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PETROLEUM PRODUCT SHORTAGES 

MONDAY, MAY 7, 1973 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, 

AND URBAN AFFAIRS, 
Washington, D.C. 

The committee met at 10:05 a.m., pursuant to call, i n room 5302, 
New Senate Office Bu i ld ing, Senator Thomas J. Mc ln t y re presiding. 

Senator MOINTYRE. The committee w i l l come to order. 
The Senate Banking, Housing and Urban Af fa i rs Committee be-

gins a series of hearings today on the impact o f petroleum product 
shortages on the national economy. 

D u r i n g this committee's consideration o f the extension of the 
Economic Stabil ization Act , i t became increasingly apparent that 
serious supply problems were developing that would cause a signifi-
cant adverse impact on many sections of the Nat ion and on the 
economy in general. 

Because gasoline shortages w i th a r ipp l ing effect were expected 
this summer, causing a t igh t supply situation w i t h other o i l products 
such as home heating oi l , diesel oi l , and je t fuel, I offered an 
amendment dur ing this committee's consideration of the extension 
of the Economic Stabil ization A c t that was included i n the b i l l 
signed by the President on A p r i l 30. 

This legislation provides the President w i t h author i ty to act dur-
ing period of petroleum product shortages to (1) establish an allo-
cation procedure among the various sections o f the country which 
clearly sets standards and cri teria for pr ior i t ies of use; and (2) 
implement a program that w i l l assure that sufficient supplies o f 
petroleum products are made available to a l l segments of the petrol-
eum industry in a manner designed to prevent anticompetitive effects 
f rom developing w i th in the petroleum industry itself. 

I fear that i f the President does not take steps immediately to 
implement the authori ty granted to h i m in the Economic Stabiliza-
t ion Ac t this country w i l l experience a severe curtailment o f neces-
sary petroleum supplies this year and a substantial segment of the 
petroleum industry comprised exclusively of small businessmen w i l l 
be destroyed. 

Because of the urgency of this matter, I have wr i t ten to the 
President this morning urg ing that just such action be taken. I f ind 
i t impossible to understand why there should be any hesitancy to 
move quickly to implement a rat ional allocation procedure at the 
present time. 

The law does not—and I repeat—does not require (1) a detailed 
rat ioning system such as was i n effect dur ing W o r l d W a r I I , nor 

(1) 
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does i t ; (2) require an abridgement of exist ing contractual r ights 
between suppliers and their customers; nor does iit: (3) establish a 
precedent fo r the nationalization of Federal operation of the petro-
leum industry. What, i t does, however, is give the President clear 
author i ty to take steps to assure that al l sections of the Nat ion 
are supplied w i th these essential products on a p r io r i t y of use basis 
and also makes i t clear that the Federal Government has the author-
i t y to exercise its responsibility to maintain a meaningful level of 
competit ion w i th in the o i l industry, so v i ta l to the consumer. 

The independent producing, refining, and market ing segment of 
this important industry is comprised almost exclusively of small 
businessmen. Thei r role is essential, both to competit ion w i t h i n the 
industry and to the consumers of petroleum products. I n my judg-
ment, clear and positive steps must be taken to assure this inde-
pendent segment of the petroleum industry a fa i r oppor tun i ty to 
continue to exist and compete. 

Time is of the essence, and, i f actions are not taken sw i f t l y irre-
parable damage w i l l occur. 

The seriousness of this situation cannot be underestimated. The 
petroleum industry has for years been the recipient of a seemingly 
unending series of special-interest treatment and legislation, always 
supported on the basis that the industry must be given special.treat-
ment because o f i ts importance to the wel l being of our country. 

W h a t other single industry has been granted the same preferential 
treatment ? 

None that I know of. 
Congress has given the oi l industry tax benefits covering d r i l l i ng 

costs, foreign taxes paid, depletion allowances, and numerous other 
benefits—'including, for the last 14 years, a mandatory o i l impor t 
quota system whose stated purpose was to make certain that what 
is happening today would not happen. 

These hearings represent, i n my opinion, repudiation of the argu-
ment that what is good fo r the oi l industry is good fo r the American 
people. Bi l l ions of dollars of lost tax revenues and a cont inuing 
series of special preferential actions have only brought us to the 
crisis we face today—an inabi l i ty to meet our own crude o i l demands 
domestically; an inabi l i ty to domestically refine our own petroleum 
needs; and an ever growing reliance on foreign rather than domes-
tic sources to meet our needs. 

The failures are apparent. 
Wha t we need is a thorough examination of our past actions and 

the development of a new way to look at this problem. Energy w i l l 
undoubtedly be one of the country's most serious problems fo r the 
next several decades. The President's recent energy message was a 
recognition o f this fact. 

Wh i le offering a par t ia l new approach in some areas to our energy 
needs, the par t of the President's message dealing w i th o i l s t i l l c lung 
to the old wornout approaches. Wh i le he d id recognize the total 
fa i lure of the quota system, something that a number of us have 
been saying for years, the President, i n his message, again took the 
same old approach of offering the petroleum industry more incen-
tives, more tax credits, more subsidies, and less regulation, i n return 
f o r supply ing this Nat ion w i th fuel. 
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I th ink the time has came when we should take a different look: 
less subsidies, less tax favori t ism, and more regulation. 

I n order to assure the public health, safety, and convenience, 
and prevent unfa i r competit ion and eventual monopolization; State 
and Federal governments have found i t necessary to regulate a num-
ber of industries. 

The energy problems that we are now faced w i t h might wel l 
require s imi lar action for the petroleum industry. I n my opinion, 
what happens this year and the manner in which these petroleum 
product shortages are handled w i l l be the decisive factor as to the 
proper course to fo l low. 

This committee's responsibility, as is the responsibility of every 
other congressional committee, is to assure that the intent expressed 
i n legislation is implemented by the executive branch. 

The intent of the allocation section of the Economic Stabil ization 
Act , in my opinion, is clear. The language of the section and the 
legislative history provides that the authori ty contained in this allo-
cation provision only becomes operational when petroleum shortages 
occur. 

The purpose of these hearings is to determine whether the cir-
cumstances have developed warrant ing action by the President. The 
committee has invi ted a varieiy of witnesses, .all of whom I am sure 
w i l l take vary ing positions concerning whether the President should 
implement and exercise the authori ty granted to h im to allocate 
petroleum products. We w i l l be fa i r , we w i l l be open. A l l sides w i l l 
have their say. 

Bu t as I see i t , the shortage is so severe, the impact on the small 
businessman and consumer so harsh, and the intent of Congress so 
clear, that the burden of proof is on these who would not have the 
Federal Government act to meet this crisis. 

Before we hear testimony f rom the gentlemen here today, let me 
say that Senator Tower and Senator Stevenson had planned to be 
present and have statements which we w i l l insert i n the record at 
this point. 

[The statements fo l low: ] 
S T A T E M E N T OF J O H N T O W E R , U . S . SENATOR F R O M T H E STATE OF T E X A S 

Today we commence five days of public hearings fo r the purpose of focusing 
at tent ion on a problem of major concern to a l l Americans—the cr i t ica l shortage 
of domestic fuels. I n recent weeks and months the press and media have 
given increasing coverage to what has come to be called " the energy crisis." 
This crisis—and a few question that the si tuat ion has reached crisis propor-
t ions—is no longer merely a hypothetical possibil i ty. I t is real. I t is today. 
It manifests i tsel f i n a most poignant manner—through the cr i t ica l shortage 
of gasoline and related products. 

This committee w i l l benefit dur ing the week f rom testimony to be presented 
by var ied segments of our society touched to various extents by the fuel 
shortage: the transporter, the producer, the large volume user, the jobber, the 
major, the consumer, and the Federal government. The size of the witness 
l is t underscores the seriousness and scope of the problem which confronts 
us. Hopeful ly , the statements w i l l provide us w i th the requisite in format ion to 
go fo rward i n encouraging administrat ive and indeed legislative rel ief, should 
the proper avenue be made clear. 

The direct effects of the shortage i n petroleum products are indeed being 
fe l t by the small businessmen as wel l as by the larger companies. A week or 
so ago, the gasoline jobbers in my state met i n Dal las to seek answers to the 
cr i t i ca l problems confront ing them at the moment. 

Many are faced w i th the prospect of closing their businesses i n the immed-
iate fu tu re absent some rel ief. Not only would the urban consumer be incon-
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venienced by the closing of such a large number of gasoline stations, but of 
par t icu lar concern to me, the farmer, who often relies on the jobber to provide 
h im w i t h the gasoline for the operation of his f a r m vehicles, would be unable 
to secure the requisite fuel, thus forc ing a shut-down of his agr icu l tu ra l 
operations. The end-result of such an eventual i ty is pa in fu l l y obvious. 

Likewise the major companies are faced w i t h acute problems, engendered by 
shortage, and indeed aggravated by the complex and o f t t imes unworkable 
pr ic ing str ictures which have been bu i l t i n to our economy i n recent months. 
Testimony f rom the Cost of L i v i ng Council, the Treasury, a n d other official 
sources th is week should add clar i f icat ion to th is special problem and hopeful ly 
provide some guidance and rel ief. 

Mr . Chairman, T am gravely concerned about the effect the fue l shortages 
w i l l have upon the general health of our economy. We must face the increasing 
l ikel ihood tha t the nat ion w i l l simply not be able to meet i ts fue l needs. I n 
such a case serious consideration must be given to the al locat ion quest ion: 
Who w i l l get the supplies tha t are available? 

Wha t of the farmer, the airl ines, the ci ty police and fire departments, the 
municipal public t ransportat ion systems? What of the average citizen, the 
consumer, who uti l izes his automobile each day for t ransportat ion to work, 
or fo r pleasure? 

The ramif icat ions of the energy crisis are clear. They are being fe l t now by 
each of us. Thus answers must be found to many questions, such as: 

How d id the shortages develop? 
Wha t can be done to prevent fu tu re and more serious shortages? 
Wha t would be the effect of phasing out the quota system? 
Wha t effect would the shortage have on the economy ? 
Wha t can be done today to correct the current imbalance between supply 

and demand? 
I do not pretend to have the answers. The questions, though br ief , are com-

plex and defy easy answer. I am pleased that the Congress, th is committee, 
and the general public are awakening to the fact tha t the nat ion faces in-
creasingly more f r ightening energy problems i n the years ahead. I t is un-
for tunate that so pa in fu l an occurrence as th is severe fue l shortage must evolve 
i n order fo r the "awakening" to transpire. 

I ha i l these hearings as representing an important step i n the awakening 
process. I t rus t my opt imism is not mislaid. 

S T A T E M E N T OF A D L A I E . STEVENSON I I I , U . S . SENATOR F R O M T H E S T A T E OF 
I L L I N O I S 

Mr. Chairman, I welcome these hearings. They w i l l give the Bank ing 
Committee, and i n tu rn the Senate and the nat ion as a whole, a chance to 
study today's petroleum shortage. And f rom these hearings we may be able 
to propose some solutions. 

I had a chance dur ing the recent Easter recess to meet w i t h independent 
petroleum refiners, marketers, and retai lers in I l l ino is , and I can assure you 
that for them the "energy cr is is" is a l l too real. Many of these independents 
are being forced out of ousiness by the cut-off of the i r supplies by major o i l 
companies. 

The Penn-Guin Oi l Company, a branded independent d is t r ibut ing Citgo 
Products i n Chicago, has been a fami ly business for more than 60 years and 
has been associated w i t h Cities Service since 1930. I t has been to ld by Cit ies 
Service that i ts contract w i l l be terminated as of May 31. The owner of Penn-
Guin believes th is w i l l effectively put his company out of business. 

The Cropsey Independent Oi l Company of Cropsey, I l l inois, has been a fami l y 
business for 18 years. Now i ts independent supplier, Hicks Oi l and Hicksgas of 
Roberts, I l l ino is , which also receives i ts product f r om Cities Service, has been 
cut of f—and i n t ime this independent may be forced out of business. 

The Concord Oi l Company operates 12 independent gas stations i n the 
Chicago area. Concord's suppliers have been Tr iangle Refining, Conoco, and 
Clark. Tr iangle closed i ts Chicago termina l on A p r i l 15, and Conoco has put 
Concord on allocation. Concord may soon have to close a l l 12 of i ts sta-
tions. 

These are but a few examples There are many other independent companies 
i n I l l ino is which are i n s imi lar straits, and the number of stations runs in to 
the thousands. 
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Yet the major o i l companies, who are cut t ing off the* independents, seem to 
have their shortage tanks f u l l i n the Chicago area. And many of the majors 
are report ing record first quarter sales and profits. 

This threat to the independents cannot be ignored. The biggest loser i f the 
independents are forced out of business w i l l be the consumer. The independents 
"keep the majors honest" i n their pr ic ing practices. They provide the p r imary 
source of competit ion i n an industry that sorely needs competition. 

The Nixon Admin is t ra t ion has ignored the threat. Two weeks ago an admin-
is t rat ion spokesman was reported to have said there is no present or prospec-
t ive gasoline shortage of any major proportion, and tha t " jus t a few inde-
pendents" and "a few marginal gas stations" may be forced out of business. 
Gasoline would be available, i t was said, down the road at the next station. 
The "next station," of course, w i l l be owned by a major o i l company, and the 
cost w i l l be many cents more per gal lon w i t h the extra profits going to the 
big companies. 

The Administ rat ion, through the Justice Department, should be conducting 
a major invest igat ion of the practices of the major o i l companies. My talks 
w i th the independents and the evidence they presented to me strongly suggest 
the need to determine whether the major o i l companies are v io lat ing the 
ant i t rust laws. The actions of the majors are cur ta i l ing competition. Gasoline 
is not being made available to the independents, and yet the majors are 
opening up their own discount stations. Independent refiners are not selling 
to independent marketers because the majors can promise the refiners a con-
t inu ing source of crude o i l i f the refiners i n tu rn give the majors first cal l <m 
their refined products. Many refineries are not being operated to their f u l l 
capacity, and i t is uncertain whether this is solely the result of an overall 
shortage of crude oi l or whether certain major refineries are deliberately being 
operated at less than max imum capacity. 

Despite such evidence, I see l i t t le to suggest tha t any investigation is con-
templated by the Justice Department. W i t h the imminent prospect of price 
increases that may raise the cost of gasoline to 50 cents a gallon at the 
pump, there can be few higher pr ior i t ies in the ant i t rus t field. 

Such an invest igat ion might take some time, however, and action is needed 
now to preserve competit ion i n the oi l industry. Last week Congress passed— 
and the President signed—the Economic Stabi l izat ion Act Amendments of 
1973. Section 2 of that Act gives the President the author i ty to systematically 
allocate supplies of petroleum products " i n order to meet the essential needs 
of various sections of the Nat ion and to prevent ant icompeti t ive effects result-
ing f rom shortages" of petroleum products. 

I might note that the Admin is t ra t ion opposed that section of the Economic 
Stabi l izat ion Act. I t d idn' t want the author i ty . And yet jus t three days af ter 
the b i l l was enacted the Act ing Director of the Office of Emergency Prepared-
ness, Dar re l l Trent—who w i l l be test i fy ing later in these hearings—was saying 
that indeed there may be shortages of gasoline this summer i n certain parts 
of the country, and the Admin is t ra t ion might have to allocate supplies among 
various sectors of the nation. Bu t there seems to be no word about saving 
the independents now. Mr. Trent seems to imply that later this summer— 
af ter most of the independents are out of business—the Admin is t ra t ion might 
have to allocate some of Standard of New Jersey's gasoline to Standard of 
Indiana, and maybe vice versa to even things out. 

T ime and again, the President and his advisers have acted to favor big o i l 
and harm small o i l and the consumer. A Presidential task force on the oi l 
import quota system recommended i n 1970 that the quota system be scrapped. 
Senator Kennedy and I , along w i th over 30 of our colleagues, urged a temporary 
suspension of the quotas in Senate Joint Resolution 23 introduced in January 
of this year—and I recommended a simi lar action in letters to the President 
and the Secretary of the In te r io r last year. Bu t un t i l a few weeks ago the 
President fa i led to heed any of these recommendatkms and took only the 
most incremental steps i n regard to the quota system. He now says he realizes 
that the mandatory program was "o f v i r tua l l y no benefit any longer." 

I n his energy message, the President gave us a new "license fee" system. 
But i t is doubt fu l that this change w i l l benefit the independents at al l , and in 
other sections of his energy message Mr. Nixoin proposes other actions that 
promise more of the same—mill ions of dollars i n tax breaks to the major oi l 
companies and bi l l ions more i n costs to the consumers of energy. 

Section 2 of the Stabi l izat ion Act Amendments gives the President the 
specific author i ty to help independents and consumers. Today, the major o i l 
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companies cont ro l abotat 95 percent of the ref in ing of o i l used i n the country. 
They eonibrol 68 percent of the re ta i l gasoline outlets. I f the majors are 
alowed by the Admin i s t ra t i on to use the present fue l shortage f o r the i r own 
purposes and al locate petro leum products according to the i r own fo rmu las and 
pr ior i t ies , they w i l l surely push tha t 68 percent much higher and could end 
up monopol iz ing every phase of the o i l product ion and d is t r ibu t ion system. 

These hearings, then, take on cer ta in aspects of an "overs ight " hear ing. 
The problem was already grave when less than two months ago th is Commit -
tee reported the Economic Stabi l izat ion Act to the floor w i t h the Section 2 al lo-
cat ion provision. Last week tha t Act . w i t h the provis ion irotact, was enacted 
in to law. Just before the b i l l was passed i n the Senate I urged the President 
to use the al locat ion section to save the independents, and on F r i day I jo ined 
Senator H a r t and 33 other Senators i n sending a le t ter to the President to 
the same effect. La te r th is week, Admin i s t ra t i on spokesmen are scheduled 
to tes t i fy i n these hearings, bu t as of today there is no h i n t tha t the Admin -
i s t ra t i on w i l l use the au thor i t y given i t to preserve compet i t ion i n the o i l 
indust ry . Should the Admin i s t ra t i on f a i l to act quick ly , th is Commit tee and 
the Congress as a whole should act by passing mandatory legislat ion. Senator 
Humphrey has offered the vehicle fo r us to use i f necessary—S. J. Res. 98, 
wh ich is before th is Committee i n these hearings and of wh ich I am a co-
sponsor. 

The o i l companies are fond of te l l ing us tha t " the Na t ion tha t runs on o i l 
can't a f fo rd to r u n short ." I wou ld only add tha t the Na t ion tha t runs shor t 
of independent o i l companies may not be able to af ford the gasoline i t needs. 
Ac t ion must be taken now to preserve the independents and protect the con-
sumer. 

Senator MCINTYRE. This morn ing we w i l l proceed i n our testimony 
w i t h a series of two panels. The first panel—I am happy to welcome 
these gentlemen to the table here—Mr. Weldon Barton, assistant 
legislative director, Nat ional Farmers Union, M r . Paul Ignat ius, 
president, A i r Transport Association, M r . E d K i ley , vice president, 
research and (technical services, American Truck ing Association, Inc., 
and M r . James E. Smith, president o f the American Waterways 
Operators, Inc. 

I want to welcome you al l here this morning. W e are anxious to 
hear what you have to say, your findings out i n the country. We 
need your testimony very badly in the overal l picture. I th ink i t has 
been arranged tha t each of you w i l l test i fy ind iv idua l ly fo r some-
th ing i n the v ic in i ty of 10 minutes and a t the conclusion of that , we 
w i l l have a few simple questions to put to you : Ma in ly we want to 
get your story and the story of other people who w i l l be tes t i fy ing 
af ter you. 

M r . BARTON. 

STATEMENT OF WELDON V. BARTON, ASSISTANT LEGISLATIVE 
DIRECTOR, NATIONAL FARMERS UNION; PAUL IGNATIUS, 
PRESIDENT, AIR TRANSPORT ASSOCIATION; EDWARD V. KILEY, 
VICE PRESIDENT, RESEARCH AND TECHNICAL SERVICES, 
AMERICAN TRUCKING ASSOCIATION, INC., JAMES R. SMITH, 
PRESIDENT, AMERICAN WATERWAYS OPERATORS, INC., 
ACCOMPANIED BY BERNARD GOLDSTEIN, PRESIDENT, ALTER 
CO., DAVENPORT, IOWA 

M r . BARTON. M r . Chairman, I have four pages here which I would 
l ike to read; i f I skip a few sentences as I go along, I would request 
that i t a l l be pr inted i n the record. 
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Senator MCINTYRE. Your statement w i l l be included i n i ts entirety 
in the record (see p. 10). 

You may proceed as you feel you desire. 
Now, M r . Barton, proceed. 
Mr . BARTON. Thank you veiy much. 
I am Weldon V . Barton, assistant legislative director of Nat ional 

Farmers Union. M y organization represents some 250,000 fa rm fam-
ilies i n the Midwest and other agr icul tural areas of the Un i ted States. 

Farmers are major consumers of diesel, gasoline, and other fuels 
fo r production, d ry ing of crops, and related uses. Farmers have 
already suffered detrimental effects o f fuel shortages; i n the Midwest 
and Corn Bel t they were unable to get adequate fuel to dry crops 
last winter. 

Pressures on fuel suppliers are increased this crop year. Some 50 
mi l l ion acres of addit ional cropland has been opened to production 
i n 1973 as compared to previous years for the purpose of increasing 
gra in and meat supplies. Furthermore, land preparation was hamp-
ered last f a l l by unfavorable weather, and flooding th is spr ing con-
tinues to delay p lowing and seeding of crops. More fuel, therefore, 
w i l l be required w i t h i n a short timespan fo r preparation and plant-
ing and i f large crops materialize more fuel w i l l be required for 
harvest, including d ry ing and transport this fa l l . 

As soon as I accepted your inv i ta t ion f rom Senator McIn ty re to 
test i fy today, I requested informat ion on the fuel situation f rom 
Farmers Union Central Exchange, Inc. 

Central Exchange, a cooperative w i t h home offices i n St. Paul, 
Minn., supplies fuel oils and other production items to local cooper-
atives i n a 10-State area. 

Essentially this 10-State area comprises the upper Midwest and 
the States in the Pacific Northwest. Some 350,000 fa rm families 
patronize the local cooperatives affiliated w i th Central Exchange— 
there are 1,100 local cooperatives affiliated w i th Central Exchange, 
and these farmers are directly affected by any change i n supply and 
distr ibut ion of Central Exchange as the supplier of these coopera-
tives. 

On December 15, 1972, Farmers Un ion Central Exchange found i t 
necessary to place a l l local cooperatives in the 10-State region on an 
allocation system fo r fuel oils. The allocation has run f rom as low 
as 80 percent of previous purchases to a h igh of 108 percent depend-
ing upon the product and seasonal demand, depending upon the 
product and the available supplies. 

Le t me say as fa r as gasoline is concerned, fo r the month of May, 
the local cooperatives are on an allocation system of 90 percent. Tha t 
is, they are allowed 90 percent of the amount of gasoline that they 
got i n May of last year, and that allocation has been projected also 
to apply to June. 

M r . Robert A . Ovens, manager of petroleum market ing at Central 
Exchange, informed me in a letter of A p r i l 30, 1973, that the alloca-
t ion system must be continued " f o r an indefinite period." 

Let me say, M r . Chairman, as fa r as I know al l o f the other agri-
cul tural cooperatives are, by now, on s imi lar /types of allocation 
systems. This would include Mid land, Agwiay, Farmland Industries 
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and other cooperatives that supply gasoline and other fuel products 
to farmers. 

The co-ops combined have 11 refineries that have about 2 percent 
of the tota l refinery capacity in the Nation. So, they are h igh ly 
dependent fo r fuels upon outside sources. The vast major i ty of the 
gasoline and other products must come f r om the major o i l companies 
and f r om independents, outside of the cooperatives. 

Bob Ovens' le t ter of A p r i l 30 enumerated some of the causes of 
fuel shortages at Central Exchange as fo l lows: 

1. The extremely heavy demand on fuel oils dur ing the winter months fo r 
example: No. 2 burner o i l sales increased 28.66 percent for the months of 
October, November, December, 1972, over the same three months of 1971; a l l 
burner and diesel fuels combined increased 25.21 percent comparing the same 
three months periods, 1972 versus 1971. 

This increase was considerably above both our projections, that is Central 
Exchange's projections—and the industry 's on a nat ionwide basis dra in ing 
fu ture supplies. 

Towards the end of November we determined that the decision to allocate, 
although reprehensible, could not be delayed any longer. 

2. Suppliers that C E N E X relied on to supplement refinery volumes placed 
str ic t controls on contractual arrangements. As contracts expired C E N E X 
was notif ied that either renewals would be on lesser volumes or contracts would 
not be renewed. 

This of course reduced the available gallons for d is t r ibut ion to the pat ron 
consumer. 

I might add that despite CENEX Supply and D i s t r i b u t i o n Department's 
efforts to secure addi t ional supplies f rom many various sources, beginning as 
fa r back as February 1972 and on a cont inuing basis up un t i l now, these 
efforts have been fruit less. 

3. Nat ional Cooperative Refinery Associat ion^ Refinery at McPherson, Kan-
sas—and this is a refinery operated by Central Exchange i n cooperation w i t h 
several other cooperatives—has been experiencing problems for some t ime 
i n securing necessary crude o i l on a consistent cont inuing basis to run at 
or near capacity. This refinery ran below capacity most of the win ter and 
spring months. 

D u r i n g March, the McPherson refinery which has <a capacity of 
52,000 barrels per day, ran at 42,000-43,000 barrels a day, about 83 
percent of capacity or 17 percent below capacity. 

Our Laurel , Montana Refinery has been more for tunate due to ava i lab i l i ty 
of crude oil f rom both domestic fields and Canada. However, th is could change 
also due to unsettled import conditions and in terna l problems Canada is fac ing 
as regards petroleum products. 

M r . Ovens to ld me yesterday on the telephone that Canada is get-
t i ng extremely nervous about export ing oil. The Laure l Refinery of 
Central Exchange gets about 45 percent of i ts crude f rom Canada. 
I f th is source is cut off, they w i l l be i n very tough shape at that 
refinery. Th is is the end of the Ovens letter. 

Let me say, before I leave Bob Ovens' letter and discussion of 
Central Exchange, they tel l me that th is 'allocation system of Central 
Exchange is work ing very well. I t has been in effect fo r some 4y2 
months, and i t could be something that you might want to look at 
more closely as experience for a possible nationwide allocation 
system. 

Farmers are deeply concerned that they w i l l face fuel shortages at 
harvest th is fa l l , i f not before. Farmers Un ion takes the position that 
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fuels f o r f a r m use must receive a h i gh p r i o r i t y among alternat ive 
uses i n the event o f more pressing shortages. Our membership, meet-
i ng i n annual convention i n Omaha, Nebr., March 12-14, 1973, called 
f o r increased o i l importat ion. They passed th is resolution on p r i o r i t y 
of usage: 

A specific quota of crude oi l imported into the Uni ted States must be 
allocated by federal law to agr icu l tura l cooperatives and independent oi l 
refineries. 

W h i l e Farmers Union 's most direct concern is tha t fuels are avail-
able to farmers at reasonable prices, we f u l l y recognize tha t the fuels 
problem is one tha t must be faced by a l l consumers i n a concerted 
fashion. Farmers U n i o n is an active member of the energy pol icy 
task force o f the Consumer Federat ion of America, and we strongly 
adhere to the fo l lowing—among other—recommendations of the 
task force f o r coming to gr ips w i t h the Nat ion's energy problem. 

I am runn ing beyond my t ime. I t h i n k I w i l l sk ip over those 
specifics at th is t ime, except tha t I want to emphasize tha t the pro-
posal to develop the wellhead prices f o r both flowing gas and new 
gas should be rejected by Congress. Avai lab le data suggests tha t 
under control led prices, there has not been only the oppor tun i ty but 
the actual real izat ion of satisfactory returns f o r those i n the gas-
produc ing business. The same monopolist ic features of the gas indus-
t r y wh ich gave rise to the passage of the Na tu ra l Gas A c t i n 1938 
s t i l l obtain and, i n periods o f shortage, there is even greater reason 
to reta in control over the rates at which th is energy is sold. 

The President's message on energy, whi le i t called upon consumers 
to pay more f o r energy and to make sacrifices i n ut i l izat ion, included 
v i r t ua l l y no measures to loosen the major o i l companies, pr ivate con-
t r o l over fuels and to force more responsibi l i ty by the majors to 
consumers to consumers and to independent and cooperative refiners 
and marketers. Accord ing ly , the Congress we t h i n k must move i n to 
fill th is leadership vacuum. Congress must insist tha t a mul t ib i l l ion-
dol lar Government-funded research and development p rogram on 
new fue l sources is launched w i thout fu r the r delay, and that the 
research and development effort emphasize non-fossi l fuels. 

Also, Congress must move w i thou t delay to force the major o i l 
companies to make crude o i l available to independent and coopera-
t ive refiners and marketers throughout the midd le area of the Un i ted 
States. Accord ing to the best i n fo rmat ion available, there is current ly 
enough excess capacity i n independent and c ^operative refineries to 
prevent the occurrence of fuel shortages this roar , and the indepen-
dent markets must not be forced out i f price competi t ion is to he main-
tained i n the petroleum industry . Regardless of whether there is a 
coordinated conspiracy among the majors to force out independents, 
this, i n fact is occurr ing. Consumers can only suffer increasingly 
tenuous supplies and higher prices i f the movement toward increased 
concentration i n the petroleum indust ry is al lowed to continue 
unabated. 

M r . Chairman, that concludes my statement. I w i l l be pleased to 
respond to any questions tha t you may have. 

[The f u l l statement of M r . Bar ton fo l lows : ] 
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A National 
Farmers Union S t a t e m e n t o f W e l d o n V . B a r t o n 

I 1 J A s s i s t a n t L e g i s l a t i v e D i r e c t o r 
N a t i o n a l F a r m e r s U n i o n 

M r . C h a i r m a n , Members o f t h e C o m m i t t e e j 

I am W e l d o n V . B a r t o n , A s s i s t a n t L e g i s l a t i v e D i r e c t o r o f 
N a t i o n a l F a r m e r s U n i o n . My o r g a n i z a t i o n r e p r e s e n t s some 2 5 0 , 0 0 0 
f a r m f a m i l i e s i n t h e M i d w e s t a n d o t h e r a g r i c u l t u r a l a r e a s o f t h e 
U n i t e d S t a t e s . 

F a r m e r s a r e m a j o r c o n s u m e r s o f d i e s e l , g a s o l i n e , a n d o t h e r 
f u e l s f o r p r o d u c t i o n , d r y i n g o f c r o p s , a n d r e l a t e d u s e s . F a r m e r s 
h a v e a l r e a d y s u f f e r e d d e t r i m e n t a l e f f e c t s o f f u e l s h o r t a g e s ; i n 
t h e M i d w e s t a n d C o r n B e l t , t h e y w e r e u n a b l e t o g e t a d e q u a t e f u e l 
t o d r y c r o p s l a s t w i n t e r . 

P r e s s u r e s o n f u e l s u p p l i e s a r e i n c r e a s e d t h i s c r o p y e a r . 
Some 50 m i l l i o n a c r e s o f a d d i t i o n a l c r o p l a n d h a s b e e n o p e n e d t o 
p r o d u c t i o n i n 1973 a s c o m p a r e d t o p r e v i o u s y e a r s , f o r t h e p u r p o s e 
o f i n c r e a s i n g g r a i n a n d m e a t s u p p l i e s . F u r t h e r m o r e , l a n d p r e -
p a r a t i o n w a s h a m p e r e d l a s t f a l l b y u n f a v o r a b l e w e a t h e r , a n d 
f l o o d i n g t h i s s p r i n g c o n t i n u e s t o d e l a y p l o w i n g a n d s e e d i n g o f 
c r o p s . M o r e f u e l , t h e r e f o r e , w i l l b e r e q u i r e d w i t h i n a s h o r t 
t i m e s p a n f o r p r e p a r a t i o n a n d p l a n t i n g , a n d i f l a r g e c r o p s 
m a t e r i a l i z e m o r e f u e l w i l l b e r e q u i r e d f o r h a r v e s t ( i n c l u d i n g 
d r y i n g ) a n d t r a n s p o r t t h i s f a l l . 

A s s o o n a s I a c c e p t e d t h e i n v i t a t i o n f r o m S e n a t o r M c l n t y r e 
t o t e s t i f y t o d a y , I r e q u e s t e d i n f o r m a t i o n o n t h e f u e l s i t u a t i o n 
f r o m F a r m e r s U n i o n C e n t r a l E x c h a n g e , I n c . C e n t r a l E x c h a n g e , a 
c o o p e r a t i v e w i t h home o f f i c e s i n S t . P a u l , M i n n e s o t a , s u p p l i e s 
f u e l o i l s a n d o t h e r p r o d u c t i o n i t e m s t o l o c a l c o o p e r a t i v e s i n a 
1 0 - s t a t e a r e a . Some 3 5 0 , 0 0 0 f a r m f a m i l i e s p a t r o n i z e t h e l o c a l 
c o o p e r a t i v e s a f f i l i a t e d w i t h C e n t r a l E x c h a n g e , a n d t h e s e f a r m e r s 
a r e d i r e c t l y a f f e c t e d b y a n y c h a n g e i n s u p p l y a n d d i s t r i b u t i o n 
o f C e n t r a l E x c h a n g e a s t h e s u p p l i e r o f t h e s e c o o p e r a t i v e s . 

On D e c e m b e r 1 5 , 1 9 7 2 , F a r m e r s U n i o n C e n t r a l E x c h a n g e 
f o u n d i t n e c e s s a r y t o p l a c e a l l l o c a l c o o p e r a t i v e s i n t h e 1 0 -
s t a t e r e g i o n o n a n a l l o c a t i o n s y s t e m f o r f u e l o i l s . T h e a l l o c a -
t i o n h a s r u n f r o m a s l o w a s 80% o f p r e v i o u s p u r c h a s e s t o a h i g h 
o f 108% d e p e n d i n g u p o n t h e p r o d u c t a n d s e a s o n a l d e m a n d . M r . 
R o b e r t A . O v e n s , M a n a g e r o f P e t r o l e u m M a r k e t i n g a t C e n t r a l E x -
c h a n g e , i n f o r m e d me i n a l e t t e r o f A p r i l 3 0 , 1 9 7 3 , t h a t t h e 
a l l o c a t i o n s y s t e m m u s t b e c o n t i n u e d " f o r a n i n d e f i n i t e p e r i o d " , 
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* O v e n s 1 l e t t e r o f A p r i l 30 e n u m e r a t e d some o f t h e c a u s e s o f 
f u e l s h o r t a g e s a t C e n t r a l E x c h a n g e a s f o l l o w s : 

1 . " T h e e x t r e m e l y h e a v y demand o n f u e l o i l s d u r i n g t h e w i n t e r 
m o n t h s , f o r e x a m p l e : N o . 2 b u r n e r o i l s a l e s i n c r e a s e d 
2 8 . 6 6 % f o r t h e m o n t h s o f O c t o b e r , N o v e m b e r , D e c e m b e r 
1 9 7 2 , o v e r t h e same t h r e e m o n t h s o f 1 9 7 1 ; a l l b u r n e r 
a n d d i e s e l f u e l s c o m b i n e d i n c r e a s e d 2 5 . 2 1 % c o m p a r i n g 
t h e same t h r e e m o n t h p e r i o d s , 1972 v e r s u s 1 9 7 1 . 

" T h i s i n c r e a s e w a s c o n s i d e r a b l y a b o v e b o t h o u r p r o j e c t i o n s 
a n d t h e i n d u s t r y ' s o n a n a t i o n w i d e b a s i s d r a i n i n g f u t u r e 
s u p p l i e s . 

" T o w a r d s t h e e n d o f N o v e m b e r we d e t e r m i n e d t h a t t h e 
d e c i s i o n t o a l l o c a t e , a l t h o i f l g h r e p r e h e n s i b l e , c o u l d n o t 
b e d e l a y e d a n y l o n g e r . 

2 . " S u p p l i e r s t h a t CENEX r e l i e d o n t o s u p p l e m e n t r e f i n e r y 
v o l u m e s p l a c e d s t r i c t c o n t r o l s o n c o n t r a c t u r a l a r r a n g e -
m e n t s . A s c o n t r a c t s e x p i r e d CENEX w a s n o t i f i e d t h a t 
e i t h e r r e n e w a l s w o u l d b e o n l e s s e r v o l u m e s o r c o n t r a c t s 
w o u l d n o t b e r e n e w e d . 

" T h i s o f c o u r s e r e d u c e d t h e a v a i l a b l e g a l l o n s f o r d i s -
t r i b u t i o n t o t h e p a t r o n c o n s u m e r . 

" I m i g h t a d d t h a t d e s p i t e CENEX S u p p l y a n d D i s t r i b u t i o n 
D e p a r t m e n t ' s e f f o r t s t o s e c u r e a d d i t i o n a l s u p p l i e s f r o m 
many v a r i o u s s o u r c e s , b e g i n n i n g a s f a r b a c k a s F e b r u a r y 
1 9 7 2 a n d o n a c o n t i n u i n g b a s i s u p u n t i l n o w , t h e s e e f f o r t s 
h a v e b e e n f r u i t l e s s . 

3 . " N a t i o n a l C o o p e r a t i v e R e f i n e r y A s s o c i a t i o n ' s R e f i n e r y a t 
M c P h e r s o n , K a n s a s h a s b e e n e x p e r i e n c i n g p r o b l e m s f o r some 
t i m e i n s e c u r i n g n e c e s s a r y c r u d e o i l o n a c o n s i s t e n t , 
c o n t i n u i n g b a s i s t o r u n a t o r n e a r c a p a c i t y . T h i s r e -
f i n e r y r a n b e l o w c a p a c i t y m o s t o f t h e w i n t e r a n d s p r i n g 
m o n t h s . 

" O u r L a u r e l , M o n t a n a R e f i n e r y h a s b e e n m o r e f o r t u n a t e d u e 
t o a v a i l a b i l i t y o f c r u d e o i l f r o m b o t h d o m e s t i c f i e l d s 
a n d C a n a d a . H o w e v e r , t h i s c o u l d c h a n g e a l s o d u e t o 
u n s e t t l e d i m p o r t c o n d i t i o n s a n d i n t e r n a l p r o b l e m s C a n a d a 
i s f a c i n g a s r e g a r d s p e t r o l e u m p r o d u c t s . " 
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F a r m e r s a r e d e e p l y c o n c e r n e d t h a t t h e y w i l l f a c e f u e l * 
s h o r t a g e s a t h a r v e s t t h i s f a l l , i f n o t b e f o r e . F a r m e r s U n i o n 
t a k e s t h e p o s i t i o n t h a t f u e l s f o r f a r m u s e m u s t r e c e i v e a h i g h 
p r i o r i t y among a l t e r n a t i v e u s e s i n t h e e v e n t o f m o r e p r e s s i n g 
s h o r t a g e s . O u r m e m b e r s h i p , m e e t i n g i n A n n u a l C o n v e n t i o n i n 
Omaha, N e b r a s k a , M a r c h 1 2 - 1 4 , 1 9 7 3 , c a l l e d f o r i n c r e a s e d o i l 
i m p o r t a t i o n . C o n c e r n i n g p r i o r i t y o f u s a g e , t h e C o n v e n t i o n 
r e s o l v e d : "A s p e c i f i c q u o t a o f c r u d e o i l i m p o r t e d i n t o t h e 
U n i t e d S t a t e s m u s t b e a l l o c a t e d b y f e d e r a l l a w t o a g r i c u l t u r a l 
c o o p e r a t i v e s a n d i n d e p e n d e n t o i l r e f i n e r i e s " . 

W h i l e F a r m e r s U n i o n ' s m o s t d i r e c t c o n c e r n i s t h a t f u e l s 
a r e a v a i l a b l e t o f a r m e r s a t r e a s o n a b l e p r i c e s , we f u l l y r e c o g n i z e 
t h a t t h e f u e l s p r o b l e m i s o n e t h a t m u s t b e f a c e d b y a l l c o n s u m e r s 
i n a c o n c e r t e d f a s h i o n . F a r m e r s U n i o n i s a n a c t i v e member o f 
t h e E n e r g y P o l i c y T a s k F o r c e o f C o n s u m e r F e d e r a t i o n o f A m e r i c a , 
a n d we s t r o n g l y a d h e r e t o t h e f o l l o w i n g (among o t h e r ) r e c o m m e n d a -
t i o n s o f t h e T a s k F o r c e f o r c o m i n g t o g r i p s w i t h t h e N a t i o n ' s 
e n e r g y p r o b l e m : 

1 . V a s t l y i n c r e a s e d g o v e r n m e n t e x p e n d i t u r e s f o r e n e r g y 
r e s e a r c h a n d d e v e l o p m e n t p r o g r a m s a r e e s s e n t i a l , 
t o g e t h e r w i t h a n o v e r a l l g o v e r n m e n t a l a s s i g n m e n t o f 
p r i o r i t i e s a n d a l l o c a t i o n o f s u c h f u n d s ; 

2 . A m o r e v i g o r o u s e f f o r t m u s t be u n d e r t a k e n i n e n f o r c i n g 
a n t i t r u s t p r i n c i p l e s w i t h r e s p e c t t o o w n e r s h i p a n d 
c o n t r o l o v e r b a s i c a l t e r n a t i v e e n e r g y s u p p l i e s ; 

3 . T i g h t e r c o n t r o l s a r e r e q u i r e d o v e r t h e d e v e l o p m e n t 
a n d e x p l o i t a t i o n o f p u b l i c l y owned f u e l r e s e r v e s — 
f o r e x a m p l e , m o d i f i c a t i o n o f p r o c e d u r e s a n d t e r m s b y 
w h i c h p r i v a t e c o m p a n i e s a r e p e r m i t t e d t o f i n d a n d 
m a r k e t p e t r o l e u m d e p o s i t s f r o m p u b l i c l a n d s , b o t h 
o n s h o r e a n d o f f s h o r e , m u s t b e a d o p t e d , a n d s a t i s f a c t o r y 
p r o c e d u r e s f o r h a n d l i n g g e o t h e r m a l e n e r g y a n d p u b l i c 
l a n d s a r e e s s e n t i a l ; 

4 . C o n g r e s s s h o u l d t a k e t h e i n i t i a t i v e t o w a r d t h e f o r m a -
t i o n o f a g o v e r n m e n t - o w n e d c o r p o r a t i o n t o e n g a g e i n 
f i n d i n g a n d d e v e l o p i n g p e t r o l e u m d e p o s i t s a n d o t h e r 
f u e l s o n p u b l i c l y h e l d l a n d s ; 

5 . T h e p r o p o s a l t o d e c o n t r o l t h e w e l l h e a d p r i c e s f o r 
b o t h f l o w i n g g a s a n d new g a s s h o u l d b e r e j e c t e d b y 
C o n g r e s s . A v a i l a b l e d a t a s u g g e s t s t h a t u n d e r c o n t r o l l e d 
p r i c e s , t h e r e h a s b e e n n o t o n l y t h e o p p o r t u n i t y , b u t 
t h e a c t u a l r e a l i z a t i o n o f s a t i s f a c t o r y r e t u r n s f o r 
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t h o s e i n t h e g a s - p r o d u c i n g b u s i n e s s . The same m o n o -
p o l i s t i c f e a t u r e s o f t h e g a s i n d u s t r y w h i c h g a v e r i s e 
t o t h e p a s s a g e o f t h e N a t u r a l Gas A c t i n 1938 s t i l l 
o b t a i n a n d , i n p e r i o d s o f s h o r t a g e , t h e r e i s e v e n 
g r e a t e r r e a s o n t o r e t a i n c o n t r o l o v e r t h e r a t e s a t 
w h i c h t h i s e n e r g y i s s o l d . 

The P r e s i d e n t ' s m e s s a g e o n e n e r g y , w h i l e i t c a l l e d u p o n 
c o n s u m e r s t o p a y m o r e f o r e n e r g y I n d t o make s a c r i f i c e s i n 
u t i l i z a t i o n , i n c l u d e d v i r t u a l l y no m e a s u r e s t o l o o s e n t h e m a j o r 
o i l c o m p a n i e s ' p r i v a t e c o n t r o l o v e r f u e l s a n d t o f o r c e m o r e 
r e s p o n s i b i l i t y b y t h e m a j o r s t o c o n s u m e r s a n d t o i n d e p e n d e n t a n d 
c o o p e r a t i v e r e f i n e r s a n d m a r k e t e r s . A c c o r d i n g l y , t h e C o n g r e s s 
m u s t move i n t o f i l l t h i s l e a d e r s h i p v a c u u m . 

I n a d d i t i o n t o r e t e n t i o n o f c o n t r o l s o f n a t u r a l g a s p r i c e s 
a t t h e w e l l h e a d , e s t a b l i s h m e n t o f a T V A - t y p e g o v e r n m e n t - o w n e d 
c o r p o r a t i o n t o s e r v e a s a " y a r d s t i c k " i n p r o d u c t i o n a n d m a r k e t i n g 
o f f u e l s , a n d o t h e r s t e p s n o t e d a b o v e , C o n g r e s s s h o u l d : 

1 . I n s i s t t h a t a m u l t i - b i l l i o n d o l l a r g o v e r n m e n t - f u n d e d 
r e s e a r c h a n d d e v e l o p m e n t p r o g r a m o n new f u e l s o u r c e s 
i s l a u n c h e d w i t h o u t f u r t h e r d e l a y , a n d t h a t t h e r e s e a r c h 
a n d d e v e l o p m e n t e f f o r t e m p h a s i z e n o n - f o s s i l f u e l s . A t 
F a r m e r s U n i o n ' s M a r c h 1973 C o n v e n t i o n , o u r m e m b e r s h i p 
a d o p t e d t h e f o l l o w i n g r e s o l u t i o n : "We s u p p o r t r e s e a r c h 
t o d e t e r m i n e new a n d a d e q u a t e s o u r c e s o f p o w e r w h i c h 
c o u l d r e p l a c e f o s s i l f u e l s " . 

2 . F o r c e t h e m a j o r o i l c o m p a n i e s t o make c r u d e o i l a v a i l -
a b l e t o i n d e p e n d e n t a n d c o o p e r a t i v e r e f i n e r s a n d m a r k e t e r s 
t h r o u g h o u t t h e m i d d l e a r e a o f t h e U n i t e d S t a t e s . A c c o r d -
i n g t o t h e b e s t i n f o r m a t i o n a v a i l a b l e , t h e r e i s c u r r e n t l y 
e n o u g h e x c e s s c a p a c i t y i n i n d e p e n d e n t a n d c o o p e r a t i v e 
r e f i n e r i e s t o p r e v e n t t h e o c c u r a n c e o f f u e l s h o r t a g e s 
t h i s y e a r , a n d t h e i n d e p e n d e n t m a r k e t e r s m u s t n o t b e 
f o r c e d o u t i f p r i c e c o m p e t i t i o n i s t o b e m a i n t a i n e d i n 
t h e p e t r o l e u m i n d u s t r y . R e g a r d l e s s o f w h e t h e r t h e r e 
i s a c o o r d i n a t e d c o n s p i r a c y among t h e m a j o r s t o f o r c e 
o u t i n d e p e n d e n t s , t h i s , i n f a c t , i s o c c u r r i n g . C o n s u m e r s 
c a n o n l y s u f f e r i n c r e a s i n g l y t e n u o u s s u p p l i e s a n d h i g h e r 
p r i c e s i f t h e m o v e m e n t t o w a r d i n c r e a s e d c o n c e n t r a t i o n i n 
t h e p e t r o l e u m i n d u s t r y i s a l l o w e d t o c o n t i n u e u n a b a t e d . 
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A t t a c h m e n t 

F a r m e r s U n i o n 1 9 7 3 C o n v e n t i o n R e s o l u t i o n 
o n F u e l S h o r t a g e 

" T o r e l i e v e t h e f u e l s h o r t a g e c r i s i s a n d t o c o n s e r v e 
o u r o i l r e s o u r c e s , we u r g e a n i n c r e a s e i n o i l a d m i t t e d 
i n t o t h e U n i t e d S t a t e s u n d e r o i l i m p o r t q u o t a . A s p e c i f i c 
q u o t a o f c r u d e o i l i m p o r t e d i n t o t h e U n i t e d S t a t e s m u s t b e 
a l l o c a t e d b y f e d e r a l l a w t o a g r i c u l t u r a l c o o p e r a t i v e s a n d 
i n d e p e n d e n t o i l r e f i n e r i e s . 

"We s u p p o r t l i b e r a l i z a t i o n o f o i l p r o d u c t i o n r e g u l a -
t i o n s b y s t a t e r e g u l a t o r y a g e n c i e s . 

"We u r g e i n c r e a s e s i n o i l s u p p l i e s f r o m s o u r c e s i n t h e 
S t a t e o f A l a s k a . 

"We s u p p o r t r e s e a r c h t o d e t e r m i n e new a n d a d e q u a t e 
s o u r c e s o f p o w e r w h i c h c o u l d r e p l a c e f o s s i l f u e l s . " 
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Senator MCINTYRE. Just one quick question: Where do you people 
get most of your crude o i l ? 

M r . BARTON. As I mentioned to you, Central Exchange operates 
two refineries, one at Laurel, Mont, and the other at McPherson, 
Kans. As I indicated, approximately 45 percent of the crude fo r that 
Laurel, Mont, refinery, comes f rom Canada. Some, a smaller amount 
of the o i l f o r the McPherson refinery also comes f r om Canada. I am 
not sure about the percentage. 

Fo r the remainder of the crude oi l , there is no direct importat ion; 
the cooperative refineries are dependent upon the independents or 
major o i l companies to supply crude o i l to them. 

O f course, as I mentioned before, Central Exchange does not refine 
a l l o f the gasoline that Central Exchange makes available to the 
local cooperatives. I t refines about 85 percent. 

I n other words, about 15 percent of the gasoline must be pur-
chased f r om the major o i l companies by Central Exchange and then 
made available to the local cooperatives. This figure is higher fo r 
some of the other agr icul tura l cooperatives. 

There is a part icular diff iculty at th is point of t rad ing tickets and 
gett ing crude f r o m the majors. As you know, is that these refineries 
i n the Midwest w i l l to the majors—take o i l f rom the majors that is 
i n 'that v ic in i ty i n exchange fo r impor t tickets, and then the majors 
w i l l impor t replacement oil. 

Apparent ly , the majors are contending that now w i t h the new fee 
systems tha t i t is less profitable fo r them to impor t and replace o i l 
that they would t u r n over to refineries i n the Midwest and they are 
therefore t ightening down very strongly on t rad ing of tickets. 

Senator MCINTYRE. Thank you. 
M r . Paul B. Ignat ius of the A i r Transport Association of America. 
M r . IGNATIUS. Thank you, M r . Chairman. I, too, have a prepared 

statement which we have furnished to -the committee. I propose to 
read almost a l l o f i t and by paraphrasing certain sections, I th ink I 
can give my statement i n the t ime that you allotted. 

Senator MCINTYRE. Your entire statement w i l l be included i n the 
record. You may proceed to test i fy i n any way you see fit, bearing 
in m ind any t ime constraints that we have. 

M r . IGNATIUS. Thank you, M r . Chairman. 
Le t me say a t the outset that I believe the recently-enacted amend-

ment t o the Economic Stabil ization Ac t which recommends the 
establishments of a priori t ies and allocations program is an impor-
tant achievement. I am mindfu l , of course, that this much needed 
amendment was enacted at the inst igation of th is committee. 

Hoj»efully, i t w i l l not be necessary to put into effect a priori t ies 
and allocations program fo r fuel. Bu t certainly i t is wise and pru-
dent to have made provisions fo r such a program should circum-
stances require th is type of control. I was pleased to learn that 
development o f such a p lan already has begun, and I hope that this 
contingency p lanning is pursued on a p r io r i t y basis. 

I am certain that these hearings which are being held by the 
Senate Committee on Banking, Housing and Urban A f f airs w i l l con-
t r ibute much useful in format ion that w i l l help to insure that the 
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prior i t ies and allocations contingency p lan is equitable and effective. 
Th is hearing comes at a most opportune t ime. W e are gra te fu l 

that the committee has moved prompt ly to assure tha t v i ta l func-
tions, inc luding transportat ion w i l l have adequate fuel supplies i n 
the event that cr i t ical supply problems develop. 

Le t me t u r n now specifically to a i r t ransportat ion and how the 
fuel si tuat ion looks to us i n the a i r l ine industry. 

F i rs t , a word on the scope of the air transportation. The commer-
cial air l ines are the predominant common-carrier of people i n inter-
ci ty service. About 75 percent of the passenger miles of domestic 
interci ty t ravel aboard common carriers—planes, buses and trains— 
are by air . 

I n overseas travel, air l ines account fo r more than 90 percent. 
More than 200 mi l l i on passengers w i l l be carried by the scheduled 

airl ines o f the Uni ted States i n 1973 and tha t service w i l l grow 
signif icantly i n the years immediately ahead. 

I n the i r landings and takeoffs there a t more than 525 airports 
serving citizens i n thousands of cities large and small, the airl ines 
are p rov id ing scheduled passenger, f re ight , and mai l service through 
some 13,800 f l ights a day, operat ing around the clock. W e estimate 
that i n 1973 the scheduled air l ines w i l l carry about 1.4 b i l l ion letters 
and more than 200 mi l l ion packages. 

To get these tasks done, the airl ines employ about 300,000 men and 
women and count heavily on the work of scores o f thousands of 
other employees whose jobs are dependent on scheduled a i r l ine 
operations. 

I present these capsule statistics to indicate that a i r t ransportat ion 
is a v i ta l and pervasive system, essential to the funct ioning and well-
being o f the U.S. economy through the safe, rap id, and reliable 
movement i n a dynamic society of people and goods. 

Le t me t u r n now to what our fuel needs are. Obviously substantial 
quantities of petroleum fuel are necessary to operate this nat ional 
a i r transport system. Transportat ion as a whole i n the Un i ted States 
consumes about 25 percent of available energy and roughly 53 per-
cent of the to ta l domestic use of petroleum. Th is comes to 2.9 b i l l ion 
barrels of petroleum products whose use is broken down by transpor-
tat ion modes fo r c iv i l ian purposes as fo l lows: 

F i rs t , on highway, the automobile takes 55 percent of the trans-
portat ion fuel, other h ighway uses amount to 29 percent, fo r a to ta l 
of 84 percent highway. 

The airl ines take 9 percent, waterborne transportat ion 4 percent 
and the railroads about 3 percent. 

The scheduled airl ines consumed 242 b i l l ion barrels or 10.2 b i l l ion 
gallons i n 1971, the last year fo r wh ich f u l l year precise data is cur-
rent ly available. Th is fuel cost the air l ines $1.2 bi l l ion, the highest 
element of cost except fo r labor i n the air l ine operations. 

Since the commercial air l ine fleet has converted almost entirely to 
jet-powered a i rcraf t the fuel we use is jet fuel, a middle dist i l late 
akin t o kerosene. 

I t is important to note tha t the airl ines and indeed almost a l l o f 
the transportat ion industry is dependent on petroleum—there is no 
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alternative energy source. Th is point needs to be kept i n m ind as 
longer range plans fo r dealing w i t h the energy problem are consid-
ered, and new action programs are implemented. A greater use of 
coal energy, fo r example, on the par t of the electric u t i l i t y industry 
could free up great quantities of petroleum energy fo r use by trans-
portation. 

Those are our needs. 
Le t me t u r n now to avai labi l i ty of fuel. The airlines have not as 

yet encountered any widespread fuel supply problems which we have 
not been able -to handle by prompt management action, but we have 
had some serious warn ing signals and we must anticipate more 
trouble ahead. 

I n the early par t o f this year, several airlines were faced w i th local 
shortages, par t icu lar ly i n the eastern par t of the Un i ted States. 
These problems were met pr inc ipal ly by fe r ry ing fuel f rom one loca-
t ion to another, at an addit ional cost to the airlines and some incon-
venience to our passengers. We were determined to maintain service 
fo r our passengers and shippers and we were able to avoid having 
to cancel fl ights. 

Our best in format ion is that we can expect s imi lar problems 
throughout the summer and later. We are to ld by Government and 
oi l industry officials tha t our supply si tuat ion w i l l be t igh t , but that 
we should expect local or spot shortages rather than any general 
runout. I see no reason fo r believing tha t the problem w i l l not con-
t inue fo r a period o f t ime and can only hope that that w i l l not 
become worse. « 

Accordingly, i t is most important, as I have said, that responsible 
Government officials develop contingency plans f o r dealing w i t h the 
fuel problems should the need arise. We must have assurance that 
our v i ta l needs w i l l be met un t i l the longer run solutions to the 
energy problems have taken effect. 

Thus, our immediate outlook is fo r spot or occasional shortages. 
For example, a refinery shutdown result ing f rom equipment mal-
funct ion could cause a tempory problem of some magnitude. The 
Government and the airl ines must be prepared to meet these prob-
lems prompt ly . 

I suggest that several steps would be helpfu l , inc luding the 
fo l lowing: 

(1) A n early warn ing system, fuel advisories, i f you w i l l , tha t w i l l 
let us know when and where trouble can be expected. Th is may give 
us t ime to take remedial action i n something less than a crisis atmos-
phere. 

(2) Release of in-bond aviation fuel fo r domestic consumption to 
meet spot shortages. Such fuel is located at 27 airports and is norm-
al ly available fo r use in international flights. The A i r Transport. 
Association has asked the responsible Government officials i f th is 
fuel could be released f r om bond to meet spot domestic needs hope-
fu l l y on a basis of predelegated authori ty, so tha t decision t ime can 
be reduced to a minimum. We are pleased that our suggestion is 
being reviewed. 

(3) Wor ldw ide avai labi l i ty of dist i l late fuels, inc lud ing jet fuels, 
is we are told, somewhat more favorable than the avai labi l i ty of 
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gasoline. We understand that there may even foe some surplus o f 
dist i l late fuels as a result o f European refinery production. I f so, 
we hope tha t under the new policies affecting imports o f petroleum, 
the o i l companies w i l l be able to take advantage of the si tuat ion to 
assure tha t our needs are going to be met. 

Wh i l e I have, of course, concentrated on fuel f o r a i rc ra f t oper-
ations, i t is impor tant to note that the air t ransport industry also 
requires large quantities of gasoline fo r ground vehicles tha t service 
f l igh t operations and these needs must also be taken into account i n 
the contingency plans the Government is developing. 

Le t me now t u r n brief ly, M r . Chairman, t o conservation measures. 
Fo r a long t ime the airlines have practiced fuel conservation 

measures, not only to save fuel but also to reduce costs. Fo r example, 
they make wide use o f simulators fo r the t ra in ing o f aircrews tha t 
would otherwise require actual flights. The fuel savings result ing 
f r o m th is practice amounted to 30 mi l l i on gallons i n 1971. 

Fuel sayings result ing f rom operational practices are also being 
achieved. I am pleased to report tha t the A i r Transport Associa-
tion's operations committee, consisting of top executives f r o m the 
operations side o f the industry, are studying ways to increase present 
fuel-saving measures and to ident i fy new fuel-saving opportunit ies. 
These measures include shut t ing off one or more engines dur ing 
tax i ing operations, reduction of i d l i ng t ime on the ground and reduc-
t ion o f cruise speed w i t h consequent fuel savings. O f course, measures 
of th is k i nd must always be evaluated i n terms of "Safety and other 
operational requirements. » 

The C A B , recognizing the need to conserve fuel, has recently 
authorized discussions that would permi t the continuance of capacity 
reductions on certain transcontinental flights. The C A B chairman 
has called 'attention to the possibil i ty o f addi t ional fuel savings that 
would result f r om capacity reductions on routes other than the 
toramscoinitinentail routes in question. The airl ines have not as yeft 
had t ime to respond to these suggestions f r om the C A B . Some air-
lines view capacity reductions o f this type w i t h concern because they 
feel such reductions could affect the overal l operational and competi-
t ive f ramework of our a i r t ransportat ion system. 

Th i s is a challenging problem fo r which there are no easy answers, 
but I am certain tha t a l l views w i l l foe given consideration i n any 
actions the C A B may consider tak ing as related to fuel conservation. 

I should also note tha t the C A B has asked the airl ines to propose 
plans fo r meeting any fuel shortages tha t may develop a t any o f the 
22 major a i rpor t hub ci ty airports throughout the Un i ted States. 

Le t me t u r n now to fuel costs. I have already indicated that fuel 
costs represent the largest category o f costs except f o r labor i n air-
l ine operations. Accordingly, we are hopeful tha t je t fuel costs w i l l 
not rise significantly. 

T o give you some sense of the order of magnitude here, a 1 cent-a 
gal lon increase in our fuel would cost the industry as a whole $100 
m i l l i on a year. 

One cent is $100 mi l l ion. T o p u t $100 mi l l ion i n context, the entire 
industry i n 1972 made a prof i t o f only $225 mi l l ion. So, we are ta lk-
i ng about a very sizable cost category here that would be very sensi-
t ive to cost increases. 
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Some recently concluded fuel contracts reported by several airl ines 
give us some basis fo r concern and apprehension. 

Some o f these cost increases undoubtedly reflect the higher costs 
that the o i l companies must pay fo r crude. We are hopeful, however, 
that the o i l companies w i l l make every reasonable effort not only to 
assure avai labi l i ty of jet fuel but also to hold the l ine on price. I n 
this connection, I was pleased to see i n a recent news art icle that one 
of the major o i l companies had reduced the price of one of its prod-
ucts, heavy fuel oil. Whi le i t may be unrealistic to expect that the 
price o f jet fuel w i l l be reduced, we nevertheless hope that i t w i l l not 
increase signif icantly. As a regulated industry, i t is not possible for 
the airl ines to obtain immediate relief fo r cost increases. Moreover, 
a significant cost increase ult imately reflected i n higher a i r fares 
would have a widespread effect on ind iv idual passengers and ship-
pers and overall l i v i ng cost, i n view of the pervasive nature of our 
national a i r transportat ion system. 

Hav ing said this, I want also to point out that the petroleum 
industry has always recognized the v i ta l role of the airl ines and has 
done much through research and development, as wel l as through 
supply and distr ibut ion, to help the airlines to do the job. W e have 
had our differences, to be sure, but these have been resolved w i t h rare 
exception, i n an equitable manner. 

I , fo r one, hope this relationship w i l l continue. 
Let me conclude, M r . Chairman, by expressing once again my 

appreciation fo r the interest th is committee is showing i n the fuel 
problem and by quickly summarizing my remarks. 

1. We expect spot fuel shortages i n the coming months and greater 
difficulties as t ime goes by un t i l long run steps to remedy the situa-
t ion have had t ime to take effect. Accordingly, we believe the Gov-
ernment should develop contingency plans to assure that transpor-
tat ion and other v i ta l needs w i l l be met. I n addit ion, arrangements 
should be made to deal p rompt ly w i t h spot shortages, inc luding con-
sideration of the several suggestions I have made today. 

Secondly, transportat ion fo r the foreseeable future must depend 
upon petroleum as i ts energy source. I f industries that have avail-
able alternative energy sources can use less petroleum, the transpor-
tat ion sector w i l l be benefited. 

Th i rd l y , transportat ion, l ike al l segments o f the economy must 
seek and practice opportunit ies to conserve scarce fuel. The airlines 
are already doing th is and hope to extend the fuel savings they are 
already making. 

Four th, the energy problem confronts al l o f us—the Congress, the 
executive agencies, industry and the American public. A l l o f us must 
do our par t to insure that our needs are met w i t h the least possible 
dislocation to economic act iv i ty, environmental objectives, and our 
balance of payments needs. The scheduled air l ine industry is pre-
pared to iassist the effort un t i l such t ime as our energy problems are 
surmounted. 

This completes my statement, M r . Chairman. 
L i ke the former witness, I w i l l be pleased to answer questions later 

on. 
[The statement o f M r . Ignat ius fo l lows: ] 
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Statement o f Paul R. I g n a t i u s 
P r e s i d e n t , A i r T ranspor t A s s o c i a t i o n o f America 
be fo re the Senate Committee on Banking, Housing 
and Urban A f f a i r s 
May 7, 1973 

My name i s Paul R. I g n a t i u s . I am Pres iden t o f t he A i r T ranspor t 

A s s o c i a t i o n , which rep resen ts v i r t u a l l y a l l o f the scheduled, c e r t i f i c a t e d 

a i r l i n e s of the Un i ted S ta tes . 

I a p p r e c i a t e t h i s o p p o r t u n i t y t o appear be fo re you t o p resen t our 

p r e l i m i n a r y v iews on the f u e l prob lem, how i t a f f e c t s the a i r l i n e s , and what 

a d d i t i o n a l s teps the a i r l i n e s and the government might take t o meet t h i s 

cha l l enge . I n p r e p a r i n g t h i s t es t imony , I have been guided by the l e t t e r f rom 

the Committee dated A p r i l 25, 1973 which o u t l i n e d the ques t ions the Committee 

in tended to pursue i n t h i s hea r i ng . 

Before proceeding f u r t h e r , I want t o say t h a t I b e l i e v e t h a t the 

r e c e n t l y enacted amendment t o the Economic S t a b i l i z a t i o n Act wh ich a u t h o r i z e s 
tr 

the es tab l i shment o f a p r i o r i t i e s and a l l o c a t i o n s program i s an impor tan t 

achievement. I am m i n d f u l , o f course , t h a t t h i s much needed amendment was 

enacted a t t he i n s t i g a t i o n o f t h i s Committee. 

H o p e f u l l y , i t w i l l no t be necessary t o put i n t o e f f e c t a p r i o r i t i e s and 

a l l o c a t i o n s program f o r f u e l . But c e r t a i n l y I t i s w ise and prudent t o have made 

p r o v i s i o n s f o r such a program should c i rcumstances r e q u i r e t h i s t ype o f 

c o n t r o l . I was p leased t o l e a r n t h a t development o f such a p l a n a l r e a d y has 

begun, and I hope t h a t t h i s con t ingency p l a n n i n g i s pursued on a p r i o r i t y b a s i s . 

I am c e r t a i n t h a t these hear ings which are be ing h e l d by the Senate 

Committee on Banking, Housing and Urban A f f a i r s w i l l c o n t r i b u t e much 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



21 

u s e f u l i n f o r m a t i o n t h a t w i l l he lp to i n s u r e t h a t the p r i o r i t i e s and a l l o c a t i o n s 

cont ingency p l a n i s e q u i t a b l e and e f f e c t i v e . 

Th is hea r i ng comes a t a most opportune t ime . We are g r a t e f u l 

t h a t the Committee has moved prompt ly t o assure t h a t v i t a l f u n c t i o n s , 

i n c l u d i n g t r a n s p o r t a t i o n , w i l l have adequate f u e l supp l i es i n the event t h a t 

c r i t i c a l supp ly problems deve lop . 

Le t me t u r n now s p e c i f i c a l l y t o a i r t r a n s p o r t a t i o n and how the 

f u e l s i t u a t i o n l ooks t o us i n the a i r l i n e i n d u s t r y . 

SCOPE OF AIR TRANSPORTATION 

The commercial a i r l i n e s a re the predominant common-carr ier o f 

people i n i n t e r c i t y s e r v i c e . About 75 per cent o f the passenger m i l e s of 

domest ic i n t e r c i t y t r a v e l aboard common c a r r i e r s — p l a n e s , buses and t r a i n s — are 

by a i r . I n overseas t r a v e l , a i r l i n e s account f o r more than 90 per c e n t . 

More than 200 m i l l i o n passengers w i l l be c a r r i e d by the scheduled 

a i r l i n e s o f the Un i t ed S ta tes i n 1973, and t h a t s e r v i c e w i l l grow s i g n i f i c a n t l y 

i n the years immedia te ly ahead. 

I n t h e i r l and ings and t a k e o f f s a t more than 525 a i r p o r t s s e r v i n g 

c i t i z e n s i n thousands o f c i t i e s , l a r g e and s m a l l , the a i r l i n e s a re p r o v i d i n g 

scheduled passenger, f r e i g h t , and m a i l s e r v i c e th rough some 13,800 f l i g h t s 

a day, o p e r a t i n g around the c l o c k . We es t ima te t h a t i n 1973 the scheduled 

a i r l i n e s w i l l c a r r y about 1 .4 b i l l i o n l e t t e r s and more than 200 m i l l i o n packages. 

To get these t asks done, the a i r l i n e s employ about 300,000 men and women 

and count h e a v i l y on the work o f scores o f thousands o f o the r employees whose 

j obs are dependent on scheduled a i r l i n e o p e r a t i o n s . 
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I p resent these capsu le s t a t i s t i c s t o i n d i c a t e t h a t a i r t r a n s p o r t a t i o n 

i s a v i t a l and pe rvas i ve system, e s s e n t i a l t o the f u n c t i o n i n g and w e l l be ing 

o f the Un i t ed Sta tes economy th rough the s a f e , r a p i d and r e l i a b l e movement 

i n a dynamic s o c i e t y o f people and goods. 

FUEL NEEDS 

S u b s t a n t i a l q u a n t i t i e s o f pe t ro leum f u e l a re necessary t o opera te 

t h i s n a t i o n a l a i r t r a n s p o r t system. T r a n s p o r t a t i o n as a whole i n the U n i t e d 

S ta tes consumes about 25 per cent o f a v a i l a b l e energy , and r o u g h l y 53 per 

cent o f t he t o t a l domest ic use o f pe t ro leum. Th i s comes t o 2 .9 b i l l i o n 

b a r r e l s o f pe t ro leum p r o d u c t s , whose use i s broken down by t r a n s p o r t a t i o n 

modes f o r c i v i l i a n purposes as f o l l o w s : 

Highway 

Automobi le 55% 
Other 29% 

T o t a l Highway 84% 

A i r l i n e s 9% 
Water 4% 
R a i l r o a d 3% 

The scheduled a i r l i n e s consumed 242 m i l l i o n b a r r e l s (10.2 b i l l i o n 

g a l l o n s ) i n 1971, the l a s t year f o r wh ich f u l l year p r e c i s e da ta i s c u r r e n t l y 

a v a i l a b l e . Th is f u e l cos t the a i r l i n e s $1.2 b i l l i o n , the h i g h e s t element o f 

cos t except f o r l a b o r i n the a i r l i n e o p e r a t i o n s . 

Since the commercial a i r l i n e f l e e t has conver ted a lmost e n t i r e l y t o 

j e t powered a i r c r a f t the f u e l we use i s j e t f u e l , a m idd le d i s t i l l a t e a k i n 

t o kerosene. 
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I t i s impor tan t t o no te t h a t the a i r l i n e s and indeed almost a l l o f 

the t r a n s p o r t a t i o n i n d u s t r y i s dependent on pe t ro leum — t h e r e i s no a l t e r -

n a t i v e energy source. Th is p o i n t needs t o be kept i n mind as longer range 

p lans f o r d e a l i n g w i t h the energy problem a re cons idered , and new a c t i o n 

programs are implemented. A g rea te r use o f c o a l energy, f o r example, on 

the p a r t o f the e l e c t r i c u t i l i t y i n d u s t r y cou ld f r e e up g rea t q u a n t i t i e s 

o f pe t ro leum energy f o r use by t r a n s p o r t a t i o n . 

FUEL AVAILABILITY 

The a i r l i n e s have no t as y e t encountered any widespread f u e l supp ly 

problems which we have no t been ab le t o handle by prompt management a c t i o n , 

bu t we have had some se r i ous warn ing s i g n a l s and we must a n t i c i p a t e more 

t r o u b l e ahead. 

I n the e a r l y p a r t o f trhis y e a r , s e v e r a l a i r l i n e s were faced w i t h l o c a l 

shor tages , p a r t i c u l a r l y i n the eas te rn p a r t o f the Un i ted S t a t e s . These problems 

were met p r i n c i p a l l y by f e r r y i n g f u e l f rom one l o c a t i o n t o ano the r , a t an a d d i -

t i o n a l cos t t o the a i r l i n e s and some inconvenience t o our passengers. We were 

determined t o m a i n t a i n s e r v i c e f o r our passengers and sh ippe rs , and we were 

ab le to avo id hav ing t o cance l f l i g h t s . 

Our best i n f o r m a t i o n i s t h a t we can expect s i m i l a r problems throughout 

the summer and l a t e r . We are t o l d by government and o i l i n d u s t r y o f f i c i a l s 

t h a t our supply s i t u a t i o n w i l l be t i g h t , bu t t h a t we shou ld expect l o c a l or 

spot shor tages r a t h e r than any genera l r u n - o u t . I see no reason f o r b e l i e v i n g 

t h a t the problem w i l l no t con t inue f o r a p e r i o d o f t ime and can on l y hope t h a t 

i t w i l l no t become worse. 
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A c c o r d i n g l y , i t i s most i m p o r t a n t , as I have s a i d , t h a t r e s p o n s i b l e 

government o f f i c i a l s develop con t ingency p lans f o r d e a l i n g w i t h t he f u e l 

problem should the need a r i s e . We must have assurance t h a t our v i t a l needs 

w i l l be met u n t i l the l o n g e r - r u n s o l u t i o n s t o t he energy problem have taken 

e f f e c t . 

Thus, our immediate o u t l o o k i s f o r spot o r o c c a s i o n a l sho r tages . For 

example, a r e f i n e r y shut-down r e s u l t i n g f rom equipment m a l f u n c t i o n cou ld 

cause a temporary problem o f some magni tude. The government and the a i r l i n e s 

must be prepared t o meet these problems p r p m p t l y . 

I suggest t h a t s e v e r a l s teps would be h e l p f u l , i n c l u d i n g the f o l l o w i n g : 

(1) An e a r l y warn ing system — f u e l a d v i s o r i e s , i f you w i l l — t h a t 

w i l l l e t us know when and where t r o u b l e can be expected. Th is may g i v e us 

t ime t o take remed ia l a c t i o n i n something l e s s than a c r i s i s atmosphere. 

(2) Release o f i n -bond a v i a t i o n f u e l f o r domest ic consumpt ion t o meet 

spot sho r tages . Such f u e l i s l o c a t e d a t 27 a i r p o r t s and i s no rma l l y a v a i l a b l e 

f o r use i n i n t e r n a t i o n a l f l i g h t s . The A i r T ranspor t A s s o c i a t i o n has asked t he 

r e s p o n s i b l e government o f f i c i a l s i f t h i s f u e l cou ld be re leased f rom bond t o 

meet spot domest ic needs, h o p e f u l l y on a bas i s o f p r e - d e l e g a t e d a u t h o r i t y , so 

t h a t d e c i s i o n t ime can be reduced t o a minimum. We are p leased t h a t our sugges-

t i o n i s be ing rev iewed. 

(3) The wo r l d -w ide a v a i l a b i l i t y o f d i s t i l l a t e f u e l s , i n c l u d i n g j e t f u e l s , 

i s , we a re t o l d , somewhat more f a v o r a b l e than the a v a i l a b i l i t y o f g a s o l i n e . 

We unders tand t h a t t h e r e may even be some su rp l us o f d i s t i l l a t e f u e l s as a 

r e s u l t o f European r e f i n e r y p r o d u c t i o n . I f so , we hope t h a t under t h e new 

p o l i c i e s a f f e c t i n g impor ts o f pe t ro leum, the o i l companies w i l l be ab le t o 

take advantage o f t he s i t u a t i o n t o assure t h a t our needs w i l l be met . 
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Whi le I have, o f cou rse , concent ra ted on f u e l f o r a i r c r a f t o p e r a t i o n s , 

i t i s impor tan t t o no te t h a t the a i r t r a n s p o r t i n d u s t r y a l s o r e q u i r e s l a r g e 

q u a n t i t i e s o f g a s o l i n e f o r ground v e h i c l e s t h a t s e r v i c e f l i g h t o p e r a t i o n s . 

These needs must a l so be taken i n t o account i n the cont ingency p lans the 

government i s deve lop ing . 

CONSERVATION MEASURES 

For a l o n g t ime the a i r l i n e s have p r a c t i c e d f u e l c o n s e r v a t i o n measures, 

no t o n l y t o save f u e l , bu t a l so t o reduce c o s t s . For example, they make wide 

use o f s i m u l a t o r s f o r the t r a i n i n g o f a i r crews t h a t would o the rw i se r e q u i r e 

a c t u a l f l i g h t s . The f u e l sav ings r e s u l t i n g f rom t h i s p r a c t i c e amounted to 

30 m i l l i o n g a l l o n s i n 1971. 

Fue l sav ings r e s u l t i n g f rom o p e r a t i o n a l p r a c t i c e s a re a l so be ing 

ach ieved. I am pleased t o r e p o r t t h a t the A i r T ranspor t A s s o c i a t i o n ' s 

Operat ions Committee, c o n s i s t i n g of top execu t i ves f rom the ope ra t i ons s ide 

o f the i n d u s t r y , a re s t u d y i n g ways t o i nc rease present f u e l - s a v i n g measures 

and t o i d e n t i f y new f u e l - s a v i n g o p p o r t u n i t i e s . These measures i n c l u d e s h u t t i n g 

o f f one or more engines d u r i n g t a x i i n g o p e r a t i o n s , r e d u c t i o n o f i d l i n g t ime on 

the ground, and r e d u c t i o n o f c r u i s e speed w i t h consequent f u e l sav ings . Of 

course , measures o f t h i s k i n d must always be eva luated i n terms of s a f e t y 

and o the r o p e r a t i o n a l requ i remen ts . 

The C i v i l Ae ronau t i cs Board, r e c o g n i z i n g the n e e d t o conserve f u e l , 

has r e c e n t l y a u t h o r i z e d d i s c u s s i o n s t h a t would pe rm i t the cont inuance o f 

c a p a c i t y r e d u c t i o n s on c e r t a i n t r a n s c o n t i n e n t a l f l i g h t s . The CAB chairman 

has c a l l e d a t t e n t i o n t o the p o s s i b i l i t y o f a d d i t i o n a l f u e l sav ings t h a t 

would r e s u l t f rom c a p a c i t y r e d u c t i o n s on rou tes o the r than the t r a n s c o n t i n e n -

t a l r ou tes i n q u e s t i o n . The a i r l i n e s have no t as y e t had t ime t o respond 
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t o these suggest ions f rom the CAB. Some a i r l i n e s v iew c a p a c i t y r e d u c t i o n s 

of t h i s t ype w i t h concern because they f e e l such r e d u c t i o n s cou ld a f f e c t 

t he o v e r a l l o p e r a t i o n a l and c o m p e t i t i v e framework o f our a i r t r a n s p o r t a t i o n 

system. Th is i s a c h a l l e n g i n g problem f o r which t h e r e a re no easy answers, 

bu t I am c e r t a i n t h a t a l l v iews w i l l be g i v e n c a r e f u l c o n s i d e r a t i o n i n any 

a c t i o n s the C i v i l Ae ronau t i cs Board may cons ider t a k i n g as r e l a t e d t o f u e l 

conse rva t i on . 

I shou ld a l s o no te t h a t the C i v i l Ae ronau t i cs Board has asked the 

a i r l i n e s t o propose p lans f o r meet ing any f u e l shor tages t h a t may develop 

a t any o f the 22 major a i r p o r t hub c i t y a i r p o r t s th roughout t he U n i t e d S t a t e s . 

FUEL COSTS 

I have a l r eady i n d i c a t e d t h a t f u e l cos ts rep resen t the l a r g e s t ca tego ry 

o f cos ts except f o r l a b o r i n a i r l i n e o p e r a t i o n s . A c c o r d i n g l y , we a re h o p e f u l 

t h a t j e t f u e l cos ts w i l l no t r i s e s i g n i f i c a n t l y . Some r e c e n t l y conc luded 

f u e l c o n t r a c t s r e p o r t e d by s e v e r a l a i r l i n e s g i v e us some b a s i s f o r concern 

and apprehension. 

Some o f these cos t inc reases undoubted ly r e f l e c t the h i g h e r cos ts t h a t 

t h e o i l companies must pay f o r c rude . We are h o p e f u l , however, t h a t the o i l 

companies w i l l make every reasonable e f f o r t no t on l y t o assure a v a i l a b i l i t y o f 

j e t f u e l bu t a l s o t o h o l d t he l i n e on p r i c e . I n t h i s connec t i on , I was p leased 

t o see i n a recen t news a r t i c l e t h a t one of the major o i l companies had reduced 

the p r i c e o f one o f i t s p r o d u c t s , heavy f u e l o i l . Whi le i t may be u n r e a l i s t i c 

t o expect t h a t the p r i c e o f j e t f u e l w i l l be reduced, we n e v e r t h e l e s s hope 

t h a t i t w i l l no t i nc rease s i g n i f i c a n t l y . As a r e g u l a t e d i n d u s t r y , i t i s no t 

p o s s i b l e f o r the a i r l i n e s t o o b t a i n immediate r e l i e f f o r cos t i n c r e a s e s . More-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



27 

ove r , a s i g n i f i c a n t cos t inc rease u l t i m a t e l y r e f l e c t e d i n h i ghe r a i r f a r e s 

would have a widespread e f f e c t on i n d i v i d u a l passengers and sh ippers and 

o v e r a l l l i v i n g c o s t s , i n v iew o f the pe rvas i ve na tu re o f our n a t i o n a l a i r 

t r a n s p o r t a t i o n system. 

Having s a i d t h i s , I want a l s o to p o i n t ou t t h a t the pe t ro leum i n d u s t r y 

has always recogn ized the v i t a l r o l e o f the a i r l i n e s and has done much th rough 

research and development, as w e l l as th rough supply and d i s t r i b u t i o n , t o he lp 

the a i r l i n e s t o do the j o b . We have had our d i f f e r e n c e s , t o be su re , bu t 

these have been r e s o l v e d , w i t h r a r e excep t i on , i n an e q u i t a b l e manner. I 

l ook fo rward t o a c o n t i n u a t i o n o f t h i s r e l a t i o n s h i p , and t o work ing t o g e t h e r , 

w i t h ass i s tance f rom the government, as necessary, t o assure adequate f u e l 

s u p p l i e s a t f a i r and reasonable p r i c e s . 

CONCLUSION 

Let me conc lude, Mr. Chairman, by express ing once aga in my a p p r e c i a t i o n 

f o r the i n t e r s t t h i s Committee i s showing i n the f u e l problem and by q u i c k l y 

summarizing my remarks. 

F i r s t , we expect spot f u e l shor tages i n the coming months and g rea te r 

d i f f i c u l t i e s as t ime goes by u n t i l l ong run s teps t o remedy the s i t u a t i o n 

have had t ime t o take e f f e c t . A c c o r d i n g l y , we b e l i e v e the government should 

develop cont ingency p lans t o assure t h a t t r a n s p o r t a t i o n and o the r v i t a l needs 

w i l l be met. I n a d d i t i o n , arrangements shou ld be made t o dea l p rompt l y w i t h 

spot sho r tages , i n c l u d i n g c o n s i d e r a t i o n o f the s e v e r a l suggest ions I have made 

today . 

Secondly, t r a n s p o r t a t i o n f o r the fo reseeab le f u t u r e must depend upon 

pe t ro leum as i t s energy source. I f i n d u s t r i e s t h a t have a v a i l a b l e a l t e r n a t i v e 

energy sources can use l e s s pe t ro leum, the t r a n s p o r t a t i o n sec to r w i l l be 

96-183 O - 73 - 3 
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b e n e f i t t e d . 

T h i r d l y , t r a n s p o r t a t i o n , l i k e a l l segments o f the economy must seek 

and p r a c t i c e o p p o r t u n i t i e s t o conserve scarce f u e l . The a i r l i n e s a re a l r e a d y 

do ing t h i s and hope t o extend the f u e l sav ings they a re a l r e a d y making. 

F o u r t h , f u e l i s a major element i n our cos t s t r u c t u r e and we a re anx ious 

t o avo id s i g n i f i c a n t cos t i n c r e a s e s . 

F i n a l l y , t he energy problem c o n f r o n t s a l l o f us — the Congress, the 

Execu t i ve agenc ies , i n d u s t r y , and the American p u b l i c . A l l o f us must do 

our p a r t t o i n s u r e t h a t our needs a r e met w i t h the l e a s t p o s s i b l e d i s l o c a t i o n 

t o economic a c t i v i t y , env i ronmenta l o b j e c t i v e s , and our ba lance o f payments 

needs. The scheduled a i r l i n e i n d u s t r y i s prepared t o a s s i s t t he e f f o r t u n t i l 

such t ime as our energy problems are surmounted. 

I w i l l now be p leased t o address any ques t ions t h a t you may w i s h t o 

d i r e c t t o my a t t e n t i o n . 
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FOREWORD 

The A i r Transport Associa t ion of America member a i r l i n e s 
have made a major e f f o r t to assemble h e r e i n a c o n s o l i -
dated record of t u r b i n e f u e l used i n 1971 and f o r e c a s t 
fo r consumption through 1981. This record represents 
scheduled commercial a i r c r a f t operat ions i n the Uni ted 
States by domestic and f o r e i g n a i r l i n e s . Although 100% 
coverage was not p o s s i b l e , the data t h a t fo l lows adequately 
represents p r o j e c t e d requirements by major a i r p o r t s , P e t r o -
leum Admin is t ra t ion (PAD) D i s t r i c t s and fey the i n d i v i d u a l 
f i f t y s t a t e s . 

This p u b l i c a t i o n i s the f i f t h i n a ser ies of annual 
f o r e c a s t s . I t i s prepared fo r the in format ion of s u p p l i e r s , 
t r a n s p o r t e r s , se rv ice companies and other agencies con-
cerned w i t h p lanning f o r a i r l i n e t u r b i n e f u e l requirements . 
Because of the l a r g e volume of f u e l used, maximum e f f i c i e n c y 
and economy i n t r a n s p o r t a t i o n and s e r v i c i n g i s r e q u i r e d . 
Fuel equipment manufacturers and s e r v i c i n g companies i n 
p a r t i c u l a r may f i n d t h i s p u b l i c a t i o n u s e f u l f o r p lanning 
the product ion of equipment and serv ice programs. 

Bonded f u e l i s i d e n t i f i e d separa te ly and bondable f u e l i s 
a lso shown to r e f l e c t t h a t p o r t i o n of the t o t a l demand e l i g i -
b le fo r wi thdrawal under U. S. Customs bonded c o n t r o l f o r use 
i n i n t e r n a t i o n a l opera t ions . This in format ion w i l l a s s i s t 
supp l ie rs i n i d e n t i f y i n g those a i r p o r t s where a v a i l a b i l i t y of 
bonded f u e l i s e s s e n t i a l . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



32 

SUMMARY 

This fo recas t p r o j e c t s t u r b i n e f u e l consumption a t a l l 
a i r p o r t s i n the United Sta tes having an annual volume 
of 500,000 ga l lons or more, as p r o j e c t e d by the c e r t i f i -
cated a i r c a r r i e r s p a r t i c i p a t i n g . 

The a c t u a l or p ro jec ted f u e l consumption of n o n - p a r t i c i -
p a t i n g a i r c a r r i e r s or o ther users of a v i a t i o n f u e l i s 
not included i n t h i s f o r e c a s t . 

The top a i r p o r t s i n terms of t o t a l t u r b i n e f u e l r e p o r t e d 
to be consumed i n 1971 are l i s t e d below i n descending 
o r d e r . Data expressed i s i n thousand g a l l o n s : 

# Domestic Bonded T o t a l 

JFK (Kennedy-New York) 
LAX (Los Angeles) 
ORD (Chicago O'Hare) 
SFO (San Francisco) 
MIA (Miami I n t e r n a t i o n a l ) 
HNL (Honolulu) * 
ATL ( A t l a n t a ) 
DAL (Da l las Love F i e l d ) 
LGA (La Guardia-New York) 
BOS (Boston Logan) 
SEA ( S e a t t l e ) 
DEN (Denver) 
PHL (Ph i l ade lph ia ) 
EWR (Newark) 
STL ( S t . L o u i s ) 
IAH (Houston I n t e r n a t i o n a l ) 
DTW ( D e t r o i t ) 
MSP (Minneapol is -St . Paul) 
DCA (Washington, D . C . - N a t i o n a l ) 
PIT (P i t tsburg) 
CLE (Cleveland) 

396 ,575 551 ,018 947,583 
758 ,238 131 ,267 889,505 
729 ,102 94 ,217 823,319 
489 ,832 104 ,662 594,494 
321 ,753 109 ,515 431,268 
186 ,391 208 ,855 395,246 
330 ,405 7 ,216 337 ,621 
303 ,876 18 ,776 • 322,652 
262 ,325 9 ,203 271,528 
197 ,888 71 ,752 269,640 
195 ,500 68 ,254 263,754 
226 ,505 - 226,505 
139 ,473 32 ,920 172,393 
147 ,543 18 ,367 165,910 
165 ,409 - 165,409 
142 ,991 12 ,210 155 ,201 
145 ,794 8 ,478 154,272 
143 ,160 8 ,759 151,919 
139 ,282 - 139,282 
104 ,155 8 ,918 113,073 
109 ,362 - 109,362 

These p r o j e c t i o n s made i n the f i r s t q u a r t e r 1972 show the 
c u r r e n t consumption downtrend as compared to previous years 1 

es t ima tes . Also, these i n d i v i d u a l a i r p o r t fo recas ts are not 
r e a d i l y a v a i l a b l e elsewhere and by being updated annua l ly 
t h i s r e p o r t o f f e r s e s s e n t i a l data f o r longrange p lanning t o 
f u r t h e r assure d e l i v e r y of adequate volume a t minimum c o s t . 
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PARTICIPATING CARRIERS 

L i s t e d below are the ATA A i r C a r r i e r s and other cooper-
a t i n g A i r C a r r i e r s who have suppl ied the forecasts used 
to prepare t h i s consol idated r e p o r t . 

A i r Canada 
A i r France 
A i r West 
Allegheny A i r l i n e s , I n c . 
Alaska A i r l i n e s , I n c . 
Aloha A i r l i n e s , I n c . 
American A i r l i n e s , I n c . 
B r i t i s h Overseas Airways Corp. 
B r a n i f f I n t e r n a t i o n a l 
Canadian P a c i f i c A i r l i n e s L t d . 
Cont inenta l A i r L ines , I n c . 
D e l t a A i r L ines, I n c . 
Eastern A i r l i n e s , I n c . 
E l Al I s r a e l A i r l i n e s L td . 
F l y i n g T iger L ine , I n c . 
F r o n t i e r A i r l i n e s , I n c . 
Hawaiian A i r l i n e s 
Japan A i r Lines Co. L td . 
KLM - Royal Dutch A i r l i n e s 
Lufthansa - German A i r l i n e s 
N a t i o n a l A i r l i n e s , I n c . 
Northeast A i r l i n e s , I n c . 
North Cent ra l A i r l i n e s 
Northwest A i r l i n e s , I n c . 
Ozark A i r L ines, I n c . 
P a c i f i c Western A i r l i n e s 
Pan American World Airways, I n c . 
P a c i f i c Southwest A i r l i n e s 
Piedmont A i r l i n e s , I n c . 
Qantas Airways L td . 
Reeve A l e u t i a n Airways, I n c . 
Sabena Belgian World A i r Lines 
Scandinavian A i r l i n e System 
Southern Airways, I n c . 
Texas I n t e r n a t i o n a l A i r l i n e s » Ino . 
Trans World A i r l i n e s , I n c . 
Uni ted A i r L ines, Ino . 
Wein Consolidated A i r l i n e s 
Western A i r L ines , I n c . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



34 

EXPLANATIONS 

D a t a S o u r c e - A i r T r a n s p o r t A s s o c i a t i o n F u e l C o m m i t t e e 
q u e s t i o n n a i r e c o m p l e t e d b y t h e D o m e s t i c / 
I n t e r n a t i o n a l a n d F o r e i g n / I n t e r n a t i o n a l 
A i r l i n e s c o l l e c t e d a n d t a b u l a t e d f o r t h e 
C o m m i t t e e b y A e r o n a u t i c a l R a d i o , I n c . 

M e t h o d o l o g y - L o n g r a n g e s c h e d u l e p l a n s d e t e r m i n e t h e 
f l e e t s i z e s a n d t h e i r make u p . The p l a n -
n e d u t i l i z a t i o n o f a i r c r a f t t o m e e t t h e s e 
s c h e d u l e s , t o g e t h e r w i t h i n d i v i d u a l a i r -
c r a f t t y p e c o n s u m p t i o n r a t e s , p r o d u c e t h e 
p r o j e c t i o n s w h i c h a r e c o n s o l i d a t e d i n t h e 
a t t a c h e d t a b l e s a n d c h a r t s . 

D E F I N I T I O N S 

D o m e s t i c T u r b i n e F u e l - T u r b i n e F u e l p r o d u c e d i n r e f i n e r i e s 
l o c a t e d w i t h i n t h e b o r d e r s o f t h e f i f t y s t a t e s . 

B o n d e d T u r b i n e F u e l - F u e l p r o d u c e d o u t s i d e t h e f i f t y s t a t e s 
a n d h e l d " i n b o n d " . I t i s u s e d o n l y o n i n t e r -
n a t i o n a l f l i g h t s i n a c c o r d a n c e w i t h U . S . T r e a s -
u r y D e p a r t m e n t R e g u l a t i o n s a n d i s n o t s u b j e c t 
t o r e s t r i c t i o n s o f t h e U . S . O i l I m p o r t P r o g r a m . 

B o n d a b l e T u r b i n e F u e l - T h e t o t a l a m o u n t o f f u e l u s e d o n 
i n t e r n a t i o n a l f l i g h t s , a l l o f w h i c h i s now 
p u r c h a s e d o r w h e n a v a i l a b l e c o u l d b e p u r c h a s e d 
f r o m " i n b o n d " s u p p l i e s . 

PAD D i s t r i c t s - P e t r o l e u m A d m i n i s t r a t i o n f o r D e f e n s e d i s t r i c t s , 
as d e f i n e d b y t h e U n i t e d S t a t e s D e p a r t m e n t o f 
I n t e r i o r , B u r e a u o f M i n e s . 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
{Data is axprassad in thousand 9*Hons) 

PAD DISTRICT 
1971 ACTUAL CONSUMPTION 1972 FORECAST 1973 FORECAST 

PAD DISTRICT 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED OOMeSTIC BONDABLE 

TOTAL PAO 
D I S T R I C T I 2 , 6 7 6 , 8 5 4 8 9 9 , 3 4 1 8 6 4 , 3 2 9 2 , 8 6 2 , 1 4 3 1 , 0 0 0 , 4 4 4 9 6 0 , 6 2 2 2 * 9 8 6 , 8 8 7 1 , 0 1 7 , 5 4 4 

TOTAL PAD 
D I S T R I C T I I 1 , 8 8 7 , 1 3 8 1 2 6 , 0 9 0 1 1 1 , 4 5 4 2 , 0 6 4 , 9 5 6 1 4 3 , 9 1 4 1 1 5 , 9 7 9 2 , 1 7 4 , 1 4 4 1 2 1 , 4 0 6 

TOTAL PAD 
D I S T R I C T I I 7 1 6 , 0 9 3 5 7 , 7 0 2 4 9 , 4 4 3 7 4 4 , 3 4 7 6 2 , 8 4 8 5 4 , 4 2 2 7 7 0 , 9 5 0 6 4 , 8 3 0 

TOTAL PAD 
D I S T R I C T I V 2 9 9 , 0 9 5 1 0 , 7 7 3 3 2 1 , 6 9 0 1 1 , 0 3 7 2 , 6 0 0 3 4 0 , 5 8 3 1 1 , 9 4 0 

TOTAL PAD 
D I S T R I C T V 2 , 0 7 1 , 1 3 6 6 5 4 , 1 6 8 6 2 1 , 0 8 7 2 , 2 5 6 , 4 4 8 6 9 6 , 6 5 8 6 7 1 , 9 4 4 2 , 3 7 7 , 6 7 9 6 3 3 , 9 1 7 

TOTAL FOR Tl IE U . S . 
7 , 6 5 0 , 3 1 6 1 , 7 4 8 , 0 7 4 1 , 6 4 6 , 3 1 3 8 , 2 4 9 , 5 8 4 1 , 9 1 4 , 9 0 1 1 , 8 0 5 , 5 6 7 8 , 6 5 0 , 2 4 3 1 , 8 4 9 , 6 3 7 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 

(Data is ixprnstd in thousand gallons) 

PAD DISTRICT 
1974 FORECAST 1975 FORECAST 1976 FORECAST 1981 FORECAST 

PAD DISTRICT 
DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

TOTAL PAD 
D I S T R I C T I 3 # 1 3 0 * 9 7 6 1 * 0 7 0 * 9 9 9 3 * 3 0 0 * 7 4 9 1 * 1 3 9 * 4 8 6 3 * 4 5 5 * 7 3 7 1 * 2 1 2 * 3 4 6 4 * 2 0 1 * 4 4 0 1 * 6 0 6 * 9 9 6 

TOTAL PAD 
D I S T R I C T I I 2 * 2 6 1 , 9 9 7 1 2 6 * 9 1 2 2 * 4 0 5 * 1 0 0 1 4 2 * 0 1 0 2 * 5 3 3 * 3 4 3 1 3 3 * 2 5 0 3 * 2 6 6 * 0 1 0 1 7 9 * 9 6 3 

TOTAL PAD 
D I S T R I C T I I 6 0 4 * 9 2 4 7 1 * 2 6 3 8 7 0 * 3 9 5 7 2 * 4 1 4 9 4 1 * 9 7 0 7 8 * 5 8 3 1 * 1 9 6 * 5 4 2 1 0 0 * 6 2 4 

TOTAL PAD 
D I S T R I C T I V 3 5 5 * 4 4 8 1 2 * 0 7 0 3 7 2 * 2 3 3 1 2 * 5 3 2 3 8 4 * 5 1 9 1 3 * 0 5 1 4 6 2 * 3 3 9 1 4 * 1 6 2 

TOTAL PAD 
D I S T R I C T V 2 * 4 8 6 * 1 3 0 6 7 6 * 2 6 3 2 * 6 2 4 * 3 7 3 7 2 9 * 3 3 1 2 * 7 6 9 * 9 1 4 8 1 9 * 4 6 0 3 * 3 7 4 * 7 2 6 7 1 5 * 8 0 8 

TOTAL FOR Tl IE U . S . 
9 * 0 4 1 * 4 7 5 1 * 9 5 7 , 5 2 7 9 * 5 7 2 * 8 5 0 2 * 0 9 5 * 7 7 3 1 0 * 0 8 5 * 4 8 3 2 * 2 5 6 * 7 1 0 1 2 * 5 0 1 * 0 5 7 2 * 6 1 7 * 5 5 3 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Data is axprassad in thousand gallons) 

PAD DISTRICT 
1971 ACTUAL CONSUMPTION 1972 FORECAST 1973 FORECAST 

PAD DISTRICT 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

TOTAL FOR Tl IE U . S . 
7 * 6 5 0 * 3 1 6 1 * 7 4 8 * 0 7 4 1*6 4 6 * 3 1 3 8 * 2 4 9 * 5 8 4 1 * 9 1 4 * 9 0 1 1 * 8 0 5 * 5 6 7 8 * 6 5 0 * 2 4 3 1 * 8 4 9 * 6 3 7 

TOTAL FOR E 11 »N FLAG 
9 * 8 5 1 4 4 2 * 5 7 0 4 2 4 * 7 4 9 1 2 * 0 6 9 5 1 5 * 0 3 2 4 9 5 * 0 3 2 1 5 * 5 4 3 5 2 6 * 3 8 5 

00 
•<r 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Data is expressed in thousand gallons) 

PAD DISTRICT 
1974 FORECAST 1975 FORECAST 1976 FORECAST 1981 FORECAST 

PAD DISTRICT 
DOMESTIC BONDABLE « DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

TOTAL FOR TH : U . S . 
9 , 0 4 1 , 4 7 5 1 , 9 5 7 , 5 2 7 9 , 5 7 2 * 8 5 0 2 * 0 9 5 , 7 7 3 1 0 , 0 8 5 , 4 8 3 2 , 2 5 6 * 7 1 0 1 2 , 5 0 1 * 0 5 7 2 , 6 1 7 , 5 5 3 

TOTAL FOREIGI 1 FLAG 
2 0 * 9 6 6 5 6 1 , 3 0 7 6 3 8 , 3 3 8 7 3 8 , 1 1 2 6 0 7 , 1 9 1 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

(Date is expressed in thousand gallons) 
PAD DISTRICT I 

AIRPORT 
ST 

CODE 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT CODE 
E DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

ALLENTOWN PA ABE 1 * 1 4 9 4 , 2 0 8 1 , 2 9 3 
AUGUSTA GA AGS 2 , 9 4 2 2 , 9t>5 3 , 160 
AL 3ANY NY A L B 1 0 , 4 2 9 1 1 , 0 0 0 1 1 , 4 0 0 
ATLANTA GA ATL 333» 450 7 , 2 1 6 7 , 2 1 6 3 4 0 , 9 0 0 1 2 , 0 0 0 ! 2 , M 2 . 3 5 6 , 5 0 2 1 4 * 0 0 0 
WILKES-BARRE PA A VP 6 5 2 736 

! 2 , M 2 . 
7 3 6 

BALTIMORE MO BAL 5 1 , 8 5 3 1 6 , 4 4 3 1 6 , 4 4 3 7 7 , 2 7 8 1 7 , 9 9 3 1 7 , 9 9 3 8 0 , 5 1 5 1 8 , 6 0 7 
HARTFORD CT BOL 2 7 * 6 0 1 579 579 2 9 , 7 0 8 6 7 0 6 7 0 3 0 , 8 7 0 6 7 0 
BINGHAMPTON NY BGM 6 8 8 20 20 
BOSTON MA BOS 1 9 7 , 8 8 8 7 2 , 1 5 2 7 1 , 7 5 2 2 0 8 , 3 5 1 ! 8 7 , 2 6 6 8 2 , 2 6 6 2 1 8 , 9 8 8 7 6 , 8 2 9 
BUFFALO NY BUF 2 8 , 4 4 9 3 , 7 2 0 3 , 3 2 0 . 3 7 , 0 6 6 4 , 2 8 2 3 , 4 0 3 3 7 , 3 2 8 4 * 4 2 6 
COLUMBIA SC CAE 6 , 1 5 5 6 , 2 4 6 6 , 6 1 7 
CHARLESTON SC CHS 6 , 7 8 9 7 , 4 1 6 8 , 1 7 7 
CHARLOTTE NC CLT 3 b , 7 8 1 3 9 , 4 5 2 4 3 , 1 1 9 
CHARLESTON WV CRW 3 , 5 7 3 3 , 8 6 9 4 , 119 
COLUMBUS GA CSG 3 , 6 3 1 3 , 8 9 5 4 , 2 3 0 
OAYTONA BCH FL OAB 1 , 3 7 4 1 , 4 4 4 1 , 5 4 6 
OC NATL ARPT OC OCA 1 3 9 , 2 8 2 1 , 0 0 0 1 4 5 , 8 7 7 2 , 8 0 0 1 5 4 , 1 7 4 4 , 2 4 4 
CORNING NY ELM I , 2 0 6 2 4 4 2 , 4 4 0 
ERIE PA ERI 504 1 , 3 4 1 1 , 5 4 2 
NEW BERN NC EWN 5 9 8 6 0 0 1 , 6 2 5 
NEWARK NJ EWR 1 4 7 , 5 4 3 2 0 , 6 0 0 1 8 , 3 6 7 1 6 0 , 2 5 7 2 2 , 7 2 5 1 9 , 3 8 5 1 6 6 , 3 4 5 2 3 , 9 1 5 
FAYETTE V I L L E NC FAY 1 , 8 3 8 2 , 0 0 0 2 , 2 5 0 
FT LAUOERDLE FL FLL 3 9 , 6 9 1 2 , 6 9 2 2 , 6 9 2 4 0 , 9 1 5 2 , 2 5 5 2 , 2 5 5 4 2 , 1 2 2 2 * 3 0 0 
GREENSBORO NC GSO 8 , 5 4 6 9 , 2 5 8 9 , 7 0 2 
SPTNBG/GRNVL s.c GSP 1 , 1 3 7 1 , 0 4 2 1 * 0 4 8 
OULLES INTER VA I AO 9 2 , 0 6 1 3 4 , 1 2 2 2 9 , 0 5 9 1 0 5 , 6 3 3 4 7 , 2 9 2 4 6 , 7 9 2 1 1 1 , 6 3 0 4 8 , 9 8 0 
WILMINGTON NC ILM 4 , 3 6 0 4 , 4 0 0 4 , 5 0 0 
WINSTON-SALM NC INT 4 , 8 7 6 5 , 0 0 0 5 , 1 2 5 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
T A B L E | , 1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

P A D D I S T R I C T I (Data is expressed in thousand gallons) 

ST 1974 FORECAST 1975 FORECAST 1976 FORECAST 
AIRPORT CODE 

E DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

A L L E N T O W N PA A B E 4 , 7 8 0 4 , 8 3 0 4 , 9 3 0 
A U G U S T A GA AGS 3 , 4 1 9 3 , 7 6 9 4 , 0 4 6 
A L B A N Y NY AL-B 1 1 , 9 2 0 1 1 , 9 2 0 1 2 , 4 2 0 
A T L A N T A GA A T I 3 7 5 , 7 6 3 1 4 , 5 0 0 4 0 2 , 9 2 4 1 5 , 0 0 0 4 2 6 , 3 5 3 1 6 , 0 0 0 
W I L K E S - B A R R E PA A V P 7 3 6 7 8 6 7 8 6 
B A L T I M O R E TTO BAL 8 4 , 2 6 0 1 9 , 2 2 0 9 2 , 1 2 0 1 9 , 8 3 8 9 5 , 4 9 1 2 0 , 5 5 5 
H A R T F Q R O CT B 3 L 3 1 , 7 6 0 7 7 0 3 5 , 2 7 1 9 7 0 3 8 , 8 8 0 1 , 0 2 0 
3 L U G H A ' I P T Q N NY B G N 2 0 2 0 2 0 
B O S T O N MA A D S 2 3 0 , 5 5 9 7 8 , 6 3 9 2 4 3 , 1 9 2 9 5 , 9 8 7 2 5 4 , 5 1 4 1 0 2 , 6 8 3 
B U F F A L O NY B U F 3 8 , 9 4 4 4 , 4 7 1 3 9 , 5 4 4 4 , 6 7 1 4 1 , 0 9 6 4 , 8 2 0 
C O L U M B I A SC C A E 6 , 9 4 9 7 , 4 9 9 7 , 8 8 0 
C H A R L E S T O N sc C H S 8 , 8 8 7 9 , 6 4 3 1 0 , 3 1 9 
C H A R L O T T E NC C L T 4 4 , 9 8 9 4 7 , 9 1 4 5 1 , 7 0 8 
C H A R L E S T O N WV CRW 4 , 1 2 9 4 , 1 3 9 4 , 1 4 4 
C 2 L U M B U S GA C S G 4 , 6 2 1 5 , 1 0 2 5 , 5 7 4 
O A Y T O N A B C H F L D A B 1 , 5 4 8 1 , 6 5 0 1 , 7 5 3 
DC N A T L A R P T oc OCA 1 5 9 , 3 3 6 4 , 6 4 4 1 6 5 , 4 3 0 4 , 6 4 4 1 7 2 , 3 5 7 4 , 6 4 4 

C 3 R N I N G NY ELFL 2 , 4 4 0 2 , 4 4 0 2 , 4 4 0 
E R I E PA E R I 1 , 5 4 2 1 , 6 1 9 1 , 6 1 9 
N E W B E R N NC EWN 1 , 6 2 5 1 , 6 2 5 1 , 6 2 5 
N E W A R K N J EWR 1 7 3 , 4 1 1 2 7 , 2 5 0 1 8 5 , 6 2 8 2 8 , 4 6 0 1 9 4 , 0 7 4 2 9 , 2 9 0 
F A Y E T T E V I L L E NC F A Y 2 , 5 0 0 2 , 5 0 0 2 , 5 0 0 
F T L A U 3 E R D L E F L F L L 4 4 , 1 1 0 2 , 4 0 0 4 6 , 1 2 1 2 , 4 0 0 4 8 , 7 1 7 2 , 5 0 0 
G R E E N S B O R O NC G S O 1 0 , 0 8 8 1 0 , 6 1 0 1 0 , 9 1 5 
S P T N 3 G / G R N V L SC G S P 1 , 1 6 4 1 , 2 6 5 1 , 2 6 6 
D U L L E S I N T E R VA I A D 1 1 3 , 0 7 5 5 1 , 1 6 3 1 1 9 , 8 5 4 5 3 , 7 9 3 1 2 5 , 3 5 3 6 2 , 1 6 9 

W I L M I N G T O N NC I L M 4 , 7 5 0 4 , 7 5 0 4 , 7 5 0 
W I N S T O N - S A L M NC I N T 5r25Q ?f 259 5 , 2 5 0 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 

(Date is expressed in thousand gallons) 
PAD DISTRICT I 

AIRPORT 

s 
T 

CODE 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT CODE 
E DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

K I N S T Q N NC I S O 9 7 6 1 , 0 0 0 1 , 1 2 5 
J A C K S O N V I L L E FL J A X 3 1 , 9 3 8 3 9 , 0 9 4 4 0 , 7 2 7 
JFK 1NTL APT NY JFK 3 9 5 , 5 7 5 5 6 8 , 8 7 0 5 5 1 , 0 1 8 4 6 2 , 7 8 7 6 2 6 , 6 7 7 6 0 6 , 6 7 7 4 8 1 , 1 2 4 6 4 4 , 3 2 6 
NY L AGUARDIA NY L G A 2 6 2 , 3 2 5 1 6 , 5 0 3 9 , 2 0 3 2 0 9 , 5 2 9 1 5 , 8 0 0 1 1 , 0 0 0 2 1 6 , 6 7 8 1 6 , 5 0 0 
LYNCH3URG VA LYH 6 6 1 6 7 5 7 0 0 
MACON GA MCN 1 , 0 7 6 1 * 0 9 7 1 , 1 5 3 
ORLANDQ/MCO FL MCO 2 3 , 7 9 4 2 1 , 6 3 8 2 2 , 5 0 9 
MI DDL ETON PA MDT 1 , 2 3 3 1 , 5 4 5 1 , 5 6 0 
M I A M I FL M I A 3 2 1 , 7 5 3 1 0 9 , 5 1 5 1 0 9 , 5 1 5 3 5 1 , 3 7 9 1 1 5 , 3 3 3 1 1 5 , 3 3 3 3 6 2 , 1 7 9 1 1 6 , 7 2 6 
MELBOURNE FL MLB 2 , 3 3 0 2 , 2 0 0 2 , 5 0 0 
NORFOLK VA ORF 2 0 , 2 8 9 2 6 , 2 0 8 2 7 , 3 1 8 
ORLANDO FL ORL 4 , 8 4 3 6 , 6 9 3 6 , 9 0 0 
PALM BEACH FL PB I 8 , 9 9 5 9 , 1 0 0 9 , 4 6 5 
PANAMA C I T Y FL PFN 6 6 8 7 3 7 6 1 8 
P H I L / C A M D E N PA PHL 1 3 9 , 4 7 3 3 2 , 9 2 0 3 2 , 9 2 0 1 5 2 , 6 1 6 3 1 , 9 4 1 3 0 , 2 4 1 1 6 0 , 4 6 2 J 2 , 2 5 U 
P I T T S B U R G H PA P I T 1 0 4 , 1 5 5 9 , 3 1 8 8 , 9 1 8 1 2 4 , 7 3 9 8 , 8 0 0 8 , 0 0 0 1 2 9 , 5 9 7 8 , 9 3 6 
PENSACOLA FL PNS 7 , 6 7 4 8 , 5 0 0 9 , 7 0 0 
P R O V I D E N C E R I PVD 1 , 7 3 5 4 , 2 0 4 4 , 5 8 0 
PORTLAND ME PWM 5 2 3 5 4 0 5 5 5 
DURHAM NC RDU 1 3 , 7 2 9 1 4 , 1 4 2 1 4 , 4 1 3 
R ICHMOND VA R I C 4 , 3 2 4 5 , 5 0 0 5 , 8 0 0 
ROANOKE VA ROA 1 0 , 0 2 8 1 0 , 0 4 0 1 0 , 3 0 0 
ROCHESTER NY ROC 1 3 , 9 4 8 1 7 , 2 3 4 1 7 , 8 6 2 
SAVANNAH GA SAV 3 , 2 3 5 3 , 2 9 6 3 , 4 7 8 
SARASOTA FL SRQ 2 , 7 0 5 2 , 7 0 0 ' 3 / 2 0 0 
SYRACUSE NY SYR 1 8 , 2 0 7 1 9 , 5 4 1 2 1 , 0 5 0 
T A L L A H A S S E E FL T L H 8 0 4 9 0 8 9 1 9 
TAMPA FL TP A 8 9 , 2 6 9 3 , 6 9 1 3 , 3 2 7 1 0 0 , 3 8 9 4 , 6 1 0 4 , 6 1 0 1 0 5 , 2 2 9 4 , 6 3 5 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT I (Data is axprassad in thousand fallons) 

AIRPORT 
\ 1974 FORECAST 1975 FORECAST 1976 FORECAST 

AIRPORT CODE 
E DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

K I N S T O N NC I S O 1 , 2 5 0 1 * 2 5 0 1 2 5 0 
J A C K S O N V I L L E FL J AX 4 2 * 4 6 9 4 4 * 5 7 5 4 6 5 4 3 
JFK I N T L APT NY JFK 5 0 8 , 1 5 2 6 8 0 * 2 6 7 5 2 8 * 0 1 0 7 1 9 * 1 6 2 5 4 8 3 3 0 7 6 4 * 4 9 4 
NY L A G U A R D I A NY LGA 2 2 7 * 2 0 6 1 7 * 0 0 0 2 3 7 * 5 2 8 1 7 * 5 0 0 2 4 9 0 8 9 1 8 * 2 0 0 
L T N L H d U K b VA L Y H 7 5 0 750 7 5 0 
MACON GA MCN 1 * 2 3 9 1 * 3 5 3 1 4 5 5 
3 R L A N 0 3 / M C 0 FL MCO 2 4 * 0 4 6 2 5 * 7 2 8 2 7 1 5 7 
M I DOLE TON PA MOT 1 * 5 7 1 1 * 5 8 5 1 6 0 0 
M I A M I FL M I A 3 7 7 , 8 5 0 1 2 1 * 2 5 7 3 9 4 * 0 0 2 1 2 6 * 6 5 2 4 1 1 4 6 7 1 3 2 * 1 3 9 
MELBOURNE FL ML 3 2 * 5 5 0 2 * 7 5 0 2 8 0 0 
NORFOLK VA ORF 2 8 * 3 7 8 2 8 * 9 6 8 3 0 4 7 8 
ORLANDO FL ORL 7 * 3 0 0 7 * 5 0 0 7 9 0 0 
PALM BEACH FL P B I 9 * 9 1 1 1 0 * 4 6 5 1 1 0 6 1 
PANAMA C I T Y FL PFN 9 0 3 1 * 0 0 6 1 1 0 6 
P H I L / C A M D E N PA PHL 1 6 9 * 1 8 5 3 5 * 1 8 8 1 8 1 * 1 9 6 3 5 * 9 2 9 1 8 8 7 2 7 3 7 * 7 7 2 
P I T T S B U R G H PA P I T 1 3 5 * 3 7 1 9 * 1 5 0 1 4 4 * 0 1 0 9 * 1 5 0 1 5 1 6 2 2 1 0 * 4 5 0 
P E N S A C O L A FL PNS 1 0 * 7 0 0 1 1 * 2 0 0 1 2 0 0 0 
P R O V I D E N C E R l PVO 4 * 7 0 0 4 * 8 3 0 4 8 7 0 
P O R T L A N D ME PWM 5 7 5 5 9 0 6 1 0 
DURHAM NC ROU 1 4 * 7 6 7 1 5 * 1 3 1 15 537 
R I C H M O N D VA R I C 5 * 9 5 0 6 * 1 5 0 6 2 5 0 
ROANOKE VA ROA 1 0 * 3 0 0 1 0 * 3 0 0 1 0 3 0 0 
R O C H E S T E R NY ROC 1 8 * 4 1 1 1 9 * 2 9 7 1 9 9 9 7 
S A V A N N A H GA SAV 3 * 7 4 9 4 * 1 3 7 4 4 6 3 
SARASOTA PL SftQ 3 * 4 0 0 4 0 0 0 
S Y R A C U S E NY SYR 2 1 * 5 4 3 2 1 * 8 9 3 2 3 0 6 0 
T A L L A H A S S E E FL T L H 1 * 0 3 1 1 * 0 4 4 1 0 5 8 
TAMPA FL TP A 1 1 0 * 6 0 1 5 * 0 8 0 1 1 9 * 0 4 4 5 * 3 3 0 1 2 5 6 6 3 5 * 6 1 0 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Date is expressed in thousand |alions) 

PAD DISTRICT I 

AIRPORT \ 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT \ CODE 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

J T I C A 
E G L I N AFB 

NY 
FL 

JCA 
VPS 

1 , 5 7 1 
4 , 2 6 9 

2 , 0 8 0 
4 , 7 3 0 

2 , 3 9 2 
5 , 2 0 0 

OTHER I N , P A D 

TOTAL I N PAD 

I 

I 

4 , 1 7 3 

2 , 6 7 6 , 8 5 4 8 9 9 , 3 4 1 8 6 4 , 3 2 9 

6 , 1 8 1 

2 , 8 6 2 , 1 4 3 1 , 0 0 0 , 4 4 4 9 6 0 , 6 2 2 

6 , 2 7 1 

2 , 9 8 6 , 8 8 7 1 , 0 1 7 , 5 4 4 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAO DISTRICT I (Data is expressed in thousand gallons) 

AIRPORT 

s 
T 

CODE 
1974 FORECAST 1975 FORECAST 1976 FORECAST 

AIRPORT 

s 
T 

CODE 
DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

J T I C A 
E G L I N AFB 

NY 
FL 

UCA 
VPS 

2 , 3 9 2 
5 , 7 0 0 

2 , 3 9 2 
6 , 2 7 0 

2 , 3 9 2 
6 , 8 9 7 

OTHER I N PAD 

TOTAL I N PAO 

I 

I 

6 , A3 i 

3 , 1 3 0 , 9 7 6 1 , 0 7 0 , 9 9 9 

6 , 4 3 0 

3 , 3 0 0 , 7 4 9 1 , 1 3 9 , 4 6 6 

6 , 5 2 5 

3 , 4 5 5 , 7 3 7 1 , 2 1 2 , 3 4 6 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

<D) 
PAD DISTRICT II 

AIRPORT 
s 
T 

CODE 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT CODE 
E DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

WATERLOO A / P I A ALO 8 7 9 8 7 9 8 7 9 
B ISMARCK ND B I S 1 , 4 3 5 1 , 4 3 5 1 , 5 0 7 
N A S H V I L L E TN BNA 2 1 , 8 7 8 2 3 , 4 0 2 2 3 , 6 7 6 7 0 0 
A K R O N / C A N T O N OH CAK 1 , 5 9 7 2 , 1 5 5 2 , 2 2 5 
CHATTANOOGA TN CHA 2 , 0 9 8 2 , 0 0 2 2 , 1 3 7 
CEDAR R A P I D S IA C I D 7 2 1 1 , 3 4 1 1 , 3 7 1 
CLEVEL AND OH CLE 1 0 9 , 3 6 2 3 , 1 8 5 1 3 4 , 8 2 6 3 , 5 3 5 1 4 1 , 5 2 3 1 , 5 8 0 
COLUMBUS OH CMH 2 9 , 1 2 2 2 9 , 4 6 2 3 1 , 1 5 4 
C I N C I N N A T I KY CVG 5 9 , 2 9 8 6 3 , 6 3 9 6 7 , 1 5 4 
DAYTON OH DAY 2 3 , 7 7 5 2 5 , 8 3 2 2 7 , 2 1 8 
D U L U T H MN DLH 9 7 3 9 0 0 9 4 5 
DES M O I N E S IA DSM 8 , 0 9 3 8 , 7 5 3 8 , 5 4 3 
D E T R O I T , MET MI DTW 1 4 5 , 7 9 4 8 , 4 8 5 8 , 4 7 8 1 7 1 , 4 6 6 1 3 , 2 9 4 1 3 , 2 9 4 1 8 4 , 3 6 8 1 4 , 7 5 0 
E V A N S V I L L E I N EVV 2 , 1 6 9 2 , 1 9 5 2 , 3 0 8 
FARGO ND FAR 5 , 1 2 5 7 , 1 6 2 7 , 8 7 7 
S I O U X F A L L S SD FSD 2 , 5 2 5 2 , 5 0 9 2 , 5 8 0 
FORT WAYNE I N FWA 1 , 4 2 0 1 , 1 0 5 1 , 1 3 4 
GRAND FORKS ND GFK 1 , 6 2 7 1 , 6 1 8 1 , 6 2 2 
GREEN BAY WI GRB b , 7 8 5 7 , 0 4 8 7 , 0 4 8 
GRAND R A P I D S MI GRR 1 , 0 8 3 1 , 0 6 7 1 , 1 1 7 

— — . 

W I C H I T A KS I C T 1 5 , 3 3 5 1 6 , 6 4 6 1 8 , 0 0 1 
I N D I A N A P O L I S I N I N D 3 7 , 5 5 9 4 1 , 6 3 8 4 5 , 4 8 0 
J O P L I N MO JLN 1 , 1 2 9 1 , 1 2 9 1 , 1 2 9 
L E X I N G T O N KY LEX 1 , 7 8 9 2 , 1 8 0 2 , 3 3 5 
L I N C O L N NB LNK 1 , 5 1 8 1 , 6 7 0 1 , 7 4 6 
SAGINAW Ml MBS 1 , 2 7 1 1 , 2 9 4 1 , 3 3 4 
M I D CONT I N T MO MC I 8 , 9 8 5 1 4 , 0 0 0 1 2 4 , 5 2 1 2 , 0 0 0 
MIDWAY A I R P T I L MOW 2 4 , 4 7 4 2 3 , 4 5 6 2 4 , 3 8 6 
MEMPHIS TN MEM 6 2 , 1 2 3 6 5 , 2 9 5 6 9 , 9 4 9 9 0 0 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT I I ( D * t a " •«l»'assod thousand gallons) 

AIRPORT 
s T 

CODE 
1974 FORECAST 1975 FORECAST 1976 FORECAST 

AIRPORT CODE 
E DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

WATERLOO A / P LA ALD 8 7 9 8 7 9 8 7 9 
B I S M A R C K ND B I S 1 * 5 9 7 1 * 7 0 9 1 * 8 4 5 
N A S H V I L L E TN BNA 2 5 , 9 1 8 7 0 0 3 1 , 3 6 2 7 0 0 3 2 * 1 3 4 7 0 0 
A K R O N / C A N T O N OH CAK 2 * 3 2 5 2 * 6 2 5 2 * 6 2 5 
CHATTANOOGA TN CHA 2 * 3 1 1 2 * 5 5 5 2 * 7 4 0 
CEDAR R A P I O S IA C I O 1 * 3 7 1 1 * 3 7 1 i * i t i 
C L E V E L A N D OH CLE 14 7 * 9 7 6 1 , 6 5 8 1 6 1 * 7 7 3 1 * 7 3 8 1 7 0 * 2 8 7 1 * 8 2 3 
COLUMBUS OH CMH 3 2 * 5 9 7 3 4 * 7 9 8 3 6 * 8 3 6 
C I N C I N N A T I KY CVG 7 0 , 6 1 4 7 5 , 2 1 3 8 1 * 4 8 4 
OAYTON OH DAY 2 8 , 4 3 3 3 0 * 3 8 5 3 1 * 8 2 4 
O U L U T H MN DLH 9 9 0 1 * 0 0 0 1 * 2 0 0 
DES M O I N E S IA DSM 8 , 5 2 3 8 , 5 0 3 8 * 9 7 3 
D E T R O I T * MET MI DTW 1 9 4 , 4 1 8 1 7 * 5 8 3 2 0 5 * 0 2 7 2 4 * 1 6 6 2 1 5 * 9 6 0 1 1 * 2 0 0 
E V A N S V I L L E I N EVV 2 * 4 9 8 2 * 7 4 1 2 * 9 4 5 
FARGO ND FAR 8 , 6 6 4 9 * 5 2 9 1 0 * 4 8 0 
S I O U X F A L L S SD FSO 2 , 5 8 0 2 * 6 1 1 2 * 6 4 4 
FORT WAYNE I N FWA 1 , 1 8 1 1 * 3 2 1 1 * 3 7 4 
GRAND FORKS NO GFK 1 , 6 4 2 1 * 6 4 8 1 * 6 5 4 
GREEN BAY WI G^B 7 , 1 0 0 7 * 2 0 0 7 * 3 0 0 
GRAND R A P I D S MI GRR 1 , 2 5 2 1 * 1 1 7 1 * 2 1 7 
W I C H I T A KS I C T 1 8 , 9 5 3 2 0 * 1 1 3 2 1 * 3 1 2 
I N D I A N A P O L I S I N I N O 4 7 , 1 8 5 5 0 0 4 9 * 5 7 8 7 0 0 5 2 * 1 6 4 7 0 0 
J O P L I N MO JLN 1 * 1 2 9 1 * 1 2 9 1 * 1 2 9 
L E X I N G T O N KY LEX 2 * 4 7 4 2 * 7 0 2 2 * 8 6 0 
L I N C O L N N? LNK 1 , 7 9 1 1 * 8 4 6 1 * 9 1 4 
SAGINAW MI MBS 1 * 3 3 4 1 * 3 3 4 1 * 5 3 4 
M I D CONT I N T MO M C I 1 2 9 * 0 5 7 2 * 1 5 0 1 3 6 * 9 2 6 2 * 3 0 0 1 4 3 * 1 8 1 2 * 4 0 0 
MIDWAY A I R P T I L MOW 2 5 * 4 2 1 2 7 * 6 8 2 2 9 * 0 6 6 
MFMPHFS JUL HFH 7 4 * 7 3 2 9 0 0 8 0 * 0 4 7 9 0 0 8 6 * 6 4 8 9 0 0 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Date is ixprimd in thousand gallons) 

PAD DISTRICT II 

AIRPORT \ 1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 
AIRPORT CODE 

E DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

KANSAS C I T Y MO MKC 8 9 , 5 6 2 1 , 9 0 0 9 2 , 7 8 4 1 , 9 0 0 
MILWAUKEE WI MKE 4 5 , 3 89 4 8 , 8 4 5 5 1 , 0 5 3 
DAVENPORT IA ML I 1 , 9 7 5 1 , 9 7 5 1 , 9 7 5 
11 NOT NO MOT 572 5 4 0 5 4 1 
MADISDN WI MSN 3 , 5 7 0 4 , 2 3 0 4 , 5 0 7 
ST PAUL MN MSP 1 4 3 , 1 6 0 8 , 8 6 3 8 , 7 5 9 1 5 6 , 3 1 7 1 2 , 2 8 4 1 2 , 2 8 4 1 6 7 , 6 9 7 2 , 3 0 6 
OKLAHOMA CTY OK OKC 1 6 , 1 2 3 1 7 , 8 8 1 1 9 , 0 8 4 
OMAHA NB OMA 1 9 . 8 1 9 1 9 , 2 7 9 1 9 , 9 5 9 
OHARE F I E L D IL ORD 7 2 9 , 1 0 2 1 0 0 , 9 5 7 9 4 , 2 1 7 8 0 0 , 9 0 8 1 0 7 , 2 0 1 8 7 , 4 0 1 8 2 3 , 6 0 1 9 5 , 3 7 0 
PEORIA A /P IL P I A 2 , 5 5 8 2 , 5 5 8 2 , 5 5 8 
PADUCAH KY PUK 8 1 1 8 1 1 8 1 1 
RAPID C I T Y SO RAP 2 , 1 3 4 2 , 2 1 5 2 , 3 0 6 
SOUTH 3ENO I N SBN 1 , 142 1 , 7 1 9 1 , 7 6 9 
L O U I S V I L L E KY SOF 2 7 , 8 8 3 3 0 , 7 9 2 3 4 , 6 7 2 
S A I I N A KS SLN 582 585 6 1 4 
ST LOUIS MO STL 1 6 5 , 4 0 9 2 , 7 0 0 1 7 1 , 0 8 1 5 , 7 0 0 3 , 0 0 0 1 8 0 , 9 4 5 3 , 2 0 0 
SIOUX C I T Y IA SUX 3 , 5 0 0 3 , 512 3 , 5 1 2 
TOLEDO OH TOL 2 , 4 4 9 2 , 6 2 3 2 , 7 1 0 
T R I - C I T I E S TN TR I A 1 . 5 4 3 1 » 7 0 0 l . Q O O 
TULSA OK TUL 3 1 , 8 9 9 2 8 , 1 2 3 2 8 , 4 8 0 
TRANERSE C I T Y MI TVC 7 6 1 7 9 8 7 9 8 
KNOXVILLE TN TYS 1 1 , 6 7 4 1 3 , 7 7 0 1 3 , 5 0 4 6 0 0 
YNGS/WRN/SHN OH YNG 5 5 6 5 7 5 575 

OTHER I N PAO I 5 , 0 2 3 5 , 2 3 1 5 , 3 0 6 

TOTAL I N PAO I 1 , 8 8 7 , 1 3 8 1 2 6 , 0 9 0 1 1 1 , 4 5 4 J j 2 , 0 6 4 , 9 5 6 1 4 3 , 9 1 4 1 1 5 , 9 7 9 2 , 1 7 4 , 1 4 4 1 2 1 , 4 0 6 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT II (Data It ixprtind in thousand gallons) 

s T 1974 FORECAST 1975 FORECAST 1976 FORECAST 
AIRPORT CODE 

E DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

MILWAUKEE WI MKE 5 4 * 7 9 8 5 8 * 5 9 3 6 2 * 7 6 8 
DAVENPORT IA ML I 1 * 9 7 5 1 * 9 7 5 1 * 9 7 5 
MINOT NO MOT 5 4 3 5 5 2 5 6 5 
MADISON WI MSN 4 * 9 5 2 5 * 3 6 0 5 * 8 3 6 
5T PAUL m HSP 1 7 7 * 7 3 1 2 * 2 8 4 1 9 2 * 3 3 3 2 , 3 0 9 2 0 6 * 7 5 8 2 , 3 0 9 
OKLAHOMA CTY OK OKC 1 9 * 9 0 5 2 1 * 0 5 7 2 1 * 8 5 6 
OMAHA NB OMA 2 0 * 2 7 9 2 4 * 5 7 8 2 5 * 0 7 1 
OHARE F I E L D I L ORD 8 4 4 * 1 4 8 9 7 * 1 3 7 8 8 8 * 6 8 2 1 0 4 * 9 9 7 9 3 2 , 7 6 6 1 0 6 * 9 1 8 
PEORIA A / P IL P I A 2 * 5 5 8 2 * 5 5 8 2 , 5 5 8 
PADUCAH KY PUK 8 1 1 8 1 1 8 1 1 
RAPID C I T Y SO RAP 2 * 3 5 8 2 * 4 3 2 2 * 5 5 0 
SOUTH BEND IN SBN 1 * 7 6 9 1 * 9 6 9 1 , 9 6 9 
L O U I S V I L L E KY SDF 3 6 * 5 9 5 3 9 , 2 9 2 4 2 * 1 7 1 
SALINA KS SLN A51 6 9 7 7 5 0 
ST L O U I S MO STL 1 8 9 * 3 8 5 3 * 4 0 0 1 9 9 * 0 3 4 3 * 6 0 0 2 0 5 , 1 4 2 3 * 9 0 0 
SIOUX C I T Y IA SUX 3 * 5 1 2 3 * 5 1 2 3 * 5 1 2 
TOLEDO OH TOL 2 * 8 6 0 3 , 0 1 0 3 , 3 1 0 
T R I - C I T I E S TN TR I 2 * 1 0 0 2 * 1 5 0 2 * 2 0 5 
TULSA OK TUL 2 9 * 3 1 6 2 9 * 9 2 2 3 2 , 2 2 8 1 * 8 0 0 
TRANERSE C I T Y MI TVC 8 0 0 8 0 0 8 0 0 
KNOXVILLE TN TYS 1 3 * 9 2 3 6 0 0 1 4 * 5 0 0 6 0 0 1 5 , 4 8 8 6 0 0 
YNGS/WRN/SHN OH YNG 5 7 5 7 6 5 7 6 5 

OTHER I N PAO I 5 * 5 0 8 5 * 7 9 4 5 , 9 0 9 

TOTAL I N PAD I 2 * 2 6 1 * 9 9 7 1 2 6 * 9 1 2 2 * 4 0 5 , 1 0 0 1 4 2 , 0 1 0 2 , 5 3 3 , 3 4 3 1 3 3 , 2 5 0 

Digitized for FRASER 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

(Data is axprassad in thousand gallons) 
PAD DISTRICT III 

AIRPORT 
ST 

CODE 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT A CODE 
E DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

A L 3 U Q U E R Q U E NM A B O 3 2 , 7 7 9 3 4 , 2 0 4 3 6 , 2 2 4 
A M A R I L L O T X AMA 5 , 1 6 1 4 , 8 3 5 4 , 8 4 8 

A U S T I N T X A U S 2 , 2 6 6 1 , 7 6 5 1 , 9 0 8 

B I R M I N G H A M AL BHM 1 5 , 3 1 8 1 5 , 7 3 2 1 6 , 5 3 2 
B E A U M O N T T X B P T 7 0 5 9 0 0 9 0 0 

B A T O N R O U G E L A B T R 1 , 6 1 0 1 , 6 4 1 1 , 7 3 3 

C O R P S C H R S T I T X C R P 1 , 6 8 8 1 , 5 4 0 6 6 0 

D A L L A S L V F 1 T X D A L 3 0 3 , 8 7 6 1 9 , 6 8 1 1 8 , 7 7 6 3 1 8 , 8 7 7 1 9 , 5 1 8 1 8 , 6 9 2 3 2 5 , 8 7 4 1 9 , 7 5 8 

E L P A S O T X E L P 2 6 , 2 0 2 2 3 , 7 1 7 2 3 . 6 5 5 
A L E X A N D R I A L A E S F 3 0 9 8 1 9 8 3 9 
F A R M I N G T O N NM F M N 1 , 0 3 8 1 , 0 4 0 1 , 0 9 2 
F O R T S M I T H AR F S M 2 , 0 0 5 1 , 9 6 0 2 , 0 3 6 

G U L F P O R T MS G P T I , 0 9 6 I , 2 0 6 1 , 3 2 7 

F T W O R T H T X GSW 2 , 0 AO 2 , 0 0 0 2 , 0 0 0 

L E A C T Y A / P NM H O B 5 5 0 5 5 0 6 0 0 

H A R L I N G E N T X H R L 6 0 0 6 0 0 6 5 0 

H U N T S V I L L E AL H S V 5 , 3 2 9 6 , 0 6 0 6 , 8 0 0 

H O U S T O N T X I AH 1 4 2 , 9 9 1 1 2 , 2 1 0 1 2 , 2 1 0 1 5 0 , 9 7 7 1 7 , 4 4 5 1 7 , 4 4 5 1 5 5 , 9 5 3 1 8 , 3 9 9 

J A C K S O N MS J A N 8 , 0 1 0 8 , 2 2 7 8 , 9 1 6 

L U B B O C K T X L B B 2 , 6 8 4 2 , 8 5 4 2 , 9 4 7 

L A K E C H A R L E S L A L C H 5 7 0 5 8 0 5 8 0 

L I T T L E R O C K AR L I T 5 , 6 5 0 5 , 5 0 3 6 , 1 9 8 

M I D L A N D T X M A F 8 , 2 8 9 7 , 3 6 5 7 , 8 3 1 

E D I N B U R G T X M F E 2 , 0 1 7 2 , 3 5 0 2 , 7 0 0 

M O N T G O M E R Y AL MGM 4 , 1 5 6 4 , 2 7 4 4 , 9 6 3 

M O N R O E L A ML U 8 2 3 8 8 0 9 5 4 

M O B I L E AL MOB 1 , 3 8 8 1 , 4 2 0 1 , 4 7 5 

N E W O R L E A N S L A MS Y 9 0 , 3 8 7 1 6 , 5 3 7 1 6 , 5 3 7 9 6 , 5 0 8 1 6 , 6 8 5 1 6 , 6 8 5 1 0 0 , 3 6 2 1 7 , 4 1 0 

S A N A N T O N I O T X S A T 3 3 , 5 6 4 9 , 2 7 4 1 , 9 2 0 3 3 , 8 1 3 9 , 2 0 0 1 , 6 0 0 3 8 , 0 6 7 9 , 2 6 3 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT I I I IData « sxprcsaad in thousand aallons) 

\ 1974 FORECAST 1975 FORECAST 1976 FORECAST 
AIRPORT CODE \ DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

ALSUSUPROU? MM ASQ 3 ft,763 4 0 , 6 6 8 4 2 , 5 4 0 
A* A 3 I L L O TX A1A 4 , 8 8 4 5 , 1 8 5 6 , 104 
A U S T I N TX AUS 2 , 2 8 7 2 , 2 9 9 2 , 5 0 1 
B IRMINGHAM AL BHM 1 8 , 0 4 1 1 9 , 0 2 3 2 0 , 3 6 4 
BEAUMONT TX BPT 8 0 0 8 5 0 9 0 0 
yA I UN KUUUk LA BIK 1 , 8 6 8 2 , 0 6 2 2 , 2 2 5 
C 0 * P S C H R S T I TX CRP 7 1 0 7 5 0 7 5 0 
DALLAS LV FD TX DAL 3 3 4 , 4 3 3 1 9 , 8 6 2 3 6 3 , 6 3 6 2 0 , 6 6 2 3 9 9 , 8 0 7 2 1 , 3 2 4 
EL PASO TX ELP 2 4 , 7 7 2 1 , 4 0 0 2 8 , 5 8 7 1 , 4 0 0 3 1 , 7 2 9 1 , 4 0 0 
ALEXANDRIA LA ESF 9 2 0 1 , 0 2 3 1 , 0 7 4 
FARMINSTON MM FMN 1 , 1 5 8 1 , 2 3 9 1 , 3 4 0 
FORT S M I T H AR FSM 2 , 1 5 7 2 , 3 0 7 2 , 4 9 0 
GULFPORT MS GPT 1 , 4 6 0 1 , 6 0 6 1 , 7 6 7 
FT W0RT.H TX GSW 2 , 0 0 0 2 , 0 0 0 2 , 0 0 0 
LEA CTY A / P NM HOB 6 0 0 6 2 5 6 5 0 
H A R L I N 6 E N T X HRL 6 5 0 7 3 0 7 3 0 
H U N T S V I L L E AL HSV 7 , 4 2 5 9 , 4 4 8 9 , 9 9 3 
HOUSTON TX I AH 1 6 5 , 8 8 7 2 1 , 9 2 3 1 7 9 , 4 0 1 2 0 , 3 7 0 1 8 9 , 2 5 4 2 4 , 2 1 4 
JACKSON MS JAN 9 , 6 7 2 1 0 , 6 7 1 1 1 , 5 2 6 
LUBBOCK TX LBS 3 , 3 2 1 3 , 4 2 5 4 , 5 7 2 
LAKE CHARLES LA LCH 5 0 0 5 0 0 5 6 0 
L I T T L E ROCK AR L I T 6 , 7 7 4 7 , 1 8 4 6 , 3 2 5 
MIDLAND TX MAF 8 , 7 2 4 8 , 9 6 1 r , 9 2 6 
EDINBURG TX MFE 2 , 7 0 0 3 , 0 0 0 3 * 5 0 0 
MONTGOMERY AL MGM 5 , 4 2 1 5 , 9 4 3 6 , 5 4 1 
MONROE LA MLU 1 , 0 4 2 1 , 1 4 6 1 * 2 5 4 
MOBILE AL MOB 1 , 5 3 6 1 , 7 0 0 1 , 7 7 3 
MEW ORLEANS LA MS Y 1 0 6 , 7 1 0 1 8 , 8 7 8 1 1 4 , 2 5 0 2 0 , 3 5 6 1 2 0 * 7 4 5 2 1 * 3 8 7 
SAN ANTONIO T * SAT 3 6 , 6 0 9 9 , 2 2 0 3 7 * 7 7 0 4 1 . 4 4 2 1 0 f 2 5 f t 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

(Date is axpressad in thousand gallons) 
PAD DISTRICT II I 

AIRPORT 
ST 

A 
T 
E 

CODE 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT 
ST 

A 
T 
E 

CODE 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

SHREVPPORT 
W I C H I T A FLLS 

LA 
TX 

SHV 
SPS 

I D , 0 9 3 
s o a 

1 0 , 0 4 4 
4 5 7 

1 0 , 1 7 3 
4 5 9 

OTHER I N PAO 

TOTAL I N PAO 

I I I 

I I I 

1 , 6 8 9 

7 1 6 , 0 9 3 5 7 , 7 0 2 4 9 , 4 4 3 

1 , 6 4 9 

7 4 4 , 3 4 7 6 2 , 8 4 6 5 4 , 4 2 2 

1 , 6 9 4 

7 7 0 , 9 5 0 6 4 , 6 3 0 

Digitized for FRASER 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

P A D D I S T R I C T I I I (Data is axprassad in thousand gallons) 

AIRPORT 
ST 

A 
T 
E 

CODE 
1974 FORECAST 1975 FORECAST 1976 FORECAST 

AIRPORT 
ST 

A 
T 
E 

CODE 
DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

5HREVEP0RT 
W I C H I T A FLLS 

LA 
TX 

SHV 
SPS 

1 0 , 9 0 9 
414 

1 2 , 0 2 0 
4 1 4 

1 2 , 9 3 1 
5 3 4 

3THER I N PAO 

TOTAL I N PAO 

I I I 

I I I 

1 , 7 7 7 

8 0 4 , 9 2 4 7 1 , 2 8 3 

1 , 9 7 0 

8 7 0 , 3 9 5 7 2 , 4 1 4 

2 , 1 0 3 

9 4 1 , 9 7 0 7 8 , 5 8 3 

Digitized for FRASER 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

(Date is expressed in thousand gallons) 
PAD DISTRICT IV 

AIRPORT 
ST 

A 
T 
E 

CODE 
1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 

AIRPORT 
ST 

A 
T 
E 

CODE 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

B I L L I N G S 
3 0 I S E 
COLORADO SPG 
CASPER 
DENVER 

NT 
ID 
CO 
WY 
CO 

81L 
BO I 
COS 
CPR 
DEN 

1 2 , 9 5 7 
5 , 0 4 2 
3 , 4 5 6 
2 , 7 4 1 

2 2 b , 5 0 5 7 , 8 2 9 

1 4 , 2 7 9 
5 , 2 2 6 
3 , 4 0 7 
2 , 7 8 5 

2 4 5 , 5 6 6 8 , 0 3 5 2 , 6 0 0 

1 5 , 5 6 8 
5 , 5 5 5 
2 , 8 9 2 
3 , 0 1 1 

2 6 0 , 5 4 6 8 , 6 6 9 
GRAND JCT 
GREAT FALLS 
HELENA 
IDAHO FALLS 
SALT LAKE CY 

CO 
fIT 
I T 
ID 
UT 

GJT 
GTF 
HLN 
IDA 
SLC 

5 7 9 
3 , 9 3 0 

5 3 8 
5 0 0 

4 3 , 8 3 7 

1 , 6 1 9 

1 , 3 2 5 

6 0 3 
4 , 0 5 0 

5 9 0 
5 2 2 

4 2 , 4 1 9 

1 , 6 5 1 

1 , 3 5 1 

6 3 4 
4 , 4 1 5 

6 4 9 
5 7 0 

4 4 , 3 4 3 

1 , 7 9 9 

1 , 4 7 2 

OTHER I N PAD 

TOTAL I N PAD 

IV 

IV 

2 , 0 1 0 

2 9 9 , 0 9 5 1 0 , 7 7 3 

2 , 2 4 3 

3 2 1 , 6 9 0 1 1 , 0 3 7 2 , 6 0 0 

2 , 4 0 0 

3 4 0 , 5 8 3 1 1 , 9 4 0 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT IV { ° m t m " - t.Honi> 

AIRPORT 
\ 

aT 
E 

CODE 
1974 FORECAST 1975 FORECAST 1976 FORECAST 

AIRPORT 
\ 

aT 
E 

CODE 
DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

3 I L L I N G S 
3 0 I S E 
C 3 L 0 R A D 0 SPG 
CASPER 
) E N V E R 

*1T 
10 
CO 
WY 
CO 

3 1 L 
BO I 
COS 
CPR 
DEN 

1 6 , 9 5 6 
5 * 9 1 3 
4 , 0 7 2 
3 , 0 4 9 

2 7 1 , 2 6 5 5 , 7 9 9 

1 8 , 5 7 8 
6 , 4 8 2 
4 , 0 9 1 
3 , 1 8 3 

2 8 1 , 9 2 2 9 , 1 4 1 

2 0 , 3 5 5 
7 , 0 5 6 
4 , 3 7 9 
3 , 3 2 5 

2 5 9 , 4 3 4 9 , 5 3 6 
GRAND J C T 
GREAT F A I L S 
HELENA 
I 0 A H 0 F A L L S 
SALT L A K E CY 

CO 
MT 
1T 
10 
UT 

GJT 
GTF 
HLN 
I D A 
SLC 

6 7 1 
4 , 4 9 2 

7 1 2 
5 8 5 

4 5 , 1 6 7 

1 , 7 9 9 

1 , 4 7 2 

7 1 6 
4 , 7 0 6 

7 5 2 
6 1 4 

4 8 , 4 6 2 

1 , 5 6 5 

1 , 5 2 6 

7 7 0 
4 , 9 3 5 

5 5 9 
6 4 4 

4 9 , 5 3 6 

1 , 9 3 3 

1 , 5 5 2 

OTHER I N PAD 

TOTAL I N PAD 

IV 

I \ 

2 , 5 3 3 

3 5 5 , 4 4 5 1 2 , 0 7 0 

2 , 6 9 7 

3 7 2 , 2 3 3 1 2 , 5 3 2 

2 , 5 9 0 

3 5 4 , 5 1 9 1 3 , 0 5 1 

Digitized for FRASER 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Data is i x p r M M d in thousand fallons) 

PAD DISTRICT V 

AIRPORT \ 1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 
AIRPORT 

\ DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

A N C H O R A G E AK A N C 2 1 , 6 6 2 9 4 , 2 3 1 9 4 , 2 2 9 2 3 , 1 1 8 1 0 5 , 5 3 7 1 0 5 , 5 3 5 2 4 , 4 2 5 1 1 3 * 2 4 1 
A N N E T T E I S L D AK A N N 8 7 0 9 7 7 1 , 0 6 0 

B E T H E L AK B E T 5 0 0 5 5 0 5 7 5 
B U R B A N K CA B U R 3 , 2 2 9 2 , 5 0 9 2 , 5 9 4 
E P H R A T A WA E P H 8 2 1 8 2 1 
F A I R B A N K S AK F A I 3 , 8 1 8 9 , 3 0 7 9 , 3 0 7 4 , 6 2 4 1 1 , 4 0 0 1 1 , 4 0 0 4 , 9 5 6 1 1 * 9 0 0 
F R E S N O CA F A T 7 1 4 9 9 3 1 , 0 1 6 
S P O K A N E WA G E G 1 3 , 0 3 4 1 5 , 0 0 8 1 6 * 2 3 2 

H O N O L U L U HA H N L 1 8 6 , 3 9 1 2 1 5 , 6 9 1 2 0 8 , 8 5 5 2 0 0 , 9 1 7 2 1 2 , 8 1 8 2 1 2 , 8 1 8 2 2 2 , 7 7 9 1 9 4 , 7 5 7 
H I L O HA I T O 2 0 , 1 4 5 2 2 , 0 7 2 1 9 , 9 3 0 
J U N E A U AK J N U 2 , 9 8 5 3 , 1 0 0 3 * 3 3 8 
L A S V E G A S N V L A S 8 4 , 2 8 3 1 8 8 9 4 , 8 9 9 1 9 1 1 0 0 , 3 0 9 2 0 8 
L A I N T L A R P T CA L A X 7 5 8 , 2 3 8 1 4 6 , 9 5 9 1 3 1 , 2 6 7 8 1 4 , 2 2 9 1 5 7 , 4 1 2 1 4 7 , 2 5 6 8 4 2 , 6 1 6 1 7 3 , 0 2 5 
M O S E S L A K E WA FLWH 9 , 0 3 0 1 2 , 0 6 9 1 5 * 5 4 3 
K O O I A K AK N H B 5 1 9 5 7 4 6 1 8 
O A K L A N D CA O A K 8 , 4 9 6 9 , 4 8 6 9 * 9 3 5 
K A H U L U I HA O G G 2 , 0 0 0 2 , 3 0 0 2 * 4 0 0 

N O M E AK OME 6 0 0 7 0 0 7 5 0 
O N T A R I O CA O N T 1 , 9 3 0 1 , 7 8 5 2 , 0 0 8 
P O R T L A N D OR P O X 6 5 , 9 0 3 4 7 5 7 0 , 5 7 7 4 8 4 7 2 , 7 0 6 5 2 8 
P H O E N I X AZ P H X 7 1 , 9 3 2 7 6 2 8 4 , 2 0 3 7 7 7 9 4 , 1 8 3 8 4 6 
K E N N E W I C K WA P S C 1 , 3 9 3 1 , 5 3 3 1 , 6 7 3 
R E N O N V R N O 7 , 2 2 1 1 0 , 2 5 5 1 0 , 4 0 3 
S A N D I E G O CA S A N 9 3 , 3 7 5 6 7 7 1 0 1 , 2 1 5 6 9 0 1 0 7 , 2 7 7 7 5 2 
S E A T T L E / T C N A WA S E A 1 9 5 , 5 0 0 7 1 , 9 3 0 6 8 , 2 5 4 2 1 4 , 8 4 7 8 4 , 4 0 3 8 0 , 9 6 0 2 3 0 * 7 4 0 3 3 , 6 5 2 
S A N F R A N C S C O CA S F O 4 8 9 , 8 3 2 1 0 8 , 6 1 4 1 0 4 , 6 6 2 5 3 2 , 7 1 7 1 1 8 , 4 4 6 1 0 9 , 4 7 5 5 5 5 * 6 9 7 1 0 0 , 5 0 8 
S A N J O S E C A S J C 8 , 8 0 9 1 0 , 3 3 1 1 0 , 8 6 8 
S A C R A M E N T O CA SFLF 4 , 0 3 9 5 , 2 8 7 5 , 3 7 7 
T U C S O N AZ T U S 9 , 3 7 2 1 0 , 4 6 1 1 2 , 1 2 8 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT V (Data is axprassad in thousand yallons) 

ST 1974 FORECAST 1975 FORECAST 1978 FORECAST 
AIRPORT CODE 

TE DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

A N C H O R A G E AK A N C 2 5 , 0 8 0 1 2 2 , 8 7 2 2 6 , 1 5 3 1 3 7 , 3 0 7 2 7 , 5 3 7 1 6 1 , 6 7 1 
A N N E T T E I S L O AK A N N 1 , 1 1 0 1 , 1 2 5 1 , 2 9 0 
B E T H E L AK B E T 6 0 0 6 2 5 6 5 0 
B U R 3 A N K CA B U R 2 , 6 6 4 2 , 7 3 4 2 , 8 0 9 
E P H R A T A WA E P H 
W A I'-J B A N K S AK F*A I 5 , 3 5 0 5 , 6 5 0 1 3 , 1 0 0 6 , 0 7 0 1 3 , 8 0 0 
F R E S N O CA F A T 1 , 0 3 9 1 , 1 3 2 1 , 1 4 5 
S P O K A N E WA G E G 1 7 , 5 5 4 2 0 , 0 7 3 2 1 , 4 9 8 
H O N O L U L U HA H ^ L 2 3 7 , 9 7 2 2 0 8 , 3 5 0 2 4 5 , 7 0 6 2 2 6 , 9 4 8 2 5 9 , 2 9 3 2 6 2 , 1 9 4 
H I L O HA I T O 2 3 , 6 4 3 3 0 , 2 9 6 3 0 , 5 6 4 
JUNEAU AK J N U 3 , 4 2 « 3 , 5 8 4 3 , 7 5 2 
L A S V E G A S N V L A S 1 0 4 , 4 3 5 2 0 8 1 0 9 , 6 9 5 2 1 5 1 1 6 , 9 0 2 2 2 2 
L A I N T L A R P T CA L A X 8 7 5 , 4 7 5 1 8 7 , 5 7 3 9 2 4 , 1 5 8 1 9 7 , 4 0 8 9 7 2 , 7 8 0 * 2 0 7 , 8 3 9 
M O S E S L A K E WA MWH 2 0 , 9 8 8 

K 0 0 I A K AK N H B 6 3 8 6 5 8 6 9 4 
O A K L A N D CA O A K 9 , 9 6 5 1 3 , 9 5 4 1 4 , 8 4 9 
K A H U L U I HA O G G 2 , 5 0 0 2 , 6 3 0 2 , 7 5 0 
N O M E AK O M E 8 0 0 8 7 5 1 , 0 0 0 
O N T A R I O CA O N T 2 , 0 2 8 2 , 0 8 3 2 * 1 4 2 
P O R T L A N O OR P O X 7 5 , 3 4 4 5 2 8 8 2 , 5 7 8 5 4 7 8 7 , 1 3 0 5 6 7 
P H O E N I X A 2 P H X 9 7 , 8 1 9 8 4 6 1 0 3 , 2 9 3 8 7 7 1 0 7 , 3 0 5 9 0 9 
K C N N C W I C K WA P S C 1 , 8 1 3 1 , 9 5 3 2 , 0 9 3 
R E N O NV R N O 1 0 , 5 0 3 1 1 , 3 6 9 1 1 , 5 3 6 
S A N 0 1 E G O CA S A N 1 1 2 , 3 5 8 7 5 2 1 2 2 , 5 9 9 7 7 9 1 3 0 , 3 1 0 8 0 7 
S E A T T L C / T C M A WA S E A 2 4 4 , 8 3 5 3 4 , 0 5 2 2 6 0 , 5 4 5 3 5 , 6 8 9 2 7 4 , 5 0 5 3 7 , 3 3 1 
S A N F R A N C S C O CA S F O 5 7 4 , 4 2 5 1 0 4 , 0 8 2 6 1 3 , 0 9 5 1 1 1 , 4 6 1 6 5 2 , 5 3 8 1 2 8 , 1 4 0 
S A N J O S E C A S J C 1 1 , 2 4 7 1 1 , 2 6 8 1 1 , 3 0 5 
S A C R A M E N T O CA S M F 5 , 4 6 2 6 , 3 0 8 6 , 4 1 4 

TUCSON A 7 T I I S 1 2 , 8 2 7 1 3 , 7 9 7 1 4 , 0 7 3 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

(Date is expressed in thousand gallons) 
PAD DISTRICT V 

AIRPORT 
T 
AT 

E 
CODE 

1971 CONSUMPTION 1972 FORECAST 1973 FORECAST 
AIRPORT 

T 
AT 

E 
CODE 

DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

OTHER I N PAD 

TOTAL I N PAD 

V 

V 

4 , 7 9 5 

2 , 0 7 1 , 1 3 6 

4 , 5 1 3 

6 5 4 , 1 6 8 

4 , 5 0 0 

6 2 1 , 0 8 7 

5 , 1 1 2 

2 , 2 5 6 , 4 4 8 

4 , 5 0 0 

6 9 6 , 6 5 8 

4 , 5 0 0 

6 7 1 , 9 4 4 

5 , 5 4 3 

2 , 3 7 7 , 6 7 9 

4 , 5 0 0 

6 3 3 , 9 1 7 
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TABLE III 

AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

PAD DISTRICT V (Data is axpr»*M<l in thovsaiMl flattens) 

AIRPORT \ 1974 FORECAST 1975 FORECAST 1976 FORECAST 
AIRPORT \ CODE 

DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

OTHER I N PAD 

TOTAL I N PAO 

V 

V 

6 , 0 2 6 

2 , 4 6 8 , 1 3 0 

4 , 5 0 0 

6 7 6 , 2 6 3 

6 , 4 6 7 

2 , 6 2 4 , 3 7 3 

5 , 0 0 0 

7 2 9 , 3 3 1 

6 , 9 6 0 

2 , 7 6 9 , 9 1 4 

6 , 0 0 0 

6 1 9 , 4 6 0 

-
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE I I I 
(Data is expressed in thousand fallens) 

STATE 
1971 ACTUAL CONSUMPTION 1972 FORECAST 1973 FORECAST 

STATE 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

AK 3 i 6 6 5 1 0 8 , 0 5 1 1 0 8 * 0 4 9 3 4 * 4 4 7 1 2 1 * 4 3 7 1 2 1 * 4 3 5 3 6 * 6 2 4 1 2 9 * 6 4 1 
AL 2 6 4 2 3 2 7 * 7 4 1 3 0 * 0 5 1 
AR 8 1 5 7 7 * 9 6 8 8 * 7 1 6 
AZ 81 5 7 4 7 6 2 9 4 * 9 6 1 7 7 7 1 0 6 * 6 3 8 8 4 6 
CA 1 , 3 7 0 4 3 8 2 5 6 , 2 5 0 2 3 5 * 9 2 9 1 , 4 8 0 * 6 8 5 2 7 6 * 5 4 8 2 5 6 * 7 3 1 1 * 5 3 9 * 7 2 2 2 7 4 , 2 8 5 
CO 2 3 0 7 9 6 7 , 8 2 9 2 4 9 * 8 1 6 8 * 0 3 5 2 * 6 0 0 2 6 4 * 3 2 4 8 * 6 6 9 
CT 2 8 1 0 6 5 7 9 5 7 9 3 0 * 6 3 7 6 7 0 6 7 0 3 1 * 7 9 9 6 7 0 
DC 1 3 9 2 8 2 1 , 0 0 0 1 4 5 * 8 7 7 2 * 8 0 0 1 5 4 * 1 7 4 4 * 2 4 4 
DE 35 4 0 4 0 
FL 5 3 7 3 1 7 1 1 5 * 8 9 8 1 1 5 * 5 3 4 5 9 0 * 7 3 6 1 2 2 * 1 9 8 1 2 2 * 1 9 8 6 1 3 * 3 3 1 1 2 3 * 8 6 1 
GA 3 4 1 4 1 6 7 , 2 1 6 7 , 2 1 6 3 5 2 * 1 7 9 1 2 * 0 0 0 1 2 * 0 0 0 3 6 8 * 5 5 1 1 4 * 0 0 0 
HA 2 0 8 7 3 6 2 1 5 , 6 9 1 2 0 8 * 8 5 5 2 2 5 , 5 1 9 2 1 2 * 8 1 8 2 1 2 * 8 1 8 2 4 5 * 3 5 9 1 9 4 * 7 5 7 
IA 16 1 5 5 1 7 * 4 4 7 1 7 * 2 6 7 
I D 6 0 7 4 6 * 3 5 3 6 * 7 8 4 
I L 7 5 6 8 1 7 1 0 0 , 9 5 7 9 4 * 2 1 7 8 2 7 * 6 0 5 1 0 7 * 2 0 1 8 7 * 4 0 1 8 5 1 * 2 2 8 9 5 * 3 7 0 
I N 42 3 3 8 4 6 * 7 0 5 5 0 * 7 3 9 
KS 16 2 3 1 1 7 * 5 4 4 1 8 * 9 4 4 
KY 9 0 0 4 3 9 7 * 7 3 4 1 0 5 * 2 8 5 
LA 1 0 4 5 4 2 1 6 , 5 3 7 1 6 , 5 3 7 1 1 0 * 7 2 2 1 6 * 6 8 5 1 6 * 6 8 5 1 1 4 * 8 4 1 1 7 * 4 1 0 
flA 1 9 7 9 4 3 7 2 * 1 5 2 7 1 , 7 5 2 2 0 8 * 4 0 7 8 7 * 2 6 6 8 2 * 2 6 6 2 1 9 * 0 4 6 7 6 * 8 2 9 
MD 8 1 8 8 3 1 6 * 4 4 3 1 6 , 4 4 3 7 7 * 2 7 8 1 7 * 9 9 3 1 7 * 9 9 3 8 0 * 5 1 5 1 8 * 6 0 7 
n t 981 1 * 0 0 5 1 * 6 2 $ 
MI 1 4 9 8 7 3 8 * 4 8 5 8 , 4 7 8 1 7 5 * 8 0 0 1 3 * 2 9 4 1 3 * 2 9 4 1 8 8 * 8 1 2 1 4 * 7 5 0 
MN 144 1 8 3 8 * 8 6 3 8 , 7 5 9 1 5 7 * 2 5 4 1 2 * 2 8 4 1 2 * 2 8 4 1 6 8 * 6 7 9 2 * 3 0 6 
MO 2 6 5 9 2 4 4 * 6 0 0 2 7 9 * 8 2 5 7 * 6 0 0 3 * 0 0 0 3 0 7 * 4 3 4 5 * 2 0 0 
MS 9 4 2 8 9 * 7 6 7 1 0 * 5 9 9 
MT 18 2 3 6 1 * 6 1 9 1 I 1 9 * 7 2 0 1 * 6 5 1 i 2 1 * 4 9 1 1 * 7 9 9 

en 
CO 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. A IRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE I I I 
(Data m expressed in thousand gallons) 

STATE 
1974 FORECAST 1975 FORECAST 1976 FORECAST STATE 

DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 
AK 3 7 * 9 7 2 1 3 9 * 6 7 2 3 9 * 7 2 1 1 5 5 * 4 0 7 4 2 * 1 6 0 1 8 1 * 4 7 1 
AL 3 2 * 7 3 2 3 6 * 4 5 5 3 9 * 0 4 6 
AR 9 * 4 3 9 9 * 9 7 5 1 1 * 3 0 1 
AZ 1 1 1 * 0 0 6 6 4 6 1 1 7 * 4 6 6 8 7 7 1 2 1 * 8 0 6 9 0 9 
CA 1 * 5 9 7 * 2 2 f t 2 9 2 * 4 0 7 1 * 7 0 0 * 1 0 7 3 0 9 * 6 4 8 1 * 7 9 7 * 2 7 9 3 3 6 * 7 8 6 
CQ 2 7 6 * 2 7 f t 6 * 7 9 9 2 8 7 * 0 1 4 9 * 1 4 1 2 9 4 * 8 9 3 9 * 5 3 6 
CT 3 2 * 6 6 9 7 7 0 3 6 * 2 3 0 9 7 0 3 9 * 8 0 9 1 * 0 2 0 
DC 1 5 9 * 3 3 6 4 * 6 4 4 1 6 5 * 4 3 0 4 * 6 4 4 1 7 2 * 3 5 7 4 * 6 4 4 
OE 4 0 4 0 4 0 
F L 6 4 2 * 4 4 5 1 2 6 * 7 3 7 6 7 5 * 5 8 8 1 3 4 * 3 8 2 7 0 8 * 4 6 5 1 4 0 * 2 4 9 
GA 3 6 6 * 6 4 1 1 4 * 5 0 0 4 1 7 * 3 1 8 1 5 * 0 0 0 4 4 1 * 9 2 7 1 6 * 0 0 0 
HA 2 6 4 * 5 9 0 2 0 8 * 3 5 0 2 7 8 * 9 0 2 2 2 6 * 9 4 8 2 9 2 * 9 3 2 2 6 2 * 1 9 4 
I A 1 7 * 2 4 7 1 7 * 2 2 7 1 7 * 6 9 7 
1 0 7 * 2 0 7 7 * 8 5 6 8 * 5 4 1 
I L 6 7 2 * 6 1 0 9 7 * 1 3 7 9 1 9 * 6 0 5 1 0 4 * 9 9 7 9 6 5 * 0 7 3 1 0 6 * 9 1 6 
I N 5 2 * 6 6 1 5 0 0 5 5 * 6 5 7 7 0 0 5 8 * 5 0 0 7 0 0 
KS 1 9 * 9 5 3 2 1 * 1 8 3 2 2 * 4 6 5 
KY 1 1 0 * 6 5 7 1 1 8 * 3 8 1 1 2 7 * 6 8 9 

L A 1 2 2 * 1 4 9 1 8 * 8 7 8 1 3 1 * 2 3 3 2 0 * 3 5 6 1 3 9 * 0 5 9 2 1 * 3 6 7 

MA 2 3 0 * 6 1 6 7 8 * 6 3 9 2 4 3 * 2 5 4 9 5 * 9 6 7 2 5 4 * 5 8 4 1 0 2 * 6 6 3 
Mrt 6 4 * 2 6 0 1 9 * 2 2 0 9 2 * 1 2 0 1 9 * 8 3 6 9 5 * 4 9 1 2 0 * 5 5 5 

' ME 1 * 0 5 0 1 * 0 7 0 1 * 0 9 5 

M l 1 9 9 * 0 6 4 1 7 * 5 8 3 2 0 9 * 7 3 9 2 4 * 1 6 6 2 2 0 * 9 8 2 1 1 * 2 0 0 
MM 1 7 6 * 7 6 2 2 * 2 8 4 1 9 3 * 3 7 5 2 * 3 0 9 2 0 6 * 0 0 0 2 * 3 0 9 

MO 3 2 0 * 4 2 2 5 * 5 5 0 3 3 7 * 9 5 8 5 * 9 0 0 3 5 0 * 3 3 6 6 * 3 0 0 

MS 1 1 * 5 1 7 1 2 * 7 0 2 1 3 * 7 5 5 

,. - i l l - , 2 3 * 0 7 6 1 * 7 9 9 2 5 * 0 0 4 1 * 6 6 5 2 7 * 1 5 0 1 * 9 3 3 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Data is axprassad in thousand gallonsl 

STATE 
1971 ACTUAL CONSUMPTION 1972 FORECAST 1973 FORECAST 

STATE 
DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE BONDED DOMESTIC BONDABLE 

N8 2 1 , 7 5 1 2 1 , 3 7 4 2 2 , 1 5 2 
NC 7 2 , 1 2 0 7 6 , 3 1 7 6 2 , 3 6 4 
NH 175 1 6 0 165 
NJ 1 4 7 , 5 4 3 2 0 , 6 0 0 1 8 , 3 6 7 1 6 0 , 2 5 7 2 2 , 7 2 5 1 9 , 3 8 5 1 6 6 , 3 4 5 2 3 , 9 1 5 
N* 3 4 , 3 6 7 3 5 , 7 9 4 3 7 , 9 1 6 
NV 9 1 , 5 0 4 188 1 0 5 , 1 5 4 1 9 1 1 1 0 , 7 1 2 2 0 6 
NY 7 3 4 , 7 5 5 5 8 9 , 0 9 3 5 6 3 , 5 4 1 7 6 1 , 4 0 2 6 4 6 , 7 5 9 6 2 1 , 0 7 7 7 9 2 , 1 4 4 6 6 5 , 2 5 2 
OH 1 6 6 , 9 0 1 3 , 1 8 5 1 9 5 , 5 1 3 3 , 5 3 5 2 0 5 , 4 4 5 1 , 5 8 0 
OK 4 6 , 0 2 4 4 6 , 0 0 5 4 7 , 5 6 5 
OR 6 6 , 5 4 1 475 7 1 , 2 8 0 4 6 4 7 3 , 4 7 6 52 8 
PA 2 4 7 , 6 1 7 4 2 , 2 3 8 4 1 , 8 3 8 2 8 5 , 7 6 4 4 0 , 7 4 1 3 8 , 2 4 1 2 9 5 , 7 6 9 4 1 , 1 8 6 
R I 1 , 7 3 5 4 , 2 0 4 4 , 5 6 0 
SC 1 4 , 3 9 3 1 5 , 0 3 9 1 6 , 2 1 7 
SO 4 , 9 0 6 4 , 9 4 0 5 , 1 0 4 
TN 9 9 , 3 2 6 1 0 6 , 179 1 1 1 , 1 7 6 2 , 2 0 0 
TX 5 3 3 , 6 7 1 4 1 , 1 6 5 3 2 , 9 0 6 5 5 2 , 8 5 5 4 6 , 1 6 3 3 7 , 7 3 7 5 6 9 , 3 0 2 4 7 , 4 2 C 
UT 4 0 , 9 0 1 1 , 3 2 5 4 2 , 4 8 9 1 , 3 5 1 4 4 , 4 1 9 1 , 4 7 ? 
VA 1 2 7 , 7 6 3 3 4 , 1 2 2 2 9 , 0 5 9 1 4 8 , 7 0 1 4 7 , 2 9 2 4 6 , 7 9 2 1 5 6 , 4 0 4 4 8 , 9 8 C 
VT 119 125 1 2 6 
WA 2 2 0 , 1 8 3 7 2 , 7 5 1 6 8 , 2 5 4 2 4 3 , 9 0 2 6 4 , 4 0 3 6 0 , 9 6 0 2 6 4 , 6 7 3 3 3 , 6 5 2 
WI 5 5 , 7 9 6 6 0 , 1 5 8 6 2 , 6 4 3 
WV 3 , 6 7 1 3 , 9 9 5 4 , 2 5 0 
WY 3 , 0 8 8 3 , 312 3 , 5 6 5 

TOTAL 3THER 8 , 8 7 0 1 0 , 6 7 3 1 1 , 6 7 1 

TOTAL U . S . 7 , 6 5 0 , 3 1 6 1 , 7 4 8 , 0 7 4 1 , 6 4 6 , 3 1 3 8 , 2 4 9 , 5 8 4 1 , 9 1 4 , 9 0 1 1 , 8 0 5 , 5 6 7 8 , 6 5 0 , 2 4 3 1 , 8 4 9 , 6 3 7 
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AIR TRANSPORT ASSOCIATION OF AMERICA 
1972 U. S. AIRLINE INDUSTRY TURBINE FUEL FORECAST 

TABLE III 
(Data is expressed in thousand gallons) 

STATE 
1974 FORECAST 1975 FORECAST 1976 FORECAST 

STATE 
DOMESTIC BONDABLE DOMESTIC BONDABLE DOMESTIC BONDABLE 

NB 2 2 , 5 4 5 2 6 , 9 3 1 2 7 , 5 3 4 
NC 5 5 , 8 2 4 8 9 , 6 3 5 9 4 , 1 4 0 
NH 190 2 0 0 2 0 5 
NJ 1 7 3 , 4 1 1 2 7 , 2 5 0 1 6 5 , 6 2 6 2 8 , 4 6 0 1 9 4 , 0 7 4 
Nfl 4 0 , 5 2 1 4 2 * 5 3 2 4 4 , 5 3 0 
NV 1 1 4 , 9 3 d 2 0 8 1 2 1 , 0 6 4 2 1 5 1 2 8 , 4 3 6 2 2 2 
NY 6 3 2 , 6 7 8 7 0 1 , 7 3 8 6 6 4 , 6 9 4 7 4 1 , 3 3 3 4 0 6 , 6 9 4 7 8 7 , 5 1 4 
OH 2 1 4 , 6 0 6 1 , 6 5 6 2 3 3 , 3 9 6 1 , 7 3 8 2 4 5 , 6 6 7 1 , 8 2 3 
OK 4 9 , 2 2 2 5 0 , 9 6 0 5 4 , 0 6 9 1 , 6 0 0 
OR 7 6 , 1 8 1 5 2 6 6 3 , 4 6 2 5 4 7 8 6 , 1 0 1 5 6 / 
PA 3 1 3 , 7 6 4 4 4 , 3 3 6 3 3 4 , 6 0 5 4 5 , 0 7 9 3 4 9 , 6 6 3 4 6 , 2 2 2 
R I 4 , 7 0 0 4 , 6 3 0 4 , 6 7 0 
SC 1 7 , 4 1 0 1 6 , 6 1 7 1 9 , 6 7 5 
SO 5 , 1 5 6 5 , 2 6 4 5 , 4 1 6 
TN 1 1 6 , 9 9 4 2 , 2 0 0 1 3 0 , 6 2 4 2 , 2 0 0 1 3 9 , 2 2 5 2 , 2 0 0 
TX 5 6 9 , 0 6 6 5 2 , 4 0 5 6 3 7 , 9 7 3 5 2 , 0 5 6 6 9 4 , ? $ 4 5 7 , 1 9 6 
UT 4 5 , 2 4 9 1 , 4 7 2 4 8 , 5 5 0 1 , 5 2 6 4 9 , 9 3 0 1 , 5 6 2 
VA 1 5 9 , 1 2 5 5 1 , 1 6 3 1 6 6 , 7 1 0 5 3 , 7 9 3 1 7 3 , 6 2 8 6 2 , 1 6 9 
VT 1 3 0 1 3 5 1 4 0 
MA 2 8 5 , 7 1 5 3 4 , 0 5 2 2 6 3 , 1 3 6 3 5 , 6 6 9 2 9 8 * 7 0 1 3 7 , 3 3 1 
WI 6 6 , 8 9 9 7 1 , 2 0 2 7 5 * 9 5 3 
WV 4 , 2 6 5 4 , 2 7 5 4 , 2 8 0 
WY 3 , 6 3 6 3 , 6 0 9 4 , 0 0 5 

TOTAL OTHER 1 2 » 5 7 7 1 3 , 5 7 8 1 4 , 6 9 7 

TOTAL U . S . 9 , 0 4 1 , 4 7 5 1 , 9 5 7 , 5 2 7 1 1 9 , 5 7 2 , 8 5 0 2 , 3 9 5 , 7 7 3 1 0 , 0 6 5 , 4 6 3 2 * 2 5 6 , 7 1 0 
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Senator MCINTYRE. Thank you. 
I now cal l on M r . E d K i ley , vice president o f the Research and 

Technical Services of tihe American T ruck ing Associations. 

STATEMENT OF EDWARD V. KILEY, VICE PRESIDENT, RESEARCH 
AND TECHNICAL SERVICES, AMERICAN TRUCKING ASSOCIA-
TIONS 

M r . KILEY. Thank you, M r . Chairman. 
M y name is Edward V . K i ley . I am vice president o f tlhe American 

Truck ing Associations and the Research and Technical Services, 
which is a national federation representing a l l types o f motor car-
riers, pr ivate and fo r hire. 

W e have submitted fo r the record a more complete statement wihicih 
I would l ike now t o summarize briefly i n consideration o f tihe com-
mittee's t ime (see p. 69). 

The seriousness of the energy crisis or fuel shortage as i t affects 
our industry began t o become apparent toward the end of last year. 
Our carriers t rad i t ional ly operate on yearly contracts w i t h fuel sup-
pliers and i n ant ic ipat ion o f increased traffic fo r th is year and we 
were generally seeking supplies as much as 20 percent above the 
previous year's need. Suddenly and surpr is ingly, we were being to ld, 
first i n one region and then i n a l l , tha t new contracts could not be 
entered into on the old basis. Some would not be renewed at a l l— 
others on only a month ly basis w i t h no assurance of galionage. 

I n other cases new contracts could be considered but at 20 percent 
or more below the previous year's volume, th is meant 40 percent less 
than what we* thought we needed fo r the coming year. 

W e found the si tuat ion was prevai l ing throughout the entire 
transportat ion industry. Ac t i ng then i n unison, the transportat ion 
industries, under the coordinat ing efforts o f the Transportat ion 
Association o f America, met this past January w i t h B r ig . Gen. 
George A . Lincoln, the then Director o f Emergency Preparedness. 
He understood the problem but explained that under the law exist-
i ng at tihat t ime no author i ty existed fo r the determination o f any 
p r io r i t y needs except i n cases o f actual nat ional defense needs. 

W e discussed the causes of the problem. These, we believe, have 
now become common knowledge. H e asked fo r recommendations as 
to solutions, which he said he would relay to the Wh i te House. 

The day fo l lowing tihe meeting the t ransport industries submitted 
to General L inco ln tihe fo l low ing specific suggestions: 

1. Take necessary government act ion to pe rm i t tihe use of 3 percent su l f u r 
content fue ls by electr ic u t i l i t i es and other consumer industr ies. To f ree 
lvetroleum f o r t ranspor ta t ion. 

2. Estab l ish a p r i o r i t y system of a l locat ions wh ich w i l l insure t h a t fue ls i n 
shor t supply w i l l be ava i lab le f o r the nat ion 's most c r i t i ca l needs. 
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3. Survey ava i lab i l i ty of government supplies of cr i t ica l ly short fuels and, 
where possible, make them available immediately fo r p r io r i t y use. 

Recommendation No. 2 was obviously the most cr i t ical and we are 
pleased to see that Congress has taken action i n th is direct ion by 
insertion i n the Economic Stabil ization A c t of 1973, an amendment 
g iv ing the President author i ty to allocate petroleum products. 

We indicated i n our letter to Senator Jackson i n support of S. 1570, 
Emergency Fuels and Energy Al locat ion Ac t of 1973, that provisions 
i n his b i l l might provide a more direct approach. We th ink this now is 
a moot question. We believe the amendment in the act is a sound one, 
and we were pleased to hear this morning that you are pet i t ioning the 
President to act. 

The t ruck ing industry is aware tha t there are potent ial p i t fa l ls i n 
the author i ty t o set pr ior i t ies and (to allocate fuels and energy among 
the various consumers. However, i t is our view tha t i n l i gh t of the 
shortages and dislocations already experienced by our industry and 
forecasts o f increased fuel shortages fo r th is summer and winter, the 
lack o f author i ty i n th is area would pose an even greater danger to 
the entire U.S. economy to transportat ion i n general and to the 
t ruck ing industry specifically. 

The situat ion today continues to be completely f rus t ra t ing and 
uncertain. Reports f r om our carriers indicate that many new con-
tracts, where they can be negotiated, contain 30-day cancellation 
clauses and price escalation provisions. Many carriers unable to 
secure contracts, are being supplied on a month-to-month basis; and 
some are having to buy fuel on a spot market basis or pick i t up on 
the road. 

No matter where carriers are obtaining fuel, the price is increasing 
sharply, anywhere f r om 20 to 50 percent. Needless to say, however, 
our main concern is assurance of necessary gallonage and the uncer-
ta inty as to diesel fuel ami- labi l i ty fo r the coming f a l l and winter. 

Keeping i n m ind that our regulated carriers have a public require-
ment to per form the service and unless we can get the fuel we can 
not meet th is requirement. Despite the easing of the fuel situation 
fo l lowing the end of winter the problem continues i n a l l areas of 
the country fo r our industry and fo r a l l carriers. Understandably, 
the degree o f seriousness differs because of the market ing structure 
of petroleum products. We are not experts i n petroleum production 
or market ing but I can assure you tha t the present situation is edu-
cating us i n a hur ry . 

Our carriers are seriously concerned about the months ahead, par-
t icular ly in the f a l l o f the year when the demand fo r t ruck service 
reaches i ts peak. 
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We see ahead a very definite threat ifco necessary transportat ion 
services unless adequate fuel supplies can be assured i n the months 
ahead. I n our industry, we are do ing a l l we can t o maximize our fue l 
usage .today. Our carriers are report ing t ightened interci ty and local 
p ickup and delivery schedules, d ie burn ing i n some instances of less 
than ideal fuel, adjustments o f fuel pumps to m in imum specifica-
tions, reduction i n engine warmup t ime and many others. 

Keeping i n m ind tihe diesel fuel use of today's t ruck is more refined 
and more sophisticated than years ago because of the requirements 
fo r a i r po l lu t ion control. 

W e cannot just burn anything. Because of the difference i n the 
engine today, there is an undesirable tradeoff i n terms of increased 
maintenance expense and decreased engine l i fe. 

I n conclusion, M r . Chairman, we would l ike to comment br ief ly 
on the allegations or assertions by some that we could conserve fue l 
i n transportat ion by some sh i f t i ng of traffic f r o m t ruck to ra i l— 
either direct ly or by greater use of piggyback. 

T o a great extent, as indicated i n our prepared statement such 
shifts, al though possible i n a few cases, ho ld no promise o f any 
meaningful saving. I n fact, i n the case o f piggyback there could 
actually be a greater use of fuel because of piggyback t ruck termina l 
service not now necessary through direct t ruck services. 

A l l forms o f transportat ion are needed to per fo rm the Nation's 
necessary transport services. They a l l need the fuel to carry on th is 
service. The total requirements fo r f re ight t ransport service are not 
great i n terms of the tota l end use o f petroleum fo r a l l energy 
requirements—'but th is requirement i n transportation, i f cut back, 
could have disastrous effects on the economy. 

W e hope the committee and the Congress w i l l not be misled by 
meaningless comparisons of transport efficiencies, comparisons which 
can only confuse and possibly stand i n the way of rat ional solutions 
to the overal l problem. We sincerely hope that there w i l l be an active 
response to your request tha t action be taken to establish these 
priorit ies. 

We cannot overestimate the extent to which the situation exists i n 
our industry today. We want o f course fo r you to know tha t we 
pledge our industry 's cooperation i n the support o f a l l rat ional 
measures to insure that transportat ion has the fuel i t needs. Thank 
you. 

I f I could, I would l i ke t o submit also fo r the record a publ icat ion 
that we have released recently called "Amer ican T ruck ing and the 
Energy Crisis." I would l ike to have that made pa r t of the record. 

[ M r . K i iey 's complete statement and the publ icat ion referred to 
f o l l ow : ] 
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Mr .Cha i r man, and members of the Committee, my name is 

Edward V . Ki ley. I am Vice President, Research and Technical Services 

of the American Trucking Associations. The organization is a federation 

with affi l iated associations in every state and the Distr ic t of Columbia, 

plus 13 conferences. In the aggregate* we represent every type and class 

of truck operation in the country, both fo r -h i re and private. 

We appreciate this opportunity to appear before your Committee and 

discuss the Nation's fuel cr is is as it affects transportation in general and 

the trucking industry in part icular . 

The situation in our industry, and in al l of transportation, has been 

serious for several months and we are seriously concerned about the future, 

part icular ly this summer and winter . 

Toward the end of last year we began to receive calls f rom many of 

our c a r r i e r s who were having diff iculty in obtaining the diesel fuel necessary 

for their operations. The situation became cr i t ica l f i rst in the mid-west , 

then spread to the south and southwest, then to the northeast and f inal ly to 

the west coast - - s o that it has now become nationwide. 

Our car r ie rs receive their fuel supply p r imar i l y through contractual 

arrangements with suppliers on a year ly basis. Many of these contracts 

expired this past January or February . Our c a r r i e r s , in anticipation of 

increased service demands for the coming year, were indicating fuel needs 

in the general area of 20% above last year . This need is reflective of an 

expanding economy with increased consumer purchasing. A l l transportation 

industries anticipate such increases. 
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In response to this indication of increased needs our ca r r i e rs were 

told, and are being told today, that not only wi l l these additional requi re -

ments not be met but that there wi l l be diff iculty in providing as much as 

was contracted for in the previous year - - i n some cases as much as 20% 

less. This would mean as much as 40% below actual requirements to car ry 

on transportation service. 

In some areas our car r ie rs were told not only that no assurance 

can be made as to available fuel supplies but that because of the uncertainty 

of the situation no new contracts wi l l be negotiated for the future. In these 

instances it became a hand-to-mouth operation on a catch-as-catch-can basis. 

Last December a major motor car r ie r routinely requested bids for 

its 1973 diesel fuel needs f rom 12 major oil companies. A l l , including its 

current supplier, refused to bid. 

In the mid-west a motor car r ie r was informed in late January that 

it had used its allotment of diesel fuel on a contract that runs through this 

September and could receive no more fuel until June 1. 

Many smal l car r ie rs in the northeast, most without supply contract 

protection, were told in ear ly January that no more fuel was available at 

any price. 

A l l of these motor car r ie rs were abruptly initiated to the energy 

cr is is , or more specifically the fuel oil shortage. Fuel allocations based 

upon past purchase history, often as low as 75% of that figure; refusal to 

renew supply contracts; and a maddening scramble to obtain alternate 

sources of fuel when pr imary sources fal l short of needs - - al l of these 

are symptoms of the fuel shortage as it affects the trucking industry. 
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C a r r i e r s were resort ing to ai l possible sources of fuel. In many 

cases diesel was available only at higher prices - - i n some cases at prices 

equal or exceeding that paid for gasoline. This is a unique situation as 

diesel fuel has always been marketed at a price below gasoline - - one of 

the several factors making it a more efficient fuel for la rger trucks. 

I t became increasingly obvious that unless a solution were found and 

fuel became available there would be f i rs t , a severe slowdown, and eventually 

a curtai lment and ultimate breakdown of essential and required transportation 

services. 

Feel ing that some action at some authoritative level of Government 

was necessary to prevent the cr isis f rom worsening, the various t rans -

portation modes met in Washington, D. C. ear ly in January to discuss the 

general situation and determine courses of action. I t was the consensus 

that there was a cr i t ica l problem facing al l forms of transportation - - freight 

and passenger. It was further decided that the seriousness of the situation 

should be brought to the immediate attention of the appropriate Government 

agency - - a t that t ime the Office of Emergency Preparedness. 

Under the auspices of the Transportation Association of Amer ica 

and through the cooperative effort of the National Defense Transportat ion 

Association a meeting was arranged with Br ig . General George A. Lincoln, 

the then Director of the Office of Emergency Preparedness. The meeting 

was held in General Lincoln's office on January 18. Each fo rm of t rans-

portation, ra i l , motor c a r r i e r , a i r , water c a r r i e r s , interci ty bus t rans-

portation and local t ransit , was represented. 
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We submitted to General Lincoln a short summary statement of the 

problem with a detailed review of how it affected each fo rm of transport. 

We believe we had a highly informative meeting with General 

Lincoln although the results were understandably inconclusive. The most 

immediate action, the l ift ing of the import quotas on crude oil was discussed 

but the feeling of those present was that this would have no immediate effect 

on the situation in transportation, although in the long run it might be 

another story. 

Al l of the factors that al l agreed led to the current situation were dis-

cussed in considerable detail . In summary these were: 

1. Increased consumption of petroleum for industrial and 
commercia l purposes (including electric power generation) 
because of environmental considerations. 

2. Unusually large demand for oil for home heating purposes 
due to extremely cold weather in certain parts of the country. 

3. Increased consumption of gasoline due to anti-pollution 
devices on newer model automobiles. 

4. Existence of import quotas which curtailed availabil i ty 
of foreign sources of petroleum. 

Underlying the basic shortage of petroleum is the marketing 

structure under which the priorit ies are determined by price of the final 

product and where the greatest margin of return may be. Presently this 

is in the area of gasoline - - which General Lincoln indicated was aggravated 

under the existing price ceiling which froze the price of gasoline at higher 

levels relative to the price situation for distil late fuels. 

It was the consensus that al l possible steps should be taken to 

augment the supply of crude petroleum but in the meantime some type of 
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prior i t ies should be set for the end use of petroleum products. In the 

absence of such prior i t ies it was obvious that necessary transportation 

services were not going to be performed. 

General Lincoln asked that the transportation modes, in unison, 

present him with a set of recommendations to alleviate the immediate 

situation. In line with this request the following recommendations were 

submitted on behalf of a l l the transportation industries: 

1. Take necessary government action to permit the use 
of 3% sulfur content fuels by electr ic util it ies and other 
consumer industries. We understand that this action 
would make available mill ions of barre ls per year of 
disti l late fuel. 

2. Establish a pr ior i ty system of allocations which wi l l 
ensure that fuels in short supply wi l l be available for 
the nation's most cr i t ica l needs. 

3. Survey availabil i ty of government supplies of cr i t ica l ly 
short fuels and, where possible, make them available 
immediately for pr ior i ty use. 

We went on to recommend that a l l agencies of the Federa l Govern-

ment, dealing with energy resources and consumer industries, be coordinated 

in the development of a national fuel energy policy. 

General Lincoln re t i red at the end of January as Director of OEP. 

The Acting Di rector , D a r r e l l T rent , in testimony before the Senate Inter ior 

and Insular Affairs Committee on February 1, indicated that several federal 

agencies were formulating a fuel shortage contingency plan which would 

include the following steps: 

1. Voluntary conservation of fuel by al l sectors of the economy; 
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2. Voluntary reconversion of e lectr ical power plants f rom 
petroleum to coal; 

3. A system of pr ior i t ies and allocations mandating which finished 
petroleum product the ref iners would emphasize and how the 
product would be allocated among the various sectors of the 
economy. Under this plan the Secretary of Transportat ion and 
his Office of Emergency Transportation, in conjunction with 
the regulatory agencies, would be authorized to distribute the 
transportation sector's allocation. 

4. Mandatory rationing of al l petroleum products. 

The Economic Stabilization Act Amendment of 1973, which extends 

and amends the act passed in 1970, contains language which would grant 

authority to the President for the "establishment of priori t ies of use and 

for systematic allocation of supplies of petroleum products, including 

crude oil in order to meet the essential needs of various sections of the 

Nation and to prevent anti-competitive effects resulting f rom shortages of 

such products. " 

On Apr i l 13, Senator Jackson introduced legislation, S. 1570, tit led 

the "Emergency Fuels and Energy Allocation Act of 1973." This b i l l would 

authorize the President to "allocate energy and fuels when he determines 

and declares that extraordinary shortages or dislocations in the 

distribution of energy and fuels exist or are imminent and that the public 

health, safety or welfare is thereby jeopardized. " This authority, according 

to Senator Jackson, could be exercised either on a national or regional basis. 

The fuel allocation authority contained in the Economic Stabilization 

Act of 1973 is a step in the right direction, but it is the opinion of the trucking 

industry that S. 1570, "Emergency Fuels and Energy Allocation Act of 1973, " 

is preferable both in terms of its detailed definition of the Presidential authority 

96-183 O - 73 - 6 
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to be granted and in terms of the opportunity to receive testimony on this 

delicate and important subject. 

The trucking industry is aware that there are potential pitfalls in 

the authority to set pr ior i t ies and to allocate fuels and energy among the 

various competing consumers. However, it is our view that in light of the 

shortages and dislocations already experienced by our industry and fore-

casts of increased fuel shortages for this summer and winter , the lack of 

authority in this area poses an even greater danger to the entire United 

States economy, to transportation in general and to the trucking industry 

specif ically. 

The situation today can be characterized as frustrating and uncertain. 

Reports reaching ATA indicate that some car r ie rs are receiving new contracts, 

usually containing 30-day cancellation clauses and price escalation clauses; 

some car r ie rs unable to secure contracts are being supplied on a month-to-

month basis; and some are having to buy fuel on a spot market basis or on 

the road. 

No matter where car r ie rs are obtaining fuel, the price is increasing 

sharply, anywhere f rom 20-50%. Needless to say, however, the main concern 

is assurance of gallonage and uncertainty as to diesel fuel availabil i ty next 

winter . 

F r o m listening to administration witnesses before the Senate Inter ior 

and Insular Af fa i rs Committee May 1 and f rom the dialogue between admin-

istrat ion and industry participants at the U. S. Chamber of Commerce 

conference on the President's energy message, fuel availabil i ty this winter 
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apparently depends on the import of diesel fuel and heating oil . The 

message conveyed was that with the impending gasoline shortage this 

summer the ref ineries wi l l have to concentrate on gasoline well into the 

normal winter disti l late fuel inventory building period. Therefore , the 

imports wi l l be heavily depended upon to build this inventory. 

Focusing direct ly on the trucking industry's use of petroleum, the 

ATA Research Department estimates that for 1973 we wi l l consume 8. 2 bill ion 

gallons of diesel fuel - - private and for -h i re trucking, intercity and local. 

This amounts to some 17% of the total number 2 fuel oil consumed nationwide. 

In terms of gasoline, (excluding pick-ups and panels) we project a 

use of some 10. 9 mi l l ion gallons this year, or some 11% of the total gasoline 

demand. 

However, in terms of total domestic consumption of petroleum for 

al l purposes, truck use of diesel fuel is currently about 3. 3% of total usage. 

When this usage is combined with that of other forms of transportation we 

find that the total is not very great in terms of total petroleum usage for 

al l purposes - - however, this difference, although not great, when compared 

with the total is extremely cr i t ica l in terms of the Nation's necessary trans-

portation services. This need must be recognized in the formulation of 

government policies on pr ior i ty recognition. 

Just l ike every other industry, the trucking industry is constantly 

practicing conservation measures and looking for new operating efficiencies. 

Events such as the recent fuel shortages and fuel dislocations necessitate, of 

course, renewed efforts to conserve operational inputs, especially diesel 

fuel and gasoline. 
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Since late December reports reaching A T A te l l of tightened interci ty 

and local pickup and del ivery schedules, the burning in some instances of 

less than ideal fuel, adjustments to fuel pumps to min imum specifications, 

reduction in engine warm-up t ime and many others. I t should be pointed 

out that these measures do save some fuel but do involve some unpalatible 

trade offs in terms of increased maintenance expenses and decreased service. 

In conclusion, M r . Chairman, we would l ike to comment on an 

idea that has surfaced regarding possible savings in diesel fuel by t rans-

fer r ing some freight f r o m truck to r a i l piggyback. There is no factual 

basis for any such conclusions. To the contrary, there is sound reason 

to conclude that any such shift, should it occur, could worsen the situation. 

F i r s t of al l , the only area that could be affected is in the consumption 

of diesel fuel in the intercity movement of truck t raf f ic . As indicated, diesel 

powered trucks are consuming approximately 3. 3% of the total domestic 

production of petroleum fuel and power. The remaining consumption of 

petroleum power in transportation is for gasoline for passenger cars and 

gasoline powered trucks, ra i l roads, water c a r r i e r s , buses and air t rans-

portation. 

The question of fuel saving through transfer of traff ic to r a i l , there -

fore , revolves ent irely around the 3. 3% use of diesel by the heavy duty truck 

operations. The actual amount that might be involved, however, is much 

smal ler than 3.3% for the following reasons: 

1. A significant portion of the 3. 3% consumption is by trucks 
that in no way operate competitively with any other f o r m of 
transportation. These are heavy duty construction vehicles, 
dump trucks, heavy hauling operations, etc. In summary, 
completely non-competit ive, non-transfer able operations. 
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2. An equally significant portion of the 3. 3% consumption is by 
trucks that are engaged in freight transportation of special 
commodities or in short haul operations that are not t rans-
ferable to r a i l under any reasonable circumstances. 

3. The remaining portion of the 3. 3% which would contain any 
transferable traff ic st i l l contains large portions of truck traff ic 
that actually presents a fuel saving through the highway move 
as this t raf f ic goes direct ly f rom origin to destination with no 
significant movement through heavily congested urban areas. 
It is , therefore, a truck movement of the most efficient type 
f rom a fuel use standpoint. 

I f this traff ic moved by piggyback it would, of necessity, involve 

origin and destination movements in the congested urban areas (to and f rom 

r a i l assembly and breakup points). This is the most inefficient type of truck 

movement f rom a fuel standpoint. 

Equally inapplicable to the fuel situation as it applies to t rans-

portation, and also contributing nothing to the solution, is the reference 

being made by some as to ra i l vs. truck efficiency by saying that a "ton 

of freight shipped by truck takes nearly six times the energy shipped by 

ra i l . " 

The actual rat io may or may not be six to one - - but whatever it 

is it is completely i r re levant in the fuel situation. The idea that large 

amounts of intercity freight traff ic could be shifted f rom trucks to rai ls 

overlooks the basic economic facts about intercity truck and ra i l service. 

Although there are , of course, areas of t r u c k - r a i l competition, the facts 

are that for the amount of traff ic that could in any way effect fuel use the 

two kinds of service are distinctly different and are not readily substitutable 

one for the other. 
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Both the rai lroads and the trucking industry- need an adequate supply 

of fuel to per form their services - - and both services in their ent irety are 

needed by our economy. To talk of savings by shifting traf f ic only confuses 

the issue and diverts us f rom the rea l solutions we need. 

In summary, the present use of fuel in heavy duty truck operations 

is smal l in terms of total petroleum fuel and power consumption. However, 

the transportation service performed through util ization of this re lat ive ly 

smal l percentage of total needs is enormous. The service is so great, ^ 

and so v i ta l , that even a minor reduction in necessary diesel fuel wi l l 

have serious effects on the Nation's freight transportation services. 

We are, therefore, v i ta l ly concerned about the fuel shortages which 

affect the United States economy as a whole, transportation in general and 

trucking specifically and, as an industry, support al l rat ional suggestions 

for solving this problem. 
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Foreword 

In this period of great concern for our ecology, many well-meaning suggestions 
have been advanced as to how national resources devoted to transportation can be 
better utilized. Among these has been the suggestion that intercity freight be shifted 
from trucks to railroads. This study has been prepared in an effort to put this proposal 
into proper perspective, and to point out some of the pitfalls involved in attempting its 
implementation. 

The report was prepared by Richard A. Staley, assistant to the director of this 
department, with the advice and counsel of John L. Reith, assistant director of the 
department, and E.V. Kiley, vice president, research and technical services. 

Allan C. Flott 
Director 

April, 1973 
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AMERICAN TRUCKING, 
The present shortages of petroleum fuels, 

and forecasts of a National shortage of energy 
for the next several years, have brought many 
suggestions for energy conservation. A number 
of these suggestions have been directed at the 
transportation industry in general, and the truck-
ing industry in particular. 

One suggestion that has received a good 
deal of attention has been that freight be shifted 
from trucks to rails in order to conserve energy. 
It is this suggestion to which this report is di-
rected. 

The idea that trucks are a major contributor 
to the energy crisis, and that shifting freight 
from trucks to rails could conserve appreciable 
amounts of energy, is based upon misunder-
standings about truck operations and of the 
role trucks play in America's transportation sys-
tem today. In the first place trucks, particu-
larly intercity trucks —which are the ones at 
which most of the suggestions for savings in 
fuel are directed —are not a major contributor 
to the energy crisis. 

Secondly, opportunities for saving fuel 
through the shifting of freight from trucks to 
rail are limited and would, for the the most part, 
entail a serious downgrading of transportation 
service. The reduction in the quality of trans-
portation service that would be required to save 
fuel could increase consumption in other areas 
of the economy. 

From the standpoint of total energy con-
sumed by our Nation, petroleum fuels were the 
largest single source in 1968 accounting for 
27 quadrillion British Thermal Units or 40 per-
cent. (l) 

More than half of the petroleum fuels (53.7 
percent) in that year were used to produce trans-
portation of people and goods.. The basic source 
of petroleum fuels, crude oil, yields several dif-
ferent fuel types. The more important, from 
the standpoint of transportation, are gasoline 
and diesel fuel. Almost all gasoline is used in 
transportation, primarily in highway, transporta-
tion, whereas diesel fuel—which is a distillate 
similar to home heating oil — is used for many 
purposes. 

(1) U.S. Depar tmen t o f In te r io r , Bureau o f Mines . 

iD THE ENERGY CRISIS 
In 1971 domestic consumption of petroleum 

for fuel and power amounted to 207,005.4 million 
gallons. Trucks, of all kinds, used 27,390.2 mil-
lion gallons, or 13.2% of the total. Included in the 
13.2% is truck use of diesel fuel, which amounted 
to 6,859.0 millions of gallons or 3.3% of total 
domestic consumption of petroleum for all pur-
poses. (See Table I). 

Since diesel fuel is the principal source of 
energy used by intercity trucks, and since diesel 
fuel used in local trucks would probably offset 
the amount of gasoline used in intercity trucks, 
the balance of this discussion will be confined 
to diesel fuel consumption and to intercity 
freight movements. 

Based upon the assumptions outlined above, 
it appears that approximately 3.3 percent of 
total petroleum fuels are consumed by intercity 
trucks. These are the only trucks from which 
freight could be diverted to rails. 

The idea that large amounts of intercity 
freight traffic could be shifted from trucks to 
rails overlooks several basic facts about inter-
city truck and rail service. The first, and most 
important, fact is that for the most part the 
two kinds of service are distinctly different 
and are not readily substitutable one for the 
other. 

Reference to the freight commodity statis-
tics for railroads shows that they are primarily 
long haul carriers of bulk commodities, while 
motor carriers handle smaller shipments and 
manufactured commodities primarily. In 1969, 
the latest year for which comparable data have 
been published, rails originated 126 million tons 
of metallic ores, 383 million tons of coal and 
171 million tons of nonmetallic minerals (stone, 
sand and gravel, fertilizers, etc.). The three 
commodities accounted for nearly $2 billion 
in rail revenues for 1969. 

Motor carriers, in the small shipments area 
which they dominate, handled 94 million tons 
of less truckload traffic in 1969, receiving more 
than $4V4 billion for this service. The negli-
gible competition between modes in these areas 
is clear from the contrasting figures for these 
commodities. Rails handled only 800 thousand 
tons of small shipments to go with a revenue of 
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$35 million, compared to the $4V4 billion by mo-
tor carriers. For the three bulk commodities cited, 
motor carriers handled only 9 million tons with 
revenues of $32 million compared to the $2 billion 
for railroads. 

The freight commodity statistics reveal 
that both modes carry substantial amounts of 
manufactured commodities. In regard to these 
commodities, a recent study by Alexander Lyle 
Morton, Competition in the Intercity Freight 
Market, U.S. Department of Transportation, 
Office of Systems Analysis and Information, 
provides a great deal of information on compe-
tition between the modes. 

Mr. Morton analyzed a 1967 freight bill study 
compiled by the Middle Atlantic Conference 
from participating motor carriers. He compared 

the traffic of these motor carriers with the 
manufactures and miscellaneous traffic of the 
railroads as determined from the 1965 Way Bill 
Sample of the Interstate Commerce Commis-
sion. Based on the characteristics of this traffic 
by commodity classification, Mr. Morton then 
analyzed the total manufactures and miscel-
laneous shipments in the 1967 Census of Trans-
portation. The major finding of his study is that 
only 40% of this traffic is truly competitive 
as between railroads and motor carriers. And 
this level is attainable only if it is assumed that 
shipment size can be readily altered without 
additional cost to the shipper and consignee 
for some portion of the less-than-truck-load 
traffic. The percentage of competitive traffic 
falls to only 25% if shipment size is not readily 
alterable. Mr. Morton summarized this finding 
in the following language: 

" _ T h e Census of Transportation divides all shipments of man-
ufactures among 85 shipper classes. All shipments within 
each class are classified into one of thirteen mileage blocks 
and into one of thirty weight-mileage blocks. Using the 
criterion that any block of traffic in which both rails and 
motor carriers show significant participation is 'competi-
tive', it is found that roughly forty percent of the 1.4 bil-
lion tons of manufactures produced in 1967 can be con-
sidered competitive between motor carrier and rail. This 
fraction is raised to sixty percent if shipment sizes are 
thought to be readily alterable or are determined by the 
mode that shipper and consignee agree upon. On the 
other hand, the fraction of competitive tonnage is on the 
order of only twenty-five percent if shipment sizes are 
thought to be determined quite independently of the mode 
chosen and are not readily alterable without additional 
costs to the shipper and consignee. 

" — Using the more stringent criterion of competitiveness that 
shipment weights are relatively fixed and independent of 
the choice of mode, about 340 million tons of manufactures 
are judged to be competitive. Only seven shipper classes 
among the 85 account for nearly half of this total. They 
are: grain mill products and sugar, miscellaneous food pre-
parations, pulp and paper, concrete, gypsum and plaster, 
steel works and rolling mill products, motor vehicles and 
parts, and hydraulic cement, cut stone, and stone products." 

The basis for Mr. Morton's conclusions can 
be readily seen in two of the appendix tables 
showing the distribution of manufactured com-
modities in the Census of Transportation, in 
terms of length of haul and size of shipment. 
Table II showing the distribution by size of 
shipment found in the 1967 Census of Trans-

portation, for example, indicates that private 
and for-hire motor carriers handle more than 
85% of all tons transported in shipments 
under 30,000 pounds in weight. From these 
data and his own study, Mr. Morton concluded 
that rails were not competitive for traffic 
weighing less than 10,000 pounds. 
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Mr. Morton also concluded that shipments 
of more than 60,000 pounds, or 30 tons, were 
relatively immune from motor carrier competi-
tion because of the size of shipment. Thus, 
the area of competition between railroads and 
motor carriers is limited to shipments weighing 
between 10,000 and 60,000 pounds. According 
to the 1967 Census of Transportation, there 
were approximately 407 million tons of traffic 
in these weight categories, of which 72 million 
tons moved by rail and 335 million tons moved 
by private and for-hire motor carriers. This re-
presents approximately 25% of the total man-
ufactures and miscellaneious commodities 
studied in the Census of Transportation. 

It may be argued that some larger portion 
of intercity truck traffic may be shifted to rail 
piggyback service which will result in energy 
savings. 

There is no factual basis for any such conclu-
sion. To the contrary, there is sound reason to 

1. 

2. 

3. 

If this traffic moved by piggyback it would, of 
necessity, involve origin and destination move-
ments in the congested urban areas (to and from 
rail assembly and breakup points). This is the 
most inefficient type of truck movement from a 
fuel standpoint. 

In summary, the present use of fuel in heavy 
duty truck operations is extremely small in terms 
of total petroleum fuel and power consumption. 

conclude that any such shift, should it occur, could 
worsen the situation. 

First of all, the only area that could be affected 
is in thecomsumption of diesel fuel in the intercity 
movement of truck traffic. As Table I shows, 
diesel powered trucks are consuming approxi-
mately 3.3% of the total domestic production of 
petroleum fuel and power. The remaining con-
sumption of petroleum power in transportation is 
for gasoline for passenger cars and gasoline pow-
ered trucks, railroads, water carriers, buses and 
air transportation. 

The question of fuel saving through transfer 
of traffic to rail piggyback, therefore, revolves 
entirely around the 3.3% use of diesel by the 
heavy duty truck operations. The actual amount 
that might be involved, however, is much smaller 
than 3.3% for the following reasons: 

However, the transportation service performed 
through utilization of this relatively small percen-
tage of total needs is enormous. The service is so 
great, and so vital, that even a small reduction in 
necessary diesel fuel could have serious effects 
on the nation's freight transportation services. 
The portions of this small amount that could con-
ceivably be affected by any transfer of intercity 
traffic from highway to piggyback would be in-
significant in terms of the energy problem. 

A significant portion of the 3.3% consumption is by trucks 
that in no way operate competitively with any other form of 
transportation. These are heavy duty construction vehicles, 
dump trucks, heavy hauling operations, etc. In summary, 
competely non-competitive, non-transferable operations. 

An equally significant portion of the 3.3% consumption is by 
trucks that are engaged in freight transportation of special 
commodities or in short haul operations that are not trans-
ferable to rail under any reasonable circumstances. 

The remaining portion of the 3.3% which would contain any 
transferable traffic still contains large portions of truck traffic 
that actually presents a fuel saving through the highway move 
as this traffic goes directly from origin to destination with no 
significant movement through heavily congested urban areas. 
It is, therefore, a truck movement of the most efficient type 
from a fuel use standpoint. 
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IMMEDIATE ENERGY SAVINGS POSSIBLE 

A more practical and feasible method of 
increasing energy efficiency in transportation 
is currently and immediately available if the 
trucking industry would be permitted to utilize 
more modern equipment. Present Federal and 
State size and weight restrictions have inhibited 
the use of vehicles which could save as much as 
31 percent in fuel consumed to provide a given 
volume of transportation service. 

Modem vehicle combinations, operating under 
tested and approved gross and axle limits, can 
transport more freight per load. Put another way, 
fewer vehicles are needed to handle a given freight 
volume. More modem vehicle dimensions dis-
cussed below have already been endorsed by the 
American Association of State Highway Officials 
and by the Federal Highway Administration. Such 
equipment is now being operated off of the In-
terstate Highway System in more than a half 
dozen states. In the case of the recommended 
twin trailer combinations (a tractor drawing 
two short trailers at an overall length of 65 
feet), these are now operating in 29 states. 

The mechanics of fuel conservation through 
the use of more modern equipment may be seen 
in Table IV. Freight handled by the motor carrier 
industry may be divided into two basic types. 
Heavy or dense freight produces a maximum 
legal load without physically filling a vehicle, 
while light and bulky freight will fill a vehicle 
long before optimum weight is achieved. The 
"break even" (load and volume) point is now 
about 18 to 20 pounds per cubic foot. Freight 
lighter than this will fill a standard 40-feet 
semitrailer without yielding maximum legal 
weights. However, the use of twin trailers 
permits additional cubic capacity sufficient 
to overcome this. The normal 65-foot long twin 
trailer combination may be loaded to full physi-
cal and weight limits at a freight density of 
12 to 13 pounds per cubic foot —which is 
the average density of general freight (mixed 
freight) as presently tendered to the motor 
carriers. 

Adoption of more nlodem weight standards, 
developed by Federal and State highway officials, 

which include gross weight control that develops 
gross weights according to numbers of axles and 
axle spacing will provide more efficient motor 
carriage of both dense and light commodities. 

The increased efficiency, measured in terms 
of fuel saved, has been computed and shown 
in Table IV in terms of fuel and equipment re-
quired to transport one million tons of freight 
one mile. To carry one million tons of dense 
freight in a current standard semitrailer com-
bination (40 foot trailer) requires 42,544 trips, 
and will consume 10,125 gallons of diesel fuel 
per mile. If the freight is light and bulky, the 
requirement increases to 64,041 trips and 13,128 
gallons of diesel. 

If, however, the light and bulky freight is 
carried on current-type 65-foot long twin trailers, 
the requirement drops to 44,853 vehicle trips 
and a consumption of 10,316 gallons. Thus, 
substituting twin trailers for conventional 
tractor semitrailers for the transportation of 
light commodities will save 30 percent in terms 
of vehicle trips and 21.4 percent in fuel. 

Moving to the more modern limits described 
above, the savings can be even greater. The pro-
posed 65-foot twin trailer can handle one million 
tons of freight in 35,518 vehicles using 9,057 
gallons of diesel fuel. This represents a 44.5 
percent savings in equipment and a 31 percent 
reduction in fuel—when compared to transporting 
this same freight in a present-weight tractor semi-
trailer combination. 

Other comparisons show savings for 
carrying dense freight which range up to 16.5 
percent fewer trips and 10.6 percent less fuel 
consumed. Even where present 65-foot long 
twin trailers are in use, the proposed higher 
size and weight limits (for the same unit) will 
result in savings of up to 20.8 percent in number 
of trips and 12.2 percent in reduced fuel con-
sumption. 

In summary, a modest updating of vehicle 
size and weight laws could significantly reduce 
the diesel fuel requirements of the trucking in-
dustry. 
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TABLE I 

1971 U. S. Consumption of Petroleum Fuel and Power 
(millions of gallons) 

L iqu i f i ed gases 

Jet fue ls 

Gasol ine 

D is t i l l a te fue ls 

( inc lud ing d iesel ) 

Kerosene 

Residual f ue l s 

S t i l l gas 

Pe t ro leum coke 

U.S. Total (D 

1 1 , 1 5 1 . 0 

1 5 , 1 4 9 . 4 

9 2 , 5 8 4 . 8 (4) 

4 1 , 2 8 1 . 8 

3 , 7 5 9 . 0 

3 4 , 2 8 8 . 8 

6 , 5 6 4 . 6 

2,226.0 

2 0 7 , 0 0 5 . 4 

Used in 
Transportation (1) 

1 ,369 .2 

1 5 , 1 4 9 . 4 

9 2 , 5 8 4 . 8 (4) 

1 2 , 3 9 8 . 4 

-0-

4 , 7 0 4 . 0 

-0-

-0-

1 2 6 , 2 0 5 . 8 

Used by Motor 
Vehicles (2) 

(3) 

-0-

9 3 , 5 3 3 . 5 (4) 

8 , 0 1 7 . 7 (3) 

-0-

-0-

-0-

-0-

1 0 1 , 5 5 1 . 2 

Used by Motor 
Vehicles 

on Highways (2) 

(3) 

-0-

9 0 , 0 4 9 . 2 (4) 

7 , 5 9 5 . 8 (3) 

-0-

-0-

-0-

-0-

9 7 , 6 5 4 . 0 

Used by Trucks 
on Highways(5) 

(3) 

-0-

2 0 , 5 3 1 . 2 

6 , 8 5 9 . 0 (3) 

-0-

-0-

-0-

-0-

2 7 , 3 9 0 . 2 

Percent of 
Total Used 

by Trucks (5) 

(3) 

-0-

22.0% 

16.6% 

-0-

-0-

-0-

-0-

1 3 . 2 % 

00 

(1) 1 9 7 1 pre l im inary , U.S. Bureau of M ines 

(2) 1 9 7 1 Federal Highway Admin i s t r a t i on , " M F " tab le ser ies 

(3) M inor a m o u n t of l i qu i f i ed gases used in mo to r veh i c l es is inc luded w i t h d i s t i l l a te f ue l s 

(4) The h igher to ta l in c o l u m n 3 t han the repor ted U.S. to ta l in c o l u m n 1 may be caused by d i f f e r e n t a c c o u n t i n g 
methods (measur ing c o n s u m p t i o n at d i f f e r e n t po in ts ) , o r by f ue l in s torage or in t rans i t . 

(5) Est imates made by ATA Depa r tmen t of Research, based on data pub l i shed as MF tab les by t h e Federal 
H ighway Admin is t ra t ion , Depa r tmen t of T ranspor ta t ion . 
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Table II 

Tons Transported By Size of Shipment By All Modes of Transportation — 1967 "> 
(In 1 ,000 Tons) 

Shipments Rail 
% of 
Total 

For-Hire 
Motor 

Carriers 
% of 
Total 

Private 
Motor 

Carriers 
% of 
Total 

Total 
Private 
& For-
Hire 

% of 
Total 

Other 
Modes (2) 

% of 
Total 

Total 
All 

Modes 
( lbs . ) 

Under 50 2 5 2 . 4 4 0 4 3 9 . 4 133 13 .0 5 3 7 52 ,4 4 6 4 4 5 . 2 1 ,026 

5 0 - 9 9 4 1 3 .2 8 0 6 6 3 . 6 2 4 0 18 .9 1 ,046 8 2 . 5 1 8 1 14 .3 1 ,268 

(Under 100) (66) (2 .9) (1 ,210 ) (52 .7 ) (373 ) (16 .3 ) (1 ,583 ) (69 .0 ) ( 645 ) (28 .1 ) (2 ,294) 

1 0 0 - 1 9 9 8 4 2 . 9 2 , 0 5 1 7 1 . 4 5 7 0 19 .8 2 , 6 2 1 9 1 . 2 169 5 .9 2 , 8 7 4 

2 0 0 - 4 9 9 2 1 1 2 .7 5 , 7 7 0 74 .7 1 ,487 19 .2 7 , 2 5 7 9 3 . 9 2 6 0 3 . 4 7 , 7 2 3 

5 0 0 - 9 9 9 2 6 3 2 . 9 6 , 7 1 3 7 4 . 0 1 ,856 2 0 . 5 8 , 5 6 9 9 4 . 5 2 3 2 2 . 6 9 , 0 6 4 

(Under 1 ,000) (626) (2 .9) ( 1 5 , 7 4 4 ) (71 .7 ) (4 ,281 ) (19 .4 ) ( 20 ,025 ) (91 .1 ) ( 1 , 3 0 9 ) (6 .0) (21 ,960 ) 

1 ,000 -9 ,999 7 , 9 8 4 10.7 4 5 , 1 9 9 6 1 . 4 1 9 , 4 6 4 2 6 . 4 6 4 , 6 6 3 8 7 . 8 1 ,083 1.5 7 3 , 7 3 0 

1 0 , 0 0 0 - 2 9 , 9 9 9 16 ,372 13 .6 5 7 , 9 6 6 4 8 . 0 4 5 , 2 6 1 3 7 . 4 1 0 3 , 2 2 7 8 5 . 4 1 , 1 6 5 1.0 1 2 0 , 7 6 4 

(Under 30 ,000 ) (24 ,982) (11 .5 ) ( 1 1 8 , 9 0 9 ) (54 .9 ) ( 6 9 , 0 0 6 ) (31 .9 ) ( 1 8 7 , 9 1 5 ) (86 .8 ) ( 3 , 5 5 7 ) (1 .6) ( 216 ,454 ) 

3 0 , 0 0 0 & Over 3 7 7 , 9 4 6 55 .2 1 8 4 , 2 4 0 2 6 . 9 8 5 , 9 2 4 12 .5 2 7 0 , 1 6 4 3 9 . 4 3 6 , 7 3 6 5 . 4 6 8 4 , 8 4 6 

Tota ls 4 0 2 , 9 2 8 4 4 . 7 3 0 3 , 1 4 9 3 3 . 6 1 5 4 , 9 3 0 17 .2 4 5 8 , 0 7 9 50 .8 4 0 , 2 9 3 4 . 5 9 0 1 , 3 0 0 

(1) Census of Transpor ta t ion ; Commod i t y T ranspor ta t i on S u r v e y — Sh ippe r Group 9 (Pe t ro leum and Coal 
Products) has bgpn om i t t ed becuase i t is moved in bu l k q u a n t i t i e s p redominan t l y . 

(2) Other modes inc lude: a i r , water , parce l post , ra i lway express, f r e i gh t fo rwarders , mo to r express car-
r iers, etc. Movemen ts by p ipe l ine we re not inc luded in t h e survey. 

Source-. Bureau of T h e Census; 1 9 6 7 Census of T ranspor ta t i on , Commod i t y T ranspor ta t i on Survey — S h i p -
per Groups. 
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TABLE I I I 

Tons Transported By Length of Haul By All Modes of Transportation — 1967 <1) 

(in 1000 tons) 

Length of Haul Rail 
% of 
Total 

For Hire 
Motor 

Carriers 
% of 
Total 

Private 
Motor 

Carriers 
% of 
Total 

Total 
Private 
& For 
Hire 

% of 
Total 

Other 
Modes (2) 

% of 
Total 

Total 
All 

Modes 
( m i l e s ) 

Under 50 2 5 , 3 7 3 18 .6 5 3 , 5 2 9 39 .3 5 1 , 5 8 8 3 7 . 8 1 0 5 , 1 1 7 7 7 . 1 5 , 8 3 9 4 . 3 1 3 6 , 3 2 9 

50 -99 3 8 , 3 6 7 2 7 . 5 5 5 , 7 7 5 3 9 . 9 4 1 , 4 5 2 29 .7 9 7 , 2 2 7 6 9 . 6 4 , 1 3 7 2 .9 1 3 9 , 7 3 1 

100 -199 6 4 , 8 1 1 3 7 . 1 6 6 , 5 6 6 3 8 . 1 3 9 , 2 0 3 2 2 . 5 1 0 5 , 7 6 9 6 0 . 6 4 , 0 2 9 2 .3 1 7 4 , 6 0 9 

2 0 0 - 2 9 9 6 1 , 6 4 9 4 8 . 5 4 4 , 0 0 8 3 4 . 6 1 6 , 2 0 4 12.7 6 0 , 2 1 2 4 7 . 3 5 , 3 2 5 4 .2 1 2 7 , 1 8 6 

3 0 0 - 3 9 9 4 0 , 3 7 2 4 9 . 4 2 9 , 5 1 0 3 6 . 1 7 , 0 0 9 8 . 6 3 6 , 5 1 9 4 4 . 7 4 . 8 4 8 5 .9 8 1 , 7 3 9 

4 0 0 - 4 9 9 3 4 , 7 6 1 59 .8 1 7 , 0 4 1 2 9 . 3 4 , 2 4 5 7 .3 2 1 , 2 8 6 3 6 . 6 2 , 0 7 0 3 .6 5 8 , 1 1 7 

5 0 0 - 5 9 9 2 6 , 7 5 4 6 1 . 4 1 2 , 7 3 0 2 9 . 2 3 , 2 9 1 7 .6 1 6 , 0 2 1 3 6 . 8 7 8 3 1.8 4 3 , 5 5 8 

6 0 0 - 7 9 9 4 3 , 0 1 6 6 2 . 5 1 9 , 6 9 6 2 8 . 6 3 , 4 1 3 5 .0 2 3 , 1 0 9 3 3 . 6 2 , 6 6 2 3 .9 6 8 , 7 8 7 

8 0 0 - 9 9 9 2 7 , 7 9 5 6 4 . 8 9 , 9 1 7 2 3 . 1 1 ,665 3 .9 1 1 . 5 8 2 2 7 . 0 3 , 5 4 2 8 . 2 4 2 , 9 1 9 

1 ,000 -1 ,199 1 4 , 8 2 4 6 4 . 5 4 , 6 6 8 2 0 . 3 1 ,011 4 . 4 5 , 6 7 9 2 4 . 7 2 , 4 8 2 10 .8 2 2 , 9 8 5 

1 ,200 -1 ,499 13 ,347 70 .3 3 , 4 7 8 18.3 4 7 4 2 .5 3 , 9 5 2 2 0 . 8 1 ,686 8 . 9 1 8 , 9 8 5 

1 ,500-1 ,999 2 3 , 1 8 7 8 1 . 0 3 , 3 5 2 11.7 4 7 3 1.7 3 , 8 2 5 13 .4 1 ,628 5 .6 2 8 , 6 4 0 

2 , 0 0 0 & over 1 6 , 9 7 0 72 .3 2 , 4 6 5 10.5 2 8 4 1.2 2 , 7 4 9 11.7 3 , 7 4 3 16.0 2 3 , 4 6 2 

TOTALS 4 3 1 , 2 2 6 4 4 . 6 3 2 2 , 7 3 5 3 3 . 4 1 7 0 , 3 1 2 17.6 4 9 3 , 0 4 7 51 .0 4 2 , 7 7 4 4 . 4 9 6 7 , 0 4 7 

(1) Census of Transpor ta t ion ; Commod i t y T ranspor ta t i on Survey — Sh ippe r Group 9 (Pe t ro leum and Coal Products ) 
has been om i t t ed because it is moved in bu lk quan t i t i e s p redominan t l y . 

(2) Other modes include: a i r , wa te r , parce l post , ra i lway express, f re igh t fo rwarders , moto r express car r ie rs , e tc . 
Movements by p ipe l ine were not inc luded in t he survey. 

SOURCE: Bureau of t he Census; 1967 Census of T ranspor ta t ion ; Commod i t y T ranspor ta t i on Survey — S h i p p e r 
Groups. 
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Table II 

CARRYING CAPACITIES AND FUEL USE FOR TYPICAL PRESENT AND PROPOSED VEHICLE COMBINATIONS 

Present Federal Limits Proposed Modernized Limits * 

Gross Combination Weight (lbs.) 

Number of Loads Required to Carry 
1 million tons of freight 

Fuel Consumption Rate —Gallons 
of Diesel Fuel per mile 

DIESEL FUEL REQUIRED TO CARRY 
ONE MILLION TONS ONE MILE 

55-Foot Tractor 
Semitrailer (40 
ft. semitrailer) 

Light & 
Dense 

Freight 

0.238 

10,125 
gallons 

Bulky 
Freight 

73,280 57,500 

42,544 64,041 

0.205 

13,128 
gallons 

65-Foot 
Twin Trailer 

73,280 

44,853 

0.230 

10,316 
gallons 

55- Foot 
Tractor Semi-
trailer (40 ft. 
semitrailer) 

75,500 

40,626 

0.243 

9,872 
gallons 

55-Foot 
Tractor Semi-
trailer (45 ft. 
semitrailer) 

78,000 

39,231 

0.246 

9,561 
gallons 

65-Foot 
Twin Trailer 

85,000 

35,518 

0.255 

9,057 
gallons 

C O 
O 

* Based on "Table B" page 137, Maximum Desirable Dimensions and Weights of Vehicles Operated on 
the Federal Aid Systems, U.S. Government Printing Office, Washington, 1964. 

Notes —Gross weights based on typical present and proposed vehicle configurations used in intercity ser-
vice. 

Number of trucks (or loads) required to move one million tons of freight computed by dividing maxi-
mum payload (in tons) into 1,000,000. 

Fuel Consumption rate obtained from Cummins Engine Company's vehicle simulator computer based 
on a typical intercity trip (473 miles) at average road speeds (52 mph + ,-) utilizing comparable 
current equipment. 
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Table V 

PERCENTAGE SAVINGS 

TRUCK TRIPS AND DIESEL FUEL CONSUMED 

Number of 
Truck Trips 

Diesel Fuel 
Consumed 

Present Federal Limits 

Light & Bulky Freight 
Substitute 65-Foot Twin Trailer 

for 55-Foot Tractor Semitrailer 

Proposed Modernized Limits 

Light & Bulky Freight 
Substitute Proposed 65 Foot 

Twin Trailer For Present 
55-Foot Tractor Semitrailer 

Dense Freight 
Substitute Proposed 55-Foot 

Tractor Semitrailer For 
Present 55-Foot Tractor 
Semitrailer 

Substitute Proposed 55-Foot 
Tractor Semitrailer — With 
45-Foot Trailer — For Present 
55-Foot Tractor Semitrailer 

Substitute Proposed 65-Foot 
Twin Trailer for Present 
55-Foot Tractor Semitrailer 

Substitute Proposed 65-Foot 
twin Trailer for Present 
65-Foot Twin Trailer 

30.0% savings 

44.5% savings 

4.5% savings 

7.8% savings 

16.5% savings 

20.8% savings 

21.4% savings 

31.8% savings 

2.5% savings 

5.6% savings 

10.6% savings 

12.2. savings 

NOTES —See Table IV for sources and coverage. 

96-183 O - 73 - 7 
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Senator MCINTYRE. When you speak of the t ruck ing industry i n 
its entirety, what percentage o f your fuel is diesel ? 

M r . KILEY. I n the case of the interci ty t ruck ing pract ical ly a l l is 
diesel today. 

I would say 95 percent is diesel today. There is a small amount, a 
very l im i ted amount o f gasoline used i n interc i ty t ruck ing, but i t has 
pract ical ly 

Senator MCINTYRE. A l l the trucks I have seen runn ing around, 95 
percent. 

M r . KILEY. Interc i ty , the large combinations tha t you w i l l see on 
the highway. I am not ta lk ing about pickup and del ivery trucks that 
you w i l l see—straight trucks, making local pickup and del ivery serv-
ice. Hake Uni ted Parcel Service which is the largest motor carrier, 
they have local trucks which are van trucks. They are gasoline pow-
ered. They also operate, however, interci ty t ruck trai lers. These are 
diesel powered. 

When I am speaking o f interci ty trucks, I am ta l k ing now o f 95 
percent diesel power. 

Senator MCINTYRE. W e w i l l hear f r om the last member of th is 
part icular panel, Mr . James R. Smith. 

STATEMENT OF JAMES R. SMITH, PRESIDENT, AMERICAN WATER-
WAYS OPERATORS, INC., ACCOMPANIED BY BERNARD GOLD-
STEIN, PRESIDENT, ALTER CO., DAVENPORT, IOWA 

M r . SMITH. M r . Chairman, f irst o f al l , may I congratulate the com-
mittee and you, as Chairman, fo r ca l l ing th is hearing to get the input 
f r o m the industry tha t is moving the commodities o f America's com-
merce. There is no question i n my mind but there is a very cr i t ica l 
fuel situation i n the Un i ted States. 

I would l ike to address myself to the water carrier side of this 
problem. I d id not know when th is hearing was called the exact 
format you intended to use, M r . Chairman. So I have asked to come 
w i t h me today a man who is direct ly involved in the problem. H e 
w i l l be available to answer questions a f ter I f inish my statement. 
May I present M r . Bernard Goldstein o f the A l t e r Co. o f Davenport, 
Iowa. 

Senator MCINTYRE. W h y don'T you b r ing h im up ? 
M r . SMITH. W i t h your permission, I would l ike to do that. 
I represent the American Waterways Operators, Inc., the nat ional 

association o f the barge and towing industry i n the Un i ted States. I 
am going to paraphrase my remarks, M r . Chairman, but I would 
l ike to have my statement put i n as i f the whole th ing had been read. 

Senator MCINTYRE. I t w i l l be. 
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M r . SMITH. The two or ithree key points I would l ike to make are 
as fo l lows: 

As an important segment of this Nation's transportat ion system, 
we are deeply concerned over the present and growing shortages of 
the fuel necessary to propel th is industry. 

To determine the breadth o f the problem on our in land and coastal 
waters and to t r y to get a handle on the expected impact, A W O has 
created an ad hoc committee consisting o f both members and non-
members. 

Wha t I am presenting today is a dist i l lat ion o f our committee's 
" f i rst cu t " at the problem. 

I n order to appreciate the importance of sufficient fuel to keep the 
nation's waterborne traffic moving, let me mention that i n 1972 the 
barge and towing industry moved about 600 m i l l i on tons of cargo 
over some 26,000 miles of in land waterways for a total of 210 b i l l ion 
ton-miles; roughly 16 percent of the Nation's tota l transportat ion of 
commodities. 

The water t ransportat ion industry is singularly well-equipped fo r 
the movement o f bulk commodities because i t provides the most effi-
cient method of using fuel fo r the movement o f heavy, bulk com-
modities more ton-miles per gal lon by water than any other method. 

O f the varied commodities moving over the waterways, I would 
l ike to cal l attent ion to 2 or 3 that are extremely crucial. 

Point No. 1. Something not well known is that nearly 58 percent 
o f a l l the products moving by water consist of energy fo r ult imate 
use by others. Coal, l ignite, crude and refined petroleum products 
such as gasoline, diesel fuel, and heating o i l are the major compon-
ents of this 58 percent. 

There is small wonder then tha t the towing industry is so con-
cerned over the diesel fuel needed to move this energy fo r others. 

A n in i t i a l staff study o f the breadth o f the problem, accomplished 
pr imar i l y by telephone contracts w i t h members i n various parts of 
the Nation, indicates an ever-increasing diff iculty i n securing suffi-
cient quantities o f fue l ; present and impending rat ioning by fuel 
suppliers, increased prices i n most areas; extensive searching and 
very costly retransportation, sometimes f r o m very distant points, i n 
order to secure fuel to keep the towboats moving; occasional tieups 
of equipment f o r lack of fuel. 

Thus f a r i n 1973, the impact o f the diesel fuel shortage has been 
spotty, however, on a geographical basis except i n Mid-Continent 
America, p r imar i l y on the Mississippi River system f rom about 
Memphis upstream and part icu lar ly i n the Midwest f r o m St. Louis 
upstream, which is very heavily dependent on barge traffic fo r the 
importat ion o f fuel o i l and bulk commodities and f o r the export of 
the gra in f r om the products of the farm. 
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Some tows t ravel ing nor th f rom the Gu l f Coast have been stranded 
i n the St. Louis area because they were unable to purchase fuel there 
either to continue upstream or make a return t r i p home. I n tha t area 
fuel suppliers serving the tow ing industry are finding i t increasingly 
diff icult t o secure sufficient fuel f o r thei r customers. 

W e find th is trend cont inuing to increase i n other parts o f the 
Un i ted States. B u t the fact that the industry i n the midcontinent 
area o f the Uni ted States has not substantially curtai led operations 
yet because o f the fuel shortage is because r i gh t now they are oper-
a t ing at the less than 50 percent o f the i r capacity because o f the 
prolonged floods on the Mississippi River and i ts t r i bu ta ry streams. 

I f there is a diesel fuel shortage now, wa i t un t i l June. Because of 
the floods and slowly-receding waters and the almost to ta l ly satur-
ated situation i n the midcontinent farmlands, the farmers are not 
yet i n the fields. Because of the highwater, the outdoor construction 
industry is nearly motionless. When the floods recede, when the 
farmlands d r y out and the farmers' tractors are runn ing 24 hours a 
day, and when the construction industry, inc lud ing the h ighway con-
struct ion industry, begins to repair and reconstruct a f ter the most 
disastrous flood i n th is Nation's history, and when the barge industry 
is expected to make up on delayed shipments—play catch footbal l so 
t o speak—the fuel problems of today w i l l be magnified many times 
over and I t h i nk what we are ta l k ing about today w i l l pale in to 
insignificance. 

The serious consequences to the Nation's economy i f water-borne 
commerce is curtailed cannot be overemphasized. I said 58 percent 
of the tota l tonnage tha t our industry hauls is transportat ion of 
energy fo r use by others. 

O f th is to ta l tonnage lapproximately 20 percent is coal to be used 
as a boiler fuel fo r the electric u t i l i t y industry. The tow ing indus-
t ry 's inabi l i ty to move sufficient coal would, of course, increase de-
mands fo r dist i l led petroleum products by those ut i l i t ies equipped 
to burn o i l and able to find i t . 

Since petroleum and coal are major commodities, the r ipp le effect 
w i l l cur ta i l h ighway and ra i l traffic and electric power and a host of 
consumer production facil it ies. 

There w i l l be other effects upon the Nation's economy; f o r exam-
ple, the effect of curtai lment o f the movement o f waterborne agricul-
tu ra l products and chemicals. I needn't remind th is committee of 
the balance-of-payments problems which th is Nat ion faces. 
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Agr icu l ture Secretary Butz said recently that agr icul tura l pro-
ducts are one of the most notable commodities in wor ld trade which 
the Un i ted States can sell on a competitive basis. 

About 80 percent o f the wheat, corn, soybeans, and other bu lk 
grains a r r i v ing a t the Por t o f New Orleans fo r export arr ive by 
water—about 20 mi l l ion tons. To ta l agr icul tural products moving on 
the water ways i n 1971 was more than 30 mi l l i on tons. I f there is 
insufficient movement o f these cargoes, America's farmers are going 
to suffer and the Nation's internat ional trade posture w i l l continue 
to suffer. 

Curtai lment, as just a sidelight, o f water transportat ion service 
w i l l also slow down the much needed movement of fert i l izer fo r 
1973 crops. 

Other representatives o f the f a r m industry w i l l doubtless empha-
size these points. W h a t I wish to do is to h igh l igh t the significant 
role which waterway transportat ion plays i n th is movement of 
agr icul tural commodities. 

Waterborne commerce basically consists of the bulk raw materials 
o f industry. Chemicals are in that category. The effect of a reduction 
i n the movement o f raw chemical materials is too complex fo r easy 
analysis. Bu t industr ia l product iv i ty and economic stabi l i ty i n both 
basic and finished product manufactur ing would be fe l t throughout 
the Nation's economy. 

Mr . Chairman, I have attempted i n very general terms to indicate 
the present status and the expected status and impact of the cr i t ical 
shortages of fuel to move the products carried on the nation's water-
ways. I t would be an understatement fo r me to say that the barge 
and towing industry expects a diff icult situation i n the months ahead. 
I t is going to be real tough. The companies are going to do their 
level best not to go broke, not to have tieups. 

H o w they w i l l accomplish that, I do not th ink anybody yet knows. 
M y purpose has been to dramatize the need fo r th is Nat ion to rec-
ognize the unique role which water transportat ion plays i n transport-
ing of energy fo r use by others, i n t ransport ing agricul tural products 
f r o m the farms o f th is Nat ion and the heavy raw materials of 
industry. 

The only t h i ng we i n the waterways industry can hope fo r i n the 
solution o f an admit tedly very difficult problem is that the fuel to 
propel the waterborn transportat ion industry w i l l be treated fa i r l y 
and equitably along w i t h the other methods of transportation. 

Tha t is a l l o f my prepared statement, M r . Chairman. 
[The f u l l statement of M r . Smi th fo l lows: ] 
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Statement of 

James R. Smith, P r e s i d e n t , The American Waterways Operators , I n c . 

Before the 

Senate Committee on Banking, Housing, and Urban A f f a i r s 

On the Fue l Shortage 

May 7 , 1973 
* 

Mr. Chairman and members of the Committee: 

My name i s James R. Smith. I am pres ident of The American 

Waterways Operators , I n c . On behal f of AWO may I express our 

apprec ia t ion f o r t h i s oppor tun i ty to present the f o l l o w i n g t e s t i -

mony : 

The American Waterways Operators , I n c . i s a n a t i o n a l t rade 

assoc ia t ion of operators o f towboats, tugboats and barges prov id ing 

t r a n s p o r t a t i o n s e r v i c e s , sh ip ber th ing and harbor work on the 

navigable waters of the Uni ted S t a t e s . Members operate vessels on 

the in land waterways and over coas ta l and seagoing routes on a l l 

waterways of the n a t i o n . I n a d d i t i o n to such c a r r i e r s , AWO's mem-

bers inc lude shipyards, water t e r m i n a l s , por t a u t h o r i t i e s , and 

marine s e r v i c e companies. 

As an important segment of t h i s N a t i o n ' s t r a n s p o r t a t i o n system, 

the water t r a n s p o r t a t i o n indust ry i s deeply concerned over present 

and growing shortages of the d i e s e l f u e l needed to propel t h i s 

i n d u s t r y . To determine the breadth of the d i e s e l f u e l problem on 

the i n l a n d and coasta l waterways and t o determine the impact of 
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present and expected f u e l shortages, AWO has created an ad hoc com-

mi t tee cons is t ing of both members and nonmembers. My testimony 

today i s a d i s t i l l a t i o n of t h i s committee's " f i r s t cu t" a t the 

problem. 

In order to appreciate the importance of s u f f i c i e n t f u e l to 

keep the N a t i o n ' s waterborne commerce moving, l e t me b r i e f l y i n d i -

cate the s i z e and makeup of t h i s indus t ry . In 1972 the barge and 

towing industry moved near ly 600 m i l l i o n tons of cargo over some 

26,000 miles of in land waterways f o r a grand t o t a l of more than 

210 b i l l i o n t o n - m i l e s . This represents about 16 percent of the 

N a t i o n ' s t o t a l t r a n s p o r t a t i o n of commodities. This industry u t i l -

i zes 4 ,230 towboats and tugs and 19,624 barges of a l l kinds to move 

bulk commodities e s s e n t i a l to the Na t ion 's economy. A d d i t i o n a l l y , 

there i s a two-year backlog, of orders i n shipyards which b u i l d 

barge and towing vesse ls . There a re at l e a s t 40 high-powered tow-

boats under const ruct ion and scheduled fo r opera t ion t h i s year 

plus untold numbers of barges. 

As you know, the water t r a n s p o r t a t i o n industry i s s i n g u l a r l y 

w e l l equipped for the movement of bulk commodities and provides the 

most e f f i c i e n t use of f u e l of any of the modes of t r a n s p o r t a t i o n . 

The i n d u s t r y ' s modern equipment t ranspor ts more ton-mi les per ga l lon 

of f u e l consumed than any other mode. These commodities include 

chemicals, a g r i c u l t u r a l products, raw mate r ia ls of i ndus t ry , c o a l , 

petroleum, and a host of o t h e r s . 

When we speak of the v a r i e d commodities moving over the wate r -

ways i t i s important to note tha t near ly 58 percent of a l l the 
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products moving by water consists of some form of energy f o r use by 

o t h e r s . Coa l , l i g n i t e , crude and r e f i n e d petroleum products such 

as gaso l ine , d i e s e l f u e l , and heat ing o i l are the p r i n c i p a l com-

ponents of t h i s 58 percent . Small wonder then tha t the towing 

indust ry i s so concerned over d i e s e l f u e l needed to move t h i s energy 

f o r o t h e r s . 

An i n i t i a l s t a f f study of the breadth of the problem, accom-

p l i s h e d p r i m a r i l y by telephone contacts w i t h members i n var ious 

par ts o f the Uni ted S t a t e s , i n d i c a t e s an ever increas ing d i f f i c u l t y 

i n secur ing s u f f i c i e n t q u a n t i t i e s of f u e l ; present and impending 

r a t i o n i n g by f u e l s u p p l i e r s ; increased p r i ces i n most a reas ; e x t e n -

s i v e searching and cos t ly r e t r a n s p o r t a t i o n of e s s e n t i a l f u e l from 

d i s t a n t points? as w e l l as occasional t i eups of equipment f o r l a c k 

of f u e l . Thus f a r i n 1973 the impact of d i e s e l f u e l shortages has 

been spo t ty on a geographical basis except i n mid-cont inent America, 

p r i m a r i l y on the M i s s i s s i p p i R iver System from about Memphis upstream. 

The s i t u a t i o n i s most ser ious i n the Midwest from S t . Louis n o r t h , 

an area h e a v i l y dependent on barge t r a f f i c f o r impor ta t ion of f u e l 

o i l and bulk commodities f o r manufacturing and f o r the export of 

g r a i n . Some tows t r a v e l i n g nor th from the Gulf Coast have been 

stranded i n the S t . Louis area because they were unable to purchase 

f u e l t h e r e e i t h e r t o cont inue upstream or make a r e t u r n t r i p . I n 

t h a t area f u e l supp l ie rs s e r v i c i n g the towing indust ry are f i n d i n g 

i t i n c r e a s i n g l y d i f f i c u l t to secure s u f f i c i e n t f u e l f o r t h e i r 

customers. 

The f a c t , however, t h a t the indust ry i n tha t area has not sub-

s t a n t i a l l y c u r t a i l e d opera t ions because of f u e l i s because the 
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indust ry i s now operat ing at less than 50 percent capaci ty because 

o f the prolonged f loods on the M iss iss ipp i and i t s t r i b u t a r y streams. 

I f there i s a d i e s e l f u e l c r i s i s now, wai t u n t i l June. 

Because of the f loods and slowly receding waters , mid-cont inent 

farmers are not yet i n the f i e l d s . Because of high water the o u t -

door const ruct ion indust ry i s near ly mot ionless. When the f loods 

recede; when the farmers* t r a c t o r s are running 24 hours a day; when 

the const ruc t ion i n d u s t r y , inc lud ing the highway const ruct ion 

indus t ry , begins t o r e p a i r and reconstruct a f t e r the most devastat ing 

f lood i n the N a t i o n ' s h i s t o r y , and when the barge industry w i l l be 

expected to catch up on the movement of delayed shipments, f u e l 

problems of today w i l l be magnif ied many times over. 

The ser ious consequences to the N a t i o n ' s economy i f waterborne 

commerce i s c u r t a i l e d by lack of f u e l cannot be overemphasized. As 

I have ind ica ted , 58 percent of the t o t a l tonnage our industry moves 

i s energy fo r o t h e r s . Of t h i s t o t a l tonnage approximately 20 percent 

i s coal to be used as b o i l e r f u e l f o r the e l e c t r i c u t i l i t y i n d u s t r y . 

Cur ta i lments of coa l movements w i l l cause ser ious repercussions i n 

the e l e c t r i c indust ry and w i l l increase demands f o r d i s t i l l e d p e t r o -

leum products by those u t i l i t i e s equipped to burn o i l and able to 

f i n d i t . 

Since petroleum and coa l are major in land waterborne commodi-

t i e s , i f they cannot move, the " r i p p l e e f f e c t " w i l l c u r t a i l highway 

and r a i l t r a f f i c , e l e c t r i c power and a host of consumer production 

i n d u s t r i e s . 

There are a few a d d i t i o n a l e f f e c t s upon the N a t i o n ' s economy 

tha t I should l i k e to c a l l to the Committee's a t t e n t i o n . These are 
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the e f f e c t s of c u r t a i l m e n t of the movement of waterborne a g r i c u l -

t u r a l products and chemicals. I need not remind t h i s Committee of 

the balance of payments problems which t h i s Nat ion f a c e s . A g r i -

c u l t u r e Secre tary Butz has r e c e n t l y s a i d t h a t a g r i c u l t u r a l produce 

i s one of the most notable commodities of wor ld t rade which t h e 

Un i ted Sta tes can s e l l on a compet i t i ve b a s i s . Approximately 80 

percent of the wheat, corn, soybeans and other bulk gra ins a r r i v i n g 

a t the Port of New Orleans f o r export a r r i v e there by w a t e r . Last 

year the through-put of bulk gra ins a t the Port of New Orleans 

approximated 20 m i l l i o n tons. T o t a l a g r i c u l t u r a l product moving on 

the i n l a n d waterways approaches 30 m i l l i o n tons a n n u a l l y . I f t h e r e i s 

i n s u f f i c i e n t f u e l to move these cargoes, the N a t i o n ' s farmers and 

the N a t i o n ' s i n t e r n a t i o n a l t rade posture w i l l s u f f e r . 

Cur ta i lment of water t r a n s p o r t a t i o n serv ice w i l l a lso slow down 

the much-needed movement of f e r t i l i z e r to midwestern farmers f o r 

t h e i r 1973 crops. Although I am sure t h a t r e p r e s e n t a t i v e s of farm 

o r g a n i z a t i o n s and shippers w i l l emphasize t h i s p o i n t , I wish t o 

h i g h l i g h t the s i g n i f i c a n t r o l e which waterborne t r a n s p o r t a t i o n p lays 

i n the movement of a g r i c u l t u r a l commodities. 

A s i g n i f i c a n t p o r t i o n of waterborne commerce cons is ts of the 

bulk raw m a t e r i a l s of i n d u s t r y . I n d u s t r i a l chemicals are i n t h a t 

ca tegory . The e f f e c t of a reduc t ion i n the movement of raw chemical 

m a t e r i a l s i s too complex f o r easy a n a l y s i s . S u f f i c e i t t o say, t h a t 

j o b s , i n d u s t r i a l p r o d u c t i v i t y and economic s t a b i l i t y i n both basic 

and f i n i s h e d product manufactur ing would be f e l t throughout the 

N a t i o n ' s economy. 
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Since 1952 records kept by my o f f i c e ind ica te t h a t near ly 

9 ,000 major product ion i n d u s t r i e s have located on the Na t ion 's 

navigable water , p r i m a r i l y t o take advantage of low-cost barge 

t r a n s p o r t a t i o n (average cost three m i l l s per t o n - m i l e ) . 

Mr. Chairman, I have attempted to address i n genera l terms 

the present s ta tus and the expected s t a t u s and impact of c r i t i c a l 

shortages of f u e l to move those e s s e n t i a l commodities c a r r i e d on 

our N a t i o n ' s waterways. I t i s an understatement f o r me to say 

tha t the barge and towing industry expects a very d i f f i c u l t s i t u a -

t i o n i n the months ahead. My purpose has been to dramatize the 

need f o r t h i s Nat ion to recognize the unique r o l e which water 

t r a n s p o r t a t i o n plays i n the t r a n s p o r t i n g of energy to be used by 

o thers , a g r i c u l t u r a l products and the heavy raw m a t e r i a l s of 

indust ry so t h a t i n the s o l u t i o n of an admi t ted ly very d i f f i c u l t 

problem the f u e l t o propel the waterborne t r a n s p o r t a t i o n industry 

i s t r e a t e d f a i r l y and e q u i t a b l y . 
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M r . SMITH. M r . Chairman, may I present M r . Bernard Goldstein. 
H e may have a word o r two wh ich he would l ike t o offer vo luntar i ly , 
o r i f you wish, we can wa i t and he can answer any questions which 
you care to propound. 

Senator MCINTYRE. I would be happy to hear f r om you, M r . Gold-
stein, i f you want to add something to what M r . Smi th has said. 

M r . GOLDSTEIN. I thought, in order to b r ing i t in to perspective, we 
could say our problems do not exist later on th is summer but they 
exist r i gh t now. We operate six towboats on the Mississippi River 
anjd we have been get t ing our fuel at Davenport, I owa ; St. Louis, 
Mo. ; and Cairo, 111. 

We need about 450,000 gallons a month. Standard O i l at Daven-
port , Iowa, announced tha t they w i l l no longer sell fuel o i l to tow-
boats. 

Our dealer at St. Louis says he can only give us 190,000 gallons 
a month. 

Our dealer a t Cairo, 111. has shut us off almost entirely. We have 
a situation r i gh t now where we are gett ing less than 50 percent of 
the fuel we w i l l need. 

A s soon as the locks open up again on the Mississippi River, we 
are going t o have to operate i n order to get tha t -grain moving to 
the gu l f . W i thou t fuel o i l , we cannot do i t , and the gra in bins i n 
Iowa are already filled. I f we cannot move the gra in down to New 
Orleans f o r export, they are going to ro t i n the fields th is f a l l and 
our balance of payments is going to ro t r igh t w i t h them. 

Senator MCINTYRE. IS your dealer just al locating to you what he 
is al locat ing across the board to other customers or is he deciding 
that tugboats are not important ? 

M r . GOLDSTEIN. The one in St. Louis got the cut 50 percent f r o m 
his suppliers, Shell and Clark. Standard O i l a t Davenport just 
announced no more fuel o i l fo r towboats. 

They have got to take care o f somebody else. The same t h i n g is 
t rue fo r the Mob i l O i l dealer down at Cairo, 111. He has been cut 
back 75 percent a t Cairo, 111. So they are not gett ing i t and they 
cannot deliver i t to us. 

W e are not a b ig company. We are a small company. We do not 
have influence w i t h the b ig o i l companies. Therefore, we have to do 
what we can. W e do not know where to turn . 

Senator MCINTYRE. HOW small are you ? 
M r . GOLDSTEIN. We represent about 5 percent of the barge gra in 

that moves to New Orleans. There is more than $3 b i l l ion wor th of 
gra in moving to New Orleans f rom Iowa, Minnesota, Wisconsin, 
I l l ino is , and Missouri, and we move about 5 percent of that. 

I t h i nk we are representative. B u t we p ick up f rom al l the gra in 
terminals along the Mississippi River i n eastern Iowa and western 
I l l inois. 

Some are b i g companies, some are small companies, some are 
coops. We come back then w i t h fert i l izer, F lor ida fert i l izer f o r the 
Iowa fert i l izer people and we also come back up w i th coal fo r the 
powerplants i n our area i n Iowa and western Wisconsin. 

Senator MCINTYRE. W h y is i t important tha t we move that gra in ? 
M r . GOLDSTEIN. I f we do not move the gra in what are we going to 
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do w i t h i t? We may as wel i te l l the farmer to forget about p lant ing 
i t i f we cannot move i t to the customers. 

Senator MCINTYRE. DO you have anything else you want to add? 
M r . GOLDSTEIN. One more th ing. W e w i l l move more ton-miles per 

gallon of fuel o i l than any other method of transportat ion because of 
the efficiency of water transportation. 

Senator MCINTYRE. I want to explain to you, the reason fo r the 
panel, of course, is i n the interest of time, and we ihave given you 
an ample opportuni ty to state the case fo r your part icular industry, 
which is par t o f the record, which is what we are really pumping 
fo r here th is morning. 

Bu t I would l ike to ask generalized questions of the four of you. 
One is, what diff iculty or who do you go to or who would you get i n 
touch With fo r representative government in this problem, as you 
see i t today, as exist ing i n your industry ? 

A r e you having any diff iculty f inding out who i n industry is the 
man to see? We w i l l start w i t h the airl ines here, M r . Ignatius. 

M r . IGNATIUS. I t h i nk one of the problems as many people have 
noted, Mr . Chairman, is there are a lo t o f people i n the executive 
branch of the government who are concerned one way or the other 
w i t h the energy problem. 

There seems to have been some changes made recently to c lar i fy i t 
and desirably so. I n our case, i n connection, fo r example, w i t h the 
release of in-bond fuel fo r domestic use, I directed my letter to Mr . 
Charles Simon o f the Treasury Department, who seems to be the 
one most direct ly concerned w i th this. I would say finally that I 
th ink i t would be very he lp fu l to a l l of us i f fur ther clarifications of 
executive department responsibility could be made and we could be 
informed of i t . 

Senator MCINTYRE. When you are i n a t i gh t situation, which I 
th ink a l l o f us are one way or the other and we have said that we 
are in and expect to continue to be, i t helps an awfu l lo t i f you can 
go to a single point to get the problem understood and resolved. 

So, I th ink any fur ther clarif ication or fixing of responsibility, 
more impor tant ly in fo rming people where they ought to go, would 
be helpful . 

M r . Barton, before you answer that question, would you agree 
generally w i t h what Mr . Smi th had t o say about agriculture and 
the movement o f grains, and when the flood waters recede there are 
going to be problems down there—you just heard h im say you th ink 
you have problems today, wa i t un t i l June. Do you agree w i th him? 

Mr . BARTON. Yes; I agree generally w i t h him. I d id not empha-
size as much as he d id the transportat ion aspect of the problem—the 
problems of transport ing fert i l izer, seed, etc. This is a real problem, 
and one that is being postponed to a large extent, as he pointed out, 
by the floods that have kept farmers out of the fields. They are 
gett ing into the fields now, and this w i l l be a growing problem. 

Again, I d i d not emphasize the problem of moving grain and 
agricul tural products off the fa rm at harvest t ime. We have had 
tremendous problems generally, not just w i t h barges but w i t h rai l -
roads, adequate cars on railroads and so on, to move grain dur ing 
the past year. 
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We made the b ig gra in sale to the Soviet Un ion last year of some 
420 mi l l i on bushels o f wheat. A great deal o f that is s t i l l to be 
moved. W e are placing greater reliance to balance our payments on 
agr icul tural exports. We have net agr icul tural exports now of sev-
eral bi l l ions o f dollars and we are increasingly p lant ing fo r export. 

Furthermore, i f we are going to meet the food needs i n th is country 
th is year—and to do th is the Agr icu l tu re Department has opened up 
some 50 mi l l ion addit ional acres o f land to production this year to 
increase production o f livestock and feed grains going into livestock 
—the fuel needs of farmers w i l l be increased substantially. I f th is 
addit ional 50 mi l l i on acres is planted, i t would be about a 16-percent 
increase i n land open to field production. We have had about 300 
mi l l i on acres of cropland. Th is would increase i t to about 350 m i l l i on 
acres. 

Now, on the specific question that you asked, I t h ink farmers tend 
to go through the Department of Agr icu l ture and to approach other 
departments and agencies o f the Government on fuel problems 
through the Agr icu l ture Department. This is not the case, of course, 
w i t h Central Exchange and the larger cooperatives. 

I n that regard, I would simply add, consistent w i t h what M r . 
Ignat ius has said, I th ink there would be some real benefit i n clari-
f y i n g where you go and just who is handl ing what in the Govern-
ment. 

Senator MCINTYRE. M r . K i ley , are members o f your association 
experiencing any diff iculty i n finding just who i n the Federal Gov-
ernment to see about fuel supplies ? 

M r . KILEY. YOU have put your finger on the whole problem: W e 
do not know where to go. When we first went into th is situation 
last year, we went to the only agency we knew. They s imply sympa-
thized but they have no author i ty. 

Today we are being asked to keep the Cost of L i v i n g Council in-
formed about the prices. This is not our problem. There is no place 
to go to see to i t that we get the fuel we need. This is -the very 
problem of the authorities i n our laws today. 

This is the question we are get t ing f rom our carriers every day : 
W h a t are we going to do? We cannot force the petroleum industry 
to supply us, they are unregulated industry, but we have regulated 
carriers, The Interstate Commerce Commission is the one that would 
make us per form the service that we have to perform. 

I suppose that they are the ones to whom we would complain when 
we cannot get the fuel to carry out the necessary service. Bu t where 
do they go? 

No, sir, th is is the No. 1 problem, as we see i t . There is a problem, 
there is not going to be enough fuel fo r transportat ion service but 
where do you go to get action on i t? I th ink this is the problem that 
we are faced w i th . 

Senator MCINTYRE. M r . Smi th ? 
M r . SMITH. M r . Chairman, when you put that question a l i t t le 

whi le ago, I started th ink ing about where to go fo r information. Just 
to l ist a few, the Office o f Emergency Preparedness which is now 
being broken u p ; there are several agencies o f the Department o f 
Transportat ion involved i n energy and fue l ; there are a number of 
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different agencies o f the Department o f the In ter ior that are in-
volved; the Treasury is involved; Federal Power Commission is 
involved. C A B is involved relat ing to the air l ine indust ry ; O M B is 
involved; the Domestic Council is involved; Secretary Butz and his 
new Natura l Resources Council, as counselor to the President, is 
involved. I f you should ask me where to go to get answers, I would 
have to confess that I th ink the administrat ion and the Wh i te House 
has a problem o f gett ing a handle on where citizens go to get 
answers and who makes decisions. 

I t is a very fragmented situation in this Nat ion of ours today. I 
th ink the problem is serious enough that that fragmentation ought 
to be resolved. 

Senator MCINTYRE. M r . K i ley , some t ime ago St. Johnsbury Truck-
ing outf i t up in New England, which does a lot of moving of f re ight 
and stuff around the New England area where I come f rom, indi-
cated they were on the spot as to where upcoming supplies of diesel 
o i l or fuel or whatever they wanted were coming f rom. 

I understand f rom the staff tha t has been in touch w i t h them that 
they are l i v i ng on sort of a month-to-month basis. Bu t i f we pro-
jected into the fu ture something of what M r . Smi th is ta lk ing about, 
what are you people i n t ruck ing going to do ? H o w are you going to 
operate i f you cannot get 40 percent o f the fuel that you normal ly 
have? 

M r . KILEY. There is going to have to be a curtai lment of service. 
For example, I suppose we would have to pet i t ion the I C C that the 
regulated carrier be temporari ly relieved of the requirement not give 
fo r regular service. I n other words, not schedule dai ly service to 
some areas, because we cannot, send out a half-loaded truck. We might 
ask fo r the r igh t to discontinue serving some points every day, serve 
them once or twice a week. 

I t might even come down to the horr ible situation of embargoing 
certain types of traffic. We have not faced that yet but we could. 
Bu t we w i l l have to go to the I C C because our carriers who are 
under regulation have certificates which say you must serve these 
points, you must carry these commodities. 

Bu t that is a very real problem. Fo r example, pickup and delivery 
service would have to be consolidated. I t would make an awfu l lo t 
of people unhappy, but this is what we would have to do i f we do 
not get enough fuel. 

I f you cut back 40 percent of the fuel, you are going to cut back 
40 percent of the service. I t is as simple as that. 

Senator MCINTYRE. I th ink , when you go back to your office, that 
you had better get your plans going. 

M r . KILEY. We move the great major i ty , practical ly al l of the 
petroleum in transportat ion in the short hau l—I am ta lk ing now 
about gasoline—for example moves by highway tank truck. 

You would th ink that they could get i t i f nobody else can. Bu t 
they cannot get i t in some areas. I n many parts of the country our 
tank t ruck carriers, because they cannot get adequate supplies of 
diesel, are unable to make gasoline deliveries. 

Senator MCINTYRE. Mr . Barton, you inferred that your exchange 
had two refineries and that something l ike 55 or 60—i do not know, 
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you d id not give me a figure on how much domestic crude you were 
depending upon. One of your plants is 45 or 55 percent Canadian. 
When you go to your domestic producer today, he is beginning, you 
indicated, to show a lack of interest i n you because of the fact that 
the fees are no longer as valuable as the tickets were a year or two 
ago, the tickets that your people could give him. 

M r . BARTON. Yes, I indicated tha t i t is increasingly diff icult f o r 
Central Exchange, fo r example, to trade tickets, so to speak, w i t h a 
major o i l company tha t is impor t ing oi l , so that the major—let us 
say i t is Gu l f O i l Co.—wi l l supply o i l that is available i n the mid-
western area to Central Exchange and, i n t u rn Gu l f w i l l impor t a 
comparable amount o f o i l f r om the Midd le East or wherever they 
are get t ing the oi l . The idea, as I understand i t , is the majors are 
saying w i t h the fee system tha t has been introduced under the new 
regulations, i t is less profitable fo r them to impor t o i l and replace 
thei r domestic o i l that ord inar i ly would be made available through 
the tickets to our people i n the Midwest. 

The general problem is that the Midwestern and Central par t of 
the Un i ted States is on the end of the d ist r ibut ion system. When 
supplies t ighten, i t is increasingly diff icult to get ample o i l i n th is 
area of the country. 

[The fo l lowing material was inserted:] 

R E S O L U T I O N S ADOPTED B Y . T E X A S F A R M E R S U N I O N BOARD OF DIRECTORS, 
W A C O , T E X . , A P R I L 2 8 , 1 9 7 3 

F U E L SHORTAGE 

Whereas, considerable controversy is now ex is t ing i n the nat ion, w i t h house-
wives concerned w i t h the "h i gh " pr ice of some f a r m commodit ies a t the re ta i l 
l eve l ; 

Whereas, re ta i l fod prices reflect many cost factors throughout the food 
processing chain, inc lud ing the r ise and f a l l of f a r m commodity supplies a t 
the f a r m gate ; 

Whereas, the heal th and wel l-being of our na t ion depends upon a steady, 
dependable supply of f a r m goods; 

Whereas, the supply of f a r m commodit ies is being threatened by reputed 
shortages of diesel, gasoline, and other f a r m fuels necessary fo r p lant ing, 
cu l t i va t ion , and harvest ing of the nat ion's crops; 

Whereas, a serious fue l shortage could b r i ng "exo rb i t an t l y " h igher prices a t 
the re ta i l food store level, therefore be i t 

Resolved by the full Board of Texas Farmers Union, Tha t Congress should 
set aside gasoline, diesel, and other fue l usage pr io r i t ies w i t h agr i cu l tu re as 
hav ing top p r i o r i t y ; Be i t f u r t he r 

Resolved, Congress should use i t s au thor i t y and pursuasive powers to see 
tha t a cei l ing is placed on f a r m fuel prices at a level not to exceed prices on 
the date tha t ceil ings were imposed on beef prices. 

I N D E P E N D E N T F U E L DISTRIBUTORS 

Whereas, the nat ion is faced w i t h an impending energy c r i s i s ; 
Whereas, th is alleged cr is is is being used as jus t i f i ca t ion to ra t i on and 

sometimes refuse to del iver fuels to independent wholesalers and jobbers sup-
p l y ing ag r i cu l tu ra l areas; 

Whereas, the loss of these f a r m fue l re ta i l out lets w i l l seriously impa i r 
tihe adequate d is t r ibu t ion of f a r m fuels needed to produce the food and fiber 
necessary f o r the nat ion. Therefore be i t 

Resolved by the Texas Farmers Union Board of Directors, T h a t Congress i s 
urged to in i t i a te an inqu i ry i n to the pract ice by ma jo r o i l companies of 
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d isc r im ina t ion o f independents and jobbers i n fue l del iveries and schedul ing; 
Be i t f u r t h e r 

Resolved, T h a t the Texas Ra i l road Commission invest igate th is mat te r w i t h 
the purpose of guaranteeing equal t rea tment f o r fue l d i s t r ibu to rs i n r u r a l 
areas; Be i t f u r t h e r 

Resolved, T h a t the Boa rd recognize and endorse the ef for ts of the associa-
t ion of jobbers i n the i r ef for ts to ga in f a i r t rea tment i n fue l del iver ies and 
cooperate w i t h them i n the i r ef forts to supply ag r i cu l t u ra l producers needed 
f a r m fuels. 

Senator MCINTYRE. O f the four members o f the panel who are 
here, who deal w i t h obtaining the contracts, you indicated, M r . 
Ignatius, that i n the contract field you were not hav ing any trouble 
although there were certain signs on the horizon that you d id not 
l ike too much as you explained to us about that cost o f 1 cent fo r an 
increase in jet fuel. B u t you are not experiencing any diff iculty i n 
procur ing contracts fo r the delivery o f jet fuel on t ime, is that r ight? 

M r . IGNATIUS. NO, tha t is not what I meant to convey. 
We have had some problems. They consist of two lands: 
F i rs t , last January we had problems gett ing delivery under exist-

i ng contracts—this is, what the contracts called for. Tha t tended to 
be localized and we surmounted i t by prompt action. 

We are experiencing difficulties in the negotiation of new contracts 
to replace existing contracts as they expire. 

For example, one of the contractual methods that the airl ines 
employ is a requirements contract w i t h the supplier to meet our 
needs. We have had some problems i n negotiating requirements con-
tracts of this k ind. 

Secondly, we are encountering cost increases that give some bases 
fo r believing that we w i l l be having some significant increases i n the 
cost of our jet fuel. 

So, we have got both warn ing signals and actual experience i n 
renewal of old contracts that give us pause, both w i t h respect to 
sufficiency o f the fuel we need, avai labi l i ty of the fuel we need, as 
well as the price, what i t is going to cost us. 

Senator MCINTYRE. Gentlemen, I do not want to be gu i l ty of lead-
ing you i n any respect but I am going to ask one more question. 

I am going to t r y to ,phrase i t this way. I n your opinion, should 
not the President begin immediately to use the authori ty under the 
Economic Stabil ization Ac t to set up these plans fo r fuel allocation ? 
Wha t is your feel ing on that? 

M r . Smith, do you understand the question ? 
M r . SMITH. Y e s , s i r . 
I suspect that some of the members of the American Waterways 

Operators would say the President should. The question has never 
been put to the organization and I am in no position to enunciate the 
policy of A M O . 

I t has never gone to our board. I would suggest, however, that 
when and i f i t becomes unmistakeably clear that the free market 
system w i l l not operate to keep our industry mobile and i n operation 
that our Board w i l l address that problem very specifically and may 
come up w i t h a policy declaration which would agree w i t h some of 
the others here today. 

I am not w i l l ing , nor able to say that I th ink we should—at this 
moment. I f we find a pattern i n th is—it is that there is no pattern. 

9 6 - 1 8 3 O - 73 - 8 
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There are spot shortages. There are many. They are cr i t ical i n some 
areas of the Nation. 

I n the other areas they are not so bad. There is contract problems. 
B u t that , too, is very spotty. Very f rank ly , I have not detected the 
k ind o f a pattern tha t would make me say, even personally, that 
this is the moment that the President should act. 

M r . GOLDSTEIN. I would l ike to answer on behalf of our company. 
I believe the President should act immediately—this afternoon. 
M r . KILEY. Immediately. H e should act immediately. 
M r . BARTON. W e would certainly agree w i t h that , M r . Chairman. 

The President should have already acted, among other reasons, 
because we are losing the independent outlets. Congressmen Les 
Aspin, I believe just dug up in format ion yesterday that several 
hundred gas outlets, independent retailers, have already been cut off. 

M r . IGNATIUS. M r . Chairman, I believe tha t the administrat ion 
should act immediately, and I understand has begun to develop a 
contingency plan fo r the allocation of fuels and the establishment 
of <a pr ior i t ies system. I th ink that is necessary today. 

Secondly, based on the in format ion I have, I do not believe that 
i t would be necessary at this point i n t ime to pu t an overal l p r i o r i t y 
and allocation system into effect, but I believe plans fo r doing i t 
should be prepared as a matter of urgency. 

M r . IGNATIUS. The administrat ion spokesmen have said tha t they 
expect the imbalance between supply and demand over the coming 
summer to be on the order o f 3 or 4 percent and on a more opt imist ic 
projection possibly to come out even. 

I f th is is true, what we have, then, w i l l be d ist r ibut ion problems 
and spot shortages. A n d I th ink i t is extremely important that the 
administrat ion look at each of the transportat ion modes as wel l as 
other industries or service of a v i ta l type that require petroleum 
products and make plans at once to relieve spot shortages as they 
develop. 

One specific remedy i n our case is the release of in-bond fuel f o r 
domestic purposes. That would remedy an immediate problem. I t is 
l ike borrowing a cup of sugar f rom the neighbor un t i l you can go 
to the market. 

I n time, we may have a problem tha t requires more than prompt 
relief o f spot shortages, and in that connection i t seems to me we 
have got to have an overall allocations and prior i t ies plan, and that 
p lan I am to ld is under development and I believe should proceed 
as a matter of urgency. 

Senator MCINTYRE. Gentlemen, unless there is some one here who 
feels he has something else to add at th is t ime, I want to thank a l l 
of you fo r coming here th is morning and g iv ing us the benefit o f 
your feelings and experiences that you are having w i th this growing 
situation w i t h the fuel industry and the fuel supply in the country. 

Thank you. 
W e w i l l now move to our second panel. W e call as our next panel 

M r . F red Dunikoski , vice president o f Transportat ion, Greyhound 
Corp., Nat ional Association of Motor Bus Owners, M r . Car l V . 
Lyon, general solicitor o f the Association of American Railroads 
and M r . James E. Terry , Emergency Diesel Fuel Task Force of the 
American Transi t Association. 
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STATEMENT OF FRED DUNIKOSKI, VICE PRESIDENT, TRANSPOR-
TATION, NATIONAL ASSOCIATION OF MOTOR BUS OWNERS, 
CARL V. LYON, GENERAL SOLICITOR, ASSOCIATION OF AMERI-
CAN RAILROADS, AND JAMES E. TERRY, EMERGENCY DIESEL 
FUEL TASK FORCE OF THE AMERICAN TRANSIT ASSOCIATION 

Senator MCINTYRE. I am glad to welcome you a l l here this morning 
and we w i l l proceed i n the fashion that we already have, t r y i ng to 
hold your statement i n the v ic in i ty o f 10 minutes. 

Then at the conclusion of the three witnesses, we w i l l have a few 
questions fo r you. We are mainly concerned i n t r y i n g to bu i ld a 
record as you people are experiencing i t today w i t h this problem. 

We call on M r . Fred Dunikoski of Greyhound, representing both 
Greyhound and the Nat ional Association of Motor Bus Owners, to 
start off the proceedings. 

M r . DUNIKOSKI. I f I may be permitted, at my le f t I have Mr . 
A r t h u r Mitchel l , who is vice president of purchasing fo r the Grey-
hound Corp. H e is not to give testimony unless i t is a question that 
is asked of me that I do not have the technical in format ion and he 
is merely here to assist the committee should they want some addi-
t ional answers I am not able to provide. 

Senator MCINTYRE. We are glad to welcome h im here. 
M r . MITCHELL. T h a n k you . 
Mr . DUNIKOSKI. I do have a statement which I would l ike to 

introduce into the record in its entirety. I n addit ion to that, I would 
l ike to summarize i n some areas or expand some of the comments I 
make. 

Also, i f there is anyth ing that I do not have available in answer to 
the committee's questions, I would be most happy to provide to the 
committee at a later date this information. 

Sir , I am Frederick Dunikoski. I am vice president of transporta-
t ion fo r Greyhound Lines, Inc., the worlds largest interci ty bus 
company. 

I very much appreciate this opportuni ty to appear before the 
committee on behalf of both Greyhound and the Nat ional Association 
of Motor Bus Owners to discuss the bus industry's concern about the 
energy crisis. 

F i rs t of al l , let me t r y to position the intercity bus industry in this 
country. Fo r hundreds of thousands of Americans, the bus is the 
only means of transportation, public transportation available. 

Most smaller and rura l communities do not have either commercial 
airports or passenger t ra in stations. Bu t Greyhound and approxi-
mately 1,000 other interci ty bus companies serve almost every vi l lage 
and hamlet i n this country. 

Du r i ng 1972, the bus industry carried 387 mi l l ion passengers over 
267,000 miles of routes. The industry operated 1.8 b i l l ion bus miles, 
t ransport ing passengers a total of 25.6 b i l l ion passenger miles. I 
recite these statistics to give an impression of the importance of the 
bus industry to the transportation of Americans. 

But transportation is essential not only for the movement of people, 
but also fo r the transportation of packages—small packages— 
throughout the Nation. 
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For example* the bus industry each day transports v i ta l blood 
plasma, drugs and medications to hospitals and doctors i n locations 
where no other f o rm of public transportat ion is available to handle 
this service. 

Smal l business in many of these communities rely on us to ta l ly and 
completely fo r furn ish ing them w i t h service, parts, replacement parts 
and inventories—by bus, that they could not get through any other 
f o rm of transportation. 

I n addit ion to that, i n relat ion to the importance of conserving 
energy, I would l ike to make a few remarks about the efficiency of 
interci ty buses i n the ut i l izat ion of energy as compared to other 
forms of transportat ion before I provide you w i t h more specific 
detail regarding Greyhound's experiencing i n obtaining fuel supplies. 

A publication "Energy Intensiveness of Passenger and Fre ight 
Transport Modes: 1950-1970" published A p r i l 1973, by E r i c H i r s t , 
a study sponsored by the National Science Foundation, buses were 
found to be the most energy-efficient mode fo r interci ty passenger 
travel. Energy requirements fo r the four most common traffic modes 
were found to be as fo l lows: 

Buses obtain 85 passenger miles per gal lon of fuel, whi le rai l roads get 48 
passenger miles, automobiles 40, and je t a i r c ra f t only 16. 

The report also indicates that pol lutant emissions f r om interci ty 
buses, on an average per-passenger-mile basis, are about 45 percent 
less than emissions f rom diesel-powered interci ty passenger trains. 

I cite these figures so that the committee can recognize the import -
ance of an adequate supply of fuel fo r the interc i ty bus industry i n 
terms of keeping the v i ta l American public transportat ion system 
work ing at peak efficiency. 

I have read much about the present energy crisis, but I do not 
feel qualified to discuss the causes or solutions to this serious na-
t ional problem. 

I can only relate the experience of Greyhound and other bus com-
panies i n terms of our abi l i ty to obtain the needed supply of diesel 
fuel to keep our buses ro l l i ng as expected by the American public. 

Again , to furn ish some perspective, let me i n fo rm you that Grey-
hound used nearly 80 mi l l ion gallons of diesel fuel i n 1972. We 
purchase fuel in more than 100 locations f r o m over 10 suppliers, 
mostly national companies. Let me also say that this only represents 
Greyhound's transportat ion activities and does not include any of the 
requirements of other parts of the diversified Greyhound Corp. 

Beginning early this year, there have been shortages and result ing 
ra t ion ing by our suppliers that have already had an effect on Grey-
hound's operations and represent a serious potential threat to the 
Nation's transportat ion system. 

I n January of this year I repeat, we were rationed in the supply 
of fuel. Ea r l y in January, two of our suppliers, American O i l and 
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Texaco, arb i t rar i ly began to rat ion our fuel supplies. I n the case of 
American, we were allotted 80 percent and Texaco allowed us 75 
percent. We know of other bus companies who had contracts w i t h 
o i l companies that expired dur ing the year and their suppliers re-
fused to renew contracts and other suppliers would not even submit 
bids. 

I n one case I am personally fami l ia r wi th, a carrier whose con-
tract expired this year, none of the major companies would come 
fo r th w i t h a bid. They were required to go to a local refinery, and 
their fuel costs were increased over 50 percent i n their new contract 
as opposed to the contract that expired. 

I relate this to you because this is what is prevai l ing today i n the 
bus industry. 

Wh i le T do not specifically relate to costs here today in my state-
ment, I do want to point out that the costs are increasing tremen-
dously and the people who are going to suffer w i l l be the people who 
are- using our bus, and in many instances these are people who do 
not have automobiles or cannot drive, either because of their age or 
because of their health or some other reason. 

These are the people who are going to suffer w i t h these increased 
costs, whereas I have not made costs a pr imary issue i n my state-
ment. 

As I point out to you, in January they started rat ioning our sup-
ply. A l l this was happening whi le there was no rat ioning whatever 
of gasoline for pleasure purposes. A l though esentially public carrier 
transportation was having difficulty i n obtaining needed fuel, you 
could easily find a gas station that would fill your car without 
restriction. 

Senator MCINTYRE. Were gas stations closing around you? 
Mr . DUNIKOSKI. I n some areas; most o f them independents, sir. 

Actual ly, gasoline sales were being encouraged w i th giveaways, at 
the same time 

Senator MCINTYRE. What do you mean by giveaways? 
Mr . DUNIKOSKI. Giveaways of items when you were purchasing 

gas—glasses, t rad ing stamps and other forms of g i f ts to encourage 
sales of gasoline. 

Senator MCINTYRE. Who was doing this ? 
Mr . DUNIKOSKI. Many major suppliers. They are doing i t today. 

R ight today you can go down to many of your major suppliers, they 
are encouraging the sales of gasoline through giveaways, through 
use of t rad ing stamps as an incentive to purchase gasoline—even 
today, when everybody at the panel preceding me and I assume 
people fo l lowing me w i l l recite difficulties i n obtaining fuel. As a 
result of this rat ioning, we experienced shortages at Chicago, Wash-
ington, D.C., and New York . 
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Fortunately, we were able to obtain the ne-cessary fuel f r om other 
sources, but we are wel l aware that the day may be approaching when 
there w i l l be no other sources to t u r n to when our regular contractual 
supplier reduces our allotment. 

More recently, we have been notif ied by some suppliers that we 
w i l l be placed on an allotment based on a percentage of fuel each 
month corresponding to one-twelfth of our average annual use i n 
1971. 

Not only does this reduce the tota l amount of diesel fuel that w i l l 
be made available to Greyhound but i t does not take into account the 
fact that our fuel needs are significantly greater i n the summer 
months than dur ing much of the rest of the year. We have no capac-
i t y to store large quantities of fuel dur ing the winter months to have 
i t available dur ing the summer. 

Wha t is at issue here is the fact that the oi l companies are tak ing 
the responsibility of determining whether public carrier service w i l l 
be available to cities and towns throughout the Un i ted States. Today 
bus companies have a responsibility to provide service as regulated 
by the I C C and various State commissions. Through these agencies 
the public is assured of dependable, low-cost transportation. 

The oi l campanics, through their rat ioning of fuel, adopted an 
att i tude that they, not Government regulatory agencies, w i l l deter-
mine whether and where service w i l l be provided. They have, i n fact, 
established themselves as the regulatory body that determines who 
gets the fuel and how much they w i l l supply. There is no question 
that i f the fuel companies reduce or terminate the bus industry's 
fuel supply, a reduction or terminat ion of bus service w i l l fo l low. 

This is a very real and positive threat that we believe requires 
immediate action. The interci ty bus industry believes that Govern-
ment and not the o i l companies should continue to determine what 
the level of public carrier service should be or whether there should 
be any at all. 

We strongly support legislation—and we strongly support the 
posit ion taken by you i n your letter to the P r e s e n t today—to en-
able the Government to set the pr ior i t ies fo r the available supply of 
fuel rather than leaving such essential public decisions to the oi l 
companies. 

We believe f i rmly that the energy crisis has a potential fo r causing 
great disrupt ion of the American way of l i fe and we urgent ly hope 
this committee and the Congress w i l l accept the responsibil ity o f 
determining the most essential pr ior i t ies in prov id ing public trans-
portat ion through the judicious alocation of the available fuel supply. 

I appreciate the opportuni ty to make this presentation, and I hold 
myself available fo r any questions. 

[ F u l l statement of Mr . Dunikoski fo l lows: ] 
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TESTIMONY O F 

FREDERICK DUNIKOSKI 

V I C E PRESIDENT, GREYHOUND LINES, INC. 

I am Freder ick Dunikoski, Vice President of Transportation 

for Greyhound Lines, Inc. , the world's largest intercity bus company. I 

very much appreciate this opportunity to appear before the Committee on 

behalf of both Greyhound and the National Association of Motor Bus Owners 

to discuss the bus industry's concern about the energy cr isis. 

F i rs t of a l l , let me try to position the intercity bus industry 

in this country. For hundreds of thousands of Americans, the bus is the 

only means of public transportation available. 

Most smal ler and rura l communities do not have either 

commercia l airports or passenger train stations. But Greyhound and 

approximately 1,000 other intercity bus companies serve almost every 

village and hamlet in this country. 

During 1972, the bus industry carr ied 387 mi l l ion passengers 

over 267, 000 miles of routes. The industry operated 1. 8 bill ion bus miles, » 

transporting passengers a total of 25. 6 bil l ion passenger mi les. I recite 

these statistics to give you an impression of the importance of the bus 

industry to the transportation of Americans. 

Bus transportation is essential not only for the movement 

of people, but also for the transportation of packages throughout the nation. 
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For example, the bus industry each day transports vi ta l blood plasma, 

drugs, and medications to hospitals and doctors in locations where no 

other form of public transportation is available to handle this service. 

In relation to the importance of conserving energy, 

I would l ike to make a few remarks about the efficiency of intercity buses 

in the uti l ization of energy as compared to other forms of transportation 

before I provide you with more specific detail regarding Greyhound's 

experiences in obtaining fuel supplies. 

In "Energy Intensiveness of Passenger and Freight Transport 

Modes: 1950-1970", published Apr i l 1973, by Er ic H i r s t , a study sponsored 

by the National Science Foundation, buses were found to be the most 

energy-eff icient mode for intercity passenger travel . Energy requirements 

for the four most common traff ic modes were found to be as follows: 

Buses obtain 85 passenger miles per gallon of fuel, while 

rai lroads get 48 passenger mi les, automobiles 40, and 

jet a i rc ra f t only 16. 

The report also indicates that pollutant emissions f rom 

intercity buses, on an average per-passenger-mi le basis, are about 45 

percent less than emissions f rom diesel-powered intercity passenger trains. 
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I c i t e these f i g u r e s so that the C o m m i t t e e can recogn i / . c 

the i m p o r t a n c e of an adequate supp ly o f f u e l f o r the i n t e r c i t y bus i n d u s t r y 

i n t e r m s o f k e e p i n g the v i t a l A m e r i c a n p u b l i c t r a n s p o r t a t i o n s y s t e m 

w o r k i n g a t peak e f f i c i e n c y . 

I have r e a d m u c h abou t the p r e s e n t e n e r g y c r i s i s , bu t 

I do no t f e e l q u a l i f i e d to d i s c u s s the causes o r s o l u t i o n s to t h i s s e r i o u s 

n a t i o n a l p r o b l e m . 

I can o n l y r e l a t e the e x p e r i e n c e o f G r e y h o u n d and o t h e r 

bus c o m p a n i e s i n t e r m s of o u r a b i l i t y to o b t a i n the needed s u p p l y of d i e s e l 

f u e l to keep o u r buses r o l l i n g as expec ted by the A m e r i c a n p u b l i c . 

A g a i n , to f u r n i s h s o m e p e r s p e c t i v e , l e t m e i n f o r m y o u 

tha t G r e y h o u n d u s e d n e a r l y 80 m i l l i o n g a l l o n s of d i e s e l f u e l i n 1972. We 

p u r c h a s e f u e l i n m o r e t han 100 l o c a t i o n s f r o m o v e r 10 s u p p l i e r s , m o s t l y 

n a t i o n a l c o m p a n i e s . L e t m e a l s o say tha t th i s o n l y r e p r e s e n t s G r e y h o u n d ' s 

t r a n s p o r t a t i o n a c t i v i t i e s and does no t i n c l u d e any o f the r e q u i r e m e n t s 

of o t h e r p a r t s o f the d i v e r s i f i e d G r e y h o u n d C o r p o r a t i o n . 

B e g i n n i n g e a r l y t h i s y e a r , t h e r e have been s h o r t a g e s and 

r e s u l t i n g r a t i o n i n g by o u r s u p p l i e r s tha t have a l r e a d y had an e f f e c t on 

G r e y h o u n d ' s o p e r a t i o n s and r e p r e s e n t a s e r i o u s p o t e n t i a l t h r e a t to the 

n a t i o n ' s t r a n s p o r t a t i o n s y s t e m . 
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Ear ly in January, two of our suppliers, American Oil 

and Texaco, a rb i t ra r i l y began to ration our fuel supplies. In the case 

of Amer ican, we were alloted 80 per-cent and Texaco allowed us 

75 per-cent. We know of other bus companies who had contracts with 

oil companies that expired during the year and their suppliers refused 

to renew contracts and other suppliers would not even submit bids. 

A l l this was happening, of course, while there was no 

rationing whatever of gasoline for pleasure purposes. Although essential 

public ca r r i e r transportation was having difficulty in obtaining needed 

fuel, you could easily find a gas station that would f i l l your automobile 

without restrict ion. 

As a result of this rationing, we experienced shortages 

at Chicago, Washington, D. C. and New York. Fortunately, we were able 

to obtain the necessary fuel f rom other sources, but we are well aware 

that the day may be approaching when there wi l l be no other sources to 

turn to when our regular contractual supplier reduces our allotment. 

More recently, we have been notified by some suppliers 

that we wi l l be placed on an allotment based on a percentage of fuel each 

month corresponding to one-twelfth of our average annual use in 1971 . 
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Not only does this reduce the total amount of diesel 

fuel that w i l l be made available to Greyhound, but it does not take into 

account the fact that our fuel needs are significantly greater in the 

summer months than during much of the rest of the year. We have 
i. 

no capacity to store large quantities of fuel during the winter months 

to have it available during the summer. 

What is at issue here is the fact that the oil companies 

are taking the responsibility of determining whether public ca r r i e r 

service wi l l be available to cities and towns throughout the United States. 

Today, bus companies have a responsibility to provide service as 

regulated by the Interstate Commerce Commission and various state 

commissions. Through these agencies, the public is assured of 

dependable, low-cost transportation. 

The oil companies, through their rationing of fuel, have 

adopted an attitude that they, not government regulatory agencies, wi l l 

determine whether and where service wi l l be provided. They have, in 

fact, established themselves as the regulatory body that determines who 

gets the fuel and how much they wi l l supply. There is no question that 

if the fuel companies reduce or terminate the bus industry's fuel supply, 

a reduction or termination of bus service wi l l follow. 
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This is a very real and positive threat that we believe 

requires immediate action. The intercity bus industry believes that 

government and not the oil companies should continue to determine 

what the level of public ca r r i e r service should be or whether there 

should be any at al l . We strongly support legislation to enable the 

government to set the pr ior i t ies for the available fuel supply rather 

than leaving such essential public decisions to the oil companies. 

We believe f i rmly that the energy crisis has a potential 

for causing great disruption of the Amer ican way of l i fe and we urgently 

hope this Committee and the Congress wi l l accept the responsibility of 

determining the most essential pr ior i t ies in providing public transportation 

through the judicious allocation of the available fuel supply. 
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Senator MCINTYRE. Thank you very much. 
We call as our next witness as a member of this panel M r . Car l V . 

Lvon, general solicitor of the Association of American Railroads. 
Bear in mind, M r . Lyon, any place you can help us in paraphrasing 

those parts of your statement that lend themselves to i t , we would 
appreciate i t . On the other hand, I want you to feel perfectly free 
to test i fy i n any manner that suits you and you feel presents your 
case the best. 

STATEMENT OF CARL V. LYON, GENERAL SOLICITOR OF THE 
ASSOCIATION OF AMERICAN RAILROADS 

Mr . LYON. I am going to t r y to be very brief. I would request that 
you include my complete statement in the record, and I w i l l go fo r th 
f rom that point (see p. 121). 

M y name is Car l V . Lyon. I am general solicitor of the Association 
of American Railroads. 

We represent the railroads which operate 99 percent of the track-
age, 98 percent of the workers and 99 percent of the revenues of al l 
class 1 railroads in this country and that is practical ly al l of them. 

Railroads are no different than the other witnesses you have heard 
today, Mr . Chairman. We are al l in trouble as to fuel. Each week 
presents a new challenge, a new problem, for one of our members of 
where to f ind the oil, the diesel fuel supply, to meet his transportation 
needs. 

We have been l i v i ng off our storage supplies, although storage 
supplies are now substantially depleted. We have gone to Canada to 
purchase oi l and transported i t i n tank oars al l the way across the 
Nation in some cases. 

Railroads have purchased entire ship cargoes and shared them 
among railroads to make oil available in places where railroads' 
storage supplies have runout. 

We have run into situations where major suppliers on whom we 
rely pr incipal ly have to ld us that our new contracts would be at 25 
percent lower ievels than previous years and they have been unwi l l -
ing to enter into anything but very short term contracts for renewals. 

This is i n the face of business this year at levels 10 percent higher 
than last year. Where we are supplied by small jobbers, we have 
l>een unable in some cases to be supplied at al l and i n many cases a 
very sporadic supply. 

Now, railroads consume only about 2.5 percent of the total con-
sumption of petroleum fuel i n this country. So, i f one is to look fo r 
a way to save oi l , there is no solution in t r y i n g to save i t in the rai l -
road business because you could take i t a l l and you would st i l l have 
a major energy and fuel oi l problem. The impact of such action 
would be much greater than 2.5 percent, however, because of the 
dependency of the Nat ion and the Nation's economy upon ra i l trans-
portat ion fo r basic kinds of transportation in basic commodities. 
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For example, we move large amounts of coal to electric generating 
facil it ies. I am sure you have heard about the v i ta l t ransportat ion 
of gra in and the other agr icul tural commodities that we transport. 

There have been three hearings before the Senate and House 
already this year about the massive demands made on ra i l transporta-
t ion this year w i t h respect to ut i l izat ion of our car supply. A n y loss 
of o i l or inabi l i ty to obtain oi l w i l l t ie up the entire system and i t 
can not be tolerated. 

We haul lumber, paper, chemicals, ores—all these things are basic 
commodities such as would have an adverse effect pyramid ing into 
other things and result ing i n unemployment and idle factories. 

I have been attending many meetings on this subject, and I am 
convinced that the supply is not going to meet demand i n the short 
rnn, that demand is increasing—wil l continue to increase. 

I want to congratulate this committee and the Senate i n insist ing 
on adding the power to allocate and set petroleum prior i t ies i n the 
Economic Stabil ization Ac t extension. I th ink i t is very important 
that such power was added. 

Last winter I th ink i t was somewhat foolish for public transporta-
t ion and heating people to be going wi thout fuel when I and my 
three 90ns could go down to the gasoline station and purchase a l l the 
gasoline we wanted but this was precisely the case. 

I n answer to the question you posed to the previous panel, the 
President should assure himself now—today—that needs fo r publ ic 
transportation, for heat, fo r farms, and essential uses w i l l be met. 

I am not sure that the total use of his power is necessary at this 
t ime but I do believe he has to make the decision now fo r adequate 
production of dist i l late so that when this winter comes, there w i l l 
be ample supplies of the kinds of fuel that are necessary, because you 
can not switch back and wor th at w i l l between gasoline and dist i l late 
f r om which heating oils and diesel fuels come. 

Railroads can not use anything but diesel fuels. Fo r this reason, I 
th ink they should get some preference in these priorit ies. 

Many ut i l i t ies and industries can convert and actually have sub-
stantial standby facil i t ies for return ing to coal. 

Th is means that some coal must be used. I th ink that this nat ion 
has to start reevaluating and rebalancing some of its national inter-
ests and consider what its speed in at ta in ing some of i ts environ-
mental goals is doing to some of its other goals. 

I t h i nk some of these decisions are going to have to be reevaluated 
and our goals set i n a new l ight . This would mean slowing down i n 
reaching some of these goals, no matter how great the goals are, and 
we certainly agree they are great ones. 

M r . Chairman, we appreciate the opportuni ty to appear here and 
we w i l l respond to any questions that we can. 

(The f u l l statement of M r . Lyons fo l lows:) 
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May 7, 1973 

STATEMENT OF CARL V. LYON 
GENERAL SOLICITOR 

ASSOCIATION OF AMERICAN RAILROADS 

BEFORE THE SENATE COMMITTEE ON 
BANKING fit CURRENCY 

ON THE IMPACT ON THE NATION'S ECONOMY 
OF PREDICTED SHORTAGES OF PETROLEUM PRODUCTS 

My name i s C a r l V. Lyon. I am Genera l S o l i c i t o r o f t h e 

A s s o c i a t i o n o f Amer ican R a i l r o a d s . 

The r a i l r o a d s w h i c h a r e members o f t h e AAR o p e r a t e 99 pe r cen t 

o f t h e t r a c k a g e , employ 98 p e r c e n t o f t h e worke rs and produce 98 .9 pe r cen t 

o f t he revenues o f a l l C lass I r a i l r o a d s i n t h e N a t i o n . 

My purpose h e r e i s t o emphasize t o t h i s Committee what i s happening 

i n t h e r a i l r o a d i n d u s t r y today and more p a r t i c u l a r l y what c o u l d happen i f 

the s h o r t t e rm aspec ts o f t h e f u e l p rob lem a re no t so l ved o r c o r r e c t e d . I 

a l s o w i s h t o emphasize t h a t t he impact on r a i l r o a d s and o t h e r p u b l i c and 

e s s e n t i a l t r a n s p o r t a t i o n s e r v i c e s wou ld r e s u l t i n an even g r e a t e r impact 

on t he N a t i o n ' s economy and w e l f a r e t han on t h e t r a n s p o r t a t i o n s e r v i c e s 

a l o n e . A d d i t i o n a l l y , t h e expe r i ence o f t h i s p resen t and immediate p a s t 

s i t u a t i o n f o r c i b l y p o i n t s up t h e v e r y s e r i o u s i m p l i c a t i o n s o f t h e l o n g -

t e r m energy p rob lem. 

W h i l e r a i l r o a d s consume a r e l a t i v e l y s m a l l p r o p o r t i o n o f t o t a l 

f u e l s u p p l i e s , t h e s e r v i c e p r o v i d e d w i t h t h a t s m a l l amount o f f u e l i s 

a b s o l u t e l y e s s e n t i a l t o l a r g e p a r t s o f the N a t i o n ' s economy and t h e 

f a i l u r e t o p r o v i d e a f u l l a l l o c a t i o n o f f u e l o i l t o r a i l r o a d s w i l l have 

an impact o f f a r g r e a t e r magni tude t h a n t h e r e l a t i v e l y s m a l l amounts o f 

f u e l r a i l r o a d s use wou ld seem t o i n d i c a t e . 

R a i l r o a d s have been s e r i o u s l y a f f e c t e d by t h e p r e s e n t f u e l 
/ 

s h o r t a g e . B e g i n n i n g e a r l y i n December, 1972, d e l i v e r i e s o f d i e s e l f u e l 

o i l t o r a i l r o a d s were s h a r p l y c u r t a i l e d . Some o f t h e p r i n c i p a l 
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s u p p l i e r s have l i m i t e d t h e i r d e l i v e r i e s t o the r a i l r o a d s by c u t t i n g back 

25 percent f rom t h e i r commitments. Others have l i m i t e d t h e i r d e l i v e r i e s 

t o the q u a n t i t i e s supp l i ed f o r the same p e r i o d l a s t yea r . I t should be 

po in ted out t h a t the f u e l a l l o t m e n t s based on l a s t y e a r ' s t r a f f i c would 

be i n s u f f i c i e n t t o c a r r y the present volume o f t r a f f i c wh ich i s runn ing 

a t t h i s t ime 8 .4 percent ahead o f the cor responding p e r i o d a year ago. 

Some o the r s u p p l i e r s have d i scon t i nued a l l d e l i v e r i e s a t c e r t a i n p o i n t s . 

I n i t i a l l y the g rea tes t impact was f e l t i n the m i d - s e c t i o n o f t he c o u n t r y , 

g e n e r a l l y between Chicago, the M i s s i s s i p p i R iver and the Rocky Mounta ins. 

Some c u r t a i l m e n t s were exper ienced i n the East i n New England and i n t he 

C e n t r a l South. 

The problem i s c o n t i n u i n g and i s p a r t i c u l a r l y acute i n the m idd le 

s e c t i o n o f t he count ry where the r a i l r o a d s are exper ienc ing an ex t remely 

heavy t r a f f i c i n g r a i n . As t ime goes by , the r a i l r o a d s are expending 

t h e i r l i m i t e d supp l i es and replacement f u e l i s not equa l i ng the r a t e o f 

consumption. Dur ing t he w i n t e r months some o f the roads found i t 

necessary t o reduce horsepower and speed i n order t o s t r e t c h t h e i r 

remain ing s u p p l i e s . This c rea ted some t e r m i n a l conges t ion and i n t e r -

f e red w i t h the normal f l ow o f empty cars t o load ing p o i n t s . 

I n o rder t o meet t h i s problem, the r a i l r o a d s have exhausted 

every p o s s i b l e avenue t o he lp themselves, t o o b t a i n f u e l f rom new sources, 

and t o r e l o c a t e such reserves as e x i s t e d e i t h e r w i t h t h e i r own tank cars 

o r by l e a s i n g whatever tank cars are ava i l ab le . I t has been p o s s i b l e t o 

secure some f u e l f rom Canada and, o f course, necessary t o move the o i l 

g rea t d i s t a n c e s . We have been work ing c l o s e l y w i t h the O f f i c e o f 

Emergency Preparedness, t he I n t e r s t a t e Commerce Commission and the 
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Department o f T r a n s p o r t a t i o n i n an e f f o r t t o make a d d i t i o n a l supp l ies 

o f d i e s e l o i l a v a i l a b l e t o the i n d u s t r y i n the most c r i t i c a l areas. 

The r a i l r o a d s are a s i g n i f i c a n t f a c t o r i n the d i s t r i b u t i o n o f 

energy. There i s s t i l l an impor tan t movement o f coa l t o u t i l i t i e s and 

i n d u s t r i a l p l a n t s and a l a rge movement o f l i q u e f i e d pet ro leum gas f o r 

hea t ing and i n d u s t r i a l purposes. Fuel shortages s u f f i c i e n t t o reduce 

r a i l r o a d capac i t y w i l l i n t e r f e r e s e r i o u s l y w i t h the d i s t r i b u t i o n by 

r a i l r o a d s o f f u e l s and w i l l f u r t h e r compound the present energy shor tage. 

Along w i t h the heavy movement o f g r a i n f o r expo r t , the re i s a heavy 

demand f o r cars f o r an imal and p o u l t r y feed g r a i n s , f e r t i l i z e r , lumber, 

and bas ic commodit ies g e n e r a l l y . I t i s impor tant t h a t the capac i t y o f 

t he r a i l r o a d s t o meet these demands not be f u r t h e r reduced. 

Subcommittees o f the Senate A g r i c u l t u r e Committee, the Senate 

Commerce Committee, and the House Committee on I n t e r s t a t e and Fore ign 

Commerce have a l l h e l d hear ings du r i ng the past seve ra l weeks concerned 

w i t h the c r i t i c a l problem o f f r e i g h t car supply and u t i l i z a t i o n w i t h 

p a r t i c u l a r emphasis on the extremely heavy g r a i n movements. Repeated 

re fe rences were made by the numerous wi tnesses t h a t any f a i l u r e t o move 

the crops a l ready backed up f o r movement would r e s u l t i n d i s a s t e r t o a 

number o f farmers and g r a i n e l e v a t o r opera to rs a l i k e . Th is s i t u a t i o n 

s t a r t e d t o b u i l d up as a r e s u l t o f a number o f f a c t o r s i n c l u d i n g the 

la teness o f the g r a i n c rop , the re lease o f Commodity C r e d i t Co rpo ra t i on 

g r a i n f rom s to rage , and an unprecedented amount o f expor t g r a i n moving 

t o p o r t s f o r t ranssh ipment t o Russia. I t was made q u i t e c l e a r du r i ng 

t he course o f these hear ings t h a t t h i s tremendous demand upon r a i l r o a d 

t r a n s p o r t a t i o n s e r v i c e w i l l con t inue du r i ng a l a rge p a r t o f t he r e s t o f 
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t he year and perhaps l onge r . I t i s c l e a r beyond any doubt t h a t a s i g n i -

f i c a n t r e d u c t i o n i n r a i l r o a d s e r v i c e (which must have a ve ry adverse 

e f f e c t on car u t i l i z a t i o n and car supply) even f o r a b r i e f p e r i o d o f 

t ime w i l l have an immense and perhaps t r a g i c e f f e c t not on l y on 

farmers and e l e v a t o r opera to rs bu t a l so on lumber p roducers , b u i l d i n g 

and c o n s t r u c t i o n i n d u s t r i e s , foods and k i nd red p roduc ts , e t c . These 

f a c t o r s , i f p e r m i t t e d t o occu r , can on ly r e s u l t i n worsening p r i c e 

problems i n the genera l market . We can conceive o f no way t h a t any 

s i g n i f i c a n t reduc t ions i n s e r v i c e can be made as a r e s u l t o f l ack o f 

f u e l o r any o the r reason w i t h o u t hav ing a most c r i t i c a l adverse impact 

upon a l a rge segment o f the N a t i o n ' s economy. 

I t i s very d i f f i c u l t t o a r r i v e a t s p e c i f i c conc lus ions w i t h 

respec t t o t h i s m a t t e r . We have never the less a r r i v e d a t some t e n t a t i v e 

ones which I should l i k e t o d iscuss a t t h i s p o i n t . 

The recent energy p o l i c y statement o f t he Pres iden t seems 

g e n e r a l l y t o come t o g r i p s w i t h the long range energy problems. However, 

we have a problem now - - t h i s year and the next two or t h r e e years - -

and the P r e s i d e n t ' s statement leaves t h a t ma t te r w i t h o u t s i g n i f i c a n t 

s o l u t i o n s . On A p r i l 26, 1973, the O f f i c e o f Emergency Preparedness 

re leased a survey o f Fuel and Energy Problems f o r Spr ing and Summer 1973. 

I t s r e p o r t had been prepared by the J o i n t Board on Fuel Supply and Fue l 

Transpor t c o n s i s t i n g o f r e p r e s e n t a t i v e s f rom numerous governmental agenc ies. 

I n the summary statement i t i s sa id t h a t : 

" r e p o r t s have been rece i ved f rom numbers o f 
users t h a t they are hav ing g rea t d i f f i c u l t y 
o b t a i n i n g d i e s e l f u e l . D i e s e l f u e l supp l i es 
are r e p o r t e d l y be ing a l l o c a t e d i n almost a l l 
p a r t s o f the coun t ry and t o a l l c lasses o f 
volume u s e r s . " 
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This i s c e r t a i n l y an accura te comment w i t h respect t o p r e v a i l i n g 

c o n d i t i o n s i n the r a i l r o a d i n d u s t r y . I n sho r t we are exper ienc ing the 

problem today and every i n d i c a t i o n p o i n t s toward a worsening next f a l l and 

w i n t e r . 

Ra i l roads had extreme d i f f i c u l t y du r i ng the past w i n t e r i n 

o b t a i n i n g adequate f u e l t o run t h e i r d i e s e l locomot ives and l a s t w i n t e r 

was a very m i l d one. Now t h a t w i n t e r i s over r a i l r o a d s con t inue t o have 

d i f f i c u l t y i n o b t a i n i n g adequate s u p p l i e s . No one can p r e d i c t next 

w i n t e r ' s weather bu t hea t i ng o i l s come from the same supply o f d i s t i l l a t e 

wh ich p rov ides d i e s e l f u e l f o r r a i l r o a d locomot ives and r a i l r o a d s today 

a re unable even w i t h long , w e l l e s t a b l i s h e d , c o n t i n u i n g dea le r r e l a t i o n -

sh ips t o o b t a i n commitments f o r d e l i v e r i e s f o r the f u t u r e beyond a few 

months i n advance. Accord ing t o the OEP Survey " o v e r a l l , demand f o r 

d i s t i l l a t e f o r 1973 i s es t imated t o be 5 .8 percent g r e a t e r than 1972." 

The f a c t o r t h a t saved the r a i l r o a d s t h i s past w i n t e r was t h e i r reserve 

f u e l s u p p l i e s , now l a r g e l y dep le ted . W i th r a i l r o a d t r a f f i c p r e s e n t l y 

runn ing almost 10 percent h igher than 1972 l e v e l s i t i s v i r t u a l l y im-

p o s s i b l e t o b u i l d up d i e s e l f u e l supp l ies l ook ing toward w i n t e r demand. 

We a re , t h e r e f o r e , v i t a l l y concerned about our i n a b i l i t y t o o b t a i n today 

any th ing more than bare need cu r ren t supply w i t h no commitment f o r tomorrow. 

The OEP r e p o r t emphasizes v o l u n t a r y conse rva t i on . Ra i l roads 

have f u l l y exp lo red t h i s approach and are a l ready engaged i n conse rva t i on 

p r a c t i c e s t h a t w i l l not adverse ly a f f e c t car u t i l i z a t i o n and car s e r v i c e . 

There i s no panacea t h e r e except t o have a se r ious adverse e f f e c t upon the 

N a t i o n ' s economy g e n e r a l l y by f a i l u r e t o p rov ide s e r v i c e . 
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We are g r a t i f i e d to note the passage by Congress, a t the 

i ns i s t ence o f the Senate i n i t s ve rs i on of the Act t o Extend and Amend 

the Economic S t a b i l i z a t i o n Act o f 1970, g ran t i ng the President the 

power t o e s t a b l i s h p r i o r i t i e s o f use and f o r systemat ic a l l o c a t i o n o f 

supp l ies o f petroleum i n c l u d i n g crude o i l . I n our judgement i t may 

become necessary f o r the President to exerc ise h i s a u t h o r i t y t o e s t a b l i s h 

such p r i o r i t i e s and a l l o c a t i o n s o f supp l ies i f the vo lun ta ry conserva t ion 

methods and opera t ion of the market p lace f a i l s to prov ide c o n s t r u c t i v e 

and sens ib le programs of d i s t r i b u t i o n i n the p u b l i c i n t e r e s t . Should 

such p r i o r i t i e s and a l l o c a t i o n s become necessary we are convinced t h a t 

they must favor p u b l i c t r a n s p o r t a t i o n . 

Railroads, for example, should be given p r i o r i t y in fue l 

supply d is t r ibu t ion or a l locat ion for the fol lowing reasons: 

1. The d i s t r i b u t i o n o f f u e l f o r u t i l i t i e s and i ndus t r y -as 

w e l l as home heat ing i s dependent on near normal ope ra t i on o f the 

r a i l r o a d s . Rai l roads are the p r i n c i p a l c a r r i e r s o f coa l used i n the 

p roduc t i on o f e l e c t r i c i t y and a s u b s t a n t i a l f a c t o r i n the d i s t r i b u t i o n 

o f LPG used f o r home heat ing and commercial purposes. Any cu r t a i lmen t 

o f t h i s t r a n s p o r t a t i o n w i l l s e r i o u s l y compound the f u e l shor tage. 

2. The f u n c t i o n i n g o f many o ther p a r t s o f the n a t i o n a l economy 

depends on adequate p r o v i s i o n o f r a i l se r v i ce . Rai l roads prov ide over 

60 percent o f the t r a n s p o r t a t i o n fo r g r a i n , c o t t o n , lumber, paper, 

chemicals, new automobi les, household appl iances and canned and f rozen 

foods. Any s i g n i f i c a n t i n t e r r u p t i o n i n t h i s f l ow would cause i n d u s t r i a l 

shut-downs and a rap id increase i n unemployment. 

3. Volume of e s s e n t i a l t r a f f i c moved under both paragraphs 1 
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and 2 a re such t h a t s u b s t i t u t i o n o f any o the r t r a n s p o r t a t i o n s e r v i c e i s 

v i r t u a l l y imposs ib le . 

4 . A l l o c a t i o n o f the a d d i t i o n a l amount o f d i e s e l f u e l r e q u i r e d 

by t he r a i l r o a d s would have r e l a t i v e l y smal l impact s ince i t would r e -

present less than one percent o f the t o t a l d i s t i l l a t e supply o r the 

equ i va len t o f two ten ths o f one percent o f the ou tpu t f rom U. S. r e f i n e r i e s . 

5. Ra i l roads can on ly use d i e s e l f u e l , and they should have 

p re fe rence over those d i s t i l l a t e users which can t u r n t o o the r f u e l s . 

Many p u b l i c u t i l i t i e s and i n d u s t r i e s , f o r example, can use coa l o r a 

v a r i e t y o f d i s t i l l a t e s and r e s i d u a l o i l . 

6 . Where, as here the estab l ishment o f p r i o r i t i e s becomes 

necessary, the maximum b e n e f i t t o the n a t i o n ' s economy and genera l 

w e l f a r e can be achieved w i t h the l e a s t amount o f Governmental d i r e c t i o n 

and g rea tes t b e n e f i c i a l impact by g r a n t i n g p r i o r i t y t o r a i l r o a d s whose 

e f f i c i e n c y i n terms o f f u e l consumption i s f a r supe r i o r t o t h a t o f o the r 

t r a n s p o r t a t i o n modes except i n the l i m i t e d areas where water t r a n s p o r t a t i o n 

i s a v a i l a b l e . 

A l though r a i l r o a d d i e s e l engines b u m about 4 b i l l i o n ga l l ons 

o f f u e l o i l a n n u a l l y , t h i s volume represents on l y 2 .5 percent o f the annual 

n a t i o n a l consumption o f pet ro leum f u e l s . — Whi le the impact on the 

N a t i o n ' s economy o f a f a i l u r e t o p rov ide t h a t 2 .5 percent would pyramid 

i n t o o ther i n d u s t r y and be c a t a s t r o p h i c i t i s c l e a r t h a t such use i n 

r e l a t i o n t o t o t a l consumption i s so modest t h a t any at tempt t o conserve 

by c u t t i n g back markedly i n r a i l r o a d use would be nonproduct ive and 

s h o r t s i g h t e d . 

* / Exhaust Emissions from D iese l Locomotives, Sub-Counci l Report , 
Na t i ona l I n d u s t r i a l P o l l u t i o n Con t ro l Counc i l , A p r i l 1973, p . 9. 
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There i s one o t h e r s h o r t t e r m approach t h a t cannot be o v e r l o o k e d 

i n d e f i n i t e l y due t o t h e g r a v i t y o f t h e impact o f t h e energy s h o r t a g e . I t 

i n v o l v e s t h e r e t u r n t o use o f c o a l f o r some purposes , p r i m a r i l y f o r t h e 

p r o d u c t i o n o f energy by u t i l i t i e s . I r e c o g n i z e t h e tremendous impo r tance 

o f e n v i r o n m e n t a l c o n s i d e r a t i o n s t o our N a t i o n and r a i l r o a d s a r e commi t ted 

t o i m p r o v i n g t h e env i ronment i n numerous ways. But t h e impact on our 

N a t i o n ' s economy o f t h e d e v e l o p i n g energy c r i s i s i s so s e r i o u s t h a t a 

r e c o n s i d e r a t i o n and r e b a l a n c i n g o f ou r v a r i o u s i n t e r e s t s and t h e speed 

w i t h w h i c h we a t t emp t t o ach ieve our e n v i r o n m e n t a l goa l s must be c o n s i d e r e d 

i n t h i s l i g h t . 

The P r e s i d e n t ' s r e c e n t message c o n c e r n i n g energy resou rces 

addresses t h i s p rob lem commenting t h a t our concern f o r t h e " g e n e r a l 

w e l f a r e " o r n a t i o n a l i n t e r e s t shou ld t a k e i n t o account c o n s i d e r a t i o n s 

o f n a t i o n a l s e c u r i t y and economic p r o s p e r i t y , as w e l l as ou r env i r onmen t . 

I t a l s o c a l l s f o r c a r r y i n g ou t t h e p r o v i s i o n s o f t h e C lean A i r A c t i n a 

j u d i c i o u s manner w i t h o u t moving i n a p r e c i p i t o u s way toward mee t ing 

secondary s tandards o f t h a t A c t , t h e n we shou ld be a b l e t o use c o a l o f 

up t o 155 m i l l i o n tons pe r y e a r w h i c h wou ld o t h e r w i s e be unusab le . 

There a re v a s t c o a l r e s e r v e s a v a i l a b l e i n t h e U n i t e d S t a t e s . 

I n o r d e r f o r them t o be used , however , t h e r e must be a commitment t h a t 

t h e y w i l l be p e r m i t t e d t o be used over r easonab l y l ong p e r i o d s o f t i m e 

b e f o r e t h e l o n g - t e r m c a p i t a l i nves tmen t r e q u i r e d f o r i t s p r o d u c t i o n and 

r e c o n s i d e r a t i o n o f u t i l i t y steam p l a n t s t o c o a l f i r i n g i s f e a s i b l e and 

can be expec ted . L i k e w i s e a s i g n i f i c a n t u p t u r n i n p r o d u c t i o n o f c o a l o f 

t h e k i n d necessary t o make an impact on t h e energy p rob lem wou ld r e q u i r e 

a d d i t i o n a l c a p i t a l i nves tmen t f o r f r e i g h t ca r s and l ocomo t i ves t o 
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t r a n s p o r t t h e c o a l t o marke t w h i c h a l s o wou ld n o t be j u s t i f i e d w i t h o u t 

some r e a s o n a b l e l o n g - t e r m commitment t o a p rog ram. 

I b e l i e v e a r e a s o n a b l e b a l a n c i n g o f n a t i o n a l i n t e r e s t s r e q u i r e s 

a prompt r e t u r n t o use o f c o a l i n c e r t a i n c i r c u m s t a n c e s . We s h o u l d make 

t h i s d e c i s i o n now because t h e passage o f t i m e w i l l o n l y make t h e need 

g r e a t e r and t h e p o s s i b i l i t y o f ove rcoming t h e p r o b l e m more d i f f i c u l t . 

A l o n g w i t h such use must be a g r e a t e r commitment t o e l i m i n a t i o n o f adve rse 

e n v i r o n m e n t a l e f f e c t s o f such u s e . 

The p r o b l e m i s h e r e ; i t i s now. L o n g - t e r m s o l u t i o n s a r e on t h e 

way b u t s a t i s f a c t o r y s h o r t - t e r m and prompt answers a r e l a c k i n g . They 

must be found and p l a c e d i n e f f e c t . 
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Senator MCINTYRE. Thank you, M r . Lyons. 
We w i l l cal l on M r . James E. Ter ry , general counsel to the Cleve-

land Transi t System and a member of the American Transi t Associ-
ation diesel fuel task force. 

STATEMENT OF JAMES E. TERRY, GENERAL COUNSEL, CLEVELAND 
TRANSIT SYSTEM 

M r . TERRY. M r . Chairman, thank you. 
F i rs t of al l , I would l ike to indicate that M r . James J. Slowey 

of the New Yo rk Transit Association is the chairman of our emer-
gency task force and I am the legal adviser. 

M r . Slowey was unable to be here and I am sort o f p inch-h i t t ing 
fo r him. I hope you w i l l bear w i t h me wi th my restrictions i n that 
regard. 

I would l ike to al90 incorporate our prepared statement i n the 
record, i f you please, Mr . Chairman and I would l ike to digress as to 
a few points to indicate some of our experience i n the t ransi t industry 
w i t h which I am personally fami l ia r—what occurred i n the ci ty of 
Cleveland last F r iday when we attempted to get a contract fo r diesel 
fuel and our bids were open. 

A t the outset, sir, I wish to indicate that our task force represents 
the members o f the American Transit Association, carry ing both the 
ra i l and bus methods of transportation, over 85 percent of the indi-
viduals who use public transportat ion throughout the country. 

I want to digress a minute to indicate that our statistical depart-
ment has indicated to me that that represents some 6.5 b i l l ion rides 
annually or approximately 10 mi l l ion rides daily. 

Those are rides as distinguished f r o m riders, because i t would in-
clude transfer individuals. 

We are appreciative of the work that has been done by your com-
mittee through Senator Harr ison AVilliams and past considerations 
that have been given to the transit industry. 

The industry has adopted the fact that the Nation's cities are 
being strangled by the t w i n i l ls of congestion and pol lut ion and i t is 
indeed true that we find another malady, essentially the energy crisis 
adding to our problems. 

The energy crisis is spreading and affects the transit industry in an 
increasingly severe manner. I n the past months almost al l of the 
transit systems i n the Midwest, inc luding the region f rom Ind iana 
and I l l ino is through Colorado report serious fuel problems. I wish 
to point out a few of them. 

The transit systems in the Southeast, inc luding Flor ida, No r th and 
South Carolina as well as New England have also received: (1) cur-
tai lment notices, (2) refusals to b id by any supplier of diesel fuels 
or, (3) drastic increases in prices. 

I might add, as d id Mr . Lyons who previously testified, that some 
suppliers have gone to Canada to seek supplies of diesel fuel as was 
the instance i n the Minneapolis-St. Paul Transi t Author i ty . 

Senator MCINTYRE. Those transit companies managing somehow to 
get around this crisis—they are st i l l in business, are they not? 

M r . TERRY. Y e s , s i r . 
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However, i f you want me to indicate—1 just was going to get to 
that—the experience that some of the properties have been involved 
in. 

We were i n At lanta this last, week and the Metropol i tan A t lan ta 
Transi t Au thor i t y , after negotiat ing w i t h the Gu l f O i l Co. fo r a 
period of some 6 months, f inal ly were able to secure a contract at an 
increase of, as I recall, approximately 3 to 4 cents-per-gallon of diesel 
fuel. 

They had not indicated to them in the past that they were going to 
get a contract. As a matter of fact, they allowed their contract to 
expire. They gave them an extension on a 30-day basis. 

The Metropol i tan At lan ta Transit Au thor i t y is expanding rapidly. 
You may be fami l ia r w i t h the fact that they had a reduction in their 
fare. Their r idership increased. They hope to expand their bus fleet 
—almost double, and i t is a situation i n which they were very sin-
cerely apprehensive as to what their requirements would be i n the 
future. 

They received no consolation f r om the Gu l f O i l Co. at that time. 
I do not wish to single out the Gu l f O i l Co. but just to indicate that 
this was the one which was i n w i ved w i t h At lanta. 

I might add, sir, w i t h regard to our indiv idual situation in Cleve-
land, we were to ld by our supplier, the early part o f this year that 
they would be able to include our contract requirements. They d id 
not give us any assurances that they would b id i n the future. 

Therefore, our contract expires i n August of this year and we went 
out fo r bids. We had one bidder, which was our contract supplier 
and i t was at a 37-percent increase in price. 

We went out fo r 5.5 mi l l ion gallons. Wh ich was our estimated an-
nual requirements. They made a f i rm b id of 5 mi l l ion gallons, and 
also, I w i l l not read i t but they attached a 2-page legal disclaimer 
which i n effect said, wi thout going into the lawyer's language, that 
we have a contract but we do not have a contract i f we do not want 
to deliver the diesel fuel to you. 

Essentially, i t was a 30-day contract cancellation clause. They 
have addit ional provisions in there. I f there were variables invo lv ing 
certain delays i n the fuel, whether they had control over i t or not, 
they would not be responsible and various other items which made i t 
vir tual ly—made us v i r tua l ly at their mercy in so fa r as the obtaining 
of diesel fuel was concerned. 

Our board has not acted on this as yet but this is the type of b id 
which we are receiving. 

Senator MCINTYRE. I n Cleveland, to absorb that 37-percent in-
crease cost, do you go to the State or do you have a city O.K. on 
increasing your rates ? 

Mr . TERRY. NO, sir, we do not. I n Cleveland, we are unique i n the 
transit industry. We are st i l l operating out of the fare box. We are 
not proud of that factor, but our organization was set up i n 1942 
by a charter mandate of the Citizens of the Ci ty of Cleveland which 
mandated that our fares must be sufficient to cover the operation and 
maintenance, which includes our debt service, bonding expense, and 
our l abor costs. 
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I might add since T have been w i t h them i n the past 4 years, the 
fare has never covered our operation and maintenance. 

We have operated at a deficit. Our deficit is advancing now, very 
small compared to a number of others, but i t is advancing to about 
$5 mi l l ion as distinguished f rom a $30-mill ion aamual revenue. 

So, we are in a situation now whereby any addi t ional increased 
cost we have to pass that on to the r ider by way of increased fares 
which is self-defeating, sir. 

Senator MCINTYRE. YOU have to increase your fare. 
M r . TERRY. Yes. We are mandated to do so by our enabling legis-

lation. 
These increased expenses, as I previously alluded to, can only lead 

to an unavoidable service cutback and fare increases tha t experience 
has shown to be self-defeating and counter-productive to the public's 
best interest. 

I m igh t add also there was a study i n the c i ty of Cleveland w i t h 
regard to the use of automobiles and the use of buses as distinguished 
f rom diesel fuel and gasoline. 

I n this study, which was done by our research department, I jus t 
want, to point out this. I t was indicated that an expressway lane 
moves approximately 1,500 vehicles per-hour dur ing the peak hours 
of traffic. 

Assuming -that only 50 percent of these people would arr ive i n the 
downtown area dur ing the morning rush hours, i t would take an 
addit ional 26 lanes of expressway to accommodate them. 

This indicates Cleveland experience only. These addi t ional 26 lanes 
could not be bui l t because, in fact, we do not have the land and the 
area to bu i ld them. A n internal combustion engine which burns gaso-
line releases approximately 8 times more pol lu t ion than a diesel 
engine. I t is then for these reasons that the industry has requested 
that there be some establishment as you are suggesting, sir, o f alloca-
tions and prior i t ies to the various industries relative to any diesel 
fuel shortages which may result. 

I might add, sir, that the task force d id pass a resolution last week, 
I w i l l not recite the whereas clauses because- they are par t of the rec-
ord, but i t basically resolved that the American Transi t Association 
be recorded as urg ing the President, the Congress of the Un i ted 
States and the petroleum industry in the Un i ted States to take ap-
propriate action to assure mass transportat ion systems an adequate 
f u l l supply available at a reasonable cost, and fur ther that the same 
individuals and associations be urged to alleviate the fuel crises by 
assuring adequate supplies of reasonably-priced fuel to the t ransi t 
industry on a p r io r i t y basis for the purpose of mainta in ing and in-
creasing the operating capabilities of pubic transportat ion facil it ies. 

I m igh t add, Mr . Chairman, that I appreciate the oppor tun i ty to 
appear here and I only wish that some of our experts i n the field 
might be here. 

B u t I w i l l attempt i n whatever way I can to answer whatever 
questions you may have, sir. 

Thank you. 
[The f u l l statement of M r . Ter ry fo l lows: ] 
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S t a t e m e n t o f t h e A m e r i c a n T r a n s i t A s s o c i a t i o n b e f o r e t h e S e n a t e B a n k i n g , 
C u r r e n c y a n d U r b a n A f f a i r s C o m m i t t e e r e g a r d i n g t h e E c o n o m i c S t a b i l i z a t i o n 
A c t A m e n d m e n t s o f 1 9 7 3 . P r e s e n t e d b y J a m e s E . T e r r y , G e n e r a l C o u n s e l t o 
t h e C l e v e l a n d ( O h i o ) T r a n s i t s y s t e m a n d m e m b e r o f t h e A m e r i c a n T r a n s i t 
A s s o c i a t i o n D i e s e l F u e l • ' T a s k F o r c e , M a y 7 , 1 9 7 3 . 

M r . C h a i r m a n , I am J a m e s E . T e r r y , G e n e r a l C o u n s e l t o t h e C l e v e l a n d 

T r a n s i t S y s t e m a n d a m e m b e r o f t h e A m e r i c a n T r a n s i t A s s o c i a t i o n 

D i e s e l F u e l T a s k F o r c e . 

I a p p e a r t o d a y i n b e h a l f o f t h e A m e r i c a n T r a n s i t A s s o c i a t i o n . 

M e m b e r s o f t h e A m e r i c a n T r a n s i t A s s o c i a t i o n , r e p r e s e n t i n g b o t h r a i l 

a n d b u s m o d e s o f u r b a n t r a n s p o r t a t i o n , c a r r y o v e r 8 5 % o f t h o s e 

who u s e p u b l i c t r a n s p o r t a t i o n t h r o u g h o u t t h e c o u n t r y . 

M r . C h a i r m a n , t h e t r a n s i t i n d u s t r y i s g r a t e f u l f o r t h e o p p o r t u n i t y t o 

o n c e a g a i n a p p e a r b e f o r e t h e S e n a t e B a n k i n g , C u r r e n c y a n d U r b a n 

A f f a i r s C o m m i t t e e . 

I t h a s b e e n t h r o u g h y o u r c o m m i t t e e a n d t h e a b l e w o r k o f New J e r s e y ' s 

S e n a t o r H a r r i s o n A . W i l l i a m s , J r . t h a t m a n y o f t h e w a y s a n d 

m e a n s o f u p g r a d i n g p u b l i c t r a n s p o r t a t i o n t h r o u g h o u t t h e c o u n t r y 

h a v e b e e n p r o v i d e d . 

T h r o u g h y o u r C o m m i t t e e t h e U r b a n M a s s T r a n s p o r t a t i o n A s s i s t a n c e A c t 

o f 1 9 7 0 w a s g e n e r a t e d a n d p a s s e d . 

J u s t l a s t M a r c h a n a m e n d m e n t o f f e r e d b y S e n a t o r W i l l i a m s p a s s e d t h e 

S e n a t e t h a t w o u l d , i f s i g n e d i n t o l a w , p r o v i d e t h e n e c e s s a r y 

e l e m e n t s t o a l l o w t h e n a t i o n ' s c i t i e s t o g e t m o v i n g a g a i n t h r o u g h 

u p g r a d e d a n d e x t e n d e d p u b l i c m a s s t r a n s p o r t a t i o n . 

We a p p r e c i a t e p a s t c o n s i d e r a t i o n s , a n d l o o k f o r w a r d t o c o n t i n u i n g t o 

w o r k w i t h y o u t o s o l v e t h e n a t i o n ' s m a s s t r a n s i t w o e s . 
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I n t h e p a s t we h a v e d o c u m e n t e d t h e f a c t t h a t t h e n a t i o n ' s c i t i e s a r e 

b e i n g s t r a n g l e d b y t h e t w i n i l l s o f c o n g e s t i o n a n d p o l l u t i o n . 

T h i s i s i n d e e d t r u e , b u t now we f i n d t h a t a t h i r d m a l a d y , n a m e l y t h e 

e n e r g y c r i s i s , h a s b e e n a d d e d t o t h a t u n h o l y t w o s o m e . 

T h a t we a r e a l l h e r e t o d a y i s i n d i c a t i v e o f t h e g r e a t c o n c e r n o v e r t h e 

n a t i o n ' s r a p i d l y d w i n d l i n g s u p p l y o f f u e l . 

T h e e n e r g y c r i s i s i s s p r e a d i n g , a n d i t s e f f e c t s o n t h e t r a n s i t i n d u s t r y 

a r e b e c o m i n g i n c r e a s i n g l y s e v e r e . 

I n t h e p a s t m o n t h s a l m o s t a l l t r a n s i t s y s t e m s i n t h e m i d - w e s t i n c l u d i n g 

t h e r e g i o n f r o m I n d i a n a a n d I l l i n o i s t h r o u g h C o l o r a d o r e p o r t s e r i o u s 

f u e l p r o b l e m s . 

T r a n s i t s y s t e m s i n t h e S o u t h e a s t i n c l u d i n g F l o r i d a a n d N o r t h a n d S o u t h 

C a r o l i n a a s w e l l a s New E n g l a n d h a v e a l s o r e c e i v e d : 

( 1 ) c u r t a i l m e n t n o t i c e s , ( 2 ) r e f u s a l s t o b i d by a n y s u p p l i e r o f 

d i e s e l f u e l s , o r ( 3 ) d r a s t i c i n c r e a s e s i n p r i c e s . 

T h e d w i n d l i n g d i e s e l f u e l s u p p l y h a s f o r c e d s o m e t r a n s i t p r o p e r t i e s 

t o b o r r o w f r o m o t h e r s ; h a s f o r c e d a n o t h e r p r o p e r t y , n a m e l y 

M i n n e a p o l i s - S t . P a u l , t o s e e k s u p p l i e s f r o m C a n a d a , a n d a t a 

d r a s t i c i n c r e a s e i n c o s t . 

T h a t p r o p e r t y now i s w o r k i n g o n a s c h e m e t o b a r g e f u e l u p t h e 

M i s s i s s i p p i f r o m New O r l e a n s , a c o l o r f u l s o l u t i o n p e r h a p s , b u t 

s o m e w h a t i m p r a c t i c a l . 

A n i s o l a t e d e x a m p l e ? 

H a r d l y . 

F u e l s u p p l i e r s t h r o u g h o u t t h e c o u n t r y a r e b a l k i n g a t b i d d i n g o n 

t r a n s i t i n d u s t r y c o n t r a c t s , o r b i d d i n g a t d r a s t i c p r i c e i n c r e a s e s -
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u p t o 53% f o r d i e s e l f u e l a n d 67% f o r g a s o l i n e . 

T h e s y s t e m r e p o r t i n g t h e s e i n c r e a s e s i s t h e B o s t o n - b a s e d M a s s a c h u s e t t s 

B a y T r a n s p o r t a t i o n A u t h o r i t y ( M B T A ) . 

T h e i n c r e a s e w i l l a d d $ 4 7 8 , 0 0 0 t o M B T A 1 s o p e r a t i n g c o s t s o v e r a o n e - y e a r 

p e r i o d . 

T h e W a s h i n g t o n M e t r o p o l i t a n A r e a T r a n s p o r t a t i o n A u t h o r i t y , a l o n g w i t h 

s e v e r a l o t h e r s y s t e m s , r e p o r t s a n i n c r e a s e o f m o r e t h a n 30% 

o v e r p r e v i o u s b i d s . 

T h e M e t r o p o l i t a n A t l a n t a R e g i o n a l T r a n s p o r t a t i o n A u t h o r i t y h a s j u s t 

n e g o t i a t e d a o n e y e a r c o n t r a c t c a l l i n g f o r a 20% i n c r e a s e . 

T h e t r a n s i t p r o p e r t y i n S y r a c u s e , New Y o r k r e p o r t s t h a t i t r e c e i v e d 

o n l y o n e b i d d e r o u t o f 1 6 s o l i c i t a t i o n s w h e n i t a d v e r t i s e d f o r 

b i d s . 

A s i n g l e b i d d e r r e s p o n d e d , b u t a t a 31% i n c r e a s e o v e r l a s t y e a r ' s 

pr ices. 

T h e s a m e o i l c o m p a n i e s t h a t a r e s p e n d i n g m i l l i o n s o f d o l l a r s a d v e r -

t i s i n g t h e i r d e s i r e t o s e r v e t h e p u b l i c a n d a d v o c a t e t h e 

p r e s e r v a t i o n o f m a s s t r a n s i t a s a s o l u t i o n t o t h e n a t i o n ' s e n e r g y 

c r i s i s , a r e , a t t h e s a m e t i m e b a c k i n g o f f w h e n i t c o m e s t o 

s e r v i n g t r a n s i t s y s t e m s . 

T o a n i n d u s t r y t h a t o p e r a t e d a t a $ 5 1 3 m i l l i o n d e f i c i t l a s t y e a r , 

f u r t h e r o p e r a t i n g c o s t s a r e u n a c c e p t a b l e . 

I n c r e a s e d e x p e n s e s c a n o n l y l e a d t o t h e u n a v o i d a b l e c y c l e o f s e r v i c e 

c u t b a c k s a n d f a r e i n c r e a s e s t h a t e x p e r i e n c e h a s s h o w n t o b e 

s e l f d e f e a t i n g , a n d c o u n t e r p r o d u c t i v e t o t h e p u b l i c ' s b e s t 

i n t e r e s t s . 
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E m i s s i o n s f r o m a u t o m o b i l e s c a u s e a p p r o x i m a t e l y 80% o f t h e a i r 

p o l l u t i o n i n t h e n a t i o n ' s c i t i e s , a n d d r a s t i c m e a s u r e s w i l l 

h a v e t o b e t a k e n t o l i m i t t h e n u m b e r o f a u t o m o b i l e s e n t e r i n g 6 7 

o f o u r c i t i e s i f C l e a n A i r S t a n d a r d s - - s e t up b y t h e E n v i r o n -

m e n t a l P r o t e c t i o n A g e n c y - - a r e t o b e m e t . 

B u s e s , w h i c h r u n o n d i e s e l f u e l a n d e m i t v i r t u a l l y no c a r b o n m o n o x i d e 

a r e a p r a c t i c a l s o l u t i o n t o t h e n a t i o n ' s p r o b l e m o f r e d u c i n g 

a i r p o l l u t i o n . 

I f t h e t r a n s i t i n d u s t r y c a n ' t a f f o r d t o o f f e r a m a r k e t a b l e , t h a t i s , 

e c o n o m i c a l a n d c o m p l e t e t r a n s i t s e r v i c e , m o r e a n d m o r e p e o p l e 

w i l l c o n t i n u e t o r i d e a u t o m o b i l e s , e m i t t i n g m o r e a n d m o r e c a r b o n 

m o n o x i d e , a n d u s i n g m o r e a n d m o r e o f o u r f u e l s u p p l i e s . 

No m o r e t h a n o n e h a l f o f 1% o f t h e t o t a l e n e r g y u s e d i n t r a n s p o r t a t i o n 

i s u s e d b y b u s e s , w h i l e 55% i s u s e d b y c a r s . 

I f t h e p e t r o l e u m i n d u s t r y i s f o r c e d t o m a k e r e d u c t i o n s d u e t o f u e l 

s h o r t a g e s , m a s s t r a n s i t i s c e r t a i n l y n o t t h e p l a c e t o c u t b a c k . 

R a t h e r t h a n c o n t i n u e t o c o n s u m e s u c h a l a r g e a m o u n t o f o i l i n o u r 

a u t o m o b i l e s , we s h o u l d o f f e r c o m m u t e r s a n d o t h e r m a r g i n a l h i g h w a y 

u s e r s a n e f f i c i e n t , s a f e a n d e c o n o m i c a l a l t e r n a t i v e - - m a s s 

t r a n s p o r t a t i o n . 

A 25% d i v e r s i o n o f a u t o t r a f f i c f r o m p a s s e n g e r c a r s t o m a s s t r a n s i t 

c o u l d r e d u c e p e t r o l e u m d e m a n d s b y a l m o s t o n e - h a l f m i l l i o n 

b a r r e l s d a i l y . 

M r . C h a i r m a n , t h e A m e r i c a n T r a n s i t A s s o c i a t i o n f u l l y s u p p o r t s t h e 

a u t h o r i t y t o a l l o c a t e p e t r o l e u m p r o d u c t s g r a n t e d t o t h e P r e s i d e n t 

b y t h e E c o n o m i c S t a b i l i z a t i o n A c t A m e n d m e n t s o f 1 9 7 3 . 
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T h e c o n c e p t o f d e f i n i n g p r i o r i t i e s f o r t h e s y s t e m a t i c a l l o c a t i o n o f 

s u p p l i e s o f p e t r o l e u m p r o d u c t s i s s o u n d a n d we a p p l a u d t h e e f f o r t s 

o f t h e C o n g r e s s i n e n a c t i n g t h e e n a b l i n g l e g i s l a t i o n . 

T h e A m e r i c a n T r a n s i t A s s o c i a t i o n h a s s e t up a n e m e r g e n c y D i e s e l F u e l 

T a s k F o r c e t o a c t a s a w a t c h d o g t o i n s u r e t h a t t h e t r a n s i t 

i n d u s t r y o b t a i n s i t s s h a r e o f t h e d i e s e l f u e l s u p p l y , a t a p r i c e 

we c a n a f f o r d . 

T h e T a s k F o r c e , May 2 n d , p a s s e d a r e s o l u t i o n o n t h e m a t t e r t h a t I 

r e q u e s t be i n c l u d e d a s p a r t o f t h e r e c o r d o f t h e s e p r o c e d u r e s . 

I t r e a d s a s f o l l o w s : 

W h e r e a s , t h e t r a n s i t i n d u s t r y r e c o g n i z e s w i t h i n c r e a s i n g c o n c e r n , t h e 

a p p a r e n t c r i s i s c o n c e r n i n g t h e s u p p l y a n d c o s t o f f u e l , a n d 

W h e r e a s , t h e f a c t i s u n c o n t r o v e r t e d t h a t m a s s t r a n s p o r t a t i o n s e r v i c e 

i s b a s i c t o m a n y o f o u r m o s t v i t a l p u b l i c g o a l s , i n c l u d i n g t h e 

e f f i c i e n t f u n c t i o n i n g o f t h e e c o n o m i e s o f o u r c i t i e s a n d a n 

i m p r o v e m e n t i n t h e q u a l i t y o f o u r e n v i r o n m e n t , a n d 

W h e r e a s , t h e t h r e a t o f f u e l s h o r t a g e s a n d s i g n i f i c a n t i n c r e a s e s i n 

t h e p r i c e o f f u e l a r e now b e i n g f e l t by n u m e r o u s t r a n s i t s y s t e m s , 

a n d a s t h e n a t i o n ' s m a s s t r a n s p o r t a t i o n s y s t e m i s a m o s t n e c e s s a r y 

a l l y i n e f f o r t s t o c o n s e r v e f u e l a n d c l e a n t h e e n v i r o n m e n t , 

Be i t t h e r e f o r e r e s o l v e d , t h a t t h e A m e r i c a n T r a n s i t A s s o c i a t i o n b e 

r e c o r d e d a s u r g i n g t h e P r e s i d e n t , t h e . C o n g r e s s o f t h e U n i t e d 

S t a t e s a n d t h e P e t r o l e u m I n d u s t r y i n t h e U n i t e d S t a t e s t o t a k e 

a p p r o p r i a t e a c t i o n t o a s s u r e m a s s t r a n s p o r t a t i o n s y s t e m s a n 

a d e q u a t e f u e l s u p p l y , a v a i l a b l e a t r e a s o n a b l e c o s t 

F u r t h e r r e s o l v e d , t h a t t h e P r e s i d e n t , t h e C o n g r e s s , a n d t h e P e t r o l e u m 
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I n d u s t r y b e u r g e d t o a l l e v i a t e t h e f u e l c r i s i s b y i n s u r i n g 

a d e q u a t e s u p p l i e s o f r e a s o n a b l y p r i c e d f u e l t o t h e t r a n s i t 

i n d u s t r y o n a p r i o r i t y b a s i s f o r t h e p u r p o s e o f m a i n t a i n i n g 

a n d i n c r e a s i n g t h e o p e r a t i n g c a p a b i l i t i e s o f p u b l i c t r a n s p o r t a t i o n 

f a c i l i t i e s . 

M r . C h a i r m a n , l e t me c l o s e by s t r e s s i n g t h e w o r d p r i o r i t y - w h i c h i s 

a m a j o r c o n c e r n - we m u s t h a v e t h i s p r i o r i t y a s s u r a n c e t h a t w e 

w i l l h a v e a d e q u a t e f u e l s u p p l i e s a t a r e a s o n a b l e c o s t . 

T h a n k y o u , M r . C h a i r m a n . 
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Senator MCINTYRE. M r . Dun ikosk i—I am not sure, M r . L y o n that 
this question is apropos to you, but you may want to take a crack at 
i t—and I w i l l ask you, Sir* Ter ry , what the rationale o f a major o i l 
company refusing to supply, say, Greyhound or Cleveland Trans i t 
System—holding you down to 80 percent or back at 60 percent or 70 
percent; i n the meantime out- i n the i r stations out on the dotted hor i -
zon a l l over the place thev are g iv ing away t rad ing stamps—is that 
i t? 

M r . DUNIKOSKI. Glasses, a l l types of things. 
Senator MCINTYRE. W h o are they protecting? 
M r . TERRY. I w i l l only indicate to you what was to ld to me, and th is 

is hearsay here today, which a lawyer sort of has to give you admo-
nit ions on, but i t makes some sense. Essentially, I am not fami l ia r 
w i t h the technicalities o f i t but i t has to do w i t h the dist i l late mix 
of fuels. 

Your diesel fuel is made f rom crude oi l and, as I understand i t , is 
one of the f irst mixes that come off the stack iand then you go fur ther 
on into refinements of kerosene, gasoline, and other petroleum prod-
ucts. The product ion costs of diesel fuel are much less than the pro-
duction costs of the items which come off at the fair end of the stack. 

So, the rationale essentially is this. They fel t i f there were some 
controls on, a total product control o f 1.5 over the entire industry, 
they could very wel l make more money off the gasoline than f rom 
the diesel fuel. 

Therefore, they would wi thho ld the diesel fuel, ref ining the gaso-
l ine and an increase in gasoline prices would not be as great i n reflect-
ing their prof i t marg in because there would be greater costs involved 
i n that as distinguished f rom pu l l i ng off diesel fuel at one end of 
the pipe. 

I do not know how val id that is, sir. I am not to ta l ly fami l ia r w i t h 
the technicalities o f i t but w i t h the rudimentary knowledge that I 
have and the way i n which they explained i t to me, tha t appeared to 
be sensible. 

I am not prepared to impeach i t . Tha t is what they to ld us. 
M r . DUNIKOSKI. M y observation is this, sir, they have contracts 

to provide diesel fuel to the major transportat ion companies at a 
specific price level and a specific number of gallons. 

B v reducing that, they can take and convert, as M r . Teirry has 
pointed out, that crude to gasoline at a higher increase i n prices than 
they get f r o m .the contractual customers they have. 

I t r ied to touch on earl ier in my testimony that they are not even 
supply ing the people who they aire under contract to supply fuel to. 

Here they are tak ing the same crude, convert ing i t to gasoline and 
making available -to nonicontiiact purchasers, what we feel are non-
essential uses. 

I th ink i t is just a case of economics. They are t r y i n g to get the 
most profi t out o f the same crude. 

M r . LYON. Only to underscore, the reason I am here is to make 
certain you understand that we are very much i n the same boat and 
we are just as v i ta l ly concerned about this. 

The same t h i n g exactly has happened to us. W e are having trouble 
gett ing our contracts renewed. They are drawing the rug out f rom 
underneath us. Most meetings I have attended indicate that i t is a 
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matter of p r ic ing and other functions o f the market. They are able 
to get higher ponces and a higher markup on the gasoline than the 
distillates. 

That is what underlay my recommendation that the President now 
must make the allocations to be sure that come winter there has been 
enough advance production of disti l late, because i f he has not. we 
w i l l be i n trouble i f disti l late runs out because gasoline cannot be 
substitued fo r o i l to heat or run diesel engines wi th . He has got to 
make that decision pret ty soon. 

M r . DUNIKOSKI. I just want to point out whereas many of the 
people who testified here today indicated that th is was a problem 
pr imar i l y last January, T want you to understand and the committee 
to understand, that i t is a problem r igh t now today i n the bus 
industry. 

We are experiencing shortages today at certain locations. 
Senator MCINTYRE. Wha t are you doing? Are you tak ing some of 

your buses off? H o w do you get along on 80 percent when you had 
100 percent last year ? 

M r . DUNIKOSKI. This is the problem. Let me cite you an example. 
Recently in South Carolina, because of certain mi l i ta ry movements, 
we ut i l ized more buses at a part icular location where we had fuel 
deliveries. We were running out. We went to the fuel supplier and 
we could not get a f i rm commitment that we would get the fuel. 

We went helter-skelter out there to some independent supplier at 
considerably higher rates and we are not sure that the independent 
supplier was not get t ing i t f rom a major supplier. 

We cannot prove or disprove which way or how he was gett ing 
i t . These are the problems today. 

They are real, r i gh t today. As other people have testified today, 
every day we spend hours and hours just t r y i n g to keep our buses in 
operation w i t h this fuel shortage. As Mr . Lyon pointed out, I strong-
ly urge that the committee take whatever action is necessary to get 
the President to move now, sir. 

We feel i t is essential that action be taken now, not next f a l l or 
winter. The problem is w i th us today. 

Senator MCINTYRE. Essentially, the same reason that you are stat-
i ng here fo r this action of the majors, the producing companies, the 
one that gasoline is a more profitable i tem w i th and, therefore, No. 2, 
fuel o i l which f irst interested me, because that was the heating oi l i n 
New England, that is the reason i t was given a lower pr io r i ty . 

Ivet me ask you this, gentlemen, do most of these contracts you have 
been signing w i t h the suppliers, you know, dat ing back almost f r o m 
the beginning of the first t ime you saw a contract w i t h the supplier, 
do they have these cancellation clauses? Haven' t they always pro-
tected themselves w i th these cancellation clauses? 

M r . DUNIKOSKI. I cannot speak as fa r as in the past. I can te l l you 
today. Fo r example, we negotiated a contract i n 1972, a 5-year con-
tract fo r a certain number of gallons annually at a certain figure. 
They have inserted, as Mr . Terry indicated or ig inal ly , every type of 
contractual language that . No. 1. requires renegotiation of the prices 
annually, and i f you do not agr ' ' ' 

r ights i n there—or at least they have indicated in (their contracts that 
they have the r ight to cancel 
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i f they determine that they want to reduce youir tota l supply by "a?" 
percent, which they d id 20 percent less or 25 percent less, that they 
have the r igh t to do this, so in answer to your question, I can te l l 
you, sir, that a l l the contracts that we have been involved in negotiat-
ing recently, they have every type of protection that affords them— 
i t is str ict ly a one-sided contract, but i t is l ike having a kni fe at 
your jugular vein. You do not real ly have any choice. 

Senator MCINTYRE. One of the questions that we have i n m ind w i l l 
very l ikely be answered on the last day of our testimony, on May 11, 
when we w i l l be asking D r . Dunlop, who is the Director of the Cost 
of L i v i n g Council, whether the oi l industry is meeting the mandatory 
price standards imposed bv the Cost of L i v i n g Council back i n March 
of 1973. 

So, hopeful ly, we w i l l be able to f ind tha t out f rom him. I suspect 
that they have somehow or other met the l imitat ions placed on them. 

Mr . LYON. I would l ike to make one brief comment about that. 
There apparently are different ways of handl ing fuel through d i f -
ferent. kinds of market ing procedures between the parties that some-
how or other make the price controls under the voluntary guidelines 
less effective. I am not exactly sure how this works. Tha t migh t be 
one avenue to explore w i th the Cost of L i v i n g Council Chairman, 
D r . Dunlop. 

Senator MCINTYRE. I w i l l just say for the record, I th ink , Mr . 
Lvon, you are probably r ight . IT is my understanding that the 23 
largest o i l companies in the Uni ted States were placed under manda-
tory controls, which would allow only a 1 percent increase in price i n 
1973 wi thout the approval of the Cost of L i v i n g Council. 

A second provision of the mandatory price control regulations 
provides that crude and petroleum prices could increase to a maxi-
mum o f i y 2 percent i f such increases could be justif ied because of 
increased costs. 

Wh i le we have no documented evidence, there is a seirious question, 
so fa r as this committee is concerned, as to whether the industry has 
not already exceeded the mandatory pr ic ing guidelines. Bu t we w i l l 
get the answer to that fo r our record. 

M r . TERRY. Whi le Mr . Dunikoski was indicat ing the restrictive 
provisions i n the contract, I just put my thumb on one clause which 
I would l ike to read to you which indicates how they can control 
the supply. This is one clause which they placed i n our contract on 
Fr iday. 

I f , f o r any such cause, the supply of diesel fue l avai lable t o contractor fo r 
del iveries i n the Cleveland area is cut off, or so cur ta i led as to prevent con-
t rac to r f r o m furnis ih ing through i ts regular methods of d is t r ibu t ion , the f u l l 
quant i t ies of diesel fue l requi red of i ts customers i n said area, contractor 
shal l have the r i g h t to al locate the avai lable quant i t ies of such fue l among 
such of i ts regular customers i n such manner as contractor shal l deem f o r 
i ts best interest , and i n such event the t rans i t system of the C i ty of Cleve-
land shal l have no c la im fo r any fa i l u re o r p a r t i a l f a i l u re or delay on tihe 
pa r t of the cont ractor i n mak ing del iveries of tihe f u l l quant i t ies of fue l 
ordered by the t rans i t system. 

Senator MCINTYRE. I do not blame them for pu t t ing that sort of a 
clause i n the contract today. For 8, 9,10, or 15 years, they must have 
been dealing w i th some sort of escape clause in thedir contracts, prob-
ably not as cr i t ical or as difficult as you are enjcountering today. 
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Today they are faced w i t h the fact that we do not have the ref in ing 
capacity or the product ion i n th is country t o meet the r is ing demand. 

I suspect that your answer i n general, as I take the three o f you 
here and again I am leading you a l i t t le b i t , i t is tha t the President 
should begin to use the author i ty contained i n the Economic Stabi l -
izat ion Ac t to set f o r t h plans tha t w i l l go to the fuel al location 
problem. 

M r . DUNIKOSKI. I wou ld l ike to restate—I strongly urge that he 
take action now. I feel i t is mandatory tha t he take act ion now and 
not wai t un t i l later. The situation is cri t ical. 

Senator MCINTYRE. A n y t h i n g .further that any o f you would l ike 
to add to your testimony at this t ime ? 

M r . TERRY. Noth ing fur ther , other than the fact tha t our Board 
o f the American Trans i t Association has not met to consider th is 
problem. However, they d id authorize the appointment by the presi-
dent of the association of our task force, and i t is the feel ing fu r ther 
o f the chairman of the emergency task force that they w i l l concur i n 
our resolution which addresses itself to an aff irmative response to 
the question that you have just raised. 

Senator MCINTYRE. I n the event anyth ing transpires among your 
associations before the closing t ime of our testimony, we usually set 
a dos ing t ime o f probably 2 weeks after we ad journ or recess at the 
cal l o f the Chair , next F r i day—i f you want t o b r i ng something in to 
the record here, we would be glad to receive i t . 

M r . DUNIKOSKI. I would l ike to make th is comment to a question 
you asked of the panel that was up here earlier, as to f r o m whom we 
seek relief. I would l ike to state, as fa r as the bus indust ry is con-
cerned, we have had the same decree of problems. There are so many 
agencies involved, "there really is no planned group tha t we can 
approach. 

Quite f rank ly , i n view of a l l the confusion, I t h i n k we have to look 
now to the Department of Transportat ion, so again i f there were 
one part icular agency, we would certainly support tha t position. 

Senator MCINTYRE. Thank you a l l fo r coming here today to test i fy 
to the problems you have encountered. We w i l l proceed du r i ng the 
next 4 days to hear the ramifications o f every aspect. I am hopeful 
we w i l l be moving i n the direction that a t least, the one you three 
gentlemen feel we should be. 

We w i l l recess un t i l 10 o'clock tomorrow morning. 
[ A t 12:10 p.m. the committee recessed to reconvene at 10 a.m. 

Tuesday, May 8,1973.] 
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PETROLEUM PRODUCT SHORTAGES 

T U E S D A Y , M A Y 8, 1973 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING, 

AND URBAN AFFAIRS, 
Washington, D.C. 

The committee was convened at 10 a.m., i n room 5302, New Senate 
Office Bui ld ing, Senator John Sparkman, chairman of the committee, 
presiding. 

Present: Senators Sparkman, McIntyre , and Johnston. 
Senator MCINTYRE. The committee w i l l come to order. 
We w i l l continue our hearings this morning on the subject of the 

Impact of Petroleum Product Shortages on the Nat ional Economy. 
Let me insert i n the record at this point a letter I sent to the Whi te 
House, May 7. 

[The letter fo l lows: ] 
U . S . S E N A T E , 

C O M M I T T E E ON B A N K I N G , H O U S I N G A N D U R B A N A F F A I R S , 
Washington, D.C., May 7, 1978. 

T H E PRESIDENT, 
T H E W H I T E H O U S E , 
Washington, D.C. 

DEAR MR. PRESIDENT : I am w r i t i n g you on a mat te r of extreme urgency t h a t 
concerns not only a signi f icant por t ion of th is country 's o i l i ndus t ry but also 
w i l l have a pro found impact on the c i t izenry and na t iona l economy i f ac t ion 
is not taken immediate ly . The mat te r t ha t I am re fe r r i ng to is the gasoline 
shortage t ha t is beginning to exh ib i t a c r ipp l ing impact on a number o f sec-
t ions of the c o u n t r y ; a var ie ty of industr ies, inc lud ing the independent mar-
ket ing and ref in ing segments of the o i l i n d u s t r y ; and the consumer. 

As you may recal l , i n a le t ter I sent to you th is w in te r d u r i n g the per iod 
thart several sections of the count ry were experiencing home heat ing 041 
shortages, I warned t ha t evidence was beginning to develop ind ica t ing t ha t 
because of the apparent i nab i l i t y o f the ref in ing segment of the o i l i ndus t ry to 
prov ide suff icient supplies of var ious petro leum products t h a t a gasoline short-
age was l i ke ly to occur e i ther i n the la te sp r ing or the ear ly summer o f th is 
year. 

I n an t ic ipa t ion of such shortages developing w i t h regard to a number of 
essential pet ro leum products, I offered an amendment p rov id ing you w i t h 
the au tho r i t y to al locate pet ro leum products du r i ng such shortage periods. As 
you we l l know, th is amendment was adopted by both Houses of Congress and is 
contained i n the extension of the Economic Stab i l iza t ion Ac t wh ich you signed 
in to l aw A p r i l 30, 1973. 

I n my opinion, i t is a mat te r of u tmost urgency t ha t you immediate ly take 
steps to imp lement the au tho r i t y granted to you to (1) establ ish an a l locat ion 
procedure among the var ious sections o f the country wh ich c lear ly sets stand-
ards and c r i t e r i a f o r pr io r i t i es of use: and (2) implement a program tha t 
w i l l assure t h a t sufficient supplies o f petro leum products a re made avaUable 
to a l l segments of the petro leum indus t ry i n a manner designed to prevent 
ant icompet i t i ve effects f r o m developing w i t h i n the petro leum indus t ry i tse l f . 

I t is apparent t h a t i f such act ion is not taken immedia te ly t ha t th is 
country w i l l experience a severe cur ta i lment o f necessary petro leum supplies 
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and t h a t a substant ia l segment o f the pet ro leum indus t r y comprised exclusively 
of smal l businessmen w i l l be destroyed. 

Sincerely, 
T H O M A S J . M C I N T Y R E . 

U . S . SENATOR. 

Senator MCINTYRE. We call as our f irst witness this morn ing M r . 
F red C. Allvine., associate professor of marketing, Georgia Inst i tu te 
of Technology. 

We are glad to welcome you here this morning, professor. I am 
interested i n what you have to say about this problem that is con-
f ron t ing the Nat ion at the time. We have a copy of your statement. 

STATEMENT OF FRED C. ALLVINE, ASSOCIATE PROFESSOR OF 
MARKETING AND FRED A. TARPLEY, JR., PROFESSOR OF ECO-
NOMICS COLLEGE OF INDUSTRIAL MANAGEMENT, GEORGIA 
INSTITUTE OF TECHNOLOGY 

Mr . ALLVINE. The statement w i l l require about 12 minutes to read. 
I f I just proceed r ight on thorough i t 

Senator MCINTYRE. A n y place you can summarize or skip a para-
graph, we w i l l appreciate i t , because we are operating w i t h about 70 
minutes today. I want you to feel i n the end you have had an oppor-
tun i ty to test i fy, but we w i l l appreciate anyth ing you can do to 
shorten i t . 

M r . ALLVINE. W i t h me is Professor Tarpley, also f r o m Georgia 
Inst i tu te of Technology. We hope the complete statement w i l l be 
pr inted in the irecord. 

S e n a t o r MCINTYRE. O h , yes . 
M r . ALLVINE. The future of independent pr ivate brand market ing 

sector of the gasoline industry is i n severe jeopardy. Al ready the 
gasoline shortage has destroyed several competitors and our analysis 
indicates the situation is growing worse. I f conditions continue as 
they aire, the casualties by the end of th is summer are going t o be 
great. Unless there is some relief f rom the competitive squeeze tak ing 
place, i t is very l ikely that irreparable damage may be done to the 
independent market ing segment of the gasoline industry. 

The cr i t ical situation confront ing independent discount gasoline 
marketers is inimical to the public interest. Such marketers have been 
the pr imary source of price competit ion and have been the leading 
source o f innovation i n gasoline marketing. Independent pr ivate 
brand marketers have fo r the last several years sold gasoline f o r 3 
to 5 cents per-gallon less than the prevai l ing price o f major brand 
gasoline. 

Account ing fo r approximately one-eighth of the gasoline sold 
through stations, they direct ly saved the public an estimated $375 
mi l l ion dur ing 1972 and well over a hal f a b i l l ion dollars when the 
responses of major brand marketers were considered. 

The largest independent pr ivate brand companies operate fewer 
than a thousand stations. Many of the larger pr ivate branders operate 
only a couple hundred stations and there are hundreds of indepen-
dents each operating less than a dozen stations. The smallness i n size 
of the independents would be in contrast to the eight largest major 
brands inc lud ing Exxon, Texaco, Mobi l , Gu l f , Shell, Socal, Amer-
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ioan, and Arco, each having more tihan 20,000 stations in the Un i ted 
States. 

The large numbers of independent private brand organizations, 
each pursuing their own best economic interest, is what has made 
the discount marketer such an important competitive force i n the 
gasoline industry. 

Independent private brand marketers have grown by employing 
the discount method o f selling gasoline on a high-volume and low-
price basis. These discount marketers operate w i th margins of 5-7 
cents-per-gallon i n comparison to the major brand companies that 
require 10-12 cents or more to sell thei r gasoline. As a result of their 
efficiencies, the independent market ing specialists have, un t i l recently, 
been able to sell gasoline at substantial savings to the public. 

The increasing relative efficiency of the independents' method of 
market ing was exerting tremendous economic pressure on the costly 
major brand method of marketing. This major brand method of 
market ing has been to sell relatively high-priced gasoline, on a brand-
advertised basis through a very large number of stations, located on 
expensive properties w i th elaborate facilit ies, using credit cards, 
stamps, premiums and games. As a result of the independents, the 
majors' overbuilt and costly style of market ing was start ing to crum-
ble. The consumer savings that would have resulted f rom the gasoline 
market ing revolution that was in the makings couild easily have been 
between $1 b i l l ion and $2 b i l l ion a year. 

The independent discount gasoline marketers, however, are no 
longer able to exert the much needed pressure on the dominant oper-
ators to reform their costly methods of marketing. Several of those 
independent marketers that were forc ing change up to 9 months ago 
have either been forced out of business, or else are now f ight ing for 
survival and are t r y i n g to keep their doors open. The dramatic 
change of circumstances fo r independent price marketers f rom being 
at the leading edge of change a few months ago to their current 
problem of survival is a result of the rapid ly surfaced petroleum 
supply problems. 

Senator MCINTYRE. Professor, I appreciate your t r y i n g to go r igh t 
along. I th ink you are going a l i t t le fast, even fo r yourself. You 
must be out of breath. 

You say that several of those independent marketers were forc ing 
changes up to 9 months ago have either been forced out of business, 
or else are now f ight ing fo r survival and t r y ing to keep their doors 
open. Do you know the names of these firms? 

Mr . ALI.VINE. W i t h my interest in independents, I am in contact 
w i t h marketers on a nationwide basis. I also receive eight industry 
trade journals which I religiously read. Between the calls and the con-
versations and speeches that I have been making across the country, I 
have been i n close contact w i t h independents and their p l ight has 
been very wel l known to me. 

Senator MCINTYRE. This is nationwide ? 
Mr . ALLVINE. I t is a nationwide phenomenon, sir. 
Senator MCINTYRE. Very well. Proceed at a l i t t le slower pace, i f 

you w i l l . 
M r . ALLVINE. The cr ipp l ing problem of the independent discount 

gasoline marketers is securing competitive supplies of gasoline to 
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sell to their customers. Some refineries have taken advantage of the 
growing shortage of crude oi l and refined products. Crude o i l and 
refined products have been diverted f rom independent refineries and 
discount marketers to direct operations of certain of the inte-
grated oi l companies. As th is has happened independents have been 
compelled to increase their prices, reduce hours of operation and to 
lay off employees in order to continue to operate. Those that were h i t 
earlier and harder by cutbacks in supply have gone out of business. 

The public consequence of -using the supply shortage to d iver t 
products f r om independents has been to destroy the pr imary source 
of price competition in the marketplace. As supplies have been fixed, 
reduced, and cut off to the independents, the major o i l companies are 
no longer part icular ly concerned about price competition. The sudden 
stabi l i ty of gasoline prices i n the marketplace as supplies have been 
diverted f rom independents can be observed f r om figures 1-6 that 
are attached a t the back of this statement. 

The price charts fo r six major markets show that airound the middle 
o f August, 1972, that price competit ion suddenly halted i n a miracu-
lous sense in these market areas. 

W i t h supplies reduced and regulated to the discount marketers, 
the major oal companies were no longer concerned about the g rowth 
of price marketers. Control over supply and i ts diversion f r o m the 
discount marketers has proven to be a very effective technique fo r 
regulat ing and destroying price marketing. 

W i t h gasoline supply delicately balanced to demand, and the dis-
count marketers unable to grow and expand on the basis o f thei r 
relative efficiency, i t has been possible fo r the major brand marketers 
to signif icantly increase their prices. For the 37-week period f r o m 
August 13, 1972, through A p r i l 22, 1973, in comparison to the previ-
ous 37 weeks, the major brand prices increased by 3.5 cents per gal-
lon i n Los Angeles—the world's largest gasoline market—2.4 cents i n 
Port land, 3.9 cents in Seattle, 2.4 cents i n Phoenix, 2.8 cents i n Boise 
and 2.7 cents throughout most of Nevada. 

As the figures show, since supply has been sharply reduced and 
prices increased to the discount marketers the past 2 to 3 months, the 
independents have been forced to increa.se their prices to nearer the 
major-brand price level. D u r i n g the last 3 months the independent 
price has increased in Los Angeles, Port land, Boise, and throughout 
Nevada f rom 3-6 cents per gallon. 

These were on top of earl ier price increases of around 2 cents per 
gal lon by the independents. Wi thou t supply .there is no way fo r the 
independent discount marketers to act as an effective deterrant to 
major brand price increases. Furthermore, as supply is reduced to the 
independent, i t becomes necessary fo r h im to increase his price to 
tTy to stay alive. 

Price increases on the order of those observed in the six western 
U.S. market areas have been fa i r l y common throughout the country. 
So fa r this year the wholesale price of gasoline to major brand deal-
ers—the dealer tank wagon price—has increased around 2.1 cents per 
gal lon the basis of a 100-market survey as shown i n the chart below. 

Such increases i n the cost of gasoline to dealers really translates 
into retail prices of around 3 cents per gal lon to the publ ic through-
out the country. 
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This general stabil ization of prices occurred in mid-August 1972, 
the same t ime as the price increases observed i n the six western 
markets. A n account of the nationwide price, increase i n mid-August 
1972 f rom the O i l Da i ly is attached to this statement. 

Now, in this article an independent marketer was quoted as saying 
that " w o r d finally has filtered to the 'wi lder ' marketers that gasoline 
might no longer be available for volume-selling based on price cut-
t ing. " 

As the supply situation has grown t ighter, the threats or prognosis 
have come true and price marketers are being squeezed, weakened, 
and destroyed. 

I n contrast to the desperation situation of the independents, several 
of the major o i l companies reported that first-quarter earnings had 
increased f rom 30 to 50 percent w i t h profits at record levels. 

The serious predicament o f independents was recently underscored 
by Ke i t h Fanshier, president of the O i l Dai ly , one of the leading 
industry trade papers. Fanshier, who frequently takes positions fav-
orable to the giants o f the industry, points out i n an article, "The 
Small Businessman Now," the desperate situation o f the independent 
marketers. Excerpts f rom his article are as fol lows: I w i l l just read 
the last one. 

I t w i l l make fo r a better to ta l industry in the end, to have a vigorous, 
healthy, surv iv ing small business wing of the industry . . . . When the shortage 
is a t last overcome, the good businessman must s t i l l be i n business—not have 
been a tragic casualty. The industry as a whole must keep this v i ta l lesson 
uppermost in mind. 

Fanshier is g iv ing some very important advice, but i t is doubtful 
that those the message is intended to reach w i l l l isten and respond. 

The question is sometimes asked or impl ied " W h y d id the inde-
pendent marketers a l low themselves to get into such a serious supply 
si tuation?" 

Stated another way, " W h y didn' t the independents have the fore-
sight to integrate backwards into ref ining?" 

The supply problem of independent marketers is to a considerable 
degree the long-run consequence of vertical integration and monopoly 
power in the crude oi l market. Over much of the past 25 years, crude 
oi l prices have been administered at art i f ic ial ly h igh levels. W i t h 
high-priced and noncompetitive feedstocks and the prospects for 
low wholesale prices f rom integrated competitors, l imi ted economic 
incentive has existed fo r making investment in independent refining. 
I n contrast, integrated refineries, owning large quantities of crude 
oil, have been i n a favored position to expand thei r own refining as a 
way to ut i l ize their h igh ly profitable crude oil. I t fo l lowing that 
independent discount marketers have been forced to become more 
directly and indirect ly independent upon the major o i l companies 
fo r supply. 

Vert ical integrat ion also led to integrated oi l companies subsidiz-
ing their market ing operations. U n t i l recently, market ing investment, 
l ike refining, was used to cash in crude oi l profits. The subsidizing of 
market ing w i t h crude oi l prof i t and cash flow led to the tremendous 
and costly overinvestment in market ing that exists today. Even 
executives of Exxon and other huge integrated oi l companies point 
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out that there are two to three times more retai l stations than are 
needed to efficiently serve the public interest. 

The oostlv overinvestment in market ing would not be anywhere 
near the problem that i t is, had i t not been fo r integrat ion and sub-
sidization o f market ing w i th crude o i l profits and cash flow benefits. 
I f market ing was not t ied to crude oi l , the investment i n market ing 
would be much less and gasoline would be sold to the public on a 
more efficient basis at a lower price. 

I t is i ronic that the independent discount gasoline marketers are 
having such difficulties today, fo r the major integrated oi l companies 
are now attempting, after 25 years of heavy subsidization, to put 
market ing and refining on a profitable basis. W i t h the major o i l 
companies reducing their market ing subsidies, the independents, who 
have existed wi thout subsidies, should be enjoying a new prosperity 
and a deeper market penetration because of their much greater effi-
ciency. 

Integrated oi l companies are. now desirous of mak ing ref ining and 
market ing profitable since the crude oi l prof i t haven that they have 
enjoyed since W o r l d W a r I I is eroding. Internat ional ly , foreign 
governments are increasing crude oi l prices and moving to take over 
the oi l fields now in their respective countries. 

I n the Uni ted States, most of the readily available and low-cost 
o i l has already been discovered and that which remains to be dis-
covered is quite costly. 

Thus, the financial strategy of the integrated companies must be 
to put ref ining and market ing on a profitable basis and to capture 
more of their earnings f rom their activities. However, standing i n the 
way of this strategy are the independent discount gasoline marketers 
and the independent refineries that have operated wi thout subsidies. 

Therefore, i f the integrated companies are to breathe significant 
profits back into their costly and inefficient market ing system and into 
their ref ining activities, the independents must be eliminated as an 
effective market ing force. The way to stop the independent discount 
marketers is to reduce or cut off their supplies of finished products. 
S imi lar ly , the way to damage independent refiners is to cut off their 
supplies of crude oil. This can be done by refusing to sell or by rais-
ing prices to uncompetitive levels. Both are occurring and the inde-
pendent marketer and the independent refiner is in per i l of extinc-
t ion. 

I n conclusion, the performance of the petroleum industry could 
be greatly improved i f the struggl ing independent sector of the in-
dustry were saved. This w i l l occur only i f Congress acts decisively 
against the predatory acts of some of the integrated o i l companies 
i n cut t ing off supplies of refined products and crude o i l to their 
t rad i t iona l independent customers. 

For the durat ion of the supply crisis, the integrated oi l companies 
should be prohibited f rom selling a larger percentage of their refined 
products and crude oil through controlled ref ining and market ing 
operations than they d id dur ing the base period of the first ha l f of 
1972. pr ior to the occurrence of the severe product shortages. The 
remaining refined products and crude oi l would then be equitably 
distr ibuted and priced to t radi t ional independent customers based 
upon normal supply relations dur ing the base period. To the extent 
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that independent customers have already been put out of business 
and cannot be restored, the balance of available product would be 
proport ionately distr ibuted to the surviv ing independent companies. 

Over the long run, the competitive performance of the petroleum 
industry would be greatly improved by the physical or funct ional 
divorcement of crude oi l production f rom other industry activities. 
Crude ocl has been the source of monopolistic power. I t has been 
used to weaken and destroy downstream competitors, including those 
integrated competitors who are relatively poor in crude oi l . 

Physical divorcement would mean that crude oi l activities would 
be spun off and run by new and independent companies. Functional 
divorcement would require integrated o i l companies to adopt sepa-
rate operating and accounting procedures and would require their 
crude oi l activities and their refining and marketing activities to 
stand on their own respective financial feet. 

Both physical and functional divorcement would—to vary ing 
degrees—result i n improved public performance of the petroleum 
industry. One th ing that would happen is that the excessive invest-
ment in market ing and the high cost of selling would cease. A f t e r a 
period of adjustment there would be perhaps hal f the number of sta-
tions, and the cost of selling gasoline could easily result i n prices 
generally 2 cents-per-gallon less than present levels. This would 
mean a saving of about $1% bi l l ion a year. 

I n summary, the imperi led condit ion of discount marketers and 
refineries i n the short run can be remedied by the proper legislation 
or by governmental decree. For the duration of the supply crisis 
independent marketers and refineries should obtain their f a i r share 
of product based upon historical relationships w i th their suppliers 
and the product should be available at competitive prices fo r the 
different classes of customers. 

The long-run solution to the problem o f unfa i r competition w i th 
independents f rom integrated oi l companies can be solved by divorce-
ment of crude oil. Whi le the performance of the petroleum industry 
would improve most w i t h physical divorcement of crude oi l f rom the 
remainder of the industry act ivi ty, the less severe functional divorce-
ment—accounting, operational and financial—would do some good 
and would not be hard to implement. A t the very least the Govern-
ment should seek funct ional divorcement to decrease the l ikel ihood 
of the continuation of high-iadministered crude oi l prices i n the 
Uni ted States that squeeze downstream competitors and that distort 
the normal competitive processes in the pertoleum industry. 

Senator MCINTYRE. A t this t ime I yield to the distinguished chair-
man of the committee. Senator Spairkman, w i th the admonition that, 
the 10-minute rule is in effect. 

The CHAIRMAN. Thank you, Senator Mcln tyre . 
Let me say first I am very pleased that, you set these hearings. I 

th ink they are badly needed. 
I have enjoyed very much the statement that has been given to us. 

I was looking at some of these charts. I am not sure I can read 
them. They seem interesting anyhow, showing the variation in 
price. 

When you speak of divorcement f rom crude oil, just- what do you 
mean by that ? 
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Mr . ALLVINE. What we are suggesting is a possibil i ty of two ap-
proaches to divorcement. One is to sever crude o i l operations f r o m 
the integrated oi l companies entirely, make them independent com-
panies, different stock ownership, acting i n their own best interest 
relative to the remainder of the company which would be distr ibut ion, 
ref ining and marketing. 

The CHAIRMAN. Wou ld this be through the entire industry ? 
M r . ALLVINE. That would be through the entire industry. 
The CHAIRMAN. Both independent and the others? 
Mr . ALLVINE. There would be independent crude-oil explorat ion 

and production companies and then there would be distr ibut ion, 
ref ining and market ing companies. 

Wha t we would find i f tihis were done, Senator, is that crude o i l 
would tend to reach a fa i rer and competitive price based upon market 
conditions and factors and not beset by the administrat ion practices 
o f the major o i l interests in this countiry where supply is veny l im-
i ted and the normal workings of the marketplace due to a variety of 
conditions are not allowed to take place. 

The CHAIRMAN. But do the independents have refineries, as such, 
or do they rely upon purchasing f rom the major oi l companies? 

Mr . ALLVINE. I believe that I understand your question. I f you 
look at the petroleum industry, let us say somewhere i n the v ic in i ty 
of 90 percent of the refiner}7 industry is owned or otherwise controlled 
by the integrated companies that operate f rom crude, pipeline, refin-
ing, pipelines, distr ibution, and marketing. These companies, i t is 
estimated, are approximately three-fourths sufficient in their own 
crude oil. 

Nationwide, then, perhaps somewhere in the neighborhood of 65 
to 70 percent of the crude oi l that is produced i n th is country is 
owned by the integrated oil companies. 

The remainder of the crude oi l is supposedly produced by inde-
pendent companies, but a fur ther factor is the integrated oi l compa-
nies control the vast major i ty of the gathering lines and the feeder 
lines. 

So, their control over crude oil is much greater than the two-thi rds 
that they directly own or they otherwise control. 

The CHAIRMAN. What action would you propose be taken by the 
Government or what fo rm of legislation is needed f rom the Congress? 

Mr . ALLVINE. I am proposing that the (government seriously look 
at the problems of this industry, how they have gotten into them and 
recognize that crude oi l has been the ta i l wagging the dog, and that, 
i f one were to look at over the past 20 to 25 years where the profits 
of the industry have been centered, they have been i n crude o i l 
activities. 

Crude oi l prices have been admiinstered at art i f ic ial ly h igh levels. 
This is the problem that needs to be squarely dealt w i t h i f we are 
going to have an industry that is more responsive to the normal proc-
esses of the market place and thereby the needs of the consumers. 

The CHAIRMAN. Thank you. I have no fur ther questions at this 
time. 

Senator MCINTYRE. Senator Johnston ? 
Senator JOHNSTON. The market ing practice of the majors was set 

up at a time when gasoline was very p lent i fu l , was i t not, and set up 
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wi th a view to market ing al l the product they could and hasn't that 
changed now w i t h the shortages, and can't we expect the market ing 
practices brought on by what hopeful ly is a free-market economy, 
can't we expect that to come back into l ine ? 

M r . ALLVINE. Could you define a l i t t le b i t more clearly your 
question? 

Senator JOHNSTON. Yes. 
The market ing practices of the majors, that is, to get the expensive 

corners and to sell at a l i t t le higher price and to advertise broadly, 
that practice was created and begun and nurtured dur ing a period 
when there was an excess in effect of gasoline, is that r ight? 

Mr . ALLVINE. That is one interpretation, yes. I do not th ink i t was 
a consequence of the surplus in gasoline. The market ing excesses that 
are experienced have been made possible because of h igh profits that 
were tucked away i n the crude-oil activities. Market ing became a 
vehicle to get r i d of the h ighly profitable crude oil. The market ing 
investments that were made would not have been made had i t not 
been without the connection of market ing to crude oil. There was no 
economic justif ication fo r the level of this investment. I t d id not 
stand on its own two feet. I would suggest, Senator, i f you could 
get into the records of integrated oi l companies fo r their returns f rom 
market ing fo r the year 1971 and un t i l August of 1972, I would not 
be surprised i f you found a negative rate of return on some of these 
companies or very marginal relative to their crude oi l activities. 

I t was not because of excess refining capacity that they overbuilt 
marketing, i t was because of the profits that were t ied back and hid-
den in the crude oi l activities that forced theim to use market ing to 
cash i n on their crude o i l profits. 

Senator JOHNSTON. I don't quite understand how they would cash 
i n on the crude oi l profits. 

W h y couldn't they sell that on the market ? 
Mr . ALLVINE. Senator, conditions are changing very dramatically. 

I f you ask that question now, they can sell every barrel of crude ai l 
they want wi thout t y i ng i t to refining and marketing. I n fact, we 
see some companies that are small enough, that do not have the tre-
mendous investment in marketing, t r y i ng to get out of marketing. 
Getty has been gett ing out of market ing on the west coast. Signal 
O i l & Gas has been gett ing out of marketing. SkeJly i n the West 
has been t r y i ng to get out of marketing. I know personally f rom 
conversations w i t h some of the smaller integrated o i l companies 
when they can sell every drop of crude today. You are absolutely r ight , 
i f they can get out of marketing. Bu t the fact is that many are locked 
in w i th heavy investment made in the past which they cannot suddenly 
get r i d of i t and spin off to someone else. 

Senator JOHNSTON. We had a b i l l that we considered i n Inter ior 
yesterday that deals w i th almost the precise situation you described 
there, i n addit ion to other things, but i t would require that the base 
period—the base period I th ink ends in June 1973, I believe, but i n 
any event, you have a base period of a year and i t would require the 
majors to sell to the independents the same percentage that they 
d id dur ing the base period. 

As I understand i t , that suggestion on your par t would be only 
an inter im solut ion to deal w i th the present prices, that fo r a long-
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term situation you th ink you ought to divorce market ing f rom the 
majors, is that correct ? 

M r . ALLVINE. Yes; i f we look at the cost structure of the industry 
and do a l i t t le mathematics as I was doing whi le you were ta lk ing. 
Crude oi l costs about 8, 8y2 cents a gallon. The cost of market ing 
gasoline is about 13 cents a gallon for the majors. Now, we would 
not have to have tremendous increase of prices to the public i f we 
could allow crude oi l , let us say, to go to $5 a barrel and be sure that 
i t was used fo r exploration and not for the d r i v ing out of the inde-
pendent refiners and marketing. I n part , the increase i n the price of 
crude oi l could be offset i n terms of the retai l price for gasoline. 
Crude oi l cost 8 cents versus 12 to 13 cents in market ing cost. I th ink 
we could reduce those market ing costs by 2 or 3 cents i f we had more 
sanity in terms of the structure of the industry. 

Crude o i l could move f rom its present level, $3.80 a barrel to $5. 
There would be incentive to explore in the ground, to d ig the holes 
to find the oil, to help us w i th our national security problem. 

I f crude oi l prices are increased and subsidization continued, what 
we are really doing is bleeding off incentives to explore i n terms of 
subsidizing ref ining and marketing. 

I th ink we can develop a better solution to our problems i f we 
let the marketplace cut back on some of the excess and costs i n terms 
of moving products f rom the refineries on out to the public. 

Let crude oi l prices increase and be used for a legit imate purