, natural gas companies

are strictly regulated by the Federal Government. The proposed legislation be-

fore Congress requires no such regulation of coal slurry pipelines.

In Thatcher v. Tennessee Gas Transmission Co., 180 F 2d 644 (5th Cir.,

1950) the federal power of eminent domain to natural gas was upheld because 
it

was part of a comprehensive regulatory scheme and because pipelines were
 the

only feasible means of transporting natural gas interstate.

Lack of Federal Regulation 

Natural gas companies can neither construct a new pipeline or extend an

existing interstate pipeline without first obtaining a certificate of public

convenience and necessity from the Federal Power Commission. While the proposed

legislation before Congress (H.R. 1863) requires that such a certificate be

obtained from the Department of the Interior, there is no effort in the legislat
ive

language to give the Federal Government authority to attach such terms and con-

ditions to the granting of that certificate as the public convenience and

necessity may require.

No agency of the Federal Government will be able to require that a coal

slurry pipeline operator provide additions or extensions of its service. Contrary

- 55 -
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to a natural gas pipeline, a coal slurry pipeline operator will be permitted to

acquire its certificate of public convenience and necessity and later to abandon

all or part of its pipeline without first obtaining another certificate of public

convenience and necessity permitting that abandonment.

Common Carrier Status 

Nor does the proposed legislation require that coal slurry pipelines

operate as common carriers. Only if they seek the power of eminent domain are

they required to get a certificate of public convenience and necessity, and

there is nothing in the legislation to require that the pipeline operate as a

common carrier in order to get that certificate.

It is clearly questionable just whose public convenience and necessity is

being served by a coal slurry pipeline which runs from one or two large mines to

one or two large public utilities. Nothing in the proposed legislation permits

the Federal Government to require that the pipeline accept coal from other mines,

or that it extend its service at the other end of the line to serve additional

consumers.

All the proposed legislation does is to facilitate a convenient private

business relationship between pipeline operator, mine owner, and utility.

Nor does the proposed legislation grant any power to the Federal Government

to regulate the price at which coal slurry pipeline service will be performed. At

the present time, no federal agency has control over the sale of coal. Thus,

neither pipeline operator or mineowner is subject to any federal regulation

governing the sale of coal.

-56 -
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Not only is this contrary to the treatment which is accorded natural gas

pipelines, it is also contrary to the extensive federal regulatory scheme for

railroads which governs the establishment, extent and abandonment of service

together with rates charged for that service.

Under H. R. 1863, it is interesting to note that coal "carriers" are not

required to be common carriers (Sec. 5 (a) and (b) ); yet owners of feeder lines

to the main coal slurry pipelines are required to be "common carriers" if they

have any excess capacity (Sec. 5 (c)(2)(B) ).

The power of eminent domain can be exercised only for a public use

(U. S. Constitution, Amendment 5; U. S. ex rel. T.V.A. v. Welch 327 U. S. 546 (1946)

and the courts have made it clear that not all pipelines serve a public use.

Unless a pipeline serves a public use, it cannot be considered a common carrier.

And unless a pipeline is a con carrier, it does not come under the jurisdiction

of any federal regulatory agency. (U. S. v. Champlin Refining Company, 341 U. S.

290 (1951) ).

Coal slurry pipelines will not be common carriers; they will be private

carriers. They will not be subject to federal regulation or control. Other

available and adequate means exist for the transportation of coal. And the

granting of the power of eminent domain has traditionally been a province of the

several states. For these reasons, the federal paver of eminent domain should not

be granted.

- 57-
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Agency Responsibility for Federal Regulation 

Coal slurry pipelines are a means of transporting coal. As such, if

federal legislation is enacted on this subject, it should place responsibility

for their regulation in the Interstate Commerce Commission.

The ICC has more than 85 years of experience in administering matters which

affect national transportation policy.

In testifying on this subject before the Senate Committee on Commerce

in 1962, ICC Commissioner Robert Murphy stated that he had no objection to the

Interior Department having the power to grant eminent domain, but he opposed

that department regulating the operation of coal slurry pipelines.*

A similar policy decision to place responsibility for the regulation of

coal slurry pipelines in the Interstate Commerce Commission was made in 1974

when the Senate acted on coal slurry pipeline legislation.**

Effect on the Financial Condition of Railroads 

It is clear that most of the planned coal slurry pipelines will be in

direct competition with rail transit of coal. To the extent that they skim off

the cream of coal shipments, that will result in a serious reduction of long-

term financial commitment for railroads, reduce rail freight revenues, result in

the loss of rail jobs, and quite possibly endanger the financial stability of

one or more railroads.

* Hearings before the Senate Committee on Commerce, April 18, 1962, p. 6.

** Unprinted amendment to S. 3879, passed by the Senate on September 18, 1974.
Congressional Record, pp. S. 16865-7.

- 58 -
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In an effort to lower their rates to compete with coal slurry 
pipelines,

it is conceivable that there will be an adverse impact on othe
r areas of the

economy. For instance, in an area where a railroad is competing with a 
slurry

pipeline, railroads throughout that area may be forced to lowe
r their rates,

resulting in a loss of revenue which cannot be estimated.

In an effort to make up for this loss of revenue, railroads would be

forced to increase their rates for other commodities, having an effect on other

areas of the economy which is impossible to predict. These rate increases might

in turn encourage shippers of these other commodities to use other forms of

transportation, thus resulting in a further loss of rail revenues.

All of this would take place at a time when Congress has made a clear

commitment to revitalizing the nation's railroads. From the passage of the Rail

Passenger Service Act in 1970 creating Amtrak, to the passage of the Rail Reorgan
i-

zation Act of 1973 creating a Consolidated Rail Corporation (ConRail) to revitali
ze

passenger and freight rail transportation in the Northeast and Midwest, to its

approval in 1975 of $387 million to keep the Penn Central Railroad in operation,

Congress has made clear the national commitment to revitalize this nation's rail

system. The profusion of coal slurry pipelines would run in direct opposition to

this commitment.

Effect on Unemployment 

Rail industry unemployment in April, 1975 was 5.8 percent, compared to

1.2 percent in April, 1974. By the estimate of the Federal Energy Administration,

the construction of six new coal slurry pipelines compared to new rail constructi
on

would result in a loss of 725 jobs in the construction phase alone.

- 59 -
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We have estimated elsewhere in this study (see Table 13) that the Wyoming

to Arkansas pipeline might result in a serious loss of rail jobs. Taking the

state of Kansas as an example, an estimate of that loss can be made.

There are more than 10,800 rail employees in the Kansas City metropolitan

area alone.* Table 20 assumes that just 5 percent of these workers lose their

jobs as a result of competition from the planned coal slurry pipeline from

Wyoming to Arkansas. The dollars lost fram those jobs are offset against the

benefits which will accrue to the entire state of Kansas by virtue of the con-

struction of that pipeline. The loss of these 540 jobs when compared to the

yearly economic benefits to the state will produce an annual net economic loss

of more than $2.5 million -- a loss that will be distributed throughout the

economy of that state.

While Table 20 uses estimated employment figures, it is clear that coal

slurry pipelines will result in increased rail industry unemployment at a time

of rising national unemployment and at a time when Congress is making a commitment

to increase rail employment.**

* U. S. Department of labor, Bureau of Labor Statistics, Bulletin 1717, Railroad

Technology and Manpower in the 1970's, 1972.

** S. 1730, passed by the United States Senate May 16, 1975.
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Table 20

Economic Loss to State of Kansas from Construction of
Coal Slurry Pipeline

Increase in state tax
revenue from pipeline*

Payment to utilities for
power used by pipeline*

Sub-total

Loss of railworkers° income
from pipeline competition*

Net loss from construction of
pipeline

$2,920,000

1,800,000

$4,720,000

_7,383,074 

$2,663,074 per year

* Figures supplied by Energy Transportation Systems, Inc., in

testimony before Kansas State legislature, February 1975.
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Transportation Flexibility

Coal slurry pipelines are not a diversified form of transportation. They

can transport only one commodity, in large volume, from one or two large coal

mines to one or two large public utilities.

