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AVAILABILITY OF GASOLINE

THURSDAY, DECEMBER 14, 1978

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
Erie, Pa.

The subcommittee met, pursuant to notice, at 9 a.m., in the Erie
City Council Chamber, Hon. Marc L. Marks (Hon. John E. Moss,
chairman), presiding.
Mr. WALGREN [presiding]. In the interest of time we will start

without delay. Particularly the witnesses from the Department of
Energy have a commitment later on this afternoon in Washington
and have asked that they be excused no later than 10:45 a.m. So, we
will proceed directly.
As the Democratic member of the Subcommittee on Oversight and

Investigations, I represent the chairman of that subcommittee, a com-
mittee of the Interstate and Foreign Commerce Committee of the
House of Representatives. The chairman is John E. Moss, who cannot
be with us today because of other commitments in California.
Today's hearing on gasoline supplies was initiated by my Republi-

can colleague, Marc Marks, who is to be commended for focusing the
subcommittee's attention on this vital issue which affects literally
every man, woman, and child in the Nation.
The witnesses this morning will be David Bardin, the Adminis-

trator of the Economic Regulatory Administration of the Department
of Energy; he is accompanied by William Gillespie, who is the Direc-
tor of the Statistical Analysis Branch with regard to fuels regulation.
Following Mr. Bardin will be Donald Graham, the general man-

ager of supply and distribution for petroleum products of Texaco,
and third, Mr. Paul Hertel, who is the manager of the Strategic As-
sessment Planning Department for Sun Petroleum Products Co.
The testimony that we will be developing today in Erie will be of

direct benefit to the Congress in dealing with potential shortages of
gasoline—the lifeblood of the Nation's transportation system—and in
weighing the benefits of the administration's and the Department of
Energy's proposal to remove price controls on gasoline, a multibillion
dollar decision that may or may not result in significantly increased
supplies.

Considerations that are critical to the public are in direct conflict
with each other when it comes to the economics of gasoline supply.
On the one hand the public is told by industry spokesmen and some
voices within the administration that prices must be decontrolled to

(1)
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assure continuing supplies of automotive fuel, but if prices are decon-

trolled, the price of gas will increase—a price increase that can only be

seen as threatening to feed the fuel of inflationary attitudes and feel-

ings within the country. Estimates are that decontrol will add up to 4

cents per gallon, with each penny representing over $1 billion of in-

creased cost to the American public to buy the same amount of gas.

Given the failure of other Government estimates in the past, I am

afraid we can have little confidence that the actual cost may not be

much more.
The present position of the Congress, as clearly stated in the law

that reached out to control prices in 1973, is that when we face a short-

age, that is no time to decontrol prices. The policy essentially is that

taking the lid off prices during a severe shortage will predictably lead

to prices being driven sharply upward in reaction to scarce supply. It

is based on the public's strong commonsense belief—and that is based

on experience—that when most prices go up, they never come back

down.
These hearings are being held in an atmosphere of deep suspicion of

the oil industry felt by the public, a suspicion that shortages have been

contrived and manipulated to increase prices, only to miraculously

disappear after costs go up. The public suspicion of the oil industry

is heightened by the appearance of administered prices, where an in-

dustry is dominated by a few large firms who have market power,

eliminating competition by their size alone because it is simply easier

for everyone to follow the price leader. This is especially true in indus-

tries like the oil industry where, for all practical purposes, there 
is

plenty of demand to go around. This atmosphere of public suspi
cion

and distrust makes it particularly difficult to legislate wisely.

This hearing has been designed to provide a solid, factual foun
da-

tion relating to present gas supplies, and the adequacy of gas suppli
es

in the immediate future. The hearing record will be a base for 
future

hearings by other committees and this committee in the Congres
s that

will consider the wisdom of the administration's gasoline dec
ontrol

proposal, expected early this winter.
I am particularly pleased that Congressman Marks is pursuing 

this

problem at the outset because in the 2 years he has served in the Con
-

gress he has developed a reputation for being most thoughtful
 and

fairminded, and the conclusions that can be drawn from his 
effort

will be given great weight by our other colleagues. I would like to say

what a pleasure it is for me, as a "Pittsburgher," to be in Erie and 
at

this point would turn the chair over to Congressman Marks for 
his

opening statement and pursuit of the witnesses.
Thank you very much.
Mr. MARKS [presiding]. Thank you very much, Doug, Congre

ssman

Walgren. I, too, am appreciative of the fact that you have take
n of

your time to come here and be with me in Erie, Pa., to hear testim
ony

which, we hope, will help us here and the Nation in the serious si
tua-

tion that apparently now exists, and may exist in the future.

Before proceeding with the hearing I would like to have the re
cord

indicate both Congressman Walgren's and my deep appreci
ation to

the two most professional staff people I have ever worked with
, have

the benefit of working with, and will continue to have the bene
fit of
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working with in the future on this committee, and that is the gentle-
man on my right, Dr. John Galloway and the gentleman just to the
left of Congressman Walgren, Mr. Stephen Sims. Ladies and gentle-
men, these are the people who do the very, very hard work prelimi-
narily so that those of us who chair, and who participate in these
hearings, may not only know what they are looking for and talking
about, but may be able to get to the heart of the problem.
I would like if I may, Doug, to take this opportunity to welcome

personally a gentleman who is not only a very close friend, but who
has great responsibility in Erie County, and that, of course, is our
county executive, Mr. Robbie Robinson who is sitting in the back.
Robbie, we welcome you and appreciate the fact that you would take
a moment out of your busy day to come and be with us. I am just sorry
that Denise is not here, she is Robbie's wife—and by the way, Doug,
a very beautiful and talented lady.
I am sure we will have the privilege of having with us, before the

morning is over, the mayor of Erie, the third largest city in New York,
Mayor Louis Tullio. When Lou walks in, I might forewarn the wit-
nesses, we will break in to introduce him to all of you; he is an ex-
traordinary man and a close friend of mine.
I think at this time—for the sake of time, we are already 15 minutes

late, and we will try to run as quickly as we can—we would now like
to have the witnesses for the Department of Energy. Before that I
would like, for the record, to make one other comment. That is that I
am very sorry—both Doug and I are very sorry—that the chairman of
this subcommittee, a most outstanding American, and a person who has
served the country for so many years, John Moss, of California, could
not be present with us today. Chairman Moss would have desired very
much to be here in person; unfortunately his responsibilities to his
family took first priority. As most of you know, he is unfortunately
leaving us, this is John Moss' last term in Congress. The record should
indicate forever that I am deeply indebted to that gentleman who not
only served his country so very, very well, but who has made it so very
comfortable for me, as a Republican freshman Congressman, to work—
and work closely—with this very outstanding committee. I am most
appreciative to him.
The purpose of today's hearing is to assess gasoline supplies in light

of recent announced cutbacks in gasoline deliveries by major oil com-
panies; to determine the reason for these cutbacks, and to make appro-
priate policy recommendations.
In the past several weeks concern has arisen over the availability of

gasoline—now and for the remainder of next year. At present, and I
want to emphasize this, motorists are able to obtain the gasoline they
need, although not necessarily at the first station they enter. There is
no need for motorists to panic and to strive to keep their tanks reason-
ably full, an act which in itself could conceivably upset the present
delicate supply situation.
At present Shell Oil Co., the Nation's largest gasoline retailer, is

reducing gasoline sales and reducing the octane level of gasoline in
the Midwest. Amoco, Mobil, and Conoco are presently limiting their
sales of unleaded premium gasoline, while Texaco has submitted to the
Department of Energy contingency plans to sharply reduce gasoline
deliveries.
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If the current, unprecedented, high nonsummer demand for gaso-
line continues, a genuine gasoline shortage could develop by next
spring. Oil company executives, while emphasizing the limited and
spot nature of current gasoline shortages, have been quick to blame
the Federal Government for the present state of affairs.
The oil companies tell us that gasoline price controls have discOur-

aged investment in new equipment while at the same time environmen-
tal restrictions on the use of lead in gasoline have reduced the effi-
ciency of their refinery operations. If the oil companies are to be be-
lieved, gasoline price controls must be eliminated and steps to reduce
the lead content of gasoline must be slowed, or possibly even abandoned
altogether.
There are those who suspect that industry has deliberately created

a minor gasoline shortage, while pointing to the threat of more serious
future shortages to pressure the Government into removing gasoline
price controls and restrictions on the use of lead in gasoline.
One of the purposes of today's hearing will be to test the validity

of my alternative theory which attributes the present gasoline supply
situation to a fundamental miscalculation on the part of the petroleum
industry last winter, that led to a dramatic reduction in petroleum
product inventories and a decision to run refineries at less than full
capacity. When gasoline demand was higher this summer and fall
than expected, the oil companies were not fully able to compensate
for their previous actions.
If my thesis is correct, gasoline price controls and restrictions on

the use of lead in gasoline are not the cause of the current gasoline
supply situation. If I am correct, moreover, the public is deserving
of a full explanation from the petroleum industry concerning its fail-
ure to correctly forecast gasoline demand and its resulting mismanage-
ment of gasoline inventories and production throughout the first 5
months of this year.
I welcome the opportunity to test my thesis with a leading official

of the Department of Energy and representatives of two major oil
companies today. I again want to thank Congressman Douglas Wal-
gren, of Pittsburgh, for being with me for this purpose.
Now, if our friends are able to get their equipment together with-

out disturbing us any further, we will be happy to proceed.
Our first witnesses

' 
ladies and gentlemen, will be Mr. David J.

Bardin, who is the Administrator of the Economic Regulatory Ad-
ministration, Department of Energy, and who is accompanied by Mr.
William Gillespie, who is the Director of the Statistical Analysis
Branch, Fuels Regulation, Department of Energy.
I might say for the record, also, that Mr. Bardin is one of the

bright, relatively young stars on the national scene, whose voluntary
appearance here today to be interrogated is certainly •appreciated
by this committee. This seems appropriate, Mr. Bardin, since even

the very bright and powerful star, Venus, is being interrogated these
days.
May I ask you gentlemen to stand, raise your right hand, and be

sworn, please?
Do you swear by Almighty God to tell the whole truth and nothing

but the truth, so help you God?
Mr. BARDIN. 1 do.
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Mr. GILLESPIE. I do.
Mr. MARKS. Please, be seated.
Mr. Bardin, in the interest of time—which is particularly press

ing

to you and, as I say, we appreciate your coming here—I know th
at

you have a prepared statement. We would appreciate very much if y
ou

would enter that rather lengthy statement into the record [see p. 
7],

summarize for a couple of minutes; and we would like to limit your

introduction, perhaps, to 4 or 5 minutes at most.

TESTIMONY OF DAVID J. BARDIN, ADMINISTRATOR, ECONOMIC

REGULATORY ADMINISTRATION, DEPARTMENT OF ENERGY; AC-

COMPANIED BY WILLIAM GILLESPIE, DIRECTOR, STATISTICAL

ANALYSIS BRANCH, FUELS REGULATION, DOE

Mr. BARDIN. Thank you very much, Congressman Marks. I would

appreciate your including the entire 19-page statement in. the record.

There are extra copies in the room. I believe the subcommittee staff is

making them available.
Let me say at the outset to you and Congressman Walgren how

pleased I am to be back in Pennsylvania, which is a State which is a

neighbor of my home State of New Jersey, and with whose officials

I have had the pleasure and privilege of working closely over my years

in State government in New Jersey. I have not been in Erie for a

quarter of a century—I hope I will not have to wait another quarter of

a century before I have a chance to visit back here.
I want to congratulate this subcommittee and its distinguished

chairman for holding field hearings. I think we just need to get out

into the field where we can expose our ideas on a more general footing

to the people whom we serve in Federal Government, State govern-

ment, county government, or municipal government. I do appreciate

the chance to meet the leaders of Erie County and municipal govern-

ment here.
The topic we are discussing is basically one of demand and supply

for one of the key ingredients of our energy economy. It is a compli-
cated economy with literally tens of thousands of parts on the supply
side, and tens of millions of parts on the demand side. There are over
a hundred million gasoline-consuming cars in our country, which is
the consumption side of the picture.
Looking at the question broadly, at the present time supplies of

motor gasoline appear adequate to meet national need. There are some
problems being experienced by individual refiners—which we can dis-
cuss in the course of this morning's session. However, barring a major
and unexpected interruption of supply—such as an embargo—we see
no possibility of a generalized gasoline shortage and long gasoline lines
between now and next summer. There may be instances where an indi-
vidual motorist pulls up to a filling station and finds that it has run
out of a particular type or grade of gasoline that he wants; but that
same product will be available at stations down the street.
We are monitoring this situation closely and will continue to do so.

to identify isolated shortages as they occur, and to use short-term
imeasures described n my statement to alleviate any problems.

One thing all of us can do—and I cannot urge that strongly
enough—is in our own behavior as consumers to drive prudently; to

42-206 0 - 79 - 2
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observe the 55 mile-per-hour speed limit, and to curtail the unneces-
sary, so that we conserve this valuable fuel resource and in the process
save our pocketbook.
Now, we are particularly concerned about gasoline supplies for a

longer term. When you make predictions, you try to make predictions
about the future, there is a great element of uncertainty. Our projec-
tions through 1980 indicate supplies will be adequate, but barely so.
So, looking at the driving season, the peaks in the coming summer of

1979, and then again in the driving season that will peak again in
1980, there is that question.
Let me sketch out with the benefit of these charts which I have

brought what seems to us some of the key ingredients of understand-
ing our situation today.
Mr. MARKS. Mr. Bardin, we would appreciate your doing that, and

perhaps at that point you might terminate your statement and go into
questions, so that we may proceed.
Mr. BARDIN. We are engaged in the process of converting the auto-

mobile fleet of America in large measure to cars which require unleaded
gasoline. Not all the new cars, but most of the new cars, require
unleaded gasoline; even half of the imported cars require unleaded
gasoline.
As a result, unleaded gasoline is a product whose demand is growing,

at a faster rate than virtually any other commodity on the American
scene. From 19 percent of the gasoline pool in 1976 unleaded, it grew
to 25 percent in 1977. The EPA forecast has been that it will be 35
percent of the pool this year. We believe it is going to reach 36,
certainly, by the end of the year. The forecast for next year is 42
percent. The forecast for 1980 is 50 percent; and you will have three-
quarters of the gasoline unleaded by the middle 1980's.
Now, the unleaded gasoline is virtually zero-lead gasoline. Lead is

an additive to gasoline. It is a cheap addition which raises the octane
of the gasoline without indulging in expensive reforming in the
refinery.
The remaining leaded gasoline may contain as much as 2 grams or

more of lead per gallon. The average lead in the gasoline is also con-
trolled by EPA air quality regulations in addition to that factor, and
that is important to bear in mind because these air quality regulations
are due to require a very substantial drop in the lead. This will create
supply constraints in the months ahead.
When you look around the country you see that the proportionate

use of unleaded gasoline varies from State to State and region to
region—it is a function of the age of the car; the kind of car; the use
of the pick-up vehicle as contrasted with the individual vehicle; farm
and off-road vehicles. You see that in Pennsylvania in calendar year
1977 between 25 and 30 percent of the gasoline was unleaded. But, if
you look to May of this year, Pennsylvania has risen to the 30 to 35-
percent category. What you see, comparing the States, is a very steady,
continued rise in the unleaded demand.
Indeed, if you look at the total demand for gasoline—and now we

come to a critical point—you have a continued increase, absolute in-
crease, in the gallons of unleaded gasoline; you have an actual decrease
in the gallons of leaded gasoline, at a time when you have a slight
increase in the overall gasoline use.
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Much of the 'petroleum industry has expected the total demand to

reach a peak around 1980, and decline. The view of the Department

of Energy at this time is that our total demand for gasoline is likely

to continue to increase slightly into the 1980's; that the decline in the

demand for leaded will continue; and the increase in the demand for

unleaded will continue.
Now, this is going to mean a tightness in the market unless new

refining capacity is installed. There are three kinds of approaches

that you can envision, Mr. Chairman.
One is constraint on the total demand by conservation. Two is in-

crease in supply through a different management of existing resources,

or investment in additional refining resources. The refining in-

dustry at this moment appears to be straining at something like 93

to 94 percent of capacity, which is a very high utilization as contrasted

to where we were a year ago and what is normal. Finally, there is a pos-

sibility of an inadequacy—a failure to perform adequately in the long

run, particularly beyond 1980.
The analogy I would leave you with is the difficulty you have in pre-

paring the cost of an immediate step as against the price you pay later

down the road for not taking it. We are confronted with choices in a

world where gasoline prices will go up in any event because of factors

involving crude oil. We are confronted with choices as to how our na-

tional Government in administrating its laws arranged prices
' 
and in-

centives to pricing laws, environmental laws and others, for this oil-

refining industry.
If we hold the line in a way which discourages adequate production

of gasoline, we may save the consumer paying today a few dollars more
a year for his gasoline supplies. And yet, we may pay much more

dearly in terms of our economy, our tourism industry, our farms, our

homes later on.
Take the analogy of an oil change. Any time I defer buying a quart

of oil for an oil change, there is no question I have saved that money.
I can measure exactly how much I have saved. But, if I let it go to the
point where I do damage to my engine, it can cost me much, much more
dearly; and yet, it is difficult today, at the time I am trying to save the
money—I can tell just how many cents a quart I pay for oil—to figure
out how much more it will cost me for the kind of damage my engine
might sustain.
I will be pleased to try to answer the committee's questions.
[Mr. Bardin's prepared statement follows:]

STATEMENT OF DAVID J. BARDIN, ADMINISTRATOR, ECONOMIC RGULATORY
ADMINISTRATION, DEPARTMENT OF ENERGY

Mr. Chairman and members of the Committee, I appreciate the opportunity

to appear today to discuss gasoline supplies. I intend first to provide a general

summary of the situation both now and into the 1980's and the factors which

we believe affect this situation. I will then provide a more detailed description

of the overall situation and put into perspective some of the specific and well

publicized problems that are being experienced by a few firms.

SUMMARY OF THE PRESENT AND FUTURE GASOLINE SUPPLY SITUATION

At the present time, supplies of motor gasoline appear to be adequate to meet

national needs. There are some problems being experienced by individual re-

finers—which I will discuss in more detail later. However, barring a major and

unexpected interruption of supply, such as an embargo, I see no possibility of a
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generalized gasoline shortage and long gasoline lines between now and next
summer. There may be instances where an individual motorist will pull into a
a station that has run out of a particular grade of gasoline, but the same product
will be available at stations down the street. We are continuing to monitor this
situation closely, and, if isolated shortages occur, we have available to us a
number of short-term measures I will describe later that can help to alleviate
any problem. And, over and above anything the Government can do, all of us
should exercise restraint in our use of gasoline; plainly, we use too much.
We are particulary concerned about gasoline supplies for the longer term. In

making predictions about the future, surprises are always possible. However,
our projections through 1980 indicate that supplies will be adequate but barely
so. Beyond 1980, the demand for unleaded gasoline, and therefore the need for
additional refining equipment to produce it, will continue to grow.
The present price and allocation controls on gasoline have contributed to the

lack of refinery investment of the last few years, and to possible supply short-
ages beyond 1980. These regulations discourage investment and vigorous com-
petition to expand gasoline supplies. For this reason, the Department of Energy
is considering the elimination of the present regulations. Without such action,
the future holds the increasing possibility of supply shortages, long gasoline lines
or ultimately higher gasoline prices and greater inconveniences for the motoring
public than elimination of the current regulatory system. Let me now provide
a more detailed description of how we see the present gasoline situation.

CURRENT GASOLINE SUPPLIES

At the present time, primary gasoline stocks (that is, the amount of gasoline
in refiners' storage tanks) are lower than normal for this time of year. Although
refineries have been running at near capacity, gasoline inventories have not yet
been built up to normal levels. The reason is simple. Traditionally, the so-called
summer driving season ends with Labor Day, and demand falls sharply there-
after. This year, however, after a summer gasoline demand that exceeded all
expectations, demand remained high into the fall, reaching almost 7.5 million
barrels per day during the four week period ending November 17. Compared to
the same four week period during 1977, demand was up over 5 percent. Over the
past three months, demand exceeded last year's levels by a total of 11 million
barrels.
Demand finally tapered during the last two weeks in November, and stocks

are now increasing. As an example, for the four weeks ending November 24,
production exceeded demand by 400,000 barrels per day. With the onset of winter,
which should reduce gasoline demand further, plus the continued operation of
refineries at high gasoline production levels, we should see gasoline stocks in-
crease to adequate levels by next spring, so that we can go through the summer
without shortages.

PROBLEMS OF INDIVIDUAL REFINERS

I would now like to turn to some of the specific problems being experienced by
individual refiners. The most widely known is that of the Shell Oil Company. In
November, Shell indicated to DOE that it was having supply problems and
would soon have to allocate its available supply among its wholesale and retail
dealers. On November 16 Shell requested from the Department's Office of Hear-
ings and Appeals permission to allocate gasoline on the basis of actual 1977 de-
liveries to its customers or 1972 base period deliveries, whichever were higher.
The primary purpose for the request would be to enable Shell to make allocations
to its present retailers in a manner that more closely reflects existing marketing
patterns.

Shell was granted temporary relief until December 12. Following a Depart-
mental hearing last Friday, the Office of Hearings and Appeals determined to
further extend the relief until January 15, 1979.
In the meantime, on November 30 Shell announced that it would indeed have

to allocate its gasoline, and said it had enough to supply its dealers with only
75 percent of their 1977 levels. On December 6 it revised its earlier estimate of
the supply it would have available and raised its allocation fraction to 85 percent.
In view of Shell's prominence in the gasoline market (it has approximately

8 percent of the national gasoline market), its announcement caused substantial
interest and comment, including speculation about the possibility of more wide-
spread gasoline shortages.
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Shell is one of only three refiners that offers a so-called "premium" or "sup
er

regular" unleaded gasoline—that is, with an octane substantially above the

average regular unleaded gasoline. Widespread consumer dissatisfaction 
with

unleaded regular gasoline, due to real or perceived performance effects in the

high compression engines of newer cars, has resulted in higher than expected

demand for high octane unleaded gasoline, which apparently has contributed

to Shell's problem.
Texaco has also filed with the Office of Hearings and Appeals an applica-

tion for permission to supply its wholesale and retail dealers on the basis of last

year's purchases, rather than those in 1972. Texaco alleged in its application

a reduction in its current gasoline stocks due to unexpected losses of produc-

tion, and it says it is uncertain about its ability in the future to augment supply.

Texaco's application appears to be precautionary, however, for, unlike Shell, it

has not yet announred that it will have to allocate gasoline among its dealers.

Two other refiners—Conoco and Arco—have recently asked to be relieved

of the obligation—under DOE's allocation regulations—to sell gasoline to cer-

tain other refiners so they can meet the needs of their own dealers. A hearing

will be held on both applications this Friday. In the meantime, Conoco, whose

request was based on the lost production at its refinery in Denver due to a fire,

has been granted the relief it requested on a temporary basis.
Conoco is now able to meet its supply obligations to its dealers for December.

Arco's situation is not so serious as to require interim relief pending a hearing

on the merits.
The supply problems presented by Shell, Conoco and perhaps Texaco—while

potentially serious for those firms and their wholesale and retail dealers—

appear to be unique and are not in themselves an indication of a general supply

shortage. This is not to say that we are sanguine about the situation in general,

however. The minute we got a hint that there may be a supply problem, we

called major refiners in individually to explain their supply situation. In

general, these discussions indicated that refiners are concerned that gasoline

supplies might be tight by next summer if the unexpectedly higher demand
we have been experiencing does not diminish and gasoline stocks are not ade-
quately replenished before next summer's driving season. In order to obtain a

better picture of the current gasoline market in general and what we can ex-
pect over the next several months, DOE is conducting a public conference this

Friday, December 15. Domestic refiners and marketers and interested States,

members of Congress, consumer groups, and other Federal agencies have been

invited to participate.
FUTURE GASOLINE SUPPLIES

We have also been looking beyond the short term gasoline supply situation
in an effort to formulate the Government's regulatory policy for the future.
Our best judgment is that if DOE regulations remain in effect and EPA adheres
to its present lead phasedown schedule, gasoline supplies will be tight in 1980.
However, even under pessimistic assumptions of low auto fleet efficiency and
high demand we believe that domestic refiners have the capability to assure that
gasoline will be available in sufficient quantities to avoid any problem of long
lines forming at retail stations. There are several actions available to refiners
to stretch octane and make marginal improvements in supply. For example,
Shell has acknowledged that it can stretch its gasoline supplies if, in addition
to high octane unleaded, it also manufactures a regular unleaded gasoline for
those customers who do not need the higher octane.
If automobile efficiency standards required by the Department of Transporta-

tion are met, total demand for gasoline should stabilize and begin to decline after
1980. This phenomenon, which was widely expected following establishment of
the fleet fuel efficiency standards, has in itself operated to discourage the de-
velopment of added refinery capacity. However, actual vehicle fuel economy has
been somewhat less than many forecasters' original expectations. Therefore,
it is not prudent to assume that there will be sharply declining demand in 1981
and beyond.
Even if total gasoline demand does decline, there will be both a relative and

absolute increase in the demand for unleaded gasoline, which means that addi-
tional gasoline refining equipment will be necessary. This year unleaded gasoline
demand is expected to reach about 36 percent of all gasoline demands. By 1980,
demand for unleaded gasoline will increase to 50 percent, and by 1985 will be
78 percent. In addition, automobile manufacturers have been meeting fuel effi-
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ciency standards by increasing engine compression ratios, which require higher
octane unleaded gasoline. In the additional refining process required for such
gasoline, the total supply shrinks. Therefore, we are unlikely to see the kind
of supply abundance that characterized 1977 until at least the mid-1980's. Thus,
the need for investment in future refining capacity, and for flexibility in pro-
duction, marketing, distribution, and pricing practices remains great.

REGULATIONS COMPOUND THE PROBLEM

The current DOE allocation and price controls on motor gasoline directly
contribute to the gasoline supply problem. Seven years of price conrtols and
general regulatory uncertainty have inhibited investment in the refinery ex-
pansions and improvements needed to make unleaded gasoline, or to make
gasoline-range material out of heavy and high sulfur domestic crude oils.
Refiners are allowed to depreciate new investments, but may not recover a return
on all investments greater than the total amount they realized as of May 15,
1973. Refiners assert this has discouraged investment in the gasoline manufac-
turing capacity needed now to produce the high octane blending stocks for un-
leaded gasoline. This seems to be borne out by the general lack of major refinery
expansions and improvements scheduled for the next two years.
Second, price controls have discouraged refinery improvements that increase

efficiency, since they require that the full amount of such cost savings be
reflected in the form of lower allowable prices. When we create an environment
for an industry in which it does not realize a benefit from increased efficiency,
we discourage improvements in production techniques that would stretch gasoline
supplies.

Third, the regulations do not reflect the fact that during the period of controls
cost increases relative to production of gasoline have been much greater than
for other products. These cost increases reflect the increased need for unleaded
gasoline production capacity.
The regulations limit refiners to passing through on gasoline only a volumetri-

cally proportional share of their increased costs. When these regulations were
put into effect there was very little unleaded gasoline. As I have indicated, the
demand for unleaded gasoline will continue to increase.

Finally, the regulations take a snapshot of each refiner's prices as of May 15,
1973, and allow it to add certain costs to that price, no matter how that com-
pany's relative pricing or competitive circumstances have changed in the mean-
time. In 1974 this system was simple and seemed reasonably fair for a short-
term price control program. Approaching 1979, it is becoming increasingly
outmoded and inequitable.
DOE's allocation regulations are also antiquated. In their current form, allo-

cation regulations do not assist refiners in achieving equitable distribution of
a modest shortage of gasoline, as is demonstrated by the Shell, Texaco, and
Conoco cases. The principal problem is the 1972 base period for the allocation
program. In six years, the sales volumes of firms supplied by refiners have
changed markedly, not only in absolute amounts but relative to each other.
These changes reflect, among other things, the changes in gasoline marketing
that have occurred over the past six years, such as the greatly inrceased market-
ing of unleaded gasoline and "gas and go" and other types of self-service
operations.
Thus, the application of the present rules to a current shortage leaves some

jobbers and dealers with considerably more supply than they need based upon
recent sales experience, and others with considerably less. The resulting in-
equities tend to fall more heavily on the smallest independent retail dealers and
marketers.
The effect of DOE regulations on supply has been compounded by the impacts

of EPA regulations. We do not question the need for strong environmental con-
trols, but we think it is important to note that they impact on energy supply and
demand.
One such restriction is the recent ban on the use of MMT, a maganese com-

pound, in unleaded gasoline. MMT has been used as an antiknock additive in
combination with lead for many years. In 1974, it became the exclusive antiknock
additive in unleaded gasoline. Because of concern that the additive might be
harmful to antipollution equipment, however, MMT concentration in unleaded
gasoline was limited by the Clean Air Act amendments of 1977 to one-sixteenth
gram per gallon, and, in September of this year, its use was banned entirely by
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EPA. In order to make up for the loss of this additive, unleaded gasoline m
ust

undergo more processing, during which the total volume of the product shrinks.

The effect of the permanent MMT ban on unleaded gasoline production exc
eeds

100,000 barrels per day.
The greatest effect on supply, however, comes from the EPA lead phase

dowu

schedule. In addition to meeting demand for unleaded gasoline, refin
ers are re-

quired to reduce the average lead content of all gasoline. The curre
nt limit is

0.8 gram per gallon, but many refiners have temporary waivers fro
m the require-

ment so that the current average lead level level is estimated to be 
1.2 grams per

gallon. In October 1979, the limit will be reduced to 0.5 grams 
per gallon for

virtually all gasoline production, and EPA has indicated that no larg
e refiners

will be granted waivers to this requirement.
In order to meet the 0.5 gram per gallon requirement, refiners will 

not only

have to produce a higher percentage of unleaded gasoline, but they also
 will have

to reduce lead levels in their leaded gasoline from about 1.8 g
rams per gallon

currently to about 1.2 grams per gallon. We estimate that this 
reduction in the

lead content in leaded gasoline will alone result in a reduction in
 gasoline supply

of about 250,000 to 350,000 barrels per day beginning in October 19
79.

In short, EPA regulations will significantly reduce the amoun
t of gasoline

which can be produced from our available refining capacity. Th
ese regulations

may be appropriate from an environmental standpoint. However
, we should con-

front the energy consequences of environmental controls squa
rely, as well as the

environmental consequences of energy controls.

POTENTIAL SHORT-TERM ACTIONS

Although we do not predict general gasoline shortages this w
inter and spring,

there are a number of actions the Federal Government ca
n take to increase

supply or reduce inequities should the situation warrant. 
The following illustra-

tive list should not be taken as indicating that we believe all of
 these measures

will turn out to be viable after further examination.

1. Implementation of the so-called gasoline price tilt regulati
on. This is a pro-

posed rule that would allow refiners to pass through more than a v
olumetrically

proportional share of costs to gasoline to reflect its higher increased
 costs. While

not adding directly to increased supplies, the tilt should provide
 an incentive

for refiners to purchase those crude oils and other feedstocks which y
ield more

gasoline and heating oil but which are also higher in price. This action 
should

in the short term also provide refiners with more gasoline pricing flexibil
ity and

decrease some of the upward pressure on heating oil prices. A final deci
sion on

a tilt rule will not be made, however, until we complete an environmental
 impact

statement on it next month.
2. Grant temporary entitlements for imported gasoline, gasoline compon

ents

and middle distillates. This would have the effect of increasing gasoline 
and

middle distillate supplies by encouraging imports. A similar action was taken i
n

February 1977 for home heating oil when 'shortages threatened in that severe

winter.
3. Increase product imports from Canada. There is presently unused gasoline

refining capacity in Canada. As a result of discussion between Seereta‘ry

Schlesinger and Canadian energy officials the last several days, we are jointly

exploring with the Canadian government how some of this capacity could be

made available to supplement our domestic supplies.
4. Increase West Coast, Caribbean, and other U.S. refinery utilization. West

Coast refineres are operating at a capacity utilization rate that is below the

national average. If this utilization can be increased, additional gasoline and

middle distillates could be produced. However, in order for West Coast refiners

to increase their utilization rates, they will also have to find new markets for

residual fuel oil, which will also be produced as a by-product. Demand for this

additional residual fuel oil does not exist on the West Coast. We are looking

at means to expand the market for this product in order that more gasoline and

distillate production might be possible. We are also exploring what measures

might be necessary to increase gasoline capacity utilization in Puerto Rico and

other domestic locations.
5. Increase gasohol production. An increase in the production of gasohol, which

is a blend of 90 percent unleaded gasoline and 10 percent ethanol, could help to

stretch out gasoline supply. An incentive to increase gasohol production was con-

tained in the National Energy Act, which reduced the Federal excise tax on
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gasohol by 4 cents per gallon effective January 1, 1979. DOE also recently pro-
vided the means by which gasohol manufacturers can participate in the entitle-
ments program. While increased gasohol production cannot have a large short-
term impact on gasoline supplies nationwide, it could help to avert localized
shortages in some areas if entitlements for gasohol were increased.
6. Update the gasoline allocation base period for all suppliers from 1972 to a

more recent period in order to achieve a more equitable allocation of available
supplies.

STEPS FOR THE LONG TERM

For the longer term, we believe the most important step DOE can take to
alleviate future supply problems is to remove the unnecessarily restrictive DOE
regulations on refiners and marketers of gasoline. In the short run.deregulati.on
can have limited impact, since most major additions to refining capacity require
a lead time of 2 to 3 years. But if we deregulate gasoline in the next few months,
it can help to prevent the continuation of a tight supply situation beyond 1980.
This will be especially critical if the hoped for decline in gasoline consumption
after 1981 does not materialize.
To be sure, deregulation will have a cost. In our draft environmental impact

statement on deregulation, we estimated this cost in 1980 to be 3 to 4 cents more
per gallon than would occur if no action were taken. This price is reasonable,
considering the fact that what it buys for the consumer is increasing supplies
over the next several years of those types of gasoline that will make our cars
run cleaner and more efficiently.
Our draft EIS concludes that the expected environmental impacts of deregula-

tion are relatively insignificant, involving a delay of one month Or less in meeting
National Ambient Air Quality Standards for oxidants and carbon monoxide in
problem cities. We are currently receiving public comments on the draft EIS
and will take them into account before publishing a final statement in January.
If deregulation is approved, we will need, and intend to prepare, improvements

to our current information systems to warn us of unjustified price increases and
potentials for unexpected environmental impacts. These improvements will give
us the ability to design and take any actions needed to correct emerging problems
of supply, guarantee fair and equitable prices, and maintain a secure and safe
environment.
Mr. Chairman, this concludes my formal testimony. I would be pleased to

answer any questions you may have.

Mr. MARKS. Thank you very much for that statement, Mr. Bardin.
It is evident from your statement that the Department of Energy
apparently has the view that gasoline supplies are currently adequate,
although individual refiners are presently experiencing some diffi-
culty.
My concern, frankly, relates to gasoline supplies not only through

this winter, and spring, and summer which you, as I understand it,
suggest in the Department of Energy's views will be more or less
adequate, but I would like your candid answer to a direct question—
what about after next summer?
Mr. BARDIN. I would like to answer about next summer, as well as

after, Congressman Marks, because in my judgment we have to keep
a very close examination of the situation, including next summer;
I am going to lump that with the period you are asking about.
Mr. MARKS. We are specific, however. My question is directed to

you, sir, what happens after next summer?
Mr. BARDIN. I just did not want to leave the inference that we are

resting without concern at all about next summer; we are looking at
a number of measures there.
It seems to me you have to focus throughout this winter on a related

situation, the weather this winter as it affects the demands for dis-
tillates.
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Mr. MARKS. Excuse me. So that there is no misunderstanding, we
are talking about the summer that is approaching.
Mr. BARDIN. 1979.
Mr. MARKS. 1979 and subsequent to it.
Mr. BARDIN. Let us say, summer 1979, summer 1980 and thereafter.
We generally feel that our domestic refining industry can produce

something like 66 percent of the crude oil as gasoline and distillate
combined distillate is the No. 2 home heating oil, diesel fuel, and
other uses in the petrochemical industry.
There is some shift capability of 3 or 4 percentage points between

gasoline and distillate. If you have a relatively lower demand for
distillate, that gives you more capacity for gasoline, and vice versa.
So, looking at summer 1979 or any summer, you want to look care-
fully at what happens during the winter in the distillate market
because there tends to be an increase in demand for distillate as a
result of the home heating use in the wintertime, whereas there tends
to be the increased demand in the summertime because of the summer
driving, for the gasoline.
I think you have to look carefully—we have to look carefully—at

the import potential for distillate. Two winters ago when we had
that very cold winter—that 1-in-100-years winter—with all of the
problems of freeze-ups, natural gas shortages, we imported a great
(1,1a' of extra distillates. That is one of the tools we may have available.

Indeed, it seems to me that now that the natural gas legislation
has been passed and we have unified the interstate and intrastate
market, there is an opportunity for natural gas to fill back in some
of the commercial and industrial' uses of distillates, and back off
some of the distillate. If that succeeds in happening, if it can be done
safely in enough gas service areas, we will see some easing of that
pressure.
Mr. MARKS. For the sake of time, could you answer my question

specifically? What is your candid opinion of the situation this com-
ing summer of 1979 and subsequent to that, the fall of 1979 into the
summer of 1980, specifically?
Mr. BARDIN. In my opinion the refining industry has it within

its capacity, barring extraordinary breakdowns of their own equip-
ment or extraordinary supply disruptions—such as embargoes from
abroad—given the kinds of measures we have in mind that I enu-
merated, to get through those two summers and meet the demand that
we anticipate and that we have sketched out, and that the Energy
Information Administration of the Department of Energy has re-
cently published in its report, its December report.
But, I think it will be a close situation, and we may have to import

extra gasoline in order to get by and meet the demand in those two
summer driving seasons.
Mr. MARKS. Mr. Bardin, I would like for you to review, if you

will. please. an exhibit which I will have the staff give you. It is
marked exhibit No. 3 and was assembled by the subcommittee staff.
This exhibit consists of materials prepared by the Department of
Energy.
[Exhibit No. 3 referred to follows:]

42-206 0 - 79 - 3
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EXHIBIT 3

DEPARTMENT OF ENERGY,
Washington, D.C. December 1, 1978.

MEMORANDUM FOR BARTON HOUSE

From: George Hall.
Subject: Weekly petroleum supply situation report as of November 24, 1978.

Crude Oil
Stocks decreased by 2.5 million barrels from last week to 326.7 million barrels.

Estimated production is 8.8 million barrels per day including 1.2 million bar-

rels per day on the Alaska north slope. Imports decreased by 912,000 barrels

per day from last week to 6.4 million barrels per day. Demand decreased by

395,000 barrels per day from last week to 15.6 million barrels per day. Ru
ns

increased by 346,000 barrels per day from last week to 15.4 million barrels per

day. Percentage of refinery utilization increased from 90.4 percent last we
ek

to 9.0 percent, compared to 88.8 percent last year.
Comparing current four-week-running averages with those of the correspond-

ing period of a year ago, stocks were down 4.3 percent, production was up 4.1

percent, imports were up 18.0 percent, demand was up 9.1 percent, and runs were

up 5.6 percent.
As of November 24, 1978, the total volume of crude oil in the Strategic Pe

tro-

leum Reserve was 54,490,000 barrels. API statistics, on which this weekly rep
ort

is based, do not include such crude oil in either stocks or imports sinc
e DOE

does not make a report to API. However, final DOE import and st
ock statistics

now include the volumes imported for the SPR.

Motor Gasoline
Stocks increased by 5.1 million barrels from last week to 217.6 mill

ion bar-

rels. Production increased by 350.000 barrels per day from last
 week to 7.7

million barrels per day. Imports decreased by 1,000 barrels per d
ay from last

week to 163,000 barrels per day. Demand decreased by 830,000 barrel
s per day

from last week to 7.1 million barrels per day.
Comparing current four-week-running averages with those of the corresp

ond-

ing period of a year ago, stocks were down 12.7 percent, production w
as up 3.3

percent, imports were up 28.9 percent. and demand was up 5.2 percen
t.

This week's motor gasoline production of 7,687 MB/D is only 4 MB/D 
less than

the record high reached during the week ending July 14, 1978.

During the past week, Shell Oil Company announced a .75 allocation f
raction,

Amoco Oil Company announced a restriction on the amount of unleaded 
premium

gasoline that it will supply, and Continental Oil Company advised DOE 
that in

view of the relief granted by OHA on interreilnery sales, it was resu
ming a 1.0

allocation fraction for December.

Middle distillates

Stocks increased by 2.2 million barrels from last week to 224.9 million 
barrels.

Production increased by 130,000 barrels per day from last week to 3.4 
million

barrels per day. Imports decreased by 40,000 barrels per day from last w
eek to

154,000 barrels per day. Demand increased by 454,000 barrels per day from 
last

week to 3.2 million barrels per day.
Comparing current four-week-running averages with those of the corresp

ond-

ing period of a year ago, stocks were down 14.9 percent, production was 
down

0.9 percent, imports were up 32.6 percent, and demand was up 6.3 percent.

As of November 24, 1978, distillate stocks were 37.0 million barrels below 
1977

levels for the same week. However, 1977 distillate stocks were unusually
 high.

Currtnt stocks are 7.1 million barrels higher than the average stock level f
or the

same week over the five-year period, 1972-1976. Distillate production, at 
3,376

MB/D for the week, is 79 MB/D higher than for the same week of 1977 
and

442 MB/D higher than for the same week of 1977 and 442 MB/D higher than 
the

1972-1976 average.

Residual fuel oil
Stocks decreased by 154,000 barrels from last week to 84.3 million barrels thi

s

week. Production remained essentially unchanged from last week at 1.7 mill
ion

barrels per day. Imports increased by 151,000 barrels per day from last week
 to
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1.3 million barrels per day. Demand increased by 317,000 barrels per day from

last week to 3.0 million barrels per day.
Comparing current four-week-running averages with those of the correspond-

ing period of a year ago, stocks were down 11.4 percent, production was up 0.5

percent, imports were down 3.4 percent and demand was up 9.5 percent.
As of November 24, 1978, residual fuel oil stocks are 12.1 million barrels below

prior year levels, but are 17.4 million barrels higher than the 1972-1976 average.

Jet fuel (kerosene-base)

Stocks decreased by 463,000 barrels from last week to 27.6 million barrels this
week. Production decreased by 67,000 barrels per day from last week to 825,000
barrels per day. Imports decreased by 3,000 barrels per day from last week to
55,000 barrels per day. Demand increased by 75,000 barrels per day from last
week to 945,000 barrels per day.
Comparing current four-week-running averages with those of the correspond-

ing period of a year ego, stocks were down 2.3 percent, production was up 10.7
percent, imports were up 50.0 percent, and demand was up 7.3 percent.

Propane
API data on propane inventories through October 1978 are compared with

Inventory levels for the same month in 1977:

[In thousands of barrels]

October 1978 October 1977 Net change

East coast 
Indiana, llinois, Kentucky 
Mid Cantinent 

4, 453
6, 103
25, 283

5, 541
6,201
251269

(1,088)
(98)
14

Eastern Texas, Arkansas 13, 496 10, 886 2, 610
Gulf Coast 32,689 31, 952 737
Western Texas, New Mexico 6, 750 6, 045 705
Rocky Mountains 351 563 (212)
West coast 824 1, 259 (435)

Total October 89, 949 87, 716 2, 233
Total September 90, 471 86, 675 3, 796

Net buildup/(drawdown) during October  (522) 1,041 (1,563)

Note: The 4-week-running averages for the current and pi ior year used in this report are based on data as reported in
the API Weekly Statistical Bulletin. The data which are published in the DOE Demand Watch compare current weekly
API data with last year's monthly BOM data, interpolated to a weekly basis; thus, the comparisons with last year will
vary betwean the 2 reports because of the differences in the basic data used for the prior year.

Attachment:
SCOREBOARD

Crude: Residual:
Stocks Stocks
Production Production
Imports Imports
Runs Demand
Averages Averages

Gasoline: Jet Fuel:
Stocks Stocks
Production Production
Imports Imports
Demand Demand
Averages Averages

Distillates:
Stocks
Production
Imports
Demand
Averages
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mOTOR GASOLINE STOCKS

AVERAGE
1972-1977 1977 1978

JANUARY 235,872 252,608 272,287
FEBRUARY 240,273 255,519 271,077
MARCH 235,762 262,118 256,801
APRIL 228.161 258,831 299,079
MAY 222,828 262,498 233,612
JUNE 219,128 256,389 219,660
JULY 221,427 258,152 216,308.
AUGUST 219,957 256,904 210,355.
SEPTEMBER 229,893 255,859 220,281.
OCTOBER 229,339 255,199 215,955.
NOVEMBER 225,505 258,537
DECEmdER 227,900 257,578

oEEK ENDING:

NOV 3, 1978 215,888.
NOV 10, 1978 215,607e
Nov 17, 1978 212,998e
hOV 24, 1978 217,691.

SOURCE DATA: B0m/00E

BASED ON API STATISTICS. TO BE REPLACED
*0TH FINAL DOE DATA AS AVAILABLE.

R- REVISED FROM PREVIOUS API RELEASE.



903:

e533

8333

1CCC
JAN

17

DEMAND FOR MOTOR GASOLINE

.

.

:

::
;

..._

: .., -- .,....a....__:...
.-Ar'

'S

.

V
.; i ..

;\ --,

- .-

• 
-

i
' 
\ 

. /
, 1 /
• I

--i
--
!---

77_ .
.:

le/ .

-
i

FEB &AAR APR 414 L A4.G
wcpmiS

LLC

LEGEND
A 72-77 AvSPACZ 

x 1977

O 679.

'Weekly

DEMAND FOR 1401709 GASOLINE

AVERAGE
1972-1977 1977 1978

JANUARY 6.090 6,466 6,670
FEBRUARY 6,251 6,897 6,884
NARCH 6,534 6,899 7,256
APRIL 6.751 7,348 7,206
MAY 6.809 7,034 7,731
JUNE 7.143 7,595 7.917
JULY 7,075 7,441 8,020.
AUGUST 7,142 7,419 7,853.
SEPTEMBER 6,758 7,317 7,232.
OCTOBER 6,763 7,132 7.368.
NOvEmBER 6,745 7,192
DECEMBER 6,749 7,373

-EE K ENDING:

NOV 3, 1979 7,190.
NOV 10, 1978 7,402.
NOv 17, 1978 7,945.
NOV 24, 1478 7,115.

SOURCE DATAt 508/DOE

BASED ON API STATISTICS. TO BE REPLACED
./Tm FINAL DOE DATA As AVAILABLE.

R. REVISED FROM PREVIOUS API RELEASE.

Mr. MARKS. On the last page—if you would turn to it—of this
exhibit it shows that gasoline demand has been significantly higher
every month of this year, since May, except for September.
I would like to ask that you would look at that and answer the

question of whether or not I am correct in that statement.
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Mr. BARDIN. The exhibit is the graph, "Demand for Mot
or

Gasoline"?
Mr. MARKS. Yes. The question is, on the last page, does it not sh

ow

that gasoline demand has been significantly higher every month 
of

this year, since May, except for September.
This is your exhibit.
Mr. BARDIN. These are the American Petroleum Institute pub-

lished statistics. There is a source put down here, based on AP
I

statistics.
Mr. MARKS. May I suggest to you, if you look at the front page,

you will see it is from the Department of Energy, dated December 1,

1978, from George Hall, and the subject says, "Weekly Petroleum

Supply Situation Report as of November 24, 1978." It is a simple

question; does it, or does it not show what I suggest?
Mr. BARDIN. It shows for the months of May, June, July, and

August a significant increase; a slight decrease in September; an

increase in October, and the four dots that I am trying to focus on,

that you have there for November, the weekly figures in place of the

monthly, are preliminary American Petroleum Institute figures, and

I would not want to draw any conclusions from them.
The experience this summer is that there had to be a correction in

the DOE figure, the final DOE figure, lowering the earlier preliminary

API figures. But generally the experience in this driving season has

undoubtedly been that there has been 
Mr. MARKS. Mr. Bardin, could you just answer "yes" or "no"? It is

a simple question. I am just asking, does it not show that except for

September, since May the demand for gasoline has been significantly

higher every month?
Mr. BARDIN. Well, I am qualifying as to November, Congressman

Marks.
Mr. MARKS. Fine.
Mr. BARDIN. It shows an increase in driving. One could quibble

about whether the October one is significantly higher, but it is higher;

the others are significantly higher, the earlier months.
Mr. MARKS. Thank you very much. Now, my next questions is, does

it not show that demand in September of this year was about the same
as demand for September of last year. So, that is little solace. Is that
correct?
Mr. BARDIN. The demand figure for September is just a shade lower,

it is very close to the one for last year.
Mr. MARKS. Now, the graph does not show November data, but if

you will look on page 2 of this exhibit—will you look at page 2 of the
exhibit, please?
Mr. BARDIN. Could I just correct something here?
Mr. MARKS. Sure.
Mr. BARDIN. There has been a revision on one of these numbers

which you do not have the benefit of in the exhibit you are asking me
about. It does appear in our publication, the November 1978 issue of
the Monthly Energy Review that is put out by the Energy Informa-
tion Administration. I would just like to read those numbers into the
record for you.
The July number is 7,577,000 barrels.
Mr. MARKS. Why not just put it in the record?
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Mr. BARDIN. You are showing me an exhibit which shows that it is
7,917,000 barrels. So, the exhibit that you are asking me about reflects
the earlier number, which is considerably higher, I think about 400,000
barrels higher.
Mr. MARKS. And was used by the Department of Energy in this

memo as late as December 1, 1978. Be that as it may, can we now go
on? The graph does not show November data, is my question. If you
will look on page 2.
Mr. BARDIN. It does not. But, Congressman, since I know you and

the subcommittee want my accurate evaluation
Mr. MARKS. We certainly do.
Mr. BARDIN [continuing]. It does require a modification as to the

statement as to July.
Mr. MARKS. We just modified it, thank you.
Mr. BARDIN. It does not show a significant increase.
Mr. MARKS. Now, may• we go back ? ? The questions is, the graph

does not show November data, but if you will look on page 2, please,
of this exhibit, demand for the first 4 weeks ending in November was
5.2 percent higher than in the previous year. Is that also correct?
Mr. BARDIN. That is what the graph shows. Those are the early

weekly numbers put out by the American Petroleum Institute. There
are much more recent numbers now available for November, and in-
deed for part of December. If you would like them, I can read them
into the record.
The week ending December 1, the number now is 6,959,000; and the

previous week, the week ending November 24, 7,115,000. I do want
to suggest to you Congressman Marks, that one has to be very cautious
in using the last figures the API published, and in understanding an-
other point, what they call "demand" is not a direct measurement of
demand, but a secondarily derived measure. It is the result of several
subtractions and computations. It is not photographing the real world;
it is making computations.
Mr. MARKS. May I suggest to you, Mr. Bardin, that I appreciate

your comments and I know that you are doing so in an effort to have
the record reflect the exactness of the figures—we appreciate that. I
will, however, suggest to you that if you want to meet your plane—and
we want you to meet it—we would appreciate if you could answer
more directly the questions if you can.
Mr. BARDIN. I can do it very easily if it is not tied to these statistics

which I have some reservations about. I certainly feel that this sum-
mer's driving season has shown a significant increase over the previous
summer. This is a matter that has been of interest to me since the pre-
liminary data came in, and it is something that I have been pursuing
in the refiner conference and elsewhere, and I will be happy to discuss
with you.
Mr. MARKS. Now, members of your staff, Mr. Bardin, in a meeting

with the subcommittee staff last week indicated that if the increased
November demand continued throughout the winter, that we faced
the prospect of a genuine supply shortage.
In light of the statements that you made previously, do you agree

with that assessment of members of your staff?
Mr. BARDIN. I was not at the meeting, and the relevant question in

light of my statement today is what my staff advises me today about
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the demand today. In terms of the demand today, I am satisfied that
we will not, have a January supply shortage. The production has been
very high. The demand has gone down. The reserves are building up,
the stocks are building up again. So, it seems to me that the statement
I have given you, in both my prepared statement and summary, is
soundly based.
Mr. MARKS. Now, Mr. Bardin, as far, however, as the spring and

summer is concerned, would you then agree that your staff's comment
at that time about the possibility of a genuine shortage, might that be
the fact?
Mr. BARDIN. I am sorry, I thought you said a "January" shortage.

I misheard you.
Mr. MARKS. This coming spring and summer, in your opinion, sir,

is there a prospect of a genuine supply shortage during that period?
Mr. BARDIN. I have not heard of any comment by my staff that there

is a concern about the spring. We are, as I said several times, watching
very closely the summer situation. If the stocks do not build up, then
we could have a problem. For that reason we are considering a series
of steps going beyond what the refineries can do, to improve the stock
picture going into the 1979 summer driving season.
I do not think there is any fundamental disagreement here. Thero

may be a question of, what is a "genuine shortage"? I think that is
something the committee would do well to analyze to understand better
what are the stock numbers and the reserve numbers.
Mr. MARKS. Let me discuss with you some other factors that may

further aggravate the short-term supply situation, 'factors which, how-
ever disturbing they may be to 'contemplate, were not included, I 'do
not believe, in your testimony.
Now, let us consider for a moment the current labor situation if we

may, Air. Bardin. The Oil, Chemical, and Atomic Workers Union la-
bor contract expires January 7, 1919.
Mr. BARDIN. Right.
Mr. MARKS. The members of this union, I believe, are dissatisfied

with the President's wage and price guidelines, and I do not blame
them. They are threatening a strike; is that correct?
Mr. BARDIN. There is a negotiation and the threat of a strike hang-

ing over that industry; yes.
Mr. MARKS. The union, as I understand it, has traditionally targeted

a single company, but this year is reported to be considering a nation-
wide strike. Is that your information, also?.
Mr. BARDIN. I do not have direct information, but my impression is

that you have to watch for the possibility of an industrywide strike,
as well as the possibility of a strike which targets one, or two, or three
firms. You also have to watch, if I may just anticipate or add, the rela-
tionship to the teamster negotiation, which in many ways is perhaps
a more significant one for the subject that we are talking about.
Mr. MARKS. Iias the Department of Energy determined the impact

of such a strike—,assuming it were to come about—in attempting to
calculate the amount of gasoline and other petroleum products that
could be turned out by management personnel in the event of such a
strike; and has it made appropriate contingency plans?
Mr. BARDIN. We are engaged in that analysis and in that planning

effort, but we do not have a quantitative assessment to give you. As
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your question implies, what happens in one of these petroleum strikes
is, initially the managerial personnel keep the refineries going. That,
is probably a question that you can address in more detail to the in-
dustry witnesses that follow. I understand there comes a point in a
protracted strike where you have to anticipate a certain dropping off
in production.
Mr. MARKS. Well, could you be a little bit more specific with us? Has

the Department of Energy made a determination of the impact of such
a strike, is it attempting to do so? Is it preparing contingency plans
in the event that strike comes by? In other words, what action have
you taken?
Mr. BARDIN. I meant to say—perhaps I did not convey it—that we

are analyzing this question, and we are doing that planning; but we
do not have a quantitative figure to give you at the moment.
Mr. MARKS. When can we expect, Mr. Bardin, that this "analyza-

tion" may be finished?
Mr. BARDIN. It is an ongoing process, and I am confident with each

month we will have a much more detailed fix on it.
Mr. MARKS. I am afraid you are not answering my question. I am

asking you specifically if you can tell us—and perhaps you cannot—
but the record ought to reflect whether or not you can tell us whether
that study will be finished by the end of this month, January, Febru-
a ry, March, April, May, June 1979 ?
Mr. BARDIN. Congressman Marks, I have not said there is any study;

I am not aware of a study underway. We are analyzing that situation.
Whether it translates into a number I am not able to tell you at this
moment, but I will be happy to supplement the record.
Mr. MARKS. May I suggest to you that if a study has not been made,

if something very affirmative has not yet been done, may I make a re-
spectful suggestion to the Department of Energy that it certainly
make that, because it seems to me to be a very important element to
be taken into consideration. I am sure you, sir, will want to have some
idea of what the future portends.
Mr. BARDIN. What I want, as the officer responsible for administer-

ing a contingency and emergency program, is a feel of the exposure
on the one hand, and the tools available to meet that problem. We have
prepared a list of contingency tools. They are sketched out in the pre-
pared testimony that I have given to you. We are working on a series
of measures which will enhance supply—such as the Canadian import,
gasoline discussion, that I mention in my prepared testimony.
Mr. MARKS. Mr. Bardin, we are going to hold the record open at

this point to receive from you directly the answer to that question that
I have asked you. If you can shortly give it to this committee, we would
appreciate having it.
[The information requested was not available to the subcommittee

at the time of printing.]
Mr. MARKS. I would like to mention to you that I personally think

the consequences—and I am sure you would agree—of a refinery work-
ers' strike, particularly given the current very low inventory of gaso-
line, could be perhaps even devastating; could it not?
Mr. BARDIN. We do not intend to allow that to happen. That is to

say, we intend to take the contingency measures as the year 1979
progresses, which will avoid that kind of situation.

42-206 0- 79 - 4
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Now, if you are asking me, Congressman Marks, whether a situation
of a progressive deterioration in production—for whatever reason,
strike or equipment failures • inaction by the industry; inaction by our
Government; continued high motoring by ourselves as consumers—
could lead to disaster

' 
of course, if we do not face the challenge of the

moment and respond to it, it certainly could lead to very dire con-
sequences. This administration does not intend to allow that to happen.
Mr. MARKS. I appreciate your answer, and I certainly encourage this

administration, as you well know, to do all it can to prevent these
things from happening. My specific question, of course, was directed
to that particular incident, the fact that such a strike or strikes could
be devastating. I would think you would have to agree that it would
be very, very hurtful, if not devasting.
Mr. BARDIN. It is a question of supply and demand, Congressman. I

am disagreeing 
Mr. MARKS. Well, I know that we are disagreeing, but we are not

getting an answer from you.
Mr. BARDIN. I think of the problem that we had with the coal strike

last winter. It is true that if the thing had gone on, and on, and on,
with settlement after settlement rejected, we could have had very
serious problems. I think of the situation in Pittsburgh and the chances
that had to be taken in managing the electric load there; chances that
that utility would normally never take. They had to risk power failures
in order to keep the house together.
The potential for a devastating situation seemed to be very serious

at that time but we pulled ourselves together. The "we" is, of course,
the American people, State government, the energy industry. We
showed remarkable ingenuity, and I have a great deal of confidence in
the American energy industry's and the American energy consumer's
ability to deal with that.
In the coal strike we had a conservation strategy and a supply

strategy, and we pulled through rather nicely.
Mr. MARKS. Mr. Bardin, a worsening, or certainly a prolongation of

the current strike in Iran could also adversely affect the impact on
gasoline production, certainly, this winter; is that not correct?
Mr. BARDIN. Depending on the world oil production—you have to

translate from the situation in the one country to the rest—there
could be a problem on reduced runs, crude runs worldwide, and sup-
ply constraints as a result. I suspect this is not the time or the place
to go further into that.
Mr. MARKS. Well, I am not sure that it is or is not. Are you suggest-

ing that the worsening conditions there, if they were to continue,
would be hurtful?
Mr. BARDIN. There has been a very substantial drop in oil produc-

tion as part of the political situation there. There has been some com-
pensation for it. The real question is not the situation in any one
country, the question is, how much oil is being produced and shipped
around the world.
Mr. MARKS. Mr. Bardin, the subcommittee staff was told that at

least one major oil company is already experiencing supply cutbacks
from Iran. Does that coincide with the information that you have, your
department has?
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Mr. BARDIN. Certainly, there have been supply cutbacks for individ-
ual companies on individual sources of supply. I say to you again,
Congressman Marks, viewed from our governmental, national per-
spective the important question is whether there is compensating
crude oil available. I am not trying to minimize that question, it is a
very important one; but it is a complicated one and I do not think this
is the time or place to try to flush that out.
Mr. MARKS. Mr. Bardin, another disturbing element in the equa-

tion, as I view it, is the decision by Saudi Arabia to reduce its export of
light crude oil. Are you aware that the Saudis have reduced the per-
centage of light crude oils from approximately 72 to 65 percent, and
they they are contemplating, actually, a further cutback to perhaps
60 percent light oil?
Mr. BARDIN. I am not in a position to confirm any of these numbers.

and I would appreciate if now, or perhaps later, the staff could furnish
me the specifics on the decisions, the dates, the timetables that are
implicit in that question.
Mr. MARKS. We will be very pleased to pass that on to the Depart-

ment of Energy.
The significance of the Saudi cutback, obviously, in light crude oil

production relates to the fact that refineries on an average produce
less gasoline from very heavy oil. Is that basically correct?
Mr. BARDIN. The heavier the oil, the more difficult it is to produce

gasoline.
Mr. MARKS. The answer to that is "yes;" is it not? I mean without

any qualifications, can you not say "yes" or "no"?
Mr. BARDIN. As a general matter it is, "yes." I would still be in-

terested to know whether we are talking about a decision that was dis-
cussed months ago, which I have heard of; or whether you and the
staff have something new to report about a recent or contemporaneous
decision.
Mr. MARKS. Mr. Bardin, may I say to you that I appreciate very

much the trouble you went through in getting here. We did not provide
you with our very best weather, but not our worst.
I am going to ask you the question again and ask you, please, to

answer me "yes" or "no."
The significance of the Saudi cutback in light crude oil production

relates to the fact that refineries on average produce less gasoline from
heavy oil. Is that basically correct?
Mr. BARDIN. You are asking me a compound question, Congressman.

It is basically accurate, a lighter crude oil produces more gasoline.
Mr. MARKS. Thank you very much, sir; you need say no more, sir.

Thank you.
Mr. BARDIN. But I am not agreeing as to the significance of a par-

ticular Saudi action.
Mr. MARKS. Thank you very much.
Now, taking all of those factors that we have been discussing, my

reading of the situation would lead me to believe that we could very
well experience a significant gasoline shortage during the spring driv-
ing season because of our inability to build up winter gasoline inven-
tories. Is that a fair reading, in your mind, of the situation?
Mr. BARDIN. The strike issue that you raised is a significant one.

The question about inventory buildup is certainly significant enough
that we are undergoing an exercise to find supplementary supplies.
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I am not sure that I can relate all of the concerns to the specific
points you make, but I do think that it is wise for both the Congress
and the administration, and certainly for the refining industry, that
has the responsibility to meet the demand, to consider these points
as to the ability to build up inventory. We are taking that very seri-
ously.
Mr. MARKS. Mr. Bardin, it is my understanding that the concern

and confusion, perhaps even panic, in the 1973 gasoline shortage was
the result of an approximate 5-percent shortage in gasoline. Is that
your understanding?
Mr. BARDIN. I was not in the country at that time. My impression

is that there was not a panic, at least not among the American people.
But there certainly was concern, and the shortfall at that time was on
the order of magnitude that you suggest.
Mr. MARKS. So that the line between adequacy of supply and a

hurtful shortage, really then, is a very fine line indeed; is it not?
Mr. BARDIN. Yes. You have a complicated delivery mechanism here

where you usually have a standard. If the primary stock goes below
200 million barrels it is very difficult to keep the pipeline full and mov-
ing to the various jobber terminals, and the filling stations, in a smooth
and orderly way. There are tens of thousands of components in this
delivery mechanism.
Mr. MARKS. Mr. Bardin, our current gasoline inventory—noted in

exhibit 3 that I showed you before—is 217.6 million barrels; in round
numbers about 200 million barrels. Now, there are about 100 million
cars on the road. Were the public to panic and try to keep their gaso-
line tanks reasonably full, that action, that action alone today, tomor-
row, or sometimes next spring—assuming a sudden call for an average
of 5 gallons more per car—could, could it not, topple the entire supply
situation? .
May I suggest to you the situation; if that is in fact correct, is

extremely grave? I am concerned, quite frankly, about the nature of
the formal presentation you made before the subcommittee; and
frankly, Mr. O'Leary's similar presentation before Senator Jackson's
committee.
It seems clear, does it not, Mr. Bardin, from the gasoline supply

numbers before you, that gasoline demand—beginning in May of this
year—was much higher than it had been projected by either the De-
partment of Energy or industry and that, if the trend continues, sup-
plies will be extremely tight in the absence of even a labor strike,
supply interruptions, perhaps, from Iran. or any of the other factors
that we discussed.
Thal- being the case, Mr. Bardin, at what point in time, this year,

do you believe that a reasonable, informed person—this year, a reason-
able and informed person—should have concluded that we faced a
potential gasoline supply problem?
Mr. BARDEsT. I am very much concerned that the subcommittee is not

working with the latest numbers. I think a reasonable, informed person
should make use of the latest numbers. There has been a 6-mi1lion
barrel increase in those reserve figures.
I want you to know that we last summer noted the increase in

demand that Congressman Marks was asking about earlier. We were
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then concerned—as reasonable, informed people. The Secretary of
Energy therefore, in August, asked the refinery industry to address
and attack this inventory concern by increasing the gasoline output.
Mr. MARKS. May I interrupt you for a moment, please? What you

are saying is that Dr. Schlesinger himself said on or about the end
of August or September 1, made the projection at that time that there
was a possibility of a serious shortage is that not correct?
Mr. BARDIN. At the end of August, Secretary Schlesinger asked the

refining industry to take action. It was not a question of idle predic-
tion to take action; to keep those inventories up.

Air. MARKS. My question, then, goes back to asking you, sir, when, in
your opinion, should a reasonable person—whether in Government or
in the private sector—have determined in fact that this possibility of
a shortage might be forthcoming? Would that be in August, Septem-
ber • before that, July?

BARDIN. In August there was enough concern that a number
of us in the department discussed it, and Dr. Schlesinger took the
action. There was a countervailing view of a number of people—also
honest, well-informed people, including a number in the industry and
observers of the industry—who felt it was so clear the driving would
drop off after Labor Day that we should not be concerned about that
inventory situation.
Now, I am not claiming that we had any powers of prognostication

as to what would happen after Labor Day, and that the demand would
remain high. We were just concerned not to take a chance. Dr.
Schlesinger 's feeling was that we should go ahead on that initiative,
the worst that could happen was that the inventory would rise a little
bit.
But the important point is that driving did continue high, and so

it continued to be a matter of immediacy and concern. Of course, if
the other pundits had been correct, if driving had dropped down after
Labor Day, there would have then perhaps ceased to be a reason fm.
concern.
Now, you see, the concern has got to rise and fall as you track the

situation. I think what you and I, and others have to do during the
course of this winter is to take a very close, hard look—week by week
and month by month—on the actual performance of this energy
industry.
Mr. MARKS. Mr. Bardin, the latest DOE study on gasoline decontrol,

which is this draft, "Environmental Impact Statement—Motor Gaso-
line Deregulation," November 20, 1978—this green volume I am hold-
ing in my hand—released November 20, 1978, 6 days after Shell sought
allocation relief from your department, states unequivocally that the
gasoline supplies would be adequate through all of 1979, and most
likely through 1980.
How do you reconcile, Mr. Bardin, this study and your testimony

today?
Mr. BARDIN. This draft environmental impact statement also says

and emphasizes that we were about to develop, or rather the Energy
Information Administration, a quasi independent group in DOE, was
about to develop and publish a new supply-demand balance; and that
we would reach our final environmental impact statement conclusions
based on that. Indeed, we put in alternate supply-demand analyses so
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that in the context of analyzing environmental impacts people who
had a more pessimistic or more optimistic view of the future, could
still analyze the impact.
Mr. MARKS. What about 1980?
Mr. BARDIN. The ETA report, has come out, and I think you will

want your record to note, Mr. Chairman the analysis memorandum
that the Energy Information Administration has put out in Decem-
ber, that is December 8, 1978, numbered AM/ES/79-12. That is the
1980 report.
Mr. MARKS. That is the 1980 report?
Mr. BARDIN. Yes.
Mr. MARKS. Mr. Bardin, in the time remaining I would like to state

the hypothesis that I mentioned in my opening statement, namely, the
present supply situation is really less a function of gasoline price con-
trols and environmental restrictions, as claimed by the oil industry,
but rather more a function of the industry's having actually misjudged
demand early this year; and of its resulting decision to reduce gaso-
line production and inventory throughout the first quarter of this year.
At this point, if I may, Mr. Bardin, I would like the subcommittee

staff to enter some additional exhibits into the record; and if they will
question Mr. Bardin on those exhibits.
Mr. Sims. Thank you, Mr. Chairman.
If the clerk would please provide the witnesses with copies of ex-

hibits 1 through 4.
Mr. BARDIN. While they are being distributed, Mr. Chairman, if I

may just say, I found this an intriguing hypothesis, and I am sorry
I will not be here when the industry witnesses comment; but I will
order an early transcript and want to read with interest their reactions
to your hypothesis.
Mr. MARKS. Mr. Bardin, you need not order it, I will send it airmail

special delivery, which means under the present status of the Post
Office that you will get it sometime in February.
Mr. BARDIN. Congressman Marks, I will come back to Erie, Pa.

Give me a long-distance call and I will come back and pick it up.
Mr. MARKS. Mr. Sims, do you have some questions?
Mr. Sims. Yes. Thank you, Mr. Chairman.
Mr. Bardin, we have talked about a number of factors that may ex-

plain the shortages of gasoline experienced by several large refiners,
including increased demand, less than anticipated mileage efficiency
of new automobiles, and the possible impact of your department's
regulations.
Now, I would like to explore another set of circumstances, described

by Congressman Marks, that appears at least as important as the other
factors in explaining the current tight supply situation.
If you would please look at exhibit 1, "Refinery Capacity Utiliza-

tion," which is in chart form.
[Exhibit No. 1 referred to follows:]

Ex H113IT 1

The following monthly refinery capacity figures, derived from Department of
Energy and, for the last two months in 1978 from American Petroleum Institute
data, show significant underutilization of capacity in 1978 compared to both 1977
and 1976.
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TOTAL U.S. OPERABLE REFINING CAPACITY UTILIZATION

[In thousand barrels per day]

1976 1977 1978 1978-77 1978-76

January  85.7 89.0 85. 1 (3.9) (0.6)

February 87. 8 92.6 84. 1 (8.5) (3.7)

March 86.9 89.6 84.8 (4.8) (2. 1)

April 86.5 88.8 83.2 (5.6) (3.3)

May 87. 3 89.3 88.9 .4 1.6

June 92.7 91.4 87.7 (3.7) (5.0)

July 93.5 90.9 88.5 (2.4) (5.0)

A ugust 90.8 89.7 I 92.6 2.9 2.6

September 89. 4 91.0 I 91. 1 . 1 (2)

October. 85.8 89.3 (2) (2) (2)

November 90.5 88.7 (2) (2) (2)

December  91. 1 87.9 (2) (2) (2)

1 API Monthly Statistical Report.
2 Not available.

Sources: DOE Monthly Petroleum Statement.

Given a total operable refinery capacity of 17,152,000 barrels per day and a

utilization ratio of 90 percent, a 1 percent change in utilization would equal

about 68,000 barrels of gasoline production per day assuming gasoline output

of 44 percent.
Underutilization of capacity in 1978 to produce gasoline compared to produc-

tion in 1977 and 1976, when demand was lower, can thus be estimated as:

[In barrels per day]

1978-77 1978-76

January 265, 200 40, 800

February 578,000 251,600

March 326, 400 142, 800

April 380,800 224,400

May (27, 200) (108, 800)

June 251,600 340,000

July 163,200 340,000

August (197,200) (176, 800)

September (6,800) (115, 600)

October 
November 
December 

Mr. Sims. The numbers, except where indicated by an asterisk, are
as reported to and published by the Department of Energy. As you
can see, monthly refinery operations are listed for 1976, 1977, and
1978. The figures indicate what percentage of available capacity
was utilized.
Mr. Bardin, the last two columns on the right compare refinery

utilization in 1978 with 1977, and 1976. A number in parentheses
represents a negative figure.
Assuming that I have subtracted correctly, it is obvious that through

September of this year U.S. refineries on the whole were not running
anywhere near the level of 1977, and were even below the 1976 level
weren't they?
Mr. BARDIN. You want my observation?
Mr. Sims. Yes, please.
Mr. BARDIN. I presume, Mr. Chairman, that the actual exhibit will

be part of the printed record.
Mr. MARKS. Certainly.
Mr. BARDIN. It seems to me there are-that is my offhand reaction-

two things you want to be looking into. One is the .very large stocks
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we went into the year with, in January, which of course is related to
the point you are trying to develop.
Mr. Sims. We will get to that directly.
Mr. BARDIN. And two, recall the situation we had in California

where we had a very low refinery utilization there because they could
not find an outlet for the residual oil components. Indeed, there was
a problem on gasoline, then. There were shipments of gasoline from
the gulf coast to California because they cut back on the refinery
utilization there as a result of the lack of market for residuals, which
was a function of weather on the one hand, and the resumption of
hydroelectricity and availability of natural gas.
Mr. Sims. Mr. Bardin, you are not saying that the west coast oil

glut and consequent refinery underutilization could in itself explain
the differences that we have here; are you?
Mr. BARDIN. If I were doing the analysis I would want to check

myself by just subtracting out PADD 5, and seeing how it looks with
just the four eastern ones, and see what the trend is.
Mr. Sims. The API has done exactly that. Although we have to

agree that these API figures are preliminary, at least these prelim-
inary numbers do not seem to explain these underutilization figures.
If you would please turn to the second page. Dr. Gillespie, assum-

ing a 90-percent refinery utilization rate, and that refiners produce
about 44 percent gasoline, a 1-percent change in utilization rate
equals about 68,000 barrels of gasoline production a day. Is that a
fair methodology?
Mr. GILLESPIE. I do not know, Mr. Sims, I have not made that com-

putation myself.
Mr. Sims. That is what you told me over the telephone last week;

is that not correct?
Mr. GILLESPIE. Well, you were making the computation and asking

if I agreed. I said that was in the ballpark.
Mr. Sims. My question to you is concerning the methodology, not

whether I added or subtracted correctly. Does that methodology, as I
have described, appear to be reasonable to you to estimate something?
Mr. GILLESPIE. The way I understand your methodology is that you

took an estimate of total refining capacity 
Mr. MARKS. Mr. Gillespie, excuse me a moment. Now, do you under-

stand what he is saying to you? Do you understand what he is asking
you? Can you answer the question—without making a speech, if you
can—"yes" or "no"; can you?
Mr. GILLESPIE. Well, I am not sure of the way he computed it.
Mr. MARKS. Then ask him to explain it to you, and then get to the

answer, please.
Mr. Sims. We assumed a refinery running at a 90-percent utilization

rate. We also assumed that that refinery made about 44 percent
gasoline.
Now, a 1-percent change in refinery utilization comes out to about

68,000 barrels of gasoline production—increase or decrease. We dis-
cussed that over the telephone last week, did we not? In fact, I so-
licited your suggestion as to how to go about calculating this. As I
recall from my notes, this was the methodology that we agreed to.
Do yu recall our telephone conversation, at least?

11-r. GILLESPIE. I agree with your number, roughly.
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Mr. Sims. This is just a rough number, I am not asking you to testi-
fy under oath that this is necessarily the best way to do it.
If you take the under-utilization figures on page 1, multiply them

by the rough number, 68,000 barrels a day, it is possible to get an esti-
mate of how much less gasoline per day was produced than the re-
fineries apparently had the capability to do so. Do you understand
that methodology?
Mr. GILLESPIE. That seems to be correct, yes.
Mr. Sims. As we can see, the underutilization ran well into the sum-

mer of this year; did it not? You can see in June and July we have
some fairly large figures.
Mr. BARDIN. Mr. Sims, are you not just defining 90 percent as one

utilization, that the 90 percent is underutilization, to make that self-
evident that is what the figures show?
Mr. Sims. No; the 90-percent figure was just for that one calcula-

tion. The figures on the front of exhibit 1 are actual.
Mr. BARDIN. How do you define "underutilization"? If you define

underutilization I think the answer will flow like that.
Mr. Sims. I define underutilization the same way that the published

Department of Energy figures define it. This is utilization less than
what was available. These are your numbers, all I have done is sub-
tracted them.
Mr. BARDIN. You mean less than 100 percent in that case.
Mr. Sims. No. It is quite clear, if you look at the absolute numbers

under 1976, 1977 ,and 1978, what the actual rate is. In January 1978,
for example, the average U.S. total refining capacity utilization was
85.1. Now, do you follow the numbers on the chart?
Mr. BARDIN. In every single one of these months for every single

one of these years the refinery industry is reported in these statistics
as operating at less than 100 percent of operable refining capacity.
Mr. Sims. Mr. Bardin, you are the one who raised the 100-percent

figure, not the subcommittee. The subcommittee does not assume that
any particular figure is optimum. I have heard that about 92 percent
over a long period of time is virtually the optimum. What I am doing
here is taking Department of Energy numbers, defined by the Depart-
ment of Energy, and simply comparing them from year to year.
If we could move on, perhaps we could debate this in the hall.
Mr. BARDIN. Is this exhibit 1 a DOE statement, is that your point?
Mr. Sims. My point, Mr. Bardin, is that I have taken these numbers

from your publication.
Mr. BARDIN. Exhibit 1 refers to underutilization of capacity in

1978 compared to both 1977 and 1976.
Mr. Sims. That is correct.
Mr. BARDIN. Presumably that means, you use as your standard

the utilization rate for 1977 and 1976, and you note that in certain
months theres fter it was less.
Mr. Sims. Th's is just a year-to-year comparison.
Mr. MARKS. We could have answered that a lot earlier. Let us try

to move on.
Mr. Sims Exhibit 2—if I could just summarize it briefly—is

nothing more than an eternnt to describe generally the net change in
the available supplies of gasoline.
[Exhibit No. 2 referred to follows :1
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EXHIBIT No. 2

MOTOR GASOLINE COMPARATIVE SUPPLY AND DEMAND ANALYSIS JANUARY THROUGH JUNE

[In thousands of barrels]

1977 1978 Net change

1. Total production 
a. At refineries 
b. At gas processing plants 

2. Imports 
3. Exports 

4. Net domestic supply 
5. Domestic demand 

6. Increase in domestic demand plus decrease in net supply 

1, 257, 871
1, 257, 464

407
41,330

441

1, 245, 355
1, 245, 022

333
34, 752

198

(12,561)
(12, 442)

(74)
(6, 578)
(243)

1, 298, 760
1, 273, 760

1, 279, 909
1, 317, 829

(18, 851)
44, 069

62, 920

Source: DOE, Energy Information Administration, Monthly Petroleum Statement, June 1978.

Mr. Sims. I am not even going to discuss this, I would like to go
directly back to exhibit 3, which Congressman Marks put in the
record in his questioning, and ask if you would turn to the first chart,
labeled, "Motor Gasoline Stocks."
Do you have that before you, Mr. Bardin ?
Mr. BARDIN. I certainly do.
Mr. Sims. The chart shows that while we begin the year with un-

usually high stocks of gasoline—something over 272 million barrels—
a rapid drawdown, which began in March and continued through
June, resulted in a decrease of over 50 million barrels in only 4 months.
Is that correct?
Mr. BARDIN. I will accept your numbers, and I certainly accept the

rapid drawdown characterization.
Mr. SIMS. Thank you.
Mr. MARKS. Mr. Sims, would you excuse me for just a moment?

Excuse me, Mr. Bardin.
Sir, the court reporter, the stenographer, is having a difficult time

hearing come of the conversations because of your conversation. If
you could just whisper, it would be helpful, sir. We appreciate your
being here, 13-1 it would be helpful. Thank you.
Go ahead, Mr. Sims.
Mr. SIMS. I draw your attention to the month of August, when

stocks were down, on this chart, to about 210 million barrels; accord-
ing to the revised figures in the Department of Energy's monthly
publi-stion it is now 208 million barrels. In your previous testimony
you have acknowledged 
Mr. BARDIN I do not think the 208 million is correct, Mr. Sims.
Mr. SIMS. Well, that is what is published in your monthly "Energy

Review".
Mr. BARDIN. Let us have that checked. It is higher, but we will

doublecheck that.
Mr. SIMS. You have already acknowledged that it takes about 200

million barrels just to keep the distribution system—
Mr. BARDIN. I am looking at the wrong page, you are correct on the

208 million.
Mr. SIMS. Thank you. You have already acknowledged that about

200 million barrels is what is needed to keep the supply system
operating.
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Mr. BARDIN. I have suggested that is the conventional 
wisdom in

this industry.
Mr. Sims. Well, in August we almost ran out of gasoline; 

did we

not?
Mr. BARDIN. We did not almost run out of gasoline, but w

e came

very close to dropping below that limit and creating delivery
 prob-

lems. I think Chairman Marks put his finger on it when he trie
d to

track it down to the individual fuel tank component. If you m
ake a

rough calculation-and I do not think there is time to do it now,
 and

I do not think the chairman wants me to take the time from 
the

questioning-but I think you can really track down what is involved

in this delivery system, tanks at the refinery, pipelines, tanks at the

terminals. We do not run out of gasoline, that is not literally true.

What happens is, if we ever get into that situation you would have

difficulty with the smooth delivery of gasoline. Put differently, this

is a very efficient industry in the sense that it works from hand to

mouth, it does not have great redundant stocks or great redundant

capacity.
In August we were close to that conventional wisdom line, which

is why Secretary Schlesinger took the actions I mentioned to you

before.
Mr. Sims. Thank you, Mr. Chairman. I would ask that exhibit 4

be placed in the record. Again, those are Department of Energy num-
bers, I do not think we have time to discuss them today.
This concludes my questioning.
Mr. MARKS. Thank you, Mr. Sims. Those exhibits will be placed

in the record.
[Exhibit No. 4 referred to follows:]

EXHIBIT No. 4

TOTAL U.S. SHIPMENTS OF UNLEADED GASOLINE

[In thousands of barrels]

1976 1977 1978

1977
compared

to 1976
Percent
change

1978
compared

to 1977
Percent
change

January 37,124 51,252 67,682 14,128 38.1 16,430 24.3
February  33, 882 51, 443 59, 392 17, 561 51.8 7,949 15. 5

March _ 43,631 55,079 71,797 11,448 26.2 16,718 30.4

April 38, 620 54, 351 72, 619 15, 731 40.7 18, 268 33.6

May 44, 551 58, 192 71, 265 13, 641 30.6 13, 073 22.5

June 46, 861 63, 612 79, 395 16, 751 35.7 16, 751 24.8

July 50, 618 67, 667 81, 024 17, 049 33.7 17, 049 19.7

August 51, 283 63, 289 1 86, 406 17, 592 35. 1 18, 720 27.7

September _ 51, 283 63, 289 1 83, 775 12, 006 23.4 20, 486 32.4

October 48, 002 66, 322
November 46,928 64,544
December 54, 132 72, 933

1 Decrease in growth for 6 of first 7 mo of the year.
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MOTOR GASOLINE

Domestic demand

Unleaded
percent

Unleaded of total Production 1 Imports
(thousands (thousands (thousands (thousands Stocks
of barrels of barrels of barrels of barrels (thousands

Total per day) per day) per day) per day) Exports of barrels)

1972: Average 
1973: Average 
1974: Average 
1975: Average 
1976:

6, 376
6,674
6,537
6,675

(3)

(3)
(3)

(3)

(9

(3)
(3)

(3)

6,281
6, 527
6,358
6,518

68
134
204
184

1
4
2
2

2 212, 770
2 209, 395
2 218, 346
2 234, 925

January 6,898 (3) (3) 6,483 92 0 240.464
February 6,263 1,117 17.8 6,473 84 6 248,854
March  6,890 1,456 21.1 6,455 123 6 239,049
April 7, 159 1,312 18.3 6,562 99 8 223, 965
May 6,853 1,393 20.3 6,775 112 1 225, 037
June 7,482 1,549 20.7 7,303 188 0 225,365
July 7,315 1,594 21.8 7,174 190 1 226,922
August 7, 168 1, 553 21.7 7, 149 141 7 230, 578
September 7,079 1,628 23.0 6,878 171 0 229, 751
October 6,929 1, 552 22.4 6, 678 138 0 226, 300
November 7,038 1,604 22.8 6,938 146 1 227, 742
December 7, 138 1,797 25.2 7, 176 84 7 231, 387

Average 6,978 1, 508 21.6 6,838 131 3

1977:
January 6,466 1,549 24.0 6,934 222 8 252, 608
February 6,897 1,773 25.7 6,817 184 2 255,519
March 6,899 1,657 24.0 6,864 245 0 262, 118
April 7,348 1,863 25.4 6, 968 269 1 258, 831
May 7, 034 1, 803 25.6 6, 950 202 2 262, 498
June 7,595 2, 142 28.2 7, 145 246 1 256, 389
July 7,441 2, 146 28.8 7,248 248 1 258, 152
August 7,419 2,096 28.3 7, 191 187 1 256, 904
September 7, 317 2, 080 28. 4 7, 062 220 1 255, 859
October 7, 132 2, 135 29.9 6,932 179 1 255, 194
November 7, 191 2,060 28.6 7, 123 179 2 258, 537
December 7,373 2,400 32.6 7, 146 196 1 257, 518

Average 7, 176 1,976 27.5 7,033 215 2  

1978:
January 6,670 2,097 31.4 6,932 211 1 272,287
February 6,884 2,162 31.4 6,630 210 1 217,077
March 7, 256 2, 425 33. 4 6, 750 142 1 259, 801
April 7, 206 2, 391 33. 2 6,668 180 1 249, 079
May 7, 732 2,343 30.3 7,059 174 2 233, 612
June 4 7,971 2,697 34.1 4 7,213 238 1 4 219,660
July 7, 577 2,629 34. 7 7,268 210 (3) 216, 337
August 4 7, 850 2, 834 36. 1 4 7,425 4 165 (3) 4 208, 529
September 7, 242 (3) (3) 7,301 276 (3) 220, 281

Average (year to
date) 7, 375 2, 450 33. 1 7,031 200 1  

1 See Definitions.
2 Total as of December 31.
2 Not available.
Revised data.

Note: Bureau of Mines' stock coverage was expanded at the end of 1974 to include an additional 100 bulk terminal
operators; the new coverage begins here with 1975.

Sources: Data other than unleaded-1972 through 1976: Bureau of Mines (BOM) Mineral Industry Surveys, "Petroleum
Statement, Annual ;" January 1977 through April 1977: Bureau of Mines Mineral Industry Surveys, "Petroleum, Statement,
Monthly:" May 1977 through June 1978: Energy Information Administration (EIA) Energy Data Reports, "Petroleum
Statement, Monthly;'' July 1978 and August 1978: "Monthly Petroleum Statistics Report;'' September 1978 data are El A
est i mates based on data from the American Petroleum Institute (API) "Weekly Statistical Bulletin." Unleaded data-
EIA Petroleum Reporting System.

Mr. MARKS. Mr. Bardin, I would like to summarize my impression
of the data the staff has just placed into the record and see if you and
Dr. Gillespie agree with my interpretations of that data.

First, it seems to me it is clear that although we went into 1978 with
unusually high stocks of gasoline because of low refinery utilization
and, of course, decreased imports in the first half of the year, gasoline
stocks were drawn down very rapidly.
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Second, just as gasoline stocks were plunging, demand increased

sharply and remained high through the fall.
The combination of those trends plus some other factors such as

refinery breakdowns and the glut of heavy crude oil on the west coast
resulted in spot shortages in various parts of the country during the
summer and the fall. After stocks fell and demand surged, the refinery
industry has been trying to play catchup.
It seems clear that when Shell ran out of banked cost they had to

sell gasoline at lower than market prices. This exacerbated their
supply problems. However, the data presented by staff suggests that
the current supply problem was less the result—less the result—of
DOE regulation than a basic miscalculation of demand by the indus-
try in the first half of this year.
Are these impressions of mine not basically factual?
Mr. BARDIN. I cannot accept them all, Congressman Marks, but

can tell you, I am very interested in some of them. There was this
rapid drawdown of inventory. I think in fairness to everybody, you
have to say that the annual demand forecasts were not that far off
from the actual, total annual demand. I cannot tell you what Texaco,
or Shell, or anybody else was using, but the published figures of the
DOE were within 100,000 barrels a day of what it really turned out.
There was this higher peaking than anticipated, and then the ex-

perience of the last couple of driving seasons—the last several driving
seasons—might have suggested. I think you ought to be careful in the
use of the phrase in thinking about what actually happened. I am not
aware of any spot shortages. There was gasoline all over the country.
There was a problem of unleaded premium, or premium-type gasoline
in a handful of situations; but there were not cars that went without
gasoline of either the unleaded or the leaded kind.
Be that as it may, for whatever reason—plausible or unplausible,

well-founded or not—you had a rate of production of gasoline, do-
mestically, a rate of production plus imports, accretions to stocks,
which drew down the inventory and was not in line with this peaking
phenomenon that you pointed out in the first run of questions. I think
that emphasizes for all of us the importance of looking not only at the
national average consumption of gasoline, or demand for gasoline,
but the relationship of peak demand to average.
We normally do that, by the way; all of the talk about the driving

season of .course does that. But the first half of this year we had a
very low increase—in the first 6 months—a very low increase in the
demand for gasoline. What first concerned me was when I saw the
early summer figures, the preliminary figures, beginning to come
up with a much higher increase in demand than had been experi-
enced before. That is why I raised it at the refiners' conferences and
in discussions thereafter.
I think that is something that we are now very much alert to, and

that the subcommittee is quite properly alert to. I think the subcom-
mittee has raised that question with us during the course of the year.
Mr. MARKS. Thank you very much, Mr. Bardin. At this time Con-

gressman Walgren has some questions he would like to ask you.
Mr. WALGREN. I would just like to pursue with you a point in regard

to your curiosity that was raised by the increased consumption in



34

the early summer of last year, and that therefore you raised this with
the refinery people and perhaps within DOE.
And yet, you were in front of our subcommittee, as I understand

it, in mid-July with a report that stated definitely that supplies would
be more than adequate in 1978 and 1979, even under the worst case
assumptions. The report states that, "Gasoline supply and demand
will be in balance in 1978 and 1979, even under the worst case as-
sumptions." Now, my problem is, when you are saying that in mid-
July, how is it that we come up with an extreme shortage by
September, a shortage of such dimension that the Secretary of the
Department is quoted in the Wall Street Journal using words that
are extremely significant, words such as, "The future gasoline avail-
ability is a very disturbing situation. We are worried about the
consequences."
Now, why were you before the subcommittee in mid-July saying

that everything was in balance?
Mr. BARDIN. We are talking about different time frames. The Sec-

retary's concern reflects a 'continued development through the course
of the summer, the concern that there was going to be a drop in pro-
duction; there had not been as high a pickup as we might have hoped
for. We still thought, then, in August—certainly I did—as in July,
that we had a balance on an annualized basis. Frankly, we did not
think then—or I certainly did not think—that we would have this
continued heavy demand into the fall. There was a risk and a concern
which justified pressing the point. I must say, I am surprised that it
has continued as far as it has.
The questions that that experience raise go to several other areas.

They go to the effectiveness of the strategy the Congress has adopted,
or the assumptions as to the strategy on fuel economy in the automo-
bile fleet, whether we are really going to get that degree of fuel econ-
omy that has been presupposed.
Mr. WALGREN. Is it not also true that about the time you were be-

fore the subcommittee in mid-July the administration was developing
the decontrol proposals that would necessitate a representation that
supplies were adequate, if they were to be accepted by the Congress
as consistent with the 1973 act? Am I not correct in understanding
that the act under which the Congress regulated the price of gasoline
required that those regulations continue during any shortage, and that
if we were in a situation facing a shortage, that a decontrol proposal
would not lie under the policy as set out by the 1973 act.
So, was not your statement to the subcommittee in mid-July 1978

influenced by the generation and development within the Depart-
ment of Energy of a proposal to decontrol the price of gasoline?
Mr. BARDIN. You are asking me about my motives, Congressman,

and I hope that my motives can stand scrutiny, as I trust can the
motives of the members of this committee and its staff stand scrutiny.
Let me 'correct a couple of points. One, a proposal had been de-

veloped—past tense—and we are still doing work on it. It was not
the question whether we were going to propose, we had put forward
for public discussion, as I recall, at that point a draft, or proposed
environmental assessment.
The question as to the statute, there was extended discussion, but

in my judgment the concern that Congress expressed in the Emer-
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gency Petroleum Allocation Act was for a shortage such as Congress
and the public believed had taken place during the oil embargo in
1973-1974. I must say that in my objective judgment it is irresponsi-
ble for us to think of anything that has happened this year as being
a shortage, or an extreme shortage, or anything of that sort. That has
not happened.
The concern, as I understand the congressional concern in EPAA,

is for that kind of risk. Now, we have not begun, as a country, to
take the measures which we can take to handle it. For example, next
October, with the lead phasedown waivers coming into play, we are
going to lose the effect of supply of 250,000 to 350,000 barrels a day,
which is an awful lot more than anything that staff and I have been
discussing on daily impact during the course of this hearing.
These studies we made assumed that that was going to be lost. In

fact, some of the ETA studies that I referred to earlier have a higher
number, 500,000 barrels a day; and that is something to be looked into.
The implementation of that program is discretionary with EPA.

It could be considered. There could be an evaluation made which may,
or may not take place.
Mr. WALGREN. I understand, but I feel it only proper to note that

EPA is not requiring a reduction in the lead content because of its
own whims. There are very substantial health reasons for pursuing
the reduction of lead content in gasoline, as I understand it. It both-
ers me that we simply say, "well, one of the alternatives we have is to
accept those risks," or "accept that harm."
Mr. BARDIN. Congressman Walgren, I am not saying "accept it."

I happen to be the former environmental protection commissioner of
the State of New Jersey with clean air responsibility, and I fought
long and hard to back up some of the work that the full committee
and the Health and the Environment Subcommittee of the full com-
mittee worked on, on the Clean Air amendments.
I am simply saying to you that in your responsibility, which hap-

pens to span the work of both agencies, there is an interrelationship
between what happens on the EPA side and the DOE side.
Mr. WALGREN. I understand that.
Mr. BARDIN. There will be a shortage, or there will not be a shortage,

depending on what we do. Mr. Sims has suggested to me by his statis-
tics that the refiners could operate at a higher percentage of capacity;
that is doing something. Now, your question to me seems to say, "Are
we going to do nothing?" Do I sit in July advising this subcommittee
thinking, one, we are going to do nothing, or move inadequately as a,
country and therefore have an energy shortage, and not tell the sub-
committee. If that is the implication of the question I want to deny
vigorously and firmly any such intention.
Quite the contrary. I have tried in my relations with this subcom-

mittee and others, with the staffs, with the industry and in the public
conferences to expose for discussion the various issues and concerns—
let the chips fall where they may.
Mr. WALGREN. I think it only proper to note that there were sub-

stantial voices within the Department of Energy that were noting the
rising shortage in gasoline, if not directly for the summer of 1978 and
1979, at least for 1980. So, at the time that we are saying that even

z
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under the worst case, supplies could be in balance, there was a report
within the Department of Energy which prediaed a shortfall of a sub-
stantial amount in 1980.
Our problem candidly, Mr. Bardin, is that we are charged with the

responsibility of understanding where the supplies of gasoline are
going. We have some reports indicating substantial shortfalls by 1980;
others saying supplies are going to be in balance and you do not need
to worry; 'and then the Secretary comes out, calling the situation ex-
tremely disturbing less than 2 months later. If we are to have any con-
fidence in our ability to regulate anything, it seems to me, we have to
have a more solid, constant base of information flowing from DOE
to the public.
Mr. BARDIN. We need a more penetrating investigation, a continuous

penetrating investigation—let us not say "constant." I think, Con-
gressman, you would agree with me that we are not looking to stick
by one figure, we are looking to revise it.
I am glad you asked the question you did because I do want to set

the record straight on something which, frankly, maligns me unfairly
and did in that last hearing, which I do not recall you had the oppor-
tunity to attend.
The hearing that took place discussed as if we were coming then 'for-

ward with something brand new, saying something about supply and
demand. In fact, it was based on that environmental assessment which
we had put out some weeks before—a few weeks before—and there was
an out-of-sequence time comparison there. I do not think that, if you
took the trouble to track down the dates of each of these documents,
that you would get that kind of relationship.
That does not diminish in any way from the validity of your basic

point, that we are dealing with a changing target; we are dealing with
a very important target, and there is a great value in the work that
this subcommittee does, and the Department can do, and the industry
can do and others, in trying to probe it. I am 100 percent in favor of
an intensive probing and testing.
What actually happened there, there was a 'memo—and that was dis-

cussed at great length in the previous subcommittee hearing—a memo
which was a very preliminary, anticipatory analysis of what the
supply-demand balance might be. It prompted us to go into a deeper
one, 'and we will be doing this repeatedly. Every ,few months we have
to update these numbers and keep track of them. That is going to be
true whether we deregulate motor gasoline, extend the EPAA to be a
permanent statute, or come up with public utility regulations for the
petroleum industry. We are just going to have to keep tabs on how this
complicated system works, including our end, the 100 million motor-
ists, as well as the other end.
Mr. WALGREN. I would like to yield to Congressman Marks for an

observation.
Mr. MARKS. Thank you, Doug.
I would like to take this opportunity to break for a moment to in-

troduce to you the mayor of the third-largest city in Pennsylvania. As
I mentioned to you earlier, I 'anticipated him being able to break away
for a few moments from his very, very heavy schedule. He has done
that. He is sitting in the back of the room, and I would like to intro-
duce to you, Congressman Walgren, Mr. Bardin, Dr. Gillespie, the
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gentleman from Texaco, Mr. Donald Graham, and from Sun, Mr. Paul
H. Hertel, the mayor of the city of Erie. We appreciate very .much,
Mayor, your coming down for the brief moment of being with us.
Thank you.
May I suggest also that we appreciate very much the use of the

council chamber, and I hope you will extend our thanks to the council
generally for this great courtesy. Thank you, Mayor.
Mr. WALGREN. I would just like to pursue—believe me, I mean noth-

ing personal in terms of any motive to misrepresent the facts in any
way or at any time to the subcommittee in my previous questioning—
the fact that we are dealing with 4 cents, and possibly a lot more. Four
cents a gallon, literally billions of dollars being transferred from the
American consumer to the oil companies.
We are also dealing with something that I believe has a real possi-

bility of breaking through psychological barriers in this public to need
to demand much higher wages. If the price of gasoline goes substan-
tially higher than it is now, the demand for increased wages in our
society is going to be increased substantially, perhaps much more dra-
matically than if other costs that were not as visible as gasoline,
went up.
So, we are talking about a very, very basic point for our economy.

When money like that is on the table, and when consequences like that
are on the table, I would really like to understand at what levels in the
Department these recommendations for decontrol are developed.
Let me ask you this, one of the basic reasons for decontrol is because,

supposedly, under price control, investment is denied the attraction in
the area that we are trying to increase supplies. It is my understand-
ing that various people have made the point that there is not sufficient
investment return in the unleaded refining section of the gasoline
process.
Now, what consideration has the Department given to allowing a

regulated return on investment, but a real return on investment that
would solve that problem, before we turn to just saying. "As far as
the Government is concerned, we have no interest in the price that is
charged for unleaded gasoline"?
Mr. BARDIN. We have discussed that problem amongst several

others of the existing regulations. The present regulations say, "Freeze
the price at what it happened to be on May 15, 1973, and allow cer-
tain increases of certain costs to be passed through, over and above
that."
That means implicitly, whatever return was being earned per gal-

lon—not per dollar of investment but per gallon—in 1973 can con-
tinue more cannot be passed through, no matter how much invest-
ment is made.
Congressman Walgren, I have been a regulator virtually all my life.

I joined the Federal Power Commission staff in 1958 when I got out
of the U.S. Army; stayed there 11 years under four administrations,
the end of the Eisenhower, Kennedy-Johnson, the first year of the first
Nixon administration; and I have been an environmental regulator.
The regulations that I inherit here from the Nixon administration

are, frankly, a Frankenstein's monster. It is all very well to freeze
prices in 1973 for a few months and then fiddle and tinker. But here
we are at the next go-around of the the cycle of guidelines, wage-price

42-206 0 7 79 - 6
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guidelines and all that—it takes you right back to what was it, 8 years
ago, something like that. It does not make sense to continue these
regulations any more.
It seems to me one of two things has to happen. Either you say, "This

important commodity is like other important commodities and is to be
covered by whatever anti-inflationary program we have"—and we hap-
pen to have one in place and being developed, and espoused, and ar-
gued about every day—or you decide, you want this industry to be a
public utility industry. If that is what you want, I think the politically
responsible way to do it is by act of Congress. But, set that aside, wheth-
er it is by act of Congress or regulations that I develop and sign, it is
going to take not months, but years—in my judgment at least 2 years—
to do that, and would involve a radical transformation of this industry.
I have not heard anybody on any side of this debate suggest that

kind of transformation. I do not think people who are, understandably,
concerned about the possibility of an increase in price which, we esti-
mate, might be as high as 4 cents a gallon over 2 years—due to the de-
regulation, standing alone. I do not think the opponents of that de-
regulation have faced up to the implication of putting this refining in-
dustry on a public utility footing.
Now, I would be delighted to visit with you, or any other Member

of Congress, and discuss it in detail. But, you would then have to do
something like what they have in Israel; you would have to put it on
a rate-base, cost-of-service method related to the particular company.
Since there is such a variation in cost and you would probably want a
reasonable uniformity in the price of gasoline, home heating oil, and
the like, you would have to have a permanent equalization fund, in
my judgment.

It is done in some parts of the 'world. We have tried it only once
that I know of, personally, and that was with the railroads. We junked
it after the experience in the 1920's, and we ought to think long, and
hard, and carefully in the Commerce Committee before that kind of
program is undertaken.
I am personally delighted that you are asking me these questions. Do

not misunderstand me; I think they are profound and important
questions. But, you know, every time these questions come up I am
asked by Congress; I am asked from the Secretary's office; I am asked
from people in other parts of the executive branch, "Why do you not
fix that problem with an amendment to the regulations ?" There is a
whole host of interrelated problems which start from the basic flaw
that this regulatory scheme under the Emergency Petroleum Alloca-
tion Act is a price freeze plus add on certain features. That is not a
permanent system of regulation. It is not like what we do for electric
utilities, gas companies, or anything else. That is not what we did—
and I am one of the architects of the program to regulate natural gas
at the wellhead—when we set up the area prices for it.
So, can it be done? Yes, I could amend the regulations to allow it.

In fact, I have an amendment to propose, the Motor Gasoline Tilt,
which indirectly would cover some of that ground; but it is not a long-
term adequate solution.
Mr. WALGREN. Well, the difficulty, of course, is that we are in a

position where people are being asked to accept a wage freeze. There
is a great variety of opinion in this country that is very reluctant to
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accept wage freezes without some kind of controls on the other side of
the equation.
Your estimates are that it will be 4 cents over 2 years, which cer-

tainly would be within the 7 percent. Have the oil companies indicated
to the administration that they are willing to live within the admin-
istration's pricing guidelines?
Mr. BARDIN. I am sorry, I do not know the answer to that question.
Mr. WALGREN. I appreciate your cooperation very much, and I am

pleased you came to Pennsylvania for my purposes, to Erie for Mr.
Marks' purpose. I shudder to think what the public must think about
our abilities to actually get an estimate and pin these things down, so
that we are not constantly surprised. Maybe that is the best argument
against regulation that can possibly be made.
I appreciate your coming.
Mr. MARKS. Mr. Bardin, on behalf of the subcommittee, the chair-

man of that committee, Mr. Moss; the staff, and certainly myself; the
people who have been with us, we appreciate very much both of you
and Dr. Gillespie being with us today. We look forward to a continuing
rapport and communication between yourselves and our committee, as
we have had in the past.
Thank you very much. May I say, your cab is ready and waiting;

and if necessary the chief of police will provide you the adequate pro-
tection to get out.
Mr. BARDIN. Thank you for the many courtesies you have shown

today and the subcommittee has always shown.
Mr. MARKS. At this time, ladies and gentlemen, we are going to

take a 5-minute recess.
[Brief recess.]
Mr. MARxs. We would like to reconvene the hearing if we may at

this time, please. The hearing will come to order.
Before introducing and having the testimony of Mr. Donald

Graham from Texaco. I would like to introduce to you—if I can see
him here—Mr. Carl "Skip" Cannavino, who is treasurer. We appre-
ciate very much, Skip, your coming in. This is Congressman Walgren,
Mr. Graham, Mr. Galloway, Mr. Sims of our staff. We are pleased to
have you join us. Thank you.
At this time, Mr. Graham, we would \appreciate if you would rise

and take the oath. Perhaps, before that, would you mention the name
of the gentleman who is with you, and his capacity in being here?
Mr. GRAHAM. He is our counsel, Mr. Rudy, Mr. Mike Rudy.
Mr. MARKS. Mr. Rudy, welcome.
Mr. RUDY. Thank you.
Mr. MARKS. If you plan to testify, Mr. Rudy, we would like you to

be sworn.
Mr. RUDY. I do not plan to testify, but I may make some remarks.
Mr. MARKS. Why not? Will you raise your right hand. please? Do

you solemnly swear to tell the whole truth, so help you God?
Mr. GRAHAM. I do.
Mr. Rimy. I do.
Mr. MARKS. Mr. Donald Graham is the general manager of Supply

and Distribution for Petroleum Products Division of Texaco, Inc. We
welcome you, Mr. Graham and, of course, Mr. Rudy.
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If you have a prepared statement, we would appreciate it if you
would file that with us and perhaps take a few moments to summarize
it, rather than go through it, unless it is not very lengthy.
Mr. GRAHAM. I do not think it is very lengthy; it is some 6 pages,

widely typed.
Mr. MARKS. Five. Please proceed. I might say, unless you have a

transportation problem, we are willing to give you as much time as
you need, in consideration, of course, of the fact that we have another
witness to hear from, from Sun.
Mr. GRAHAM. I will not have a problem. So, you will cut this off,

I am sure, when you are ready.

TESTIMONY OF DONALD N. GRAHAM, GENERAL MANAGER, SUPPLY
AND DISTRIBUTION FOR PETROLEUM PRODUCTS DIVISION,
TEXACO INC., ACCOMPANIED BY MIKE RUDY, COUNSEL

Mr. GRAHAM. My name is Donald N. Graham, general manager,
supply and distribution of Texaco's petroleum products department,
U.S.A.
The subject of these hearings is the currently tight situation in the

gasoline market. Let me state at the outset that Texaco regrets that
these hearings are necessary. It is neither our doing nor in our interest
that Texaco and the rest of the petroleum industry face a period of
uncertainty in meeting the continuing unexpectedly strong demand for
gasoline just when the demand for heating oil moves towards its sea-
sonal peak. Texaco takes seriously its responsibility to provide con-
tinuous and adequate supply at reasonable prices to its customers.
Texaco is not now allocating gasoline. There are enough uncer-

tainties in the market, however, that we have requested the Depart-
ment of Energy to allow us to update the base period against which
we allocate, if we are obliged to do so by events, from 1972 to 1977-78.
There are indeed uncertainties in the market place. Gasoline sales

by the industry during the first 11 months of 1978 were 3.2 percent
over 1977, while most forecasts anticipated a more modest increase
of about 2 percent. Normally, gasoline demand falls off rather dra-
matically following the Labor Day weekend, and refiners switch from
a maximum gasoline production mode of operation to a maximum
heating oil yield, anticipating the heating season. This year the good
weather for driving continued, however, and Texaco and others have
been obliged to maintain or revert to maximum gasoline production
at our refineries. Heating oil production, as a result, will suffer, al-
though we anticipate being able to cover our demand, assuming a
normal winter, supplementing our own production with purchases and
imports.
A number of refiners, including Texaco, have experienced unantici-

pated refinery or process unit shutdowns during the year. Such shut-
downs are not altogether unknown in the industry, but in a tight
market situation with little if any unused refining capacity in the
industry, small outages are important.
There are, of course, other uncertainties in the market which may

impact the availability of gasoline to the industry generally or to
Texaco specifically. The political situation in Iran can deteriorate.
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Forthcoming labor negotiations in the petroleum industry may result
in supply disruptions. Prices are a factor creating uncertainty, since
Government regulations can require price decreases just when supplies
are tight and provide inadequate differentials between grades to offset
costs.
The major factor contributing to the current tightness in the gaso-

line market, however, is the regulatory environment. Through a hid-
eously complex web of regulations, we are, as a nation, at the same
time:
Encouraging the consumption of petroleum products by constrain-

ing prices below market clearing levels, while exhorting the virtues of
conservation.
Urging the construction of new refineries and the upgrading of ex-

isting facilities, while denying potential investors the ability to re-
cover the costs of such investments in the marketplace.

Requiring the reduction of lead in gasoline while not allowing re-
finers to recover through price the costs of doing so.

Subsidizing the importation of foreign crude oil while urging re-
duced dependence on foreign supply and penalizing imports of foreign
products.
With such a host of inconsistencies in our energy regulations, is it

any wonder that we find ourselves in our current situation? Needed
investments are discouraged, legitimate cost recovery is denied, and
consumption is subsidized below replacement cost.
So much for where we are and how we got there. How do we disen-

tangle ourselves? From the industry's standpoint, it is tempting to say
simply, "Leave us alone; we'll manage." We could, too. Recognizing
reality for what it is, however, let us work together, and let us do some
things that will help immediately.
Let price help. Decontrol of gasoline may result in increased prices

at the pump, but it will also motivate refiners to produce more, im-
porters to import more, and consumers to use less.
If decontrol is not feasible immediately, allow gasoline related re-

fining cos's to be passed through to the market; allow refiners to re-
cover additional legitimate costs not now recoverable; allow some of
the benefits of cost reduction investment to flow to the investor • and
update the base period that would be used in the event gasoline'alloca-
tion is required.
Examine the present lead phasedown regulations to determine if,

with some modification and postponement, additional supplies of gaso-
line can be made available over the next few years without sacrificing
our bacic environmental objectives.
These steps can be accomplished by and large through administra-

tive action by the executive branch. Gasoline decontrol requires the
consent by nonobiection of the Congress. New laws are not required,
only the reasonable administration of the existing ones.
Texaco is ready to respond to the suggested steps if taken. In the

abse-ce of such nct;on, however, with gasoline sales running in excess
of our own production capacity, Texaco, in order to supply its cus-
tomer., finds itself having to continue and to increase purchases on
the op-n market at uneconomic costs. This we cannot continue to do,
even if product is available. To do so would be irresponsible to our
stockholders, and in the long run to the market we serve.
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Mr. MARKS. Thank you, Mr. Graham.
I am particularly glad to welcome you and have you here today, as

is Congressman Walgren, in view of certain perspectives that I believe
Texaco is somewhat uniquely able to bring to our discussion because
of Texaco's current situation in the gasoline market.
Texaco, of course, is one of the major oil companies that in recent

days has submitted an allocation plan to the Department of Energy
for approval in the event—and I underline that, "in the event"—
that it should be forced to curtail gasoline deliveries. Is that not
correct?
Mr. GRAHAM. That is correct.
Mr. MARKS. However, to date Texaco has not been forced to curtail

gasoline deliveries; am I right?
Mr. GRAHAM. By allocation, that is correct.
Mr. MARKS. I would like to introduce into the record a copy of the

proposed contingency allocation plan that Texaco has submitted to
the Department of Energy for approval, which was given to the De-
partment, as I understand, on December 1, 1978.
[Testimony resumes on p. 61.]
[The document referred to follows:]
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APPLICATION FOR EXCEPTION

In accordance with the provisions of 10 C.F.R.

Pazt 205, Subpart D, Texaco Inc. ("Texaco") hereby requests

the Department of Energy to grant Texaco an exception from

the provisions of 10 C.F.R. SS211.10 and 211.102 which

require that a supplier, in determining an allocation frac-

tion, shall base its supply on base period volumes during

1972, as adjusted. Texaco seeks exception relief for a

period commencing December 1, 1978 through March 31, 1979 to

adjust Texaco's customers' allocation entitlements to the

level of such customers' purchases in the corresponding

month of the preceding year. Texaco submits that the re-

quested exception relief will permit Texaco to distribute

its available supplies of gasoline, in the event it elects

to allocate those supplies, in a way that more closely

reflects the current demand pattern among its customers than

does the 1972 base period specified in 10 C.F.R. 211.102.

To the present time, Texaco has been able to pur-

chase on the open market sufficient gasoline to suppletent

supplies from its equity refining system in order to. meet

its contractual and base period supply obligations to its

wholesalers and the requirements of its retailers. However,

several foreseeable events, if they occur, could force

Texaco to allocate its avails of gasoline. Such an alloca-

tion, implemented in accordance with the base period •
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specified in 10 C.F.R. 211.102, would certainly result in a

serious hardship and gross inequity to Texaco's independent

retailers. It is to protect the livelihood of these indepen-

dent retailers that Texaco is submitting this Application

foi Exception.

At the present time, Texaco's equity refining

capacity is only approximately % of its anticipated sales

in 1978 and 1979. Therefore, Texaco is, and will be for the

foreseeable future, heavily dependent on the availability of

refined products on the open market. This source of supply
•••

could be adversely affected by a myriad of occurrences, such

as: (1) a worsening or prolongation of the current labor

unrest in Iran, a source of the United States' crude oil

supplies; (2) a strike by members of OCAW (the Oil, Chemical

and Atomic Workers Union) when their current contracts

expire on January 7, 1979; (3) greater-than-anticipated

consumption of gasoline by consumers; (4) unanticipated

refinery shutdowns; (5) unusual weather conditions making

deliveries of crude oil to Gulf Coast refineries difficult,

and others.

In addition to difficulties which could occur in

purchasing refined products on the open market, Texaco could

also, of course, experience unanticipated problems within

its own supply system. For example, unscheduled refinery

downtime, logistical difficulties in delivery of refined

products to terminals caused by bad weather or accidents,
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etc. In fact, Texaco has already been experiencing some

spot shortages in recent months.

As stated previously, Texaco has to date generally.

been able to purchase sufficient products to satisfy the

needs of its customers. The cost to Texaco of continuing to

do so, however, is becoming increasingly prohibitive and its

ability to do so is becoming increasingly uncertain. There-

fore, the occurrence of any of the events enumerated in the

previous paragraph, or other unforeseen events, could make

immediate allocation necessary. By this Application, Texaco

is seeking to ."put its house in order" so as to prevent the

certain severe hardships and inequities which would result .

from an allocation under the current allocation regulations.

Texaco's retailers would be uniquely and more

seriously affected by the necessity of an allocation than

retailers served by most other major refiners, because of

Texaco's fairly equal distribution of gasoline between the

retail and wholesale classes of trade. In September, 1978,

for example, Texaco sold % of its motor gasoline through

the wholesaler class of trade and % through the retailer

class. However, Texaco's distributors have purchased less

than their adjusted base period allocations, while Texaco's

retailers have purchased, as a class, substantially more

than their adjusted base period allocations. Therefore, if

Texaco declares a 1.0 allocation, Texaco's retailer class will

suffer a decline in its ability to purchase gasoline,

while Texaco's distributor class would suffer no decline at all.
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Furthermore, the lower the allocation fraction, the more

disproportionate the burden on Texaco's retailers.

The need for an updated base period was recognized

by the FEA last year and enunciated in its April 20,,1977

Notice of Proposed Rulemaking as follows:

Since elimination of the "changed circum-
stances" provision in October of 1974 (39
FR 36854, October 25, 1974), there have been
limited means available under the Mandatory
Petroleum Allocation Regulations to effect
adjustments in the base period uses of motor
gasoline retail sales outlets, bulk purchasers,
and wholesale purchaser-consumers to reflect
changes in supply requirements. Upward adjust-
ments to existing retail sales outlets' base
period use have only been made through the
exceptions process pursuant to FEA's regula-
tions for its Administrative Procedures and
Sanctions (10 CFR Part 205), in cases where
a serious hardship or gross inequity can be
established.

Information available to FEA indicates that
significant changes in demand patterns have
been occurring in the retail gasoline market.
There is evidence of continuing growth in
retail demand which has at the same time been
accompanied by a general decrease in the
number of retail outlets. Average volumes
per station are shifting significantly from
base period uses as established and adjusted
during 1974. The sustained trend within the
retail market toward lower-cost, higher-
volume gasoline marketing methods appears to
be continuting. Many firms have renovated
retail outlets for the purpose of changing
marketing methods and have been purchasing
and retailing surplus product to meet their
increased product needs.

Surplus product has been generally available
to meet the normal growth requirements of
retail outlets. However, not all retail out-
lets have experienced growth and many have
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experienced actual declines in volumes through-
out, which accounts in part for the surplus
product available. In the event of any short-
ages in the supplies of motor gasoline, current
regulations provide that all purchasers would
receive allocations as set forth in Subparts A
and F of 10 CFR Part 211, which include pro-
visions for application of a supplier's alloca-
tion fraction to its purchasers' established
base period uses. Thus, those marketers who
have grown and have been relying on surplus
product would be severely disadvantaged by a
shortage, while those which have experienced
declines in throughput would be entitled during
shortage periods to purchase supplies in excess
of their current actual sales volumes;

If FEA's view of the current market situation
is correct, severe market distortions and
inequities as between retailers could occur
if outlets which are retailing significantly
increased volumes of motor gasoline were
restricted by 1972 base period use levels in
the event of any shortage of product supplies.
In particular, competitive inequities could
result in cases where an outlet currently
relying on surplus product would be forced to
operate at or below base period levels and
compete with a new high volume outlet that
under current regulations has been assigned a
base period use reflective of high volume oper-
ations. Furthermore, consumers in high growth
areas which are served by outlets relying
heavily on surplus product might not have
access to an equitable share of product in a
shortage.

FEA recognizes that its regulations should to
the maximum extent practicable, be consistent
with the objectives set forth in Section 4(b)
(1) of the Emergency Petroleum Allocation Act
of 1973, Pub. L. 93-159, as amended ("EPAA").
FEA believes that the amendments being proposed
today, reflecting an attempt to update the reg-
ulations to account for current market conditions,
would render the regulations more in conformity
with the objectives of EPAA.
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The DOE has recently reaffirmed the inequities of

the present regulations in granting a stay to Shell Oil

Company to permit Shell to allocate motor gasoline on the

basis of their customers' actual purchases during the corre-

sponding month of 1977 or the 1972 base period, whichever is

greater. In its Decision and Order dated November 22, 1978

(Case Number DST-2014) the DOE stated:

"Raving reviewed Shell's submission, we have
concluded that the firm's request for temporary
stay relief should be granted. Under the DOE
allocation regulations, 20 C.F.R. Par 211, Shellwould be required to impose an allocation fractionof less than 1.0 if its motor gasoline supply isinsufficient to fully meet its supply obligation.If Shell does impose an allocation fraction, thosedealers who are supplied directly by the firm
would be subject to significantly greater problems
than the dealers who are supplied by Shell-brandedjobbers. This results from the fact that under
the regulations, dealers who are directly suppliedhave generally not obtained adjustments to theirbase period allocations to reflect expanding
business activities. On the other hand, jobbers
that have been assigned new or increased supplyobligations subsequent to the 1972 base period
have generally increased their allocations auto-matically under the "upward certification" pro-
visions of 10 C.F.R. 211.13(c). In addition, thejobbers may retain the allocations of dealers who
have gone out of business since 1972. Consequently,the allocation levels of dealers supplied by
jobbers more closely reflect current market con-ditions, whereas the allocations of directly
supplied dealers have generally remained at 1972base period levels.

In the present situation, it appears that the
combined effect of changes in the industry since1972, and the general operation of the DOE alloca-
tion and price regulations, will cause the classof dealers supplied directly by Shell to bear a
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significantly greater burden than the class of
dealers supplied by Shell jobbers. Accordingly,
we have determined that Shell should be granted a
temporary stay, as an emergency measure, in order
to prevent such.an unfair distribution of burdens.
The relief will be implemented by permitting the
firm to temporarily allocate motor gasoline on .the
basis of a customer's actual purchases of motor
gasoline during the corresponding month of 1977,
or the 1972 base period, whichever is greater. .
This relief will more fairly distribute the burdens
associated with Shell's supply shortage in accordance
with the current state of Shell's marketing and
distribution system."

The potential crisis Texaco and its dealers face

is essentially the same as that faced by Shell and its

dealers.

In 1972 approximately gallons or

of Texaco's total motor gasoline sales were made through

distributors and tlallons, or % were made

through Texaco's resale class of trade (open retailers

investment retailers, etc.). In 1978 that ratio has changed

completely: gallons, or %, will be sold

through distributors and gallons, or 1,

will be sold through the resale class of trade. In other

words, both the total volume and percent of sales has gone

up for distributors and down for resale customers. (Texaco

had some company operated stations in 1972 and has today,

but the average sales at these stations is only slightly

higher than their average adjusted base period allocations,

and therefore the overall impact of current regulations upon

these stations does not impose a special hardship on Texaco).
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The resale clal.;:; of trade, as just mentioned,

includes small independent retailers, comprised of

*investment retailers" (retailers who occupy stations leased

to them by Texaco) and open and first party retailers who

own their own stations or lease them from third parties. In

1972, there were investment retailers selling an

average of . gallons per month. Today there are only

investment retailers, but these remaining retailers

sell an average of gallons per month. The statistics

for Texaco's other retailers are even more dramatic. In

1972, there were approximately open retailers selling

an average of gallons per month. Today there are

. open retailers selling an average of gallons

per month, over twice the average sales of such stations in

1972.

A sampling of investment retailers in Texaco's Los

Angeles, Atlanta, and Houston divisions (which Texaco believes

are representative of investment retailers nationwide) shows

that % of such retailers are currently purchasing more

than their base period allocations, and half of those are

buying more than 150% of their base period allocations. A

sampling of open retailers shows that almost % of them are

purchasing more than their base period allocations'.

This shift in demand patterns is the result of

normal market forces such as:

1. .Traffic patterns have shifted with population

changes and road construction;
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been closed at record rates;

3. The self-serve mode of gasoline marketing has

grown from virtually nothing in 1972 to the point

that a significant percentage of stations now

offer total self-serve or "split-island" self-

service (for example, approximately half of

Texaco's investment stations now offer either

full self-serve or split-island self-serve);

and

4. Gasoline-only operation has become economically

viable.

These shifts in demand patterns have been accomo-

dated by application of the "redistribution" provisions of

the DOE regulations, whereby product made available by

underliftings from some units can be made available to

satisfy growth at other locations. However, should Texaco

be required to declare an allocation fraction based upon

adjusted 1972 volumes, redistribution to direct served

retailers would become impossible and Texaco predicts the

following consequences:

1. At a 1.0 allocation fraction, many Texaco retailers

would be able to purchase only a fraction of their current

requirements of gasoline. Furthermore, if Texaco declared

an 80% allocation fraction, most of Texaco's retailers would



54

suffer severe shortages and over 25% of Texaco's investment

retailers, for example, could purchase only 53% or less of

their current requirements.

. 2. Since gasoline sales represent approximately 841

of the revenue received by the average retailer and about

59% of his gross profits, a decrease in gasoline sales of

47% would represent a decrease in his profits of about 28%

(Source: 1977 NPH Factbook )

3: If half of Texaco's investment station

retailers and 20% of its other retailers cannot pqr-

chase their requirements of gasoline, and cannot get surplus

gasoline elsewhere, the DOE will be deluged with thousands

of requests for change of supplier, for increases in base

period allocations, and for other types of exception relief.

It is questionable whether the DOE has the manpower to

handle these requests expeditously enough to afford these

retailers any meaningful relief.

Granting Texaco and its customers the exception

relief requested herein will further the goals enunciated in

Section 4(b)(1) of the EPAA in that it will provide for (1)

the preservation of Texaco retailers as an integral and

competitive element in the petroleum industry and (2) the

equitable distribution of refined petroleum products among

all sectors of the petroleum industry, including branded

independent marketers.

While a change in the base period from the corre-

sponding month in 1972 to the corresponding month in the

41111W
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previous year will certainly do nothing to increase Texaco's

avails of gasoline, it will permit Texaco's directly served

retailers to obtain a more equitable share of those avails.

Without such a change, the disparity between the allocations

available to Texaco's distributors and their retailers on

the one hand and Texaco's directly served retailers on the

other will further increase.

More importantly, a failure to permit Texaco to

distribute its available supplies of gasoline in accordance

with a more current base period, in the event of a shortage

of gasoline avails, will certainly cause substantial numbers

of small businessmen to go out of business.

RELIEF REQUESTED

Texaco requests an exception from 10 C.F.R. 211.10

and 211.102 so that in the event it elects to allocate its

allocable supply of gasoline to its wholesale purchasers and

end-users, it may do so during the period from December 1,

1978 to and including March 31, 1979 based upon each pur-

chaser's purchases during the corresponding calendar month

of the preceding year.

Texaco has limited the time for which it seeks

exception relief to the period from December 1, 1978 to

March 31, 1979 for the following reasons:

(1) Secretary Schlesinger has recently stated at a

press conference that a proposal to decontrol gasoline will
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soon be sent to Congress. It is anticipated that if Congress

ratifies this proposal, decontrol would be achieved prior to

March 31, 1978.

. (2) On November 14, 1978 Texaco submitted to Mr. David

Bardin, Administrator of the Economic Regulatory Administration,

a Petition for Rulemaking to Amend the definition of "base

period" in 10 C.F.R. Section 211.102. It is hoped that if

gasoline has not been decontrolled by March 31, 1978, Texaco's

Petition for Rulemaking will have been acted on by that

time, and that the relief requested herein will have been

codified in the allocation regulations.

(3) Implementing the changes requested herein will

have minimal impact upon consumers, particularly since the

period involved is a period of historically reduced gasoline

demand. (While Texaco may be required to seek additional

exception relief for the period subsequent to March 31, 1979

if gasoline is not decontrolled and the "base period" is not

changed by rule change by that time, the changed base periods

will have been computed and operational. Thus, continuing

the procedures then in effect at that time would have no

disruptive effect on consumers).

Procedural Certifications 

(1) I hereby certify that I am a duly authorized agent

and representative of Texaco Inc. for purposes of filing

this Application for Exception.
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(2) To the best of Texaco's knowledge, other than as

herein described, the same or related issues, acts or trans-

actions have not been nor are they presently being considered

or investigated by any other federal agency, department or

instrumentality; or by a state office, a state or municipal

agency or court or any law enforcement agency. On November 9,

1978 Messrs. Card, Seamans, Tell, Goldman and Slye, employees

of Texaco Inc. met with Mr. David C. Bardin and several

members of his staff at Mr. Bardin's office. At this meeting

the matters raised in this submission were discussed. On

November 14, 1978 Texaco submitted a Petition for Rulemaking

to amend the definition of "base period" in 10 C.F.R. S211.102.

On November 16, 1978, Shell Oil Company filed an Application

for Exception with the Office of Hearings and Appeals.

Shell's Application raises similar issues and requests

similar relief to the issues raised and relief requested

herein.

(3) Texaco hereby requests that confidential treatment

-be granted for certain sales and supply data contained in

this Application. This treatment is requested on the grounds

that this material is exempt from the mandatory public

disclosure requirements of the Freedom of Information Act (5

U.S.C. S552). This information comes within the exception

in 5 U.S.C. S552(b)(4) for trade secrets and commercial or

financial information. Texaco is supplying two additional

- copies of this Application from which'confidential informa-

tion has been deleted.
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(4) To the best knowledge of the undersigned, most of

Texaco's retailers and wholesalers would be affected by the

granting of this Application. Texaco had determined that

compliance with Section 205.53(a) of the DOE's regulations

is impracticable since Texaco has approximately 15,000

dealers and wholesalers. Therefore, Texaco has determined

that it is reasonable and practicable to notify the follow-

ing persons who may be aggrieved by the denial of this

Application for Exception:

The National Congress of
Petroleum Retailers

Attn: Mr. Charles Binsted
N.W. 2021 K Street, N.W.
Washington, D.C. 20006

The National Association of
Texaco Wholesalers, Inc.

Attn: Jack E. Meintzer, Jr.
President

P.O. Box 95265
Atlanta, Georgia 30347

National Oil Jobbers council
Attn: Mr. Robert Bassman
1715 New York Avenue,
Washington, D.C. 20006

Mr. Tom R. Jackson
Anderson Oil Co., Inc.
Box 8
Williston, S. C. 29853

On November 16, 1978 Shell Oil Company filed an

Application for Exception with the Office of Hearings and

Appeals in which Shell requested relief similar to that

requested herein. Shell represented in that petition that

service of its Application upon its approximately 8,300

dealers and jobbers would be impracticable, and, in lieu of

service on each of them, notified the National Congress of

Petroleum Retailers, the National Oil Jobbers Council, and

thirteen members of the "Shell Jobber Council". It is

Texaco's understanding that this mode of service was satis-
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factory to the Office of Hearings and Appeals and therefore

Texaco has given similar notification pursuant to 10 C.F.R.

205.53(b). Inasmuch as there is no organization of Texaco's

wholesalers exactly like the Shell Jobber Council, Texaco

has given notification to The National Association of Texaco

Wholesalers, Inc. and to Mr. Tom R. Jackson, who is the

Texaco Brand Chairman of the National Oil Jobbers Council.

(5) Texaco does not request a conference or

public hearing regarding this Application. Texaco does,

however, intend to participate in the Public Hearing to pe

convened by the Office of Hearings and Appeals on December

8, 1978 on Shell Oil Company's Application for Exception,

which Application involves similar issues.

MICHAEL H. RUDY

Dated: December 1, 1978
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CERTIFICATE OF SERVICE

The undersigned hereby certifies that the fore-

going Application for Exception has been sent by United States

mail to the following persons and each person has been notified

that such person may submit comments regarding this Application

for Exception to the Office of Hearings and Appeals within ten

days.

The National Congress of
Petroleum Retailers

Attn: Mr. Charles Binsted
N.W. 2021 K Street, N.W.
Washington, D.C. 20006

National Oil Jobbers Council
Attn: Mr. Robert Bassman
1715 New York Avenue,
Washington, D.C. 20006

The National Association of Mr. Tom R. Jackson
Texaco Wholesalers, Inc. Anderson Oil Co., Inc.

Attn: Jack E. Meinstzer, Jr. Box 8
President Williston, S: C. 29853

P.O. Box 95265
Atlanta, Georgia 30347

MICHAEL H. RUDY
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Mr. MARKS. Having that in front of you—as I assume you do now—
would you turn to page 2 of that petition, please? Mr. Graham, I note
that Texaco is unable—and I understand that this has been the case
traditionally with Texaco--to refine all the gasoline that it sells; and
that accordingly Texaco is forced to purchase gasoline on the spot, or
what we call the open market. Is that correct, sir?
Mr. GRAHAM. The first part of your question, I think, I missed.
Mr. MARKS. The first part of my question is this, as I understand it,

Mr. Graham, Texaco is unable—and I understand that this has been
the case, actually, traditionally with Texaco—to refine all the gaso-
line that it sells.
Mr. GRAHAM. That is correct, yes.
Mr. MARKS. That accordingly, Texaco is forced to purchase gasoline

on the open or spot market.
Mr. GRAHAM. That is right.
Mr. MARKS. Texaco's reliance on the open market renders it particu-

larly vulnerable, does it not, to declines in gasoline supply?
Mr. GRAHAM. That would be right, yes.
Mr. MARKS. And that, of course, in turn leads to Texaco's petition

to the DOE; is that correct?
Mr. GRAHAM. That is part of it, yes. Excuse me, were you going to

continue with your question?
Mr. MARKS. If you want to answer that more fully, we will be

pleased to have it on the record.
Mr. GRAHAM. All right. Historically, the policy of Texaco has been

to sell more than it refines, and the difference has been made up by
processing with other refineries purchases and imports. This policy
in the past has served Texaco well.
Very recently we have lost one of the processing agreements that

we had, and that has caused us one of the concerns here— the con-
tingency plan, if you want to put it that way.
Mr. MARKS. Mr. Graham, Texaco's concern over the short-term fu-

ture of the open market is spelled out on page 2 of the petition that
you have in front of you.
Mr. RUDY. Excuse me, Congressman, we were having our table re-

arranged while you started that question.
Mr. MARKS. Certainly, I would be glad to ask the question again.

Texaco's concern over the short-term future of the open market is
spelled out, I believe, on page 2 of the petition that you have there,
and which Texaco filed, where Texaco lists five factors that could ad-
versely affect gasoline supplies.
Now, some of those are the same factors that I reviewed with the

DOE witnesses previously. We, of course, do not know if any of those
unfortunate developments will come to pass in the next 6 months. But
I would assume, based on Texaco's petition, that a combination, or
even one of those developments, could in fact lead to a fairly wide-
spread supply shortage. Would that be correct?
Mr. GRAHAM. Well, "widespread" in areas since the requirement if

we allocate, that it would be nationwide; that is the regulation.
Now, widespread from a volume standpoint would not be that

significant.
Mr. MARKS. One of the items on your list of lurking problems is

No. 3, "Greater than anticipated consumption of gasoline by con-
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sumers." I wonder if you could explain that for us. What does
Texaco anticipate the average monthly increase in demand for gaso-
line to be for the next 6 months?
I might say that the 5.2-percent increase in demand that was ex-

perienced this past November over last November, or the 2.5 increase
in demand that was generally forecast by the industry at the beginning
of this year.
Mr. GRAHAM. Our forecast for the industry for next year is some-

where between 2 and 3 percent, the increase. For Texaco we do not
anticipate to have that kind of an increase.
As you know, we are withdrawing from certain areas, withdrawing

from the market in the upper Midwest and the upper Rocky Moun-
tain area. Hopefully, these shortfalls will offset any other increases
that we make.
Mr. MARKS. You are using a figure of 2.5, was that what you were

using?
Mr. GRAHAM. It would be in the range somewhere between 2 and 3,

2.5 percent.
Mr. MARKS. The 5.2 figure, I take it by your answer, obviously, you

do not agree with, that it might be as high as 5.2.
Mr. GRAHAM. No, we do not.
Mr. MARKS. The reason we find that interesting is, that happens to

be the current demand.
Mr. GRAHAM. That is right.
Mr. MARKS. I am curious, if in fact the 5.2 is the current demand,

your projection about the 2.5. How did you get to that figure?
Mr. GRAHAM. I am a little out of my field, excuse me, I am supply

and demand. You are talking about forecasts, finance and economics,
looking forward. You have gotten me a little out of my area. So, what I
am quoting for you is what we hear from them now. You are asking
me, how did they arrive at those numbers and why did they not
continue the 5.2—I do not know. I would be happy to find that out
for you.
Mr. MARKS. I was going to suggest that this would be very im-

portant to this committee and the Nation. We would appreciate it,
and we will hold the record open at this point for you to get us that
answer.
[The information requested was not available at the time of

printing.]
Mr. MARKS. It is a fact, however, that if your projection of 2.5 is not

correct, if you have miscalculated and it is, say, 5 percent, then we
really have ourselves a serious problem; do we not?
Mr. GRAHAM. The industry is going to be tight next year. We think

it is going to be tight next year.
Mr. MARKS. SO, what you are saying is, yes.
Mr. GRAHAM. Yes, by whatever that difference in percent would be.

if it does go to 5.2.
Mr. MARKS. A continuation, obviously, of that trend, that demand

trend, if it is coupled with one or more of the other factors cited in
your brief, raises the specter, I would assume, of at least a potentially
serious shortage
Mr. GRAHAM. Again, tight. How serious depends on how tight.
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Mr. MARKS. I am sure that you are trying to answer the question
as candidly as you can.
Mr. GRAHAM. Right.
Mr. MARKS. I think it is important that I say to you that the com-

ments I received from the ladies and gentlemen who were here
earlier when the Department of Energy witnesses testified, as I went
out during our 'brief recess—and which was obvious to Congressman
Walgren and myself, and the staff—was that they were not really as
direct and candid in their answers as we thought they could be, in
some areas. I appreciate the fact that you are trying. May I suggest
to you that when you get to the point—as we may be now—that you
be as candid as you can be with us because, what you are now saying,
of course, is not only of great interest to this subcommittee and the
Congress of the United States, but to the people of this country.
When I say, "A potentially serious shortage", if you can agree with

that, I think it will be better that we know that now. I think what
you are trying to say is, "Yes, in fact it could be."
Mr. GRAHAM. If we were going to restrict the question to Texaco

and its supply, I would say, yes, if any of these were to happen.
Mr. MARKS, Mr. Graham, there is talk within the industry that, if

the Department of Energy approves Texaco's allocation plans, Texaco
might declare then an 80-percent allocation fraction. Admittedly, the
regulations are very complex on that point. That required Texaco
deliveries of gasoline to customers would be cut 20 percent.
Indeed, page 9 of Texaco's petition sets forth the possibility of an

80-percent supply fraction. Is that a realistic possibility in your mind?
Mr. GRAHAM. Well, 80 percent is not, against what we are selling

today. Eighty percent is an adjusted base which is well above what
we have been marketing, and well above what we plan to market. The
80 percent goes against the factor that the distributors and other
people in the marketplace have gone back to 19'72, gotten an adjusted
blse. That adjusts a high number, so we have to take a high number
to start with.
Mr. MARKS. SO, what you are saying, it is really more than 20

percent ; is it not?
Mr. GRAHAM. No, no, from what we sell it is much less than 20

percent.
Mr. MARKs.This point is exceedingly complex, and I would hope

that we do not have to get bog-fred down in needless details. I would
like to appreciate what a supply stortage of that magnitude would
mean, were the Department of Energy not to approve Texaco's ap-
proved curtailment plan; and assuming- that Texaco is unable to
provide an amount of gasoline equivalent to an 80-percent allocation
fraction. The resulting cutback in deliveries to Texaco retailers
would result, would it not, in a severe shortage at Texaco stations?
Indeed, as noted on nage 10 of your petition, over 25 percent of
Texaco dealers would receive only 53 percent-53 percent—of their
current. requirements. Is that correct?
Mr. GRAHAM. You are talking of Texaco investment retailers.
Mr. MARKS. Dealers.
Mr. GRAHAM. There are basically two or three classes of trade.

Now, we are talking about, one, a distributor,. who is a wholesaler.
The alistributers have, by regulation, greater opportunity to get their
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that they have never sold and probably could not sell; but they have
a high number.
The retailers are of two classes, one is our investment stations,

and then there are other retail outlets.
Mr. MARKS. What you mean by that, you own some of the stations

'yourselves?
Mr. GRAHAM. We own and lease out to independent business

people.
Mr. MARKS. Right.
Mr. GRATTAx. Then, there are other retail outlets which are out-

right owned by the service operator. The latter two are retail outlets.
In other words, the Texaco retail dealer, lease-owned stations, and
those owned by other retail outlets, have not had the opportunity,
the regulations have encumbered them from getting adjusted bases.
Some, during the period, they have gotten some.
So, what we have to do is add up all the 1972, 1973 bases, and then

we add up the adjusted bases of the distributors; then we come up
with a new total. With that total, and placing supplies against that,
then we end up with a fraction.

Well, obviously, the retailers, the Mom & Pops, the smaller ones
that you see around here, are going to take a bigger penalty if we
have to allocate. It would not be fair to have the local ones suffer. Do
I make myself clear?
Mr. MARKS. I think you do because I think what you are saying

is—and certainly, that is backed up by your 'petition which may or
may not be a bit qualified by which you are now saying—that 25
percent of what we call the "Morn & Pop" stations are going to take
a 53 percent decrease.
Mr. GRAHAM. Yes.
Mr. RTJDY. Excuse me
Mr. MARKS. Excuse me, sir. Do you want to testify on that point,

is that the idea, Mr. Rudy?
Mr. RUDY. I will confer with Mr. Graham.
Mr. MARKS. We would be delighted to hear your comments on it,

if that is what you want.
What we are saying is, really, they are going to get 53 percent of

what they have gotten previously.
Mr. Rutty, Fifty-three percent of investment retailers, which are

not generally the Morn & Pop stations. The Morn & Pop stations are
what we characterize as open retailers.
Mr. MARKS. Let us go back again because I think what Mr.

Graham said and what you are saying now, Mr. Rudy, is conflicting.
So, let us get it straight.
Mr. R-crny. Now, bear in mind that Mr. Graham is qualified to

speak as to supply problems.
FROM THE FLOOR. Speak up.
Mr. MARKS. Yes, would you speak into the microphone, please?

May I say to you that I am aware of Mr. Graham's qualifications,
and I would remind you that you do not have to remind this com-
mittee, Mr. Rudy because when notification was given to Texaco we
made it very clear that we wanted to have somebody here at this hear-
ing who could answer questions of this type.
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Now, I appreciate the fact that Mr. Graham cannot know every-
thing, but since he has been with Texaco over a quarter of a century,
we are pleased to have him here. If in fact there is some detail that
he is not as aware of as some other people, we are happy to have you
advise him of that fact. But since the record is now conflicting, let
us try to straighten it out. Either one of you may do that.
Mr. RUDY. I think I have.
Mr. MARKS. Would you do it again because I am not now clear.
Mr. RUDY. Our petition states that in the event of an 80-percent

allocation fraction—which is a number that we just chose as an ex-
ample, and not necessarily based on predictions—that 25 percent of
our investment retailers would suffer a shortage of gasoline in the
event we had to allocate.
Investment retailers are generally not what you characterized as

Mom and Pop stations, which are open retailers.
Mr. MARKS. All right, what is an open retailer if it is not a Mom

and Pop operation?
Mr. RUDY. It is a retailer that operates a station in which Texaco

has no real estate interest.
Mr. MARKS. I see. All right, those are the people—however many

there will be—that will suffer the 53:percent decrease.
Mr. RUDY. They would suffer a shortfall. I am not sure that the

53 percent is an accurate number.
Mr. MARKS. Well, we are using the figures based on your own

petition.
Mr. RUDY. We have submitted that figure on investment retailers.
Mr. MARKS. Be that as it may. How many of those dealers will be

involved?
Mr. RUDY. I do not know.
Mr. MARKS. If you do not know, perhaps Mr. Graham knows. Do

you know, Mr. Graham, can you answer that question?
Mr. GRAHAM. There are in the range of about 30,000 Texaco serv-

ice stations; about 15,000 of those are operated by distributors, they
are in the wholesale network; about 6,000 are company owned and
leased out to independents. The 9,000 are the other, or open retailers.
Mr. MARKS. So we are talking about 9,000?
Mr. GRAHAM. 

So,

Mr. MARKS. 9,000 dealers all over the country.
Mr. GRAHAM. All over the country.
Mr. MARKS. Can you be any more precise? I am interested and I

know Mr. Walgren would be as well—about how many of those dealer-
ships are in this 24th Congressional District, which is Erie, Mercer,
and Crawford Counties; and/or in Mr. Walgren's district?
Mr. GRAHAM. No. I have some numbers here of those in Pennsyl-

vania; I do not have that.
Mr. MARKS. Well, how many in Pennsylvania, then? We will start

there, and I am sure you will get us the other information.
Mr. GRAHAM. Do you want that now, do you want me to get into

this?
Mr. MARKS. Yes, if it will not take you too long.
Mr. GRAHAM. The number of service stations in Pennsylvania is

1,316.
Mr. MARKS. 1,316 Texaco service stations in Pennsylvania.
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Mr. GRAHAM. Yes.
Mr. MARKS. And how many of them are of the type that will suffer ?
Mr. GRAHAM. Could we submit this to you later?
Mr. MARKS. Yes. Could you give us a ballpark figure, if you could,

just because it is of great interest, I believe.
Mr. GRAHAM. I would say close to 400.
Mr. MARKS. 400 stations in Pennsylvania.
Mr. GRAHAM. No, of those that would suffer the unusual penalty, of

the total.
Mr. MARKS. Yes, of the 1,316 Pennsylvania Texaco dealerships ap-

proximately 400 will suffer as a result of this.
Mr. GRAHAM. Yes.
Mr. MARKS. You will provide, may I suggest, I would appreciate if

you would provide to the commitee the exact number; we will hold
the record open for that. Also, we would like to know the exact number
of dealerships in the 24th Congressional District—my own—as well as
Mr. Walgren's district.
Mr. GRAHAM. All right.
Let me qualify one statement there.
Mr. MARKS. Sure.
Mr. GRAHAM. We are talking about the open dealers and invest-

ment stations. I think your question stated, "would suffer." I am not
saying that all these would suffer. They would fall in the category
of these stations that "may suffer." They may have had an oppor-
tunity to get an adjusted base themselves that I would not be aware of
here; they would not suffer from that. So, let me qualify that.
Mr. MARKS. Fine. For the record, I would ask you to provide the

subcommittee with specific figures, and I am sure that you will be
able to get those to us as quickly as possible.
Mr. GRAHAM. Yes.
[The information requested was not available to the subcommittee

at the time of printing.]
Mr. MARKS. I note, also, that your petition seeks approval of a

curtailment plan to March 31, 1979, in the expectation that gasoline
controls will be lifted by then; is that correct?
Mr. GRAHAM. That is the application date, sir.
Mr. MARKS. The point here, however, is not that the gasoline de-

regulation would result in a sudden increase in gasoline supply, but
rather that decontrol would free Texaco of its current delivery obli-
gations, leaving it free to apportion gasoline in any way that it
chooses. Is that correct?
Will you pull the microphone closer to you, Mr. Rudy, please, and

speak up?
Mr. RUDY. Mr. Graham has not read our application for exception.
Mr. MARKS. Well, we will give you a page number that you can

go by. You are telling us that Mr. Graham has not read the applica-
tion; is that correct?
Mr. RUDY. That is correct.
Mr. MARKS. Have you, sir?
Mr. RUDY. Yes, I have.
Mr. MARKS. Would you be prepared to answer the question, then,

the question that I am now asking; would you be prepared to answer
that?
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Mr. RUDY. Would you repeat the question?
Mr. MARKS. Certainly. My statement and question was that the

point is not that gasoline deregulation would result in a sudden in-
crease in gasoline supply, but rather that decontrol would free Tex-
aco of its current delivery obligations, leaving it free to apportion
gasoline in any way that it chooses. Is that not correct?
Mr. RUDY. Our petition does not address the issue of decontrol at

all, other than the fact that we hope the situation will change by
March 31. Our petition is merely seeking a change of rule as to Texaco
as to a base period.
Mr. MARKS. May I read from your petition at page 11; would you

care to look at the bottom of page 11, please?
Under a paragraph entitled "Relief Requested," it says:
Texaco has limited the time for which it seeks exception relief from the

period from December 1, 1978, to March 31, 1979, for the following reasons:
One: Secretary Schlesigner has recently stated at a press conference that a

proposal to decontrol gasoline will soon be sent to Congress. It is anticipated
that if Congress ratifies this proposal, decontrol would be achieved prior to
March 31, 1978.

Is that correct?
Mr. RUDY. Yes.
Mr. MARKS. IS that what you stated?
Mr. RUDY. That is right.
Mr. MARKS. IS that what you meant?
Mr. RUDY. Yes, sir.
Mr. MARKS. Fine. That being the case, Mr. Rudy, is the point that

we are now making a correct one, that the deregulation would not
result, in fact, in a sudden increase in gasoline supply, but really,
rather, that decontrol would free Texaco from its current delivery
obligations, leaving it free to apportion gasoline wherever it wanted?
Mr. RUDY. I cannot predict what would happen in the event of

decontrol.
Mr. MARKS. Well, does it not give you a right to stop selling gaso-

line to anybody, if you want to?
Mr. Rum-. Sure, it does.
Mr. MARKS. So, obviously, then, if it gives you the total right, it

gives you a partial right; is that correct?
Mr. RUDY. Of course.
Mr. MARKS. Fine. Then the answer to that question has to be, "yes."
Mr. RUDY. Well, aside from our contractual commitments, of

course.
Mr. MARKS. Mr. Graham, I would like now to review with you

the extent to which the current gasoline supply crunch relates to the
industry having dramatically reduced gasoline inventories and lim-
ited gasoline production earlier this year. Texaco, I assume, is among
those major oil companies that attributes the current gasoline supply
situation to Government price and environmental regulations; is that
correct?
Mr. GRAHAM. That is correct.
Mr. MARKS. IS it not the fact, Mr. Graham, that those restrictions

notwithstanding, Texaco fully expected the industry to be able to
satisfy gasoline demand through 1978 and 1979, and that the industry
would have done so, had it not misjudged demand?
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Mr. GRAHAM. That is right.
Mr. MARKS. We appreciate your candor in that answer.
Mr. RUDY. Congressman, I am sorry, I am having a difficult time

because of the length of the questions, understanding exactly what
you are requiring, a yes or no answer.
Mr. MARKS. Well, I understand that you may be, Mr. Rudy, but

apparently Mr. Graham understands them. If he does not, I would
appreciate very much, Mr. Graham, if you would so notify me before
you answer.
We have a yes answer to that question. Would you like to change it?
Mr. GRAHAM. Repeat the question.
Mr. MARKS. I will be glad to. Is it not a fact that those restric-

tions that we were talking about notwithstanding, Texaco fully ex-
pected the industry to be able to satisfy gasoline demand throughout
1978 and 1979, and that the industry would have done so had it, the
industry, not misjudged demand. Your answer to that was "yes."
Mr. GRAHAM. Was yes in the time the demand for gasoline in 1978

was going to be 2 percent. So, specifically to your answer the question
is yes, in meeting the industry demand of 2 percent. The industry feel-
ing was that it was going to meet the demand—and we are.
The industry also had felt that there was going to be a decline soon,

something like in 1980, 1981. There is now a question. We have revised
our estimates now up to the 21/2 to 3 percent.
Now, if you are asking, do I think at this time that we can meet the

demand, that is one question. I related your question back to, say, the
first of the year, in which case my answer is, yes.
Mr. MARKS. I assume that you are familiar with the gentleman whose

name is Mr. R. J. Fisher of your company.
Mr. GRAHAM. Yes.
Mr. MARKS. Mr. Fisher is the assistant general manager, resale for

marketing; is that correct?
Mr. GRAHAM. Yes.
Mr. MARKS. I call to your attention, just to make the record clear, on

November 30, 1977, Mr. R. J. Fisher, assistant general manager, resale
for marketing of Texaco stated, "Industry supplies are currently ade-
quate, and they are forecast to remain so for the foreseeable future."
Is that correct, sir ?
Mr. GRAHAM. That was dated November 30, 1977?
Mr. MARKS. Yes. That is on page 374, sir.
Mr. GRAHAM. Yes, I see it.
Mr. MARKS. That is correct; is that right?
Mr. GRAHAM. That was the feeling at the time, yes.
Mr. MARKS. Now, clearly, Mr. Graham, this previous testimony

would indicate that Texaco viewed the industry as being able to satisfy
1979 gasoline demand; and the fact that Texaco has suddenly become
concerned over gasoline supplies seems to be suggestive of but two pos-
sibilities: Either the industry misjudged demand; or Texaco in its 1977
presentation before the Federal Energy Regulatory Commission delib-
eratelymisstated the facts in projecting adequate gasoline supplies for
the foreseeable future to lull the Government into believing that it
could proceed with gasoline decontrol in the face of an adequate supply
situation.
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Mr. GRAHAM. The situation on November 30 was one taking the re-
quirements as forecast, that there was enough supply. There have been
other factors since then and it has been, I think, a rather unusual year
in the industry of unscheduled downtime in 1978. We have been subject
to unscheduled downtime ourselves.
Mr. MARKS. Mr. Graham, I must just repeat to you—and then I will

turn the questioning over to Congressman Walgren—the fact that your
answer to my question certainly indicates that it was not the controls
that did it; that it was either a misjudgment, a serious misjudgment on
the part of the industry, or in fact at that time Texaco made a deliber-
ate attempt to lull the Government into an area, which it should not
have done.
Mr. GRAHAM. Taking off controls basically is to allow investments

to be made. One big reason is to make investments that will be required,
that can now not be passed through. The controls discourage and have
discouraged—and will continue to discourage—any new investment
either in new refining capacity, or equipment for upgrading.
Mr. MARKS. Mr. Graham, that would not happen in 1 year. It takes

5 years to build a refinery; is that not correct?
Mr. GRAHAM. That is correct. The controls have been on all of that.
Mr. MARKS. Thank you, Mr. Graham. I have no further questions at

this time. Mr. Walgren ?
Mr. WALGREN. Mr. Graham, does Texaco have specific plans to in-

crease its refining capacity in the event of decontrol?
Mr. GRAHAM. We have bottleneck removal projects. We do not have,

say, a grassroots refinery plant on the board right now. We have several
old units that are rather inefficient. We do have in mind replacing some
of the older equipment with, say, a new crude still, which would shut
down part of our old equipment, and at the same time add an incre-
mental refining capacity to our total capacity.
Mr. WALGREN. What do you estimate the incremental refining ca-

pacity that would be added by other than a grassroots facility; what
do you estimate the increase in supply—in percentage terms—to be
which that kind of incremental capacity would give Texaco?
I gather there is not a specific answer within the company at this

point.
Mr. GRAHAM. No, you placed it in a different set of numbers than I

am used to looking at, you are asking about percent. I would say we
are probably looking at maybe 1 or 2 percent.
Mr. WALGREN. So, essentially bottleneck removal and some incre-

mental adaptations you make to present facilities would add 1 or 2
percent. But you have no plans at present for any—I 

t'
(-rather grassroots

is "green acre", or whatever they call it, "brandnew" facilities in the re-
fining area.
Texaco is essentially asking for a decontrol, in your statement, with-

out any specific plans to provide other than 1 or 2 percent in increased
refining capacity. Is that not correct?
Mr. GRAHAM. That is correct.
Mr. WALGREN. You indicate that you would like to see under the cur-

rent regulations, if you cannot have decontrol, you would like to see a
passthrough of increased refining costs apparently, so that the price
received can reflect increased costs. Has there been a reduction in the
profit margin on unleaded gasoline for Texaco?
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Mr. GRAHAM. I cannot answer that because you specifically asked un-
leaded. I have not seen the books on gasoline, the supply manuals.
Mr. WALGREN. If we might mark the record at this point in hopes of

receiving an answer from someone in the company who could give us a
direct response to that because it seems to me that on the one hand we
are saying that there is a direct need to pass through increased costs.
Now, that must mean that profit margins are not there for you.
Mr. GRAHAM. Right.
Mr. WALGREN. I would like to know what the measure of those costs

are.
[The information was not available to the subcommittee at the time

of printing.]
Mr. WALGREN. How has that profit margin in that line of unleaded

gasoline fallen, so that we might be able to make some judgment about
the necessity of considering a passthrough of those costs.
It troubles me a little that we always come up against the argu-

ment, well, with any kind of regulated or controlled price no invest-
ment flows to that area and therefore the only answer is to stop con-
trolling the price in any way. And yet, we have no specific plans for
exactly what Texaco is prepared to do in the event of decontrol. It is
my understanding that we are contemplating decontrol in the very
near future, within the space of 1 year—one of the timeframes was even
less than 1 year. I would think that, given the long lead time of these
facilities, that we would have specific plans that would be returned
to the public, or stated and certainly developed, so that the public
knows what it gets in return for a totally uncontrolled situation of
prices in gasoline.
Mr. GRAHAM. Probably where you and I are differing here is on the

definition of "plan." I took your definition as, what is on the books and
we immediately start doing in regard to designs, even. We have other
plans to increase. gasoline manufacture, but it is going to take a major
investment; we do have that in mind, planned.
Mr. WALGREN. How much would that increase that you have

planned increase your production by a ballpark percentage figure
Mr. GRAHAM. May I give that to you confidentially, also?
Mr. MARKS. Mr. Walgren, would you yield for a moment?
Mr. WALGREN. Certainly.
Mr. MARKS. I am a little bit concerned about the statement you made,

if I understand it correctly. That is, you are proposing that there be
decontrol, hoping that there will be, and I am sure working very hard
to see that there will be decontrol as of March 31. If that is the case,
are you telling us that you do not have any plans for what will hap-
pen at that particular point?
Mr. GRAHAM. No. As any organization, you are always planning. It

is contingency planing. You have to plan "what if" constantly. If
there is no decontrol this rather large investment cannot be made;
there is no way of recovery.
Mr. MARKS. Mr. Graham—if you will again, Mr. Walgren— I read

from your petition, Texaco's petition, again at the top of page 12, I
believe, where it says, "It is anticipated that if Congress ratifies this
proposal, decontrol will be achieved prior"—prior—"to March 31,
1978," obviously meaning just exactly what it says, I assume.
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Now, if that were the case, if you anticipated that as of March 31,

I must tell you, to use the word "shock" may be an understatement,

to hear you say that you had no plans as of that time; maybe you do
not have any now.
May I suggest to you, sir, that if in fact that is the case—and I am

sure you are trying to be as candid as possible—that is not your 1L-3-

sponsibility. But, would you please pass the word back that this com-
mittee is very concerned about that statement and that situation, and
that we will expect to hear immediately from Texaco as to what if any
plans they do have that you may not be aware of.
Thank you, Mr. Walgren.
Mr. WALGREN. I am certainly concerned that Texaco and other oil

companies may have an interest in a shortage because in a shortage
situation, if it is decontrolled, there is no question that scarcity would
just drive the price upward in a commodity like gasoline, which is very
much in demand. Our lifestyle in this country is such that it probably
will continue to be in demand, where we are consuming about every-
thing that is brought on. I would like that in return for asking for de-
control and asking the Congress to contemplate decontrol, certainly,
we ought to have more firm representations of what increased capacity
is going to come, other than just the laissez faire economics that by
definition decontrol will draw investment into that sector.
What bothers me most is that I think now we are really faced with

psychological dangers to prices. If, let us say, gasoline, for example,
goes over a dollar a gallon, then it will be just, "Damn the torpedoes"
as far as any other price that exists in this economy because it may not
be just that incremental penny. What is the attitude of somebody who
has to pay $1 a gallon—or even a less price—what is their attitude
when they price what they may he selling in Woolworth, or what they
may be asking for at the bargaining table?
So, I think at this time we really have some very unusual considera-

tions. I would be very reluctant to see any kind of decontrol of prices
without slme very direct, concrete plans that would increase capacity
in such a way that we would know we would not face that kind of a
shortage.
Mr. MARKS. May T interrupt one more time?
Mr. WALGREN. Certainly.
Mr. MARKS. Mr. Graham, last nictht between the hours of 7:10 p.m.

and shout 9 :80 T sat in this city with 12 responsible, concerned labor
leaders. Although the major part of that, meeting was to give to me
their views—therefore the views of their people—about the Presi-
dent's wage and price control, their bitterness over what he is doing to
the people, the people they represent, they dramatically portrayed for
me what is happening to their people—the same people you must sell
gasoline to. who must buy from you. They cannotafford—they cannot
afford, with inflation being what it is today—to pay 1 penny, or 2
pennies, or A pennies, or 4 pennies more per gallon of gas because over
the course of a year. whether it is $20, or $80, or $40, or $50, sir, they
have told me that those people just cannot take it any more. God
knows what is happening—because you know—to the .people on a
fixed income, the elderly.
Now, T suggest to you that they went beyond that and suggested to

me that there is going to be an uprising, a social uprising, unless some-
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thing is done about it. I suggest that one of the messages, if you 
will,

sir—and I do not mean to be presumptuous in suggesting this to you—

that you take back to your company that they must have some 
great

concern for those people that I am now talking about.

Mr. Walgren ?
Mr. WALGREN. Does Texaco have a position on the President's

wage-price guidelines?
Mr. GRAHAM. Let me go back just one step. When you talk about

plans and your feeling, apparently, that I have given you that we

do not have anything, we do have a lot of plans continuously. How-

ever, at each time, at the point when we decide to go again, we must

look at the crude available, what crude is available to us; what the

sulfur is; what yields it will make from it. Following that, what
kinds of operating conditions go into that unit. These things change

almost as fast as the gasoline requirements.
Iran, for instance, will cause us to make big changes in what we

would design in this particular equipment.
Mr. WALGREN. Suppose that the crude availability was very un-

certain. Would you not then withdraw any recommendation of de-
control of prices because your real reason for decontrolling prices is
to attract investment to that need, supplies in that area? If there were
no raw material to put into a plant, even if you built it, then you cer-
tainly would not argue for decontrolled prices.
Mr. GRAHAM. Well, you are talking here of crude and the possibility

of the world crude supply peaking out. I think the experts have stated
they look at some time between 1985 and 1990 as the time world crude
supplies peak out, or world crude production will peak out.
What we are talking about is converting some of the lower quality

product into gasoline, possibly not increasing the crude running
capability itself.
Mr. WALGREN. Does Texaco have a policy to limit their investment

to the oil industry? Texaco does not hold stock in Disney Land, or
any entertainment companies, "Six Flags over America"?
Mr. GRAHAM. We are, as you might expect, in the petrochemical

business likewise. Our field is an energy field.
Mr. RUDY. Let me say, we may have isolated investments that we

are not familiar with. But basically our investment thrust is in the
petroleum field.
Mr. WALGREN. I understand. If we were to add $4 billion to the oil

companies' revenues per year, how much of that money do you believe
would go into investment in refining capacity for unleaded gasoline?
Mr. GRAHAM. You are talking about the industry. I could not answer

for the industry. If we were to pursue ours, a large part of it, very
large numbers in investment.
Mr. WALGREN. I see. Perhaps large numbers, but how about large

percentages of the $4 billion. Would it be over 50 percent that went
into unleaded gasoline capacity?
My point is, the industry is not willing to make a commitment that

the benefit from decontrol, in order to solve the problem of shortage
in unleaded gasoline, will go to solve the shortage in unleaded gaso-
line • are they''?
Mr. GRAHAM. I do not think I can answer that.
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Mr. WALGREN. Perhaps we will hold the record at this point. You
might read it later on, and if there is anybody in Texaco that would
like to address that problem, we would be very happy to have it.
Mr. MARKS. We will hold the record open for that purpose.
[The information requested was not available to the subcommittee

at the time of printing.]
Mr. WALGREN. Just very quickly, has Texaco made any representa-

tions to the administration that they will live within the administra-
tion's price guidelines, to your knowledge?
Mr. MARKS. His voluntary plan.
Mr. WALGREN. Yes, voluntary wage-price guidelines. Has Texaco

taken a position that it will hold any increases in price within the
guidelines that have been presently put forward by the adminis-
tration?
Mr. Run-Y. I can answer that question. I do not know whether we

have made any specific representations to the administration, but we
are complying with them. And we intend to comply with them. In 1972,
when voluntary wage and price guidelines were implemented, we com-
plied with them at that time. So, I am certain that we would live
within them.
Mr. WALGREN. I see. One of the problems in the oil industry is that

when you have both company owned and independently owned gas
stations, a shortage has even greater leverage because to the degree
you have the power to supply your own outlets and deny supply to
independently owned outlets, you can wipe them right off the map.
Then, in a later period of increased supply, you are the only party
in town.
Would decontrol as you envision it give Texaco the power to allo-

cate shortages, or greater amounts of the burden of shortages, to the.
independently owned, as opposed to the Texaco owned?
Mr. GRAHAM. Well, from a supply and distribution standpoint we

would not. Now, you are getting into the marketing areas and market-
ing strategies, and I am not familiar with the strategy. I would say
as a principle, though, Texaco would abide by all our contracts. We
have been good citizens in this area and we will continue to be.
Mr. WALGREN. As counsel to the company's operations in this area,

does necessity in terms of an imposed shortage on the company as
a whole, does that release you from contractual obligations? That
would be a defense to a claim of nonperformance under basic contract
law; would it not?
Mr. RuDY. No, I do not think so, just without specific contractual

provisions. If you want my opinion as a lawyer, I do not think that
a shortage would necessarily release us of a contract.
Mr. WALGREN. Do you know whether Texaco in their approaches to

the political side of the Government made any suggestions as to how
we might protect the independent suppliers in hopes of maintaining
competition, and not winding up just with Texaco-owned outlets?
Mr. RuDY. Maybe we should try to define what you mean by "inde-

pendent" and "company" operated. We only have less than 100 com-
pany-operated stations nationwide. I do not think those stations would
have any dramatic impact.
Mr. WALGREN. How about company owned, where the investment is

owned by the company?
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Mr. RUDY. There are more.
Mr. WALGREN. There are more.
Mr. RUDY. There are substantially more than that.
Mr. WALGREN. What is the balance in the total number of outlets

where somebody secures a contract with Texaco and gets the right
to use the insignia and a contract for you to supply him just with the
gasoline, but he owns the pumps and he owns the station; versus a
station where you are the owners and you lease it to somebody who
is essentially supplying labor alone. What is the balance, 50-50,25-75 ?
Mr. RUDY. I am a little concerned that that may be getting into

some proprietary information that we may not want to disclose in
a public hearing, but we would be glad to provide you in writing after
the hearing.
Mr. WALGREN. I would appreciate that. Also, perhaps, you might

address yourself to the question of, if we have decontrol, what assur-
ances do we as people interested in maintaining competition, literally,
have? When you talk about decontrol, you are asking the public to
take a real flyer, the flyer being, perhaps a good flyer, that competi-
tion will in fact deliver goods at the lowest possible price. In this
balance between independent and, company-owned supplies is the es-
sence of what you are asking the country to rely on, the competitive
forces within the market structure.
I would like to see the campany address itself to, in the event of

decontrol, what assurances is the company prepared to make to the
people they are asking to vote for decontrol, that those competitive
factors will not be substantially undercut by a future shortage.
Thank you very much, I appreciate the opportunity.
Mr. MARKS. Thank you, Mr. Walgren.
Mr. GRAHAM, before you leave, I think it is important that I men-

tion something to you. That is, if the people in my district—the 24th
Congressional District—are any indication about what our people
think across this country, they not only think, but they believe that
the reason that Texaco and the other big oil companies want deregu-
lation is to make more money.
May I suggest to you that if Texaco has not already—and I assume

it has, as the other members of the industry—not thought about it,
they had better get an awfully good public relations group together
to try to lay the facts, the real facts before the American people be-
cause basically the American people do not believe—if the people in
my district are any indication of their thoughts—that you have any-
thing in mind—anything in mind and when I say you, of course I
mean the big oil companies, but to make more dollars. I heard your
comment which I am sure you believe, sir—I am very impressed with
you personally.
Mr. RUDY. I am impressed with you, sir.
Mr. MARKS. I believe that you. believe it when you said, "We are

good citizens". I remember those remarks, "good citizens. We have
been good citizens and will continue to be." Let us hope that is the
ease.
We thank you very much for your candor, your willingness to come

today—both you and Mr. Rudy. We are certain to have our paths
cross again some time. Thank you for being with us.
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Mr. RUDY. Let me say, Mr. Marks, that we appreciate the oppor-
tunity of being here and providing you with information that you
have asked for today. Let me express, on behalf of the company, our
willingness to continue to work with you; to continue to provide
you with all the information that you might need on this very impor-
tant topic.
Mr. MARKS. We appreciate those comments, Mr. Rudy. Mr. Graham,

thank you again, sir, very, very much for being with us.
If the reporter is now ready, may I go on the record—in case I for-

get later—to say how much we appreciate the fact that you are with
us today, and what a wonderful job you are doing, in spite of the
fact that we talk awfully fast sometimes. We appreciate it very much.
We would like, then, to call our next witness, who is Mr. Paul H.

Hertel, Strategic Assessment Planning Department, Sun Petroleum
Products Co.
Mr. HERTEL, we appreciate very much your being here. If you

would rise, please, and be sworn, we will proceed.
Do you swear that the testimony you will give will be the truth,

the whole truth and nothing but the truth, so help you God?
Mr. HERTEL. I do.
Mr. MARKS. Thank you. Please, be seated. Mr. Hertel, as we have

with our previous witnesses, if you have a prepared statement that
is not very long, we would like to hear it; otherwise we would like
you to summarize it—for the sake of time. I might ask before you
are going on, do you have any transportation deadlines to meet?

Mi.. HERTEL. We have a 2:28 flight.
Mr. MARKS. Fine. We will see, sir, if you are brief and succinct in

your answers, we will be the same in our questions, we will get you
out.

TESTIMONY OF PAUL H. HERTEL, MANAGER, STRATEGIC ASSESS-
MENT GROUP, PLANNING DEPARTMENT, SUN PETROLEUM PROD-
UCTS CO., A DIVISION OF THE SUN OIL CO., OF PENNSYLVANIA

Mr. HERTEL. First of all I would like to say, my name is Paul H.
Hertel, and I am manager of the Strategic Assessment Group in the
Planning Department of Sun Petroleum Products Co., a division of
the Sun Oil Co., of Pennsylvania.
The Sun Petroleum Products Co. operates five refineries in the

continental United States, and one refinery in Puerto Rico. We are
primarily a domestic oil company, and not an international major.
The duties of my position include advising management as to the

inventories and availability of petroleum products on a national and
an international basis. Since Sun Petroleum Products Co. markets
only east of the Rockies, my main international interest is in the
Caribbean region and in Europe.
I have prepared no formal testimony but am here at the request

of the subcommittee staff with whom I met this past Monday, to
answer questions of the subcommittee to the best of my ability.
Mr. MARKS. Mr. Hertel, would you do us a favor, please, and give

the clerk a copy of that when you have finished. We seem to have
lost the copy. Thank you very much.
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Mr. HERTEL. The subcommittee seems to have been directing their
attention—
Mr. MARKS. Excuse me again

' 
Mr. Hertel. I understood you to say

that you do not have a prepared statement. Are you making one now?
Mr. HERTEL. No just an opening statement.
Mr. MARKS. Oh, fine.
Mr. HERTEL. The subcommittee has directed its attention toward

the differences in the industry operations between 1978 and 1977. I
would like to clarify at least Sun's operations during that same time
period.
Mr. MARKS. Excuse me just one moment, please. As counsel advises

me, that is really the purpose of our questioning, and if we may, we
would like to ask you the questions, if we can.
Mr. HERtEL. Sure.
Mr. MARKS. Thank you.
I want to state that I personally—and I know I speak for Con-

gressman Walgren as well, and the staff—appreciate your being here
today in view of the relatively short notice that was provided to you,
and for the cooperation which you extended to the subcommittee in
your meeting with the staff earlier this week.
I take it, based on the meeting that you held with the staff, that

Sun Oil Co.—which is one of the Nation's largest refiners—is fairly
pessimistic concerning gasoline supplies this spring, assuming a con-
tinuation of current gasoline demand. Is that correct?
Mr. HERTEL. That is correct. For the record, we are not one of the

larger suppliers, we represent less than 5 percent of the total domestic
refining capacity.
Mr. MARKS. One of the top 15.
Mr. HERTEL. Yes.
Mr. MARKS. Your company, I believe, at the beginning of this year

projected •a 2.5-percent increase in gasoline demand, as opposed to
the 5.2-percent increase experienced in November 1978. Am I correct?
Mr. HERTEL. We did project a 2.5-percent increase in demand. I

would caution the subcommittee in looking at only a given month. I
would think, looking at year-to-date figures would be more appro-
priate because weather does change from one November to another
November. Weather conditions change from one year to the next.
The year-to-date figures are of the order of a 3- to 31/2-percent

increase.
Mr. MARKS. What factors, in your view, are contributing to the in-

crease in demand?
Mr. HERTEL. Well, the increase in demand is attributed to the driv-

ing habits, as was previously mentioned, of over 150 million people.
There are approximately 120 million cars. This alone is highly
unpredictable.
Another factor, we believe, is that the actual experienced efficiency

of the automobiles which have been sold in the past few years has not
met the EPA measured efficiency.
Mr. MARKS. Would you repeat that again? If not for the record,

at least for emphasis.
Mr. HERTEL. The actual miles per gallon experienced by the aver-

age driver is not very close to the EPA mileage ratings, as they per-
form their tests.
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Mr. MARKS. Go right ahead, sir. Any other reasons?
Mr. HERTEL. Those would be the prime reasons.
Mr. MARKS. Would the increased sale of light trucks and vans also

have something to do with it?
Mr. HERTEL. Yes, it would it certainly would. There has been a

run on light trucks and vans this year.
Mr. MARKS. SO, it is then your view, sir, that the unexpectedly high

demand for gasoline, beginning in May of this year and continuing
for—no one reaJly knows how long—is responsible for the current
gasoline supply situation?
Mr. HERTEL. Yes, it is.
Mr. MARKS. And it is your view also, is it not, that if the current

high demand for gasoline continues, we could conceivably face a
situation this spring in which motorists will experience difficulty in
obtaining gasoline is that correct?
Mr. HERTEL. If we continue at rates of increase of 4 to 5 percent,

yes, that is correct.
Mr. MARKS. It would appear to me that by July of this year the

figures on gasoline demand were such as to cause a reasonable person
to suspect a potential gasoline shortfall is that not true?
Mr. HERTEL. Yes, that is true.
Mr. MARKS. I want to be perfectly frank with you, Mr. Hertel, in

my next question and yet, at the same time I do not intend any dis-
respect to you personally, especially in view of the extent to which
Sun Oil has cooperated with the subcommittee during its inquiry.
But in a relatively short time that I have had the honor of repre-
senting my district in Washington I have developed certain suspicions
regarding the credibility of the oil industry—a view which, as you
know, is shared by many of my colleagues.
Mr. HERTEL. Yes.
Mr. MARKS. My question to you, sir, is this: Why in view of the fact

that a reasonable man could only have concluded by July of this year
that the Nation faced a somewhat precarious gasoline supply situation
did Sun Oil Co. in testimony before the Department of Energy on
July 14, 1978, go along with the Department of Energy's optimistic
forecast regarding 1979 gasoline supplies?
I refer here to testimony of a Mr. Kenneth L. Moore, which you

are now being handed, vice president of SunMark Industries, the
marketing arm of Sun Oil Co. who stated on July 14, 1978, "Depart-
ment of Energy estimates call for adequate supply, at least through
1979. In the case of Sun this condition is also true, and we concur,"
1. repeat, "And we concur with the Department's estimates. This con-
clusion takes into consideration the fact that pha sedown of lead con-
tent will result in lowered average yields of gasoline. These two
factors, adequate supplies and market-determined prices lead Sun to
the conclusion that decontrol will not affect prices or demand."
Mr. HERTEL. In July 1979 the only information that was available

on 5.1.9 soline consumption—
Mr. MARKS. Excuse me just a moment. Counsel called to my atten-

tion that you said July 1979.
Mr. HERTEL, July 1978, I am sorry.
In July 1978 the only official DOE information on gasoline con-

sumption represented the first quarter of the year—January, Febru-
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ary, and March. There is a considerable delay in official reporting of
information.
The increase in the first quarter of 1978 over the first quarter of

1977 was 2.6 percent. At that time it was very reasonable to assume
that the forecast of 2.5 percent would be within the ballpark for the
remainder of the year.
Mr. MARKS. I assume that is your answer for what was said on

July 14, 1978, when Sun not only went along, but was out front on
saying, "Don't worry, everything is going to be OK."
Mr. HERTEL. Pardon me?
Mr. MARKS. That is your answer?
Mr. HERTEL. Yes, we based our answer on Government information.
Mr. MARKS. I see. I have to ask you this question was Sun's presen-

tation—the Sun Oil Co.'s presentation before the Department of En-
ergy in July—colored to promote the gasoline deregulation proposal
that the Department of Energy was planning at that time to submit
to Congress in the fall?
Mr. HERTEL. I believe not.
Mr. MARKS. But you do agree, do you not, that the supply situation

as it was known to Sun and the major oil companies in July of this
year was such as to preclude one's dismissing any consideration of a
potential gasoline shortage in a period of rapidly increasing demand.
Mr. HERTEL. Demand was not increasing rapidly, sir. I am trying

to tell you, it was increasing at the rate that was expected, 2.5 percent
in the first quarter of 1978. In fact, the demand increase over previous
years had declined in six of seven quarters since 1976, up to the first
quarter of 1978.
Mr. MARKS. Mr. Hertel, another factor that Sun's July assurance

concerning gasoline supplies through 1979 suggests to me is that the
current supply situation is a function, really, not of Government price
and environmental regulations, but rather that it almost relates wholly
to the industry's failure to project short-term gasoline demand. Do
you agree?
Mr. HERTEL. No, I do not think that the industry failed up to April,

or May, or June, up to that time period. Again, our forecast was right
on the money for the first quarter of 1978.
Mr. MARKS. That is exactly the point counsel has suggested, but

after that you were way the hell off.
Mr. HERTEL. Well, the second quarter increase• over 1978 was 2.8

percent, which again is not too far from the 2.5 percent. From the
first to the second quarter of this year, the industry increased capacity
utilization by approximately 3 percentage points; they went from 84
to 87. So, there was a recognition, at that point, by the industry that
demand seemed to be a little higher than expected. So, the refineries
operated 
Mr. MARKS. A "little hic4her than expected"?
Mr. HERTEL. Well, at 2.6.
Mr. MARKS. Excuse me, sir, did you see the chart that was presented?
Mr. HERTEL. Yes, I did.
Mr. MARKS. Did you see that curve of demand from May on?
Mr. HERTEL. That difference is 2.6 percent, sir.
Mr. MARKS. I would like to review with you, finally, if I may, Mr.

Hertel, the decision on the part of the oil industry to reduce gasoline
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inventories through the first quarter of this year. Now, one reason for
an oil companies' efforts to project short-term gasoline demand is of
course a desire to keep inventory no higher than necessary to eliminate
the cost of maintaining a higher than necessary inventory; is that
true?
Mr. HERTEL. That is correct.
Mr. MARKS. One of the costs of maintaining inventory is the interest

charge made on the money borrowed by the company prior to sale;
is that correct?
Mr. HERTEL. That is correct.
Mr. MARKS. So that in interest charges alone the cost of maintaining

1 barrel of gasoline in inventory for 1 year is approimately $1.80; am
I correct?
Mr. HERTEL. That is approximately correct, yes, sir. May I make

a comment at this point?
Mr. MARKS. Certainly.
Mr. HERTEL. Sun, during this same time period, was in a slightly

different position than the industry in general. Our inventories were
below what they were the previous year; and our refinery operations
were much higher than the industry average during that same time
period. "We were striving to make as much gasoline and provide as
much gasoline as possible to the general public.
Mr. MARKS. My final question is this, is it not really the case that our

current gasoline supply situation would be markedly better today if
the industry had maintained the record high gasoline inventory that
it had going into January 1978?
Mr. HERTEL. There would be more barrels in inventory, yes; we

would he in better shape.
Mr. MARKS. We would be in better shape.
Mr. HERTEL. Pardon me?
Mr. MARKS. As you say, we would be in better shape.
Mr. HERTEL. Yes. Well, we are not really in bad shape.
Mr. MARKS. Thank you, Mr. Hertel. Mr. Walgren ?
Mr. WALGREN. I understand that some of the data that Sun bases

its position on is that supplied by Government information.
Mr. HERTEL. Yes, sir.
Mr. WALGREN. The reason we brought you here this morning be-

cause we wanted you to see the basis of the Government information,
and I hope that you will evaluate the presentation made by DOE and
perhaps send the word back that we cannot rely too heavily on the
accuracy of some of the projections.
Mr. HERTEL. Congressman, it is our only source of information for

the industry. I would recommend, and we have recommended as a cor-
poration that the Government improve their reporting requirements
so that we do have an early warning system.
Mr. WALGREN. I recognize Mr. Sims at this point.
Mr. Sims. Thank you, Mr. Walgren.
I just want to explore one other source of data with you, if I could.
Mr. HERTEL. Sure.
Mr. Sims. That is the weekly report by the American Petroleum

Institute, which is an industry trade association, which gives a pre-
liminary estimate of demand with a timelag of about 2 weeks; is that
correct?
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Mr. HERTEL. Yes, that is correct.
Mr. SIMS. They do this every week.
Mr. HERTEL. They do it every week, and they revise previous

figures almost every week.
Mr. SIMS. That is correct. But, is it not true that this source is used

by the industry, as it is by the Government and by the Congress, as
a sort of initial testing of the water?
Mr. HERTEL. It is a barometer of the situation.
Mr. Sims. While there is clearly a time delay in the Bureau of

Mines/Department of Energy official actual demand figures, is it
not also true that this barometer that API was putting out on a
weekly ba-is clearly showed in July that things were heating up?
Mr. HERTEL. That is correct, but the data also reports that begin-

ning in April or May the refineries were increasing their throughput;
so that the refining industry had recognized the potential situation
that we were headed for. They have increased their throughput,
capacity utilization, as I mentioned, from the first-quarter figure of
83 percent up to a third-quarter figure of 92 percent. So, the refining
industry did recognize that inventories were declining, and reacted
accordingly and responsibly.
Mr. SIMS. Well, if we are to believe the Department of Energy

figures depicted here in exhibit 1, refinery utilization in 1978, even
through June and July, was clearly less than for the corresponding
months in both 1977 and 1976.
Mr. HERTEL. That is why I caution you in using monthly data. I

think quarterly data is a much better indication. There is no doubt
that refinery utilization was lower in 1978 than it was in 1977. But,
if you look at the absolute refining capacity you will find that it is
probably much higher in 1978 than it was in 1977. So, the number of
barrels going into the refinery, although the utilization was less, was
probably more.
Mr. Sims. Texaco, and I think the Department of Energy, told

us that Government regulations were a clear constraint on the ex-
pansion of refinery capacity. Has refinery capacity in fact increased
enough during a period of Government regulation to more than
negate the constraint on the industry?
Mr. HERTEL. The capacity of the domestic industry increased 2

million barrels in the 2 years of 1976 and 1977.
Mr. Sims. In the face of Government regulations?
Mr. HERTEL. These investment decisions were made in 1974, when

investing 1974 dollars, the margins that we were controlled at, re-
turns seemed adequate for those who wanted to increase investment
in farilities. Since then the margins have remained the same and the
costs have escalated probably no less than 30 or 35 percent. Currently
the margins are inadequate for increasing the capacity of the
industry.
Mr. SIMS. SO, just to kind of oversimplify a point that we have

been discussing here all day, there regulations do not prevent re-
finers, generally, from running their existing refineries. But, what
the refiners are saying is that they prevent the industry from building
new refineries.
Mr. HERTEL They prevent the industry from economically build-

ing new refineries. As far as new refineries are concerned, sir, I might
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also point out that there have been a number of grassroots refineries
proposed for construction throughout the United States over the last
5 years, and there have been many turned down, based on siting
regulations.
The DOE itself has published a list of those independent refiners,

people not currently in the business, who have indicated that they
would be willing to invest in facilities if they could find a place to
put their facilities. The EPA has actually, by their regulations,
reduced the competition within the industry.
Mr. Sims. Mr. Chairman, I do not want to take all of Congressman

Walgren's time, and am happy to yield back to him in hope that after
Congressman Walgren has had a chance to complete his questioning,
that I could be recognized for one or two additional questions.
Mr. MARKS. Congressman Walgren ?
Mr. WALGREN. How does the trade-off between heating oil and auto-

mobile gasoline occur in the industry? It was said earlier that we
expected demand for gasoline to fall off after Labor Day, and then
we can switch our capacity to producing the heating oil needed. But,
what happens if the demand for gasoline does not fall off, are we
walking right into a heating oil problem?
Mr. HERTEL. It depends on the availability of heating oil outside

the United States. We, as an industry, in times of shortages have
gone outside the United States for imports of distillate fuel oil. The
most recent time that was done in large quantities was the first
quarter of 1977, 2 years ago; a very cold winter with natural gas
curtailments. Horne heating oil was actually imported from the
Caribbean area and from as far away as Europe.
Mr. WALGREN. Are there supplies there so that if we do not go

through this shift from gasoline to 'heating oil, that there will not be
a shortage of heating oil?
Mr. HERTEL. To my knowledge, there is no timely reporting of in-

ventories in Europe or in the Caribbean. The only thing that one
can look at is the pricing structure in these various areas. The pric-
ing structure that currently exists would indicate that there are not
large s-rpluses.
Mr. WALGREN. -What is the danger if we decontrol the price of the

refined gasoline for automobile purposes, would that not provide a
much greater incentive for the refineries to stick with the production
of unleaded gasoline to the detriment of producing heating oil, and
therPfore bring on a shortage of heating oil?
Mr. HFRTEL. I think the industry would continue to maximize

gasoline production, as they are currently attempting to.
Mr. WALGREN. SO, there would be a spill-over effect which would

then incr-ase the price of home heating oil to the degree the gasoline
prices rose to meet the shortage there, heating oil would come right
up with it.
Mr. HERTEL. There could be, and I would recommend to the sub-

committee that they consider both distillate and gasoline in their
deliberations because they are related. The industry has a fixed
capacity to produce the sum of the two and has some flexibility
between gasoline and distillate.
Mr, WALGREN. Is presently the decision to produce one or the other

based on price?
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Mr. HERTEL. I would say in general, yes. The refining industry in
the United States, although you speak in terms of billions of dollars,
has a very small profit. The profitability of our particular refining
company—although it was $100 million last year—amounted to about
11/4 cents per gallon on every product that we sold. We are working
on a very small margin. The rate of return on our capital employed
was well under 10 percent.
So, the average investor would not invest in the domestic refining

industry as it currently exists.
Mr. WALGREN. I see. As I understand it, some suggestions that you

have to stretch gasoline and perhaps get us through some tight spots
involve the use of the additive MMT.
Mr. HERTEL. Yes.
Mr. WALGREN. The reservation about MMT being apparently that

although it gives you more "bang" for the gallon and gets you farther,
and therefore the same amount of gasoline would go farther, it does
have an impact on the catalytic converters that have been required
by EPA, and which are now on many, many automobiles. Is that
correct?
Mr. HERTEL. There have been studies on the effect of MMT on

catalytic converters, and in my opinion the evidence is not conclusive.
Mr. WALGREN. Are there any short opinions to that effect that we

might incorporate in this record, to indicate your scientific reserva-
tions about this?
Mr. HERTEL. I think a review of the EPA hearings and the court

cases, they might be the best source of technical information.
Mr. WALGREN. Do you have an estimate as to about how much

using MMT might stretch our capacity?
Mr. HERTEL. I would estimate for our system—and that is all I can

speak for—that the increase would be in the order of one-half to 1
percent. You see, what we are dealing here with is small differences as
between two very extremely large numbers, each of which is subject
to a lot of error.
Mr. WALGREN. SO, it would be helpful, in your view, to allow MMT.
Mr. HERTEL. It would be in the proper direction.
Mr. WALGREN. That, coupled with a delaying of the reduction in

lead that is scheduled, apparently, for next fall, is that right?
Mr. HERTEL. Yes.
Mr. WALGREN. That is requiring the refiners to anticipate to make

some changes in advance of that, so that they are meeting those levels.
Mr. HERTEL. That is right.. We are currently investing in each one

of our refineries in order to meet and comply with EPA regulations.
If we could use those investments to produce gasoline in a leaded
environment, we could produce more.
Mr. WALGREN. Do you know how much more you might be able to

produce, just looking at Sun Oil?
Mr. HERTEL. We have made an estimate of 2 percent.
Mr. WALGREN. That is all I have, Mr. Chairman thank you.
Mr. MARKS. Thank you, Mr. Walgren. Mr. Sims, you wanted to ask

a question, I believe.
Mr. SIMS. Yes, thank you.
Mr. Hertel, did I understand your earlier testimony correctly, that

while the DOE numbers apparently showed significantly less utiliza-
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tion of existing capacity in the first half of the year, Sun because of

lesser stocks than average was actually running its refineries more

than the industry average?
Mr. HERTEL. That is correct.
Mr. Sims. You wish to correct this?
Mr. HERTEL. Well, I want the record to show that Sun was in a

different position than the industry. Our inventories were below prior
years, and our operations were at higher capacity utilizations.
Mr. Sims. Would the clerk please provide the witness with a copy

of exhibit 5 which, Mr. Chairman, I would like to introduce into the
record at this point.
Mr. MARKS. It is SO introduced.
[Exhibit No. 5 follows:]

EXHIBIT No. 5

SUN OIL SHIPMENTS OF UNLEADED GASOLINE

[Thousand barrels]

1976-78

Percent
charm, 1977

over 1976

Percent
change, 1978

over 1977

anuary  (9 65.5 44.7
February (1) 35.8 24.3
March (9 117.9 (7.9)
April (9 46.2 3.3
May (1) (11.0) 16.4
June (1) 28.1 4.6

July (1) 70.6 (16.0)

Ail • ust (I) 6.8 32.5

September (I) 8.8 26.1

October. (9
November  (1)
December (9

I Proprietary data, actual numbers omitted.

Mr. Sims. Mr. Hertel, please take a moment to study this, and let
me explain to you what this exhibit represents. This exhibit is derived
from data which your company reported to the Departemnt of Energy
regarding unleaded gasoline shipments from your refineries.
Since the actual data is proprietary, we have omitted the numbers.

Rather, the staff has calculated the percentage change in unleaded
gasoline shipments from year to year. In other words, the first column
shows the percentage of increased production in 1977 of unleaded
gasoline, compared to 1976; the second column shows the same com-
parison, 1978 to 1977.
Now, Sun's increased production through July 1978 is clearly at

a much slower rate than it was in 1977; is that correct?
Mr. HERTEL. A sight average would indicate that.
Mr. MARKS. Assuming the figures are correct.
Mr. HERTEL. It appears that an average of the increase in 1978 over

1977 is less than the average increase from 1977 over 1976.
Mr. Sims. And it would also appear, would it not, that in July 1978

you actually produced less than you did in the same month for 1977.
Mr. HERTEL. It says that the shipments from our refineries were less,

yes. It does not say we produced less.
Mr. Sims. Let me strike the word "production" because it is kind

of a misnomer when applied to unleaded gasoline. This reports ship-
ments from the refineries.
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Mr. HERTEL. Shipments from the refineries—it says nothing about

what be produced in those refineries; it says what we shipped out 
of

the refineries.
Mr. Sims. Right. Now, Sun has approximately five refineries now,

and those existed, I presume, in 1977.
Mr. HERTEL. Yes, sir.
Mr. Sims. Was there a significant expansion in the refinery capacity

from 1977 to 1978 that could possibly explain the decline in shipments?

Mr. HERTEL. No, there was not a significant change. Do you want

an explanation for the decline, is that what you are driving at?
Mr. Sims. Yes, please, could you explain to us
Mr. HERTEL. Our marketing—
Mr. MARKS. Just one moment, if you will finish the question and

then answer.
Mr. HERTEL. I am sorry.
Mr. SIMS. No, please, I was just trying to ask you that basic

question.
Mr. HERTEL. The data seem to indicate that our increases in ship-

ments from 1977 to 1978 are less than they were from 1976 to 1977.
This relates to the type of market that we are in. Sun does not market
an unleaded premium grade of gasoline. During 1978 a larger portion
of the cars that were produced in Detroit required unleaded premium
for satisfactory operation. So, our unleaded regular could not satisfy
these cars; whereas the cars that were shipped out of Detroit during
1977 operated very well on unleaded regular. So, our increased ship-
ments and increased production in 1977 over 1976 related very well
to the type of car that was being sold. In 1978, which are the 1978
models, a higher percentage of those required a premium gasoline
which we did not supply to our dealers. This is the reason why it
would appear that our shipments of unleaded grade declined.
Mr. Sims. I am glad you mentioned the Detroit problem because I

know the subcommittee has been focusing more on the refinery aspect
of the problem. That should not by implication mean that we are not
fully aware of the ever-increasing octane demands from Detroit.
Mr. HERTEL. The Detroit problem can be roughly summarized as

follows, they are striving to meet mileage standards, and in doing so
they are operating on a very ragged edge of car performance. Each
model year seems to require a higher octane unleaded gasoline to sat-
isfy the average motorist. The regulations, or the understanding that
was arrived at between the industries was that all tests would be per-
formed on a particular grade of gasoline, which is currently what we
call "unleaded regular," and that all cars would perform satisfactorily
with that particular gasoline. The facts are that the cars are not per-
forming satisfactorily on unleaded regular gasoline.
Mr. SIMS. My final question, Mr. Hertel. Could this same problem

be visited upon you next year by Detroit; could this happen again?
Mr. HERTEL. Yes.
Mr. Sims. Thank you very much, Mr. Chairman.
Mr. HERTim. I think, again, you would be in a better position, or

EPA would be in a better position—
Mr. WALGREN. I just found under the seat here a Civil Defense hel-

met, and I wanted to apologize for not providing these kinds of things
to the witnesses that come before the committee.
I am pleased to see that Erie is far ahead of the President's program

at this point by providing these protections to your public officials.
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Mr. MARKS. Thank you, Congressman Walgren.
Mr. HERTEL. I might point out that Sun is pleased to participate in

these types of hearings, and in the future would hope to have more
time to prepare and answer specific questions.
Mr. MARKS. Mr. Hertel, in behalf of the committee, certainly par-

ticularly Mr. Walgren and myself, Mr. Sims, and Mr. Galloway, our
staff, we appreciate very much—as I have said at the opening, after
you were sworn—the fact that your coming before this committee was
not only in a cooperative manner, but at such short notice; we appre•
ciate it very much. We appreciate your company's making it possible
for you to come.
I hope, however, and I am sure you were in the room when I sug-

gested to the gentlemen from Texaco the very, very serious concern
that the people in my district—who I think are representative of peo-
ple all over the country—have, as concerns the problem that will be
before, and is before, the Congress of the United States, who represent
those people as far as decontrol of gasoline is concerned.
I suggest to you again very, very strongly, sir, that the people just

do not believe it.
Mr. HERTEL. I would like to add to that, sir, that the Sun Co. em-

ploys 28,000 people who are in the same position as many of your
constituents.
Mr. MARKS. I am sure that is true.
Mr. HERTEL. We are deeply concerned about inflation and other mat-

ters too.
Mr. MARKS. I am sure that is true, sir.
At this particular point I very much would like to say publicly, as

I will many times privately to Congressman Douglas Walgren, thank
you very much for Joining we here.
I do not think that some of you in this room understand the signifi-

cance of what Mr. Walgren did today. It is the rule of the subcom-
mittee that we have at least two members to conduct the hearing, and
our chairman, Mr. Moss, abides by the rules—in fact, helped to make
them. Therefore, when I asked Mr. Walgren to join me here in Erie
today when he could very well have been in his own district, working
as hard as he works—just as hard as I, if not harder—I am particu-
larly appreciative of the fact that he came up.
But beyond that, the fact that he is a Democrat, that committees are

made up of the majority party, a vast number of the committees; we
divide them up almost 2 to 1, Democrats and Republicans. They
have the right to chair the subcommittees and committee. His gentle-
manliness and his courtesy in turning over the chairmanship to me
today was an extraordinary bit of good will, and it takes a person like
Douglas Walgren to have done that. We appreciate the fact that the
chairman himself would understand that particular situation.
I think it foretells a great future for this country because we have,

with the mostly new people coming into the Congress, less of a partner-
ship in these procedural matters than we used to have, and it seems to
work—and hopefully will work—for the benefit of the country.
So, I am most appreciative, Doug, of this gesture of yours.
Mr. WALGREN. I appreciate that. You know, sometimes us Congress-

men have to say nice things about each other because not very many
other people say them.
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I think, thinking of Congressman Mark's being here, one 
of the

guides you should use is that the rest of the Members of Cong
ress are

presently out of the country. I know that those opportunitie
s are

given to every Congressman. There are a group of, I think, newer 
and

perhaps more well-motivated Congressmen that are not traveling, th
at

are staying home and trying to convince the public that we have 
their

best interests at heart, and they are going to stay and see those pro
b-

lems through with them. So, you are to be commended for not bei
ng

in Japan, let alone doing what you are doing here in Erie.

Mr. MARKS. Thank you very much, Doug.
In addition to thanking Doug Walgren, who is a close personal

friend and a Member of the Congress whom I admire very, very much,

I want to thank again the staff, John Galloway, Steve Sims; and repeat

to you again that you have no idea what a professional group of gen-

tlemen they are. They are just superb; they have done their home-

work; therefore, it makes us look good and helps us do ours. I want to

personally again thank you both for just a marvelous job.
I also want to thank Sue Brookhouser from my staff here who

helped us so very much, and Joe Shafran from our staff; and of course

our court reporter, who did a marvelous job. We thank you very much,

ma'am.
I would also like to thank those of you who have stuck out these

many hours of this lengthy hearing. I am particularly appreciative of

the coverage we received from the media. This is a very vital and im-

portant area that we are in, and it is up to you to be able to transfer

now to the people not only in this district, but we hope nationally, that

which we have been able to do here today, and which we will continue

to do in the future.
In spite of the fact, however, that this has been a lengthy hearing,

and a technical one at times, I do believe, personally, that it has been a

very worthwhile one. We have established today evidence to strongly
suggest, in my opinion, that the current tight gasoline supply situation
is in large measure the result of three fairly simple facts. One, that
the oil industry operated its refineries during the first part of this year
at less than full capacity; two, that the oil industry sharply reduced
its gasoline inventory during the first quarter of this year; and three,
that the oil industry seriously underestimated gasoline demand earlier
this year.
Those factors, taken together, provide in my view a significant piece

of information for consideration by the Congress of the United States.
I might add one other thing, Mr. Hertel; your comment about the

problem that has resulted from Detroit is one that we will not let go
unnoticed. I thank you again, sir, for your cooperation.
This meeting is now adjourned.
[Whereupon, at 1 :05 p.m. the subcommittee adjourned.]
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