Map 5 is an excellent example of the inability of coal slurry pipelines

to provide a flexible means of transporting coal. While the proposed pipeline

from Wyoming to Arkansas passes near more than a dozen coal-fired power plants

which are either operating or planned, it will serve only from one to three

such plants at the termination point of the line.

Both the existing and an expanded rail network have the ability to serve

several nines in a geographic area, ship the coal via efficient transportation,

and deliver it to several utilities. Those same rail lines carry many other

commodities, and the same cars which carry coal can also carry other commodities.

While the coal slurry pipeline moves one product from one producer to one

user (or at most, a few),railroads move a variety of products, from a variety

of producers, to a variety of users. Even a rail line built primarily to move

coal can also encourage the development of other industries which will use that

rail line, thus encouraging the economic development of areas which would other-

wise not experience economic growth.

- 62 -
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MAP 5

COAL FIRED POWER PLANTS
OPERATING AND PLANNED
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Conclusion

Both on the economic facts and on the broad policy issues which

underly those facts, it is clearly not in the national interest to encourage

the construction of coal slurry pipelines or give those pipelines the unfair

advantage of the federal power of eminent domain in competing with railroads.

-61 -
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STATEMENT ON S.740

by

Paul W. McCracken

Edmund Ezra Day University Professor of Business Admi
nistration

The University of Michigan

It is because the nation's energy problem needs effec
tive

action that S. 740 should not become law. This for three major

reasons. First, it would move the country dangerously far toward

a nationalized energy industry. Neither the logic of our energy

problem nor experience with nationalized industries g
ive any

reason for optimism that our energy problem would thereb
y be

resolved in an orderly way. This latter is true whether the

industry's ownership is in the public sector (e.g., t
he post

office) or whether the firms would be privately owned bu
t subject

to detailed regulation (e.g., the nation's railroads 
or electric

utilities). It is no accident that these are precisely t
he

industries in our economy performing ineffectively. A heavy

burden of proof is on those who suggest that this time t
he results

would be favorable.

Second, the bill proposes to deal with the tangled skein

of agency jurisdictions in the energy area by laying dow
n yet

another agency. The most reasonable expectation would be another

prolonged period of inability to achieve decisive action
 as agencies

battled to defend or extend their jurisdictional boundaries
.

Third, it does not face up to the fact of the economic

era ahead that capital resources are going to be severely lim
ited

NOTE: Mr. Wendell E. Dunn assisted me in the preparation of this

statement.

a
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relative to requirements. The billions to be provided by the

Federal Government will further restrict already tight capital

budgets in the economy. The only rationale for this arrangement

would be the expectation that these new companies would be more

efficient than those now in the field. But if this is a

reasonable expectation, the companies would need no access to

the U.S. Treasury.

Finally, S.740 represents another attempt to find an

easy answer without tackling the issue that must be central to

any solution -- namely, the price of energy. The fact is that

the bargain basement days for energy prices are over. It is

only through higher energy prices that the domestic market for

energy will be brought into balance through enlarged domestic

production and more economical usage. There is much here that

the Congress could do to move us toward better energy balance

ranging from deregulation of natural gas through reasonable

standards for pollution to elimination of the two-price system

for domestic oil.

If we try to evade the price issue by a structure that

inevitably would mean direct allocation and rationing, experience

here and abroad is clear about what we must expect. Such

controls spawn corruption as people work angles to get more.

The productivity of the whole economy will be impaired as industries

hit periodic shortages. After a period the whole program would

lose the public support essential to make it function (e.g.,
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the recent exceptionally well-administered 
wage-price program).

In reviewing the bill certain assumptio
ns are involved

which are worth a comment.

Im licit Assumption #1 - This legislation is necessary

because if enacted it will stimulate th
e economy."

While this is an unexceptionable obj
ective, energy

legislation cannot be saddled with re
sponsibilities for the

return to full employment. This is the task for basic monetary

and fiscal policies.

Implicit Assumption #2 - "The energy 
crisis is similar to

a war, and what worked well in 1940 a
nd 1950 should be used now."

In wartime the Nation, united in its s
ingle-minded

recognition of the danger, granted ex
traordinary powers to its

President and his Executive Branch. 
Because the War Production

Board performed well its function, it
 is tempting to argue

that a nearly identical approach woul
d work equally well with

energy development. The case seems strong. The speed, relia-

bility and perhaps the quality of dec
ision-making might improve

with strong centralized control. Information could be handled

more efficiently and the allocations of
 men, money and materiel

could be coordinated.

This, however, is not a wartime problem.
 The danger is

not singular or so visible. It is not even widely recognized

and agreed upon. The problem during wartime is not economic

expansion, it is survival. People are willing to undergo greater
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privation, endure longer hardship and subject themselves to far more

direct and impersonal controls where the objective is clear. The

solutions to energy development problems are not agreed upon.

With the events of the recent past barely behind us and a populace

so mistrustful of "big anything," the reaction to centralized

control is apt to be perverse.

Implicit Assumption #3 - "Because it is not granted under

this Act the Board does not have the power to control prices."

This would be a grossly erroneous assumption. First,

to the extent that the bill attempts to legislate domestic supply

it will determine (a) the relative supplies of new energy sources

and thus the prices of energy substitutes, (b) the new total

supply of domestic energy and, for any given, demand, its price,

and (c) the structure and performance of several industries and

their cost structures (insofar as authority to allocate within

those industries is exercised) which become price structures.

Second, because the industries supplying energy-producing

or related materials are largely basic industries, the enforced

allocation of such materials, given declining capital investment

in new capacity over the last decade and the consequent capacity

constraints, will directly affect the availability of materials

to other industries (e.g., construction). These changes will

be reflected in price. Whether or not these price changes will

be inflationary will be a function of competing material demands,

the rate at which capacity can be increased, the rate of capital

formation and many other complex factors. The essential point
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is that there will be "ripple effects." 
This is not an

argument against allocations per se but
 against this bill's

failure to provide adequately for the 
needs and concerns of

people outside the area of immediate i
nterest.

To achieve this last objective, we ma
y chose one of

two routes. We could expand the Board's control
, or we could

streamline the decision-making and inf
ormation generating

systems and procedures and continue to 
place basic reliance on the

use of natural economic forces. This is a fundamental issue

which cannot be avoided.

Implicit Assumption #4 - "This bill w
ill increase

competition in the energy industries."

The reverse would be apt to occur. Sec. 301(d) explicit-

ly permits the Secretary of the Interio
r to bypass the normal

competitive bidding procedures and dir
ectly assign public lands

to the National Production Companies. 
The fundamental question

which arises here is: "Would increased control in the hands
 of

federal Government really increase com
petition, or would it be

more apt to deaden the forces of competit
ion as the details of

company operations became subject to con
trol?" Experience points

to the latter.

Another concern is Sec. 208, the Federal 
Facilities

Energy Program which provides "for the 
utilization of idle, under-

utilized or surplus facilities, installat
ions, properties and

resources" of the federal government to "
augment" the private

•

•
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sector's capacity to produce energy-related materials including

"pipe,... mining and transportation equipment, goods and supplies."

Under the authority granted by this bill the government could

enter the manufacturing business directly, either by converting

existing facilities or by buying them in the open market. There

is no requirement in this bill that the jobs be done by private

concerns whatever their size or ability. This could become

nationalization by strangulation.

The most reasonable expectation is that this bill would

increase de facto concentration.

Implicit Assumption #5 - "If private industry cannot

do the job with their present profits, then government should

provide the funds and assume control."

The present bill provides a mechanism to determine

negative ability, that is, to determine if industry can't "do

the job." It does nothing to assure in advance the conditicns,

short of direct federal control, which would ensure that industry

could "do the job."

The more fundamental assumption here is that government

can provide the required funds and do so without damaging or

short-changingother non-energy sectors and industries. The

bill provides $2 billion in funding per year with the provico

that if the Trust Fund is inadequate, more is "hereby authorized

• to be appropriated." One of the following must occur. Spending

elsewhere would be decreased by up to that amount, in which case

some major re-allocations would be required. Or other public
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spending is not decreased and new funds must be obtained. If

the difference is funded through federal borrowing in the private

markets then the question of displacement of private borrower
s

must be addressed. Because the lead times of energy projects are

so long, a protracted displacement of private needs could eas
ily

result in the same type of stifled economy which this bill

purports to resolve. This displacement issue is fundamental.

Such federal borrowing would, of course, be in addition to any

federally guaranteed or supported borrowings. Merely assuming

that the government can finance or underwrite all this expans
ion

with but limited effects elsewhere in the economy is an illusion
.

4

•
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statement of Professor Edward J. Mitchell

Before the Committee on Interior and Insular Affairs

U.S. Senate

July 21, 1975

Mr. Chairman and Members of the Committee. I am Edward J. Mitchell,

Professor of Business Economics at the University of Michigan and

Director of the National Energy Project of the American Enterprise

Institute. I offer this statement in response to your invitation to

give my personal views on S.740, a bill to establish a National Energy

Mobilization Board.

I oppose enactment of S.740. The bill is based on a misconception

of what our energy problem is all about and if enacted, would result in

a misuse of the nation's scarce resources and a decline in the general

welfare.

My remarks will focus on two aspects of the bill: The planning

and coordinating functions of the National Energy Mobilization Board

(Title II, Secs. 201-203) and the exploration, production and subsidizing

activities of the Board (Title II, Sec. 204; Title III, Sec. 302;

Titles IV, V and VI).

According to Title II the Board would establish specific targets

to meet national goals in energy production based on future energy

"needs" over a ten year period. I suppose that one unfamiliar with

markets and with the energy market in particular would find this

approach appealing. We would

(1) carefully define the goal: find out how much energy we "need";

(2) determine the resources and technical knowledge available:

find out how much energy we have and how much of each type

we could produce;

(3) set production targets; and
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(4) make sure the targets are met.

While such a program may make sense for
 putting a man on the

moon it cannot be applied to what is es
sentially a market problem.

There is no fixed simple goal involve
d in our energy dilemma. There

are no 1985 national energy "needs". There is only a collection of

future consumer wants, as yet unforme
d in the mind of the consumer

and fully developed only when he knows 
the "facts", such as his

income, energy prices,and tastes, upo
n which he bases his energy

consumption choices. The only 1985 energy demands the govern
ment

will ever know for certain are what the
 consumer wanted to buy in

1985 given the "facts" presented to the
 consumer at that time. The

government will know this in the summ
er of 1986 when the statistics

come out.

The ability to forecast accurately even
 the grossest measures of

energy demand does not exist. Consider the forecasts of 1980 oil and

energy consumption made in the 1960s. In 1962 this Committee de-

veloped a consensus forecast of oil and
 energy consumption in 1980

based on eleven independent studies. This committee forecast that

energy consumption would grow by 34.6 qua
drillion TU's between 1962

and 1980. Current predictions say that increment 
will be 55 to 60

quadrillion 3TU's, a revision on the 
order of 50 to 100 percent. 2hia

committee forecast U.S. oil consumption t
o rise by 5.8 million

barrels per day. Current forecasts suggest it will have 
risen by

twice that much by 1980. Indeed, we passed the forecast level in

1973, seven years ahead of schedule.

3ut even if we knew for certain what ag
gregate energy demand

were goinp-,-to be in 1985 it would not be that hel
pful in meeting
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detailed consumer wants. A ton of coal in Wyoming would be about

as helpful to a Boston homeowner on a cold December day as a tanker

full of crude oil in Philadelphia would be to a farmer in Kansas.

Planning to meet energy demand means planning to meet the demands

of every citizen, every day, everywhere. This kind of planning is

now carried out every day by private energy suppliers without the

assistance of the government and usually without making forecasts of

aggregate rational energy demand.

Looking at the supply side of the problem aggregate forecasting

has been much worse. Predictions of oil and gas resources are con-

tinuously being revised without any obvious stabilizing tendency.

In the 1950s geologists' petroleum resource estimates seem to have

been generally rising, some by as much as several hundred percent.

In the past few years the geologists have become much more pessimis-

tic about future petroleum reserves in the U.S. revising their oil

and gas resource estimates sharply downward. There is little doubt

in my mind these figures will be significantly revised again in the

coming decades. Whether the next revision will be upward or downward

is much harder to say.

3ut again, knowledge of the aggregative facts would not be as

helpful as might seem. We must know precisely what exists and where.

In spite of my sincere admiration for the U.S. Geological Survey, its

work and its personnel, I must record again that it assured the

nation we would not find oil in Texas. Fortunately, hundreds of

colLoanies and individuals chose to act on their own test g-uesses.

Just as the knowledge of energy wants is distrituted r:.:ong, the :Anions

of consuers, inaccessible to any single person or ors nization, the

"best guesses" about future petroleum resources are distributed
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among thousands of oil men inside and out of the better-known

companies.

Thus, in spite of the efforts of highly talented economists,

geologists and engineers (and the vast sums of money thrown at them

by federal energy bureaucracies), aggregate energy forecasting will

improve little, if at all. It is in the nature of things that we

cannot know what human beings will want to buy ten years from now nor

precisely what we will find five miles under the earth. And what

little we do know will always be scattered among the millions of

"experts" we call consumers and producers.

The institutions required to plan for our energy future are not

those that can make the best once-and-for-all forecast of overall

energy consumption ten years from now. What we want are planning

institutions that make the best use of the highly fragmented, low-qu-

ality data that exist and automatically and instantly revise their

expectations when new data are presented. The principal qualities we

want in our planning institutions are CO the ability to make use of

highly imperfect, widely diffused information and (2) the ability to

quickly revise plans as new facts present themselves.

As I see it we have to choose among three planning options:

(a) the political process; (b) government bureaucracy; or (c) the

market. S.740 opts for a new government bureaucracy which differs

from FEA mainly in that it has considerably more power to implement

any plans it makes. (The board created by 0.740, however, will not

be autonomous, requiring Congressional support for many of its

programs. .7,740 therefore chooses what is really a mongrel insti-

tution, pat politicaL, Dart bureaucratic.)

Political and bureaucratic institutions do not exhibit the

qualities we require. Bureaucracies change their collective minds at
f9

f
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a pace slower than glacial drift. Politicians views often depend

upon who was in their office last. Neither respond much to the facts

of the marketplace since they hear about very few such facts and then

only through selected intermediaries.

Actors in the marketplace have an incentive to respond properly

and quickly. Every day consumers tell producers what they want and

how much they are willing to pay. They do this by buying or not

buying various kinds and quantities of energy. Every day producers

tell consumers what is available at what cost by offering various

kinds and quantities of energy at various prices. Each has an in-
centive to utilize this information immediately; his own self-interest.
No net of behavior guidelines or vague assignments can replace this
system in its speed and efficiency.

While logic can make the case for the market as a superior

planning institution, history does it more dramatically. In October
1973 the Arab members of OPEC made energy more scarce. As a response
everyone seemed to agree that Americans should consume less energy and
produce more. The market response, in fact, was to signal less con-
sumption and more production by means of higher prices. Sizeable
declines in consumption of gasoline and electric power can be at-

tributed directly to the price increases, while drilling activity
for new petroleum supplies accelerated sharply. On both the supply
and demand side the market response was correct and immediate.

What have energy Politics and the energy bureaucracy accomplished?
First, at the start of the oil scarcity the Federal Energy Office
stepped in to create a gasoline shortage by (I) establishing price

controls; (2) ordering that oil inventories be built up when they
should have been reduced; and (3) allocating gasoline supplies to the

4
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wrong parts of the country.

Then, the Congress-in contrast to its rhetoric-- gave clear

signals to industry to produce less energy and to consumers to use

more by maintaining price controls even after the bureaucracy decided

it wanted to be relieved of them. In its only other major action on

energy the Congress repealed the depletion allowance. While I be-

lieve depletion was an unnecessary subsidy to crude oil producers, its

repeal coupled with the installation of controls was a peculair way

of telling the industry to produce more.

If one goes back over the past few decades and looks at the

behavior of the political system and the bureaucracy toward the energy

industry the record remains sorry. It is not well known to the pub-

lic but the history is one of oil surpluses caused by state proration-

ing and Federal import quotas, gas shortages caused by federal price

regulation, and electric power shortages caused mainly by state

regulation. Since the tale has been told before (for example, my

U.S. Energy Policy: A Primer, American Enterprise Institute, 1974) I

will forego that task.

History, I think, would support the notion that these public

policy failures were conscious and deliberate choices of the politi-

cal system. They were not based on errors of judgment or a lack of

knowledge. Probably most people who supported them knew what the

consequences would be.

But this is not the argument I am making today. I am saying

that even if the members of the National Energy V:obilization Bo
ard

were the best we could find and devoted themselves to the national,

as opposed to special interests, they could not improve on the be-

havior of the market, and without the market they would be lost.
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SO

When the assimilation of new facts and ideas are critical and when

one must admit mistakes and change direction regularly, political

and bureaucratic institutions are in trouble because there is no

incentive within them to exhibit these qualities. Whatever the com-

parative abilities and qualities of public and private sector per-

sonnel the people in the private sector have by far the better in-

centives and capabilites to reduce energy costs and meet consumer

demand.

Zily general remarks about the wisdom of government planning

in the energy sector Leave open the question of whether or not there

are special situations existing in the energy market that create a

role for government. Several of these are dealt with in the bill.

These include:

(1) the possibility that barriers to entry are great;

(2) the possibility that capital requirements exceed the capa-

bilities of the industry to raise funds;

(3) the possibility that critical materials may not be available.

In addition, I would add:

(4) the possibility that energy supplies are being artifically

withheld through collusion among sellers.

To rl-y knowledge none of these possibilities is a reality. There

are a number of studies of competition and entry into the energy

industry, and except for those areas where federal and state govern-

ments restrict entry (e.g, electric power production and natural gas

7)ii3clines) all are cotitive and entry is rclatively easy. 4 own

research lindin',c(some of which have previously tE:en reported to

this Coittee and some to the :lutcommittee on Anti-trust and ,..onocoly

57-639 0-75 - pt. 2 -31



806

of the Judiciary Committee) support this conclusion.

Insofar as financing problems are concerned I completed a study

last year for the Ford Foundation's Energy Policy Project (Financing

the Energy Industry, Ballinger Publishing Co. 1974, co-authored with

J. Hass and B. Stone) which concluded that no special public policies

were needed to facilitate the shift of resources into the energy

sector. Aside from the regulated sectors it was only necessary to

let the market work. This report, although reviewed by numerous

experts in various professions, stimulated no one to take the oppor-

tunity to dissent from the conclusions of the report. Subsequent

research by other scholars has not contradicted our conclusions and

I find them reinforced by events subsequent to the publication of

the report.

On the subject of materials shortages I cannot testify as an

expert. I understand from others that these shortages have dis-

appeared which of course is what must happen if the materials market

is free from controls.

5.740 would empower the National Energy Mobilization Board to

explore for new energy resources and, with permission of Congress,

engage in the production of energy. If none of the spaial circum-

stances just considered exist in the energy market, what useful

purpose would be served by government exploration and production?

The main result I foresee is that private exploration and production

would be displaced by government exploration and production. That

in itself would not be socially useful.

There would appear to be only two proper motives for major

government intervention in the energy sector;

(I) for the reconciliation of environmental and energy wants;

fl9
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(2) for the maintenance of national security.

conclude that both the planning and production functions of

the National F.nergy ia)bilization Board would contribute nothing to

solving our energy problem. To the contrary, the planning activities

of a Board armed with powers not now possessed by 'F.A would only pose

dangers beyond those already realized by ?EA. .
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BUILDING AND CONSTRUCTION TRADES DEPARTMENT,
AMERICAN FEDERATION OF LABOR—

CONGRESS OF INDUSTRIAL ORGANIZATION,
Washington, D.C., June 13, 1975.

Hon. HENRY M. JACKSON,
Chairman, Senate Interior and Insular Affairs Committee, Dirksen Senate Office

Building, Washington, D.C.

DEAR SENATOR JACKSON: Please find enclosed a copy of the remarks submitted

by the Building and Construction Trades Department, AFL—CIO, regarding

S. 740, the National Energy Production Board Act of 1975.

The Department has long been on record in support of such a concept and is

pleased to have this opportunity to offer its comments for the record on the pro-

posed legislation presently pending before your committee.

We welcome the opportunity of working together with you on this bill. If we

can be of any help, please do not hesitate to contact us.
Sincerely,

ROBERT A. GEORGINE, President.

Enclosure.

STATEMENT BY ROBERT A. GEORGINE, PRESIDENT, BUILDING AND CONSTRUCTION
TRADES DEPARTMENT, AFL—CIO

The Building and Construction Trades Department, AFL—CIO, would like to

take this opportunity to submit for the record its comments on S. 740, the Na-

tional Energy Production Board Act of 1975.
The Building Trades Department consists of 17 International building trades

unions representing nearly 31/2 million workers. The Department and its affiliated

unions have a long history of involvement in energy issues and related matters.

On April 21, the Building and Construction Trades Department's National

Jobs Conference adopted a resolution advocating the creation of a National

Energy Production Agency "with authority patterned on that of the War Pro-

duction Board of World War II". The Department has vigorously supported this

proposal and was pleased to see its inclusion in "The Congressional Program of

Economic Recovery and Energy Sufficiency". We view S. 740 as an important

first step in providing the comprehensive and centralized energy authority re-

quired to enable this country to become energy self-sufficient.
In this regard, we believe the bill's program to develop to a state of ready

availability the various naval petroleum reserves is particularly important. This

country must free itself from the ever-present threat of a renewed embargo. It is

estimated that the costs of a one-year embargo to this country's economy would

be between 40 and 205 billion dollars. This is clearly an intolerable and inexcus-

able situation. There is no reason that this country should be so vulnerable given

our immense resources.
The Building and Construction Trades Department also finds encouraging the

provisions of S. 740 which authorize a Federal oil and gas exploration program

in order to develop a more trustworthy data base for our energy resources. The

Federal Government is the largest owner of fossil fuel energy resources in the

United States. As much as 50% of all such resources may be on Federal lands.

However, it is difficult to be sure because the government's knowledge of the

resources it controls is generally sketchy and inadequate.

Included on Federal lands are the highly sought-after domestic oil and gas

deposits of the Outer Continental Shelf, one-half of all domestic coal reserves,

80 percent of the high grade oil shale, and nearly one-half of the nation's geo-

thermal resources.
The management of these lands by the Department of Interior has character-

istically been very poor. Valuable lands have been leased at such cheap prices

that many of these programs have amounted to give-aways at the taxpayers

expense. The leasing process itself has been characterized by insufficient com-

petition and many of these lands have been lea see] with no assurance of develop-

ment. Many owners of the public domain are speculating with their properties,

hoping for a higher return on their resource in the future.
It is the government's responsibility to manager the public lands in the best

Interest of its citizens. Developing more reliable resource data will serve this

purpose, but only if this information is, in turn properly applied. It is our hope
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that the Board, in preparing the coal production and oil and gas productionprograms under Title IV of this Act will fulfill this responsibility. For thisreason, we believe it important that the authorizing legislation instruct theBoard to examine within the context of these two programs the resource man-agement program of the Interior Department.
In order to facilitate the collection of resource information, the BuildingTrades Department would like to offer two suggestions:
(1) At present, much of the resources information being collected by theFederal Government is done so by the Geological Survey. The existence of theSurvey in no respect detracts from the need of the Board's oil and gas explora-tion program, because of the survey's restricted nature. Nevertheless, the Surveyhas an ongoing program in this area and it would be senseless for the Board toignore it. We therefore suggest that a provision be included in S. 740 author-izing the Board's full acces to the data, surveys, etc., of the Geological Survey.(2) For some time, the government has been allowing private industry toexplore its public lands for natural resources. Data secured from this explora-tion, however, remains an industry trade secret. Consequently, the governmentis often placed in the position of knowing less about its own lands, than indus-tries who might be bidding for leasing rights. We suggest that provision bemade to secure this information as a matter of public record.
The Board's instruction to review and evaluate in order to expedite govern-mental actions as they relate to energy production is also a welcome feature ofS. 740. The Building Trades Department has already gone on record regardingregulatory delays in testimony before this Committee on S. 619, the Energy

Facilities Planning and Development Act of 1975. The need for a centralizedagency to investigate the procedures and methods of departments, agencies.regulatory commissions, etc., which impede domestic energy production is large.The Building Trades Department would like to raise one issue regarding theBoard's redtape review feature. Concern in many quarters has been growingover procedural and substantive delays in the field of domestic energy produc-tion. At least two other major bills, in addition to this one (S. 619 and S. 1717)have been introduced to tackle the problem of procedural delay. We believe it istime that the Congress, before it enacts another series of bills, thoroughly reviewthe entire problem-area, particularly its interface with environmental legislation,to the end that an orderly Federal system be developed to replace the presenthodge-podge programs. For this reason, we view it both as wise and necessarythat hearings be called to take a comprehensive look at the problem of proceduraland statutory delays in the energy field.
The energy problems of the United States are not going to wish themselvesaway. Only a clear recognition of the problems before us and a willingness totake decisive action will prevent a serious problem from getting worse.
S. 740 is a first step. It acknowledges the problem of falling domestic produc-tion and procedural redtape, and the need for Federal planning and a centralcoordinator of energy production.
It does not address itself to the problems of import regulation and fuel allo-cation. We also have several other reservations as expressed in the foregoing.However, we are in agreement with the general provisions of S. 790, and urgethis committee to favorably report an Energy Production Board bill this session.

EXXON Co., U.S.A.,
Houston, Tex., April 28, 1975.Hon. HENRY M. JACKSON,

U.S. Senate, Russell Senate ()Mee Building, The Capitol, Washington, D.C.
DEAR SENATOR JACKSON: Exxon U.S.A. believes that the proposed legislationestablishing a National Energy Production Board contains provisions whichwould damage the nation's capability to develop domestic oil and gas resources.I request that this letter and the statement attached, which present our views, bemade a part of the record of the Interior and and Insular Affairs Committeehearings on S. 740.
The U.S. petroleum industry has been charged with "foot-dragging" in an at-tempt by the proponents of a National Energy Production Board to justify directgovernment efforts to explore for oil and gas on federal lands and the Outer Con-tinental Self. However, the facts clearly show that the industry has not only the
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capability and the desire to conduct a vigorous program to develop the nation's
oil and gas resources, but has done so limited only by the pace of federal leasing

programs and obstructions raised by environmental groups. The proposed legis-

lation, if enacted, would represent an unprecedented deviation from the generally

accepted functions of government in the United States. In Exxon U.S.A.'s opinion,

enactmenf of the National Energy Production Board Act would set in motion a

chain of events leading to nationalization of the U.S. petroleum industry.
For these reasons, Exxon U.S.A. opposes the creation of a National Energy

Production Board and respectfully urges consideration of the attached comments.
Yours sincerely,

Attachment.

STATEMENT OF EXXON COMPANY, U.S.A.

1. GOAL

W. F. SLICK, Jr.

It has been stated that the goal of the proposed legislation is to mobilize the
resources necessary to accelerate development of the nation's energy resources,
particularly oil and gas reserves on public lands, on the Outer Continental
Shelf, and in Alaska. Exxon U.S.A. supports reducing dependence on imported
oil as being in the national interest. If a lessening of foreign dependence is to be
achieved, the nation must move forward simultaneously on two fronts: (1) in--
creased energy conservation, and (2) accelerated development of domestic
energy resources. The proposed legislation reflects an appropriate sense of
urgency in regard to energy resource development. The long lead times neces-
sary to bring on new energy suplies dictate that constructive energy policies
need to be implemented now if we are to have progress toward energy inde-
pendence in the foreseeable future.
Although it appears that a consensus on the need for accelerated energy re-

source development is emerging, such a consensus is not enough when funda-
mental questions remain on how best to achieve the agreed-upon goal. Exxon
U.S.A. believes that the proposed legislntion's emphasis on a broad new role
for the federal government in oil and gas operations will start the nation down
the wrong path. The reasons for this belief are set forth in the following
comments.

2. INDUSTRY PERFORMANCE

Contrary to the implications in the proposed legislation, the U.S. petroleum
industry has demonstrated that it can and will, if permitted, carry out a vigorous
program to develop oil and gas resources on the Outer Continental Shelf. It is
well known that the primary limitation to development of Outer Continental
Shelf (OCS) oil and gas resources has .been federal leasing policies.
Between May 1968 and September 1972, only one general lease sale was held.
There have been no offshore California lease sales since 1968.
There have been no Atlantic OCS lease sales.
There have been no offshore Alaska lease sales.
This lack of leasing opportunities severely retarded OCS exploration, despite

the industry's consistent requests for larger and more frequent lease sales.
It has been suggested that the petroleum industry has been less than diligent

in developing oil and gas reserves on the leases that have been acquired in the
OCS. These allegations are totally unfounded and cannot be supported by the
facts. Exploration and development on the OCS is a complex, time-consuming
task, involving a number of states. After leases are acquired, permits from the
Army Corps of Engineers and the Coast Guard must be obtained before ex-
ploratory driling can begin. Then, if exploratory drilling leads to the discovery
of economically recoverable reserves, platforms must be built—a process that can
take several years. Finally, development wells must be drilled and pipelines
must be laid. Considering the nature of the task, the petroleum industry has
achieved an excellent record of evaluating and developing the leases it has ob-
tained, as the following examples demonstrate.
The only general lease sale between May 1968 and September 1972 was held

in December 1970. Six additional general lease sales were held through May 1974.
As of the end of 1974, the industry's exploratory drilling programs on these
leases had achieved substantial progress, as indicated below:

at
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Sale

Percent of
tracts evaluated
by exploratory

Number of drilling, year Years since
tracts end 1974 sale

December 1970, west Louisiana 117 92 4September 1972, east Louisiana 62 65December 1972, 1972, west Louisiana 116 76 2June 1973, Texas 100 65 13/iDecember 1973, MAFLA 1 87 6 1 ?AMarch 1974, Louisiana 91 27 1 y,May 1974, Texas 102 4 1 m

1 Drilling permits on most MAFIA acreage could not be obtained until mid-1974 due to legal challenges to the sale.

Equally important, industry has moved rapidly to develop and produce thosetracts which proved commercial. For example, on tracts purchased in the Decem-ber 1970 Louisiana lease sale:
339 exploratory wells have been drilled.
25 discoveries have been announced, and 21 tracts are producing.47 platforms have been installed, 524 platform wells drilled, and 31 plat-forms have been connected to production facilities.
First production from the sale occurred in late 1972, less than two yearsafter the lease sale. By 1974 production averaged about 70,000 barrels ofoil per day and 1.4 billion cubic feet of gas per day.

Only two years after the two 1972 sales, 20 platforms had been installed, withseveral more on order. Particularly significant are two tracts from the September1972 sale (Grand Isle Block 76, Main Pass Block 140) on which exploration,platform installation, and development drilling were completed by mid-1974.In the February 1968 Santa Barbara (California) Channel lease sale, industryleased 71 tracts in water depth ranging from about 200 feet to over 2,000 feet.At that time the water depth record for exploratory drilling was about 600 feet,and the deepest installed platform was 285 feet. Industry moved rapidly to drillabout 70 exploratory wells on 30 tracts. These included 30 wells in water depthof over 600 feet and 5 in then-record depths in excess of 1,200 feet. Several dis-coveries were made, and one field (Dos Cuadros) was placed on production.Additional exploratory drilling and development of other discoveries have beendelayed by federal drilling moratoriums and extensive environmental proceed-ings, not by failure of companies holding leases to take the initiative.Much of the nation's undiscovered petroleum reserves are thought to lie in theOCS, and a significant portion of these are probably in deep water. If these re-serves are to be discovered and developed, new technology is a necessity. Substan-tial progress has been made in recent years in such areas as geophysical explora-tion techniques, deepwater drilling, deepwater platforms, seafloor productionsystems, and storage and transportation. This progress has resulted from theresearch and operating effort of private industry, and a broad range of companieshave contributed. The advances in deepwater technology provide a good exampleof the petroleum industry's dedication and ability to develop operating capabilityin frontier areas even in the face of great uncertainty about government leasingplans.
Because of the competitive nature of the free enterprise system, four separateseafloor production systems are now being tested by four different industrygroups (Lockheed with 12 participants, Deep Oil Technology with 17 participants,SEAL, and Exxon). These systems incorporate widely different technical ap-proaches to the complex problems of deepwater production. Some utilize one-atmosphere submersibles for installation and maintenance. Others are remotelycontrolled. Another system under development is being designed to use eitherdivers or remote control, depending upon water depth. Still another is designedto be assembled and operated by a remotely controlled manipulator system. Yetanother system will incorporate a one-atmosphere wellhead hemisphere and workchamber. Far from being wasteful, this multiple system approach greatly increasesthe probability that the nation will have a workable system at the earliest dateto fit a variety of conditions and requirements. Development and testing arecurrenly in progress on all of these systems, totally financed by the industry.This work should lead to at least one practical seafloor production system (per-haps several) in the next few years, enabling production in water depths substan-
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tially greater than 1,000 feet. In addition to contributions from numerous oil in-

dustry participants, these systems incorporate advanced electronics and aero-

space technology through the use of leading contractors in these industries.

Similarly, efforts are also underway in the areas of deepwater structures and

pipelines. The result is another example of how a number of concepts and ap-

proaches are being evaluated simultaneously by private enterprise.

3. FEDERAL OIL AND GAS EXPLORATION PROGRAM

The proposed legislation directs a National Energy Production Board to carry

out a federal oil and gas exploration program. Exxon U.S.A. strongly opposes

this proposal. Not only is there no justification for federal entry into oil and gas

operations, but there is no reason to believe that such a program would result in

increased oil and gas supplies. Also, the competitive drive now existing in the

industry will be diminished resulting in delays in the needed technology to permit

development in frontier areas.
As discussed above, the U.S. petroleum industry has not only the capability,

but also the demonstrated business incentive to explore and develop frontier areas.

Therefore, a rational federal energy policy would encourage industry to develop

the nation's energy resources at a pace constrained only by physical capabilities

and appropriate regard for the environment. Instead, the government's role as

defined by the proposed legislation would be to compete with industry in an un-

healthy and counterproductive adversary relationship.
There is no reason to believe that a National Energy Production Board could

bring about an acceleration in resource development. In fact, the proposed federal

exploration program would represent a real and potentially very serious detri-

ment to the development of domestic oil and gas. Scarce human and material

resources, as well as the most promising leases, would be diverted from industry

to the new governmental agency. Because the agency would be inexperienced, it

would make relatively ineffective use of these resources for several critical years.
At the same time, an atmosphere of uncertainty would tend to stifle private ini-

tiative in oil and gas exploration. Regardless of statements to the contrary, a
federal oil and gas exploration program would be viewed by many as a first step
toward nationalization of the U.S. petroleum industry. The massive investments

that the industry has been making in the search for oil and gas would then be-
come questionable ventures. Capital funds, already in short supply, would become
more and more difficult to obtain. In short, the proposed legislation has the
potential of crippling a vital industry that has the capability of spearheading a
national drive toward energy independence.

4. LACK OF PRECEDENT

The name of the proposed National Energy Production Board implies a prece-
dent in the War Production Board of World War II. This implication is invalid,
however, for it is generally accepted that wartime emergencies justify extraor-
dinary governmental exercises of power. In fact, there are no precedents in the
nation's history for the federal oil and gas exploration program authorized by
the proposed legislation. Never before has the federal government opted to inject
itself on a large scale into direct operations in the private sector. Significant
federal investments have been limited to areas where compelling special reasons
dictate public rather than private sector ownership. Examples are the national
defense establishment, federal flood control projects, and the initial development
of atomic power. Clearly, exploring for mineral resources does not fit with these
categories.
The Tennessee Valley Authority (TVA) has been cited by some as a precedent

for federal oil and gas operations. However, the legislation establishing TVA
stated that its primary purpose was flood control and land reclamation. Genera-
tion of electric power was a natural outgrowth of the dam building associated
with these projects. In 1937 the U.S. Supreme Court found that a particular TVA
project was constitutional as long as power production and sale was incidental to
the other purposes of the dam. TVA has its origins in a generally accepted
function of government in the United States: flood control. Its adventure into
steam power generation, totally unrelated to its original purpose, is a cause of
concern over the true motivation behind the National Energy Production Board
proposal.

It is possible to contend that tampering with the U.S. economic system would
be desirable if free enterprise were to fail to get a needed job done. This argu-

i)

ars



813

ment for governmental encroachment fails, however, in the case of oil and gasexploration: there is no demonstrated shortcoming in the private sector and nounique contribution to be expected from government operations. There is, how-ever, ample evidence of government impediments to the petroleum industry'sperformance of its function. The answer is not to substitute government for theprivate sector, but to remove the government impediments.

5. FIRST STEP TOWARD NATIONALIZATION

Exxon U.S.A. believes it is probable that the National Energy Production Boardwould represent the first step toward nationalization of the petroleum industry.This conclusion is based on a straightforward analysis of the bill's probableimpact. First of all, the federal exploration program would weaken the domesticindustry by siphoning off trained personnel, scarce materials, and prime leaseswhile discouraging sources of private capital. Some companies would be drivenout entirely. The reduced capabilities of industry would then result in calls foranother round of governmental expansion which would further weaken industry.The dynamics of this situation make increasing governmental encroachment onthe private sector inevitable once the door is opened.
The language of the bill itself makes clear that its intent is ever-expanding gov-ernmental involvement in energy production. Title IV directs the Board todevelop and recommend to Congress legislation that would provide for the"development and production of oil and gas under the direct management,supervision, and control of designated agencies of the Federal Government."Obviously, the intent of the legislation is not to stop with a federal explorationprogram.

CONCLUSION

The National Energy Production Board bill is based on the false assumptionthat private industry cannot do an adequate job of developing domestic energyresources, and that the federal government has some innate ability to performthese desired functions. The proposed remedy is a direct federal role in energyresource development, beginning with a federal oil and gas exploration program.Exxon U.S.A. believes the facts show that the U.S. petroleum industry has thecapability and the desire to conduct a vigorous program to develop the nation'soil and gas resources. The entry of the federal government into oil and gasoperations is completely unwarranted and would be counterproductive. Less, notmore, government encroachment on the private sector is needed if progress towardenergy independence is to be achieved.

FEDERAL RESERVE BANK OF CLEVELAND,
April 25, 1975.Hon. HENRY M. JACKSON,

Chairman, Committee on Interior and Insular Affairs, U.S. Senate, W'asking-ton, D.C.
DEAR SENATOR JACKSON: I am sorry for the delay in responding to your requestfor comments on S. 740, a bill to establish a National Energy Production Board.I was out of the country when your letter arrived and only now am I startingto catch up with the accumulation on my desk.
I share the Committee's deep concern about the severity and complexity of ournation's energy problem. It is clear that there is an immediate need for theFederal government to develop a unified policy that has as its principal objectivean expanded supply of domestic energy. Moreover, I am convinced that the energyproblem is much broader than simply the need to find new supplies of oil and gas.Our energy policy should be directed toward the alternative sources of energythat will reduce over time the U.S. dependence on oil and gas.
Currently, a number of our utilities are experiencing financing difficultiesthat will limit their plant expansion and inhibit their ability to meet future de-mands for power. This problem may require the attention of the Federal gov-ernment to make sure that they are able to raise funds in both equity and debtmarkets. The regulatory lag in various states has had serious consequences onutility earnings and this problem must be solved promptly since the lead timefor the resolution of some of these problems is growing preciously short.
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The energy needs for the 80s require the development of new sources and
new capacity now. Any catch up in the energy short fall in the 80s may not be
physically possible if action is delayed much longer. Hence, imaginative action
is required quickly if the nation's economic growth is not to be materally dam-
pened in the next decade. This entails serious examination of the suggestion
for tax exemption for preferred dividends on new issues by utility companies;
the need to acelerate depreciation charges to generate funds, as well as to
make these charges realistic in today's environment; the possibility of develop-
ing a futures market for power; i.e., the government contracting now for future
power delivery that could in turn be resold, but such contracts would provide
the basis for current financing of new capacity; the purchase or the arrange-
ment by the government to lease strategically placed generating plants, includ-
ing offshore floating installations, with the expectation that the new capacity
would be leased or sold to private companies once the power demands of the
80s were established; and there are many other similar possibilities for achieving
the ultimate energy requirements.
I am convinced that all of the dimensions of our energy problem need to be

considered by the Federal government if a new agency is formed. Therefore, the
creation of a National Energy Production Board is an important proposal that
should be given serious consideration by the Congress and the American people.
The NEPB would appear to provide the Federal government with a vehicle
through which it could channel all Federal government efforts to accelerate
developments of domestic energy resources. I must admit, however, that I have
some reservations about an effort to come to grips with a problem as basic as our
situation by creating a new government agency that does not have its objectives
and responsibilities specifically defined. It's not clear from the materials that
I have reviewed whether or not the NEPB would replace or just duplicate some
of the current government efforts in the area of energy. For example, what re-
lationship would exist between NEPB and the Federal Energy Administration?
In summary, it seems clear to me that our government must play an important

role in fostering solutions to the energy problem. However, I am reluctant to
recommend the establishment of a new organization until I have a better under-
standing of its range of powers.
Thank you for permitting me to comment on S. 740.

Sincerely yours,
WILLIS J. WINN.

FORD MOTOR CO.,
Dearborn„ Mich., April 11, 1975.

Hon. HENRY M. JACKSON.
U.S. Senate,
Washington, D.C.
DEAR Scoop: Thank you for your letter inviting my comments on S. 740. I am

sorry that it will not be possible for me to participate in the hearings on April
14 or 15, but I am pleased to lave the opportunity to submit my views in writing
for the hearing record.

First, let me say that I do not feel qualified to comment on all aspects of the
bill and I am therefore restricting my remarks to those provisions about which
I feel strongly. I have mixed feelings about the bill as a whole. I like its positive
approach to the need to increase energy supplies but I do not think that Federal
production programs for coal, oil and gas are necessary or desirable.
War-time experience suggests that the establishment of a National Energy

Production Board, as proposed in Title I, would give us the decision-making
authority required to oversee and expedite a national energy program. I support
the concept of a "one-stop" agency as a vital necessity in the energy field.
I am opposed, however, to the establishment of a Federal oil and gas explora-

tion program to supplement the activities of the private sector, as proposed in
Title II. It seems to me that the private sector is both able and willing to carry
out the necessary exploration, whether on private land or the public domain,
subject to payment of bonus fees and royalties on a bid basis. So long as invest-
ment by the private sector is deterred by price controls, as in the case of old oil
and interstate gas, I do not see how we can say that private capital will not do
the job. Demands on the public treasury already are so great, so urgent and so
varied that it is difficult for me to see why the burden of public Investment should
be placed on taxpayers when gradual decontrol of oil and gas prices would make
It possible to accomplish the desired results with private funds.

( )
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I believe that the orderly development of Naval Petroleum Reserves to create
a strategic stockpile for national defense and critical civilian requirements is
necessary to the country's policy independence, and I support this provision of
Title III.
I don't know whether the Federal Government could in fact augment the Na-

tion's capacity for the production of goods essential to an accelerated domestic
energy program through the conversion of idle or surplus federal facilities, but
it does seem to me that the proposed procedure for expediting energy projects
may be a useful way to avoid the kinds of delays experienced in the past.
I am opposed to the Federal coal and gas production programs proposed in

Title IV for the same reasons that lead me to oppose the Federal exploration
programs proposed in Title II. It seems to me that the Federal energy budget will
be large enough if it includes only those things the private sector cannot do.
Long-run energy research, strategic stockpiling of oil and gas and emergency
stand-by facilities are examples of acceptable federal activities in the energy field
because they cannot be undertaken by private enterprise. Production can be, and
therefore should be, undertaken by private firms.
Without passing judgment on the specific language in Title VI, calling for the

establishment of a National Energy Trust Fund, I believe the idea has merit,
particularly if the Fund can serve to insure offshore risks in such a way that
independent producers can safely participate, thus increasing competition, and
unavoidable accidents can be remedied quickly without undue damage to our
shorelines.
In summary, I strongly support an action-oriented approach to increase our

national energy supply and I endorse the concept of building a strategic stock-
pile to protect against any future supply interruption. On the other hand, I
would prefer to see progressive deregulation of oil and gas prices in order to
encourage increased exploration and production of fossil fuel in the private
sector rather than price controls for the indefinite future and public sector take-
over of the responsibility and financial burden for energy exploration and
production.

Best regards,
HENRY.

LEHIGH VALLEY RAILROAD CO.,
May 6, 1975.

Re: Title IV of S. 740.
Hon. HENRY M. JACKSON,
Chairman, Senate Committee on Interior and Insular Affairs, U.S. Senate,

Washington, D.C.
DEAR SENATOR JACKSON: Giving private industry the right of eminent domain

to build slurry pipelines is being considered as a part of the National Energy
Production Board Act.
I should like respectfully to point out that enabling additional competitors to

enter the already overcrowded transportation field would further erode the pre-
carious situation of the railroads with respect to other modes. Coal traffic is the
major commodity handled by the nation's railroads.
To particularize, in 1974 of the Norfolk & Western Railroad's gross revenues

of $945,830,978, 36.4 percent was produced by coal traffic; of the Chessie System's
$1,282,791,996 in revenue 33.4 percent resulted from carrying coal. Our railroad
depends on coal traffic, as well, revenue attributable to coal amounting to
$5,496,344 or 8.1 percent of our gross revenue for 1974.
From the foregoing, it is obvious that diverting coal traffic away from the rail-

roads may result in the bankruptcy of railroads now solvent and further compli-
cate the task of revitalizing the railroads which are now bankrupt.
An equally important consideration from the national point of view is the

environmental factor. Carving new rights of way for slurry pipelines out of the
American countryside can only lead to a further degradation of the environment.
An obvious solution to the problem, if slurry pipelines are requisite to meet

the needs for increased energy availability, is to use existing railroad rights of
way for the purpose and to give the railroad companies the right to operate slurry
pipelines on their properties. The pioneering builders of the railroads have
already selected and acquired the routes giving the best curves and grades for
the most economical transportation. The installation of pipelines along railroad
rights of way can be accomplished with minimum temporary interference with
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railroad traffic and with no adverse effects on the environment. Pipelines would
give an additional source of badly needed revenue to the railroads, whereas
diverting commodities now carried by railroads to pipelines might very well
result in making any solution to the national railroad problem impossible.
I realize, of course, that solving the nation's energy problem is beyond my

abilities and responsibilities. However, I believe that it is my duty to respectfully
remind you that the energy problem should not be solved at the expense of the
nation's railroads.

Sincerely yours,
ROBERT C. HALDEMAN,

Trustee and Chief Executive Officer.

HOD. HENRY JACKSON,
Chairman, Committee on Interior and Insular Affairs,
Washington, D.C.
DEAR MR. CHAIRMAN: The UMWA has reviewed S. 740, the National Energy

Production Board Act of 1975, with a particular interest in Section 402 on Coal
Production. Our general reaction is favorable. However, in its present state, the
bill is largely a skeleton and needs a great deal of specific language. In anticipa-
tion of a more thorough bill to be developed, the UMWA would like to bring to
the Committee some of its views on the bill, specifically on the subject of increas-
ing the use of coal.

Since the Arab embargo has made the goal of energy self-sufficiency a vital
concern of the nation and our lawmakers, it has been accurately stated that as
our most abundant energy resource—coal must provide the cornerstone for the
nation's future energy needs. Yet when it comes to specific energy proposals, coal
ultimately plays a second role to oil and gas. It is almost as if the oil crisis
were expected to disappear as abruptly as it appeared. The proposed legislation
fails to emphasize the future dominant role of coal.
We must realize that the future is upon us. Regardless of whether the Arab

nations temporarily relax their stranglehold on the industrialized nations, one
fact has become quite clear: we cannot rely on foreign energy imports. We must
develop alternative energy sources and coal offers a multitude of possibilities for
the not too distant future.
So far, other than public pronouncements, the federal government has failed

to demonstrate a serious long-term commitment to increasing the production and
utilization of coal and synthetic fuels derived from coal. This lack of commit-
ment by the government has not inspired the confidence of the private sector of
the economy that is needed to provide the enormous outlays of capital connected
with these projects, and, as a result, progress in these areas has been negligible
This legislation should confirm the nation's commitment to domestic energy self-
sufficiency by establishing coal as the priority energy fuel.
While many of the projects to be undertaken by the Board proposed in S. 740

have been undertaken by other energy agencies, the most innovative feature of
the bill is the provision for direct federal involvement in energy production.
A recent Ways and Means Task Force, headed by Representative Joseph Karth,
supported this approach. The task force, in discussing capital investment incen-
tives suggested that direct governmental incentives in the form of subsidies
guaranteed loans, etc., rather than tax incentives, would be more effective in at-
taining the nation's energy goals. We share this opinion and applaud that feature
in S. 740.
In terms of who should receive federal assistance in undertaking energy pro-

duction projects, we share the sponsor's intentions that it should be the smaller
independent companies. Today we have a situation where, for speculative and
anti-competitive reasons, large energy conglomerates are holding captive large
tracts of federal energy resources. It is our feeling that these companies should
not receive any form of compensation from the government. Of the 474 Indian
and public land coal leases containing over 15 billion tons of coal, 89% are non-
producing. Most of this coal is leased to non-coal producing companies and in
the 54 years of the federal coal leasing program, less than 1% of the nation's
production has come from these leases.

It is quite evident that one way to increase national coal production is to free
up this land for production or impose and enforce stringent diligence require-

UNITED MINE WORKERS OF AMERICA,
Washington, D.C., April 11, 1975.
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ments on new and existing leases. If the proposed board is to become a compre-hensive production agency, it should have the authority to make available federalresources for production.
The language of S. 740 does not contain provisions for federal efforts to assistand accelerate coal gasification and liquefaction. As these technologies will beessential in expanding coal use in environmentally acceptable ways, we stronglysuggest that such language be incorporated in the bill and the board's authorityin this area be expanded.
The text of S. 740 refers to converting electric utility generating plants fromoil and gas to coal in an "if" context. A recent Ways and Means Task ForceReport on Conversion, headed by Representative Joe Waggoner, recommendedthat laws outside the jurisdiction of that Committee should be enacted to requirethe conversion of certain facilities to coal. Presently, the Federal EnergyAdministration has this authority under the Energy Supply and EnvironmentalCoordination Act of 1974, but has not forced the first conversion. The fundingauthority provided for in S. 740 would be an ideal vehicle for including this pro-vision. Thought should be given to empowering the board to require conversionof oil and gas electric generating plants to coal.
The UMWA has often made known its support for the planned expansion ofthe nation's energy resources. We believe that the current energy crisis hasbecome a consumer's crisis because of a lack of planning. We welcome the intro-duction of S. 740 as a source of energy production planning that will place thenation's energy needs above the private goals of the major energy producingcompanies. To accomplish this, the board must have the authority to act and notmerely gather information and make recommendations. Hopefully, S. 740 can begiven more substance and truly become an energy production planning board.Incorporation of the above suggestions of the United Mine Workers of Americawill strengthen it in that regard.

Sincerely yours,
ARNOLD MILLER.

[Telegram]
ELK GROVE VILLAGE, ILL.

Senator HENRY M. JACKSON,
Chairman, U.S. Senate, Committee on Interior and Insular Affairs, Washing-

ton, D.C.
SENATOR JACKSON: I am wiring our response to your 3/28/75 letter concerning

S. 740 because of the short time period before the hearings are initiated.
We have reviewed the essential features of S. 740 and make these comments:
United is for the stimulation of increased exploration and development of newenergy sources both through the public and private sector. The airline industryis uniquely bound to the utilization of petroleum products as an energy sourceand does not enjoy the freedom to utilize alternate sources of energy production

as do other ground-based industries. Therefore, our future growth is closely tiedto increased supplies of crude oil. We understand that additional reserves of
well over 100 billion barrels of petroleum deposits may lie in the Outer Contin-ental Shelf and we eagerly encourage the development of these resources. Thissizeable offshore potential should be regarded as a possible energy bridge betweentoday's fossil fuel period and the time when other forms of energy will be avail-able. Although we support Government efforts to stimulate exploration, partic-ularly in the OCS, we strongly feel that the vast majority of exploration anddevelopment work should be conducted in the private sector where the technicalexpertise and experience lies.
I appreciate your invitation to participate in the hearings next Monday andTuesday, but my schedule will not permit me to be in Washington on those days.I thank you for considering our opinion in this important matter.

EDWARD CARLSON,
Chairman, United Air Lines.
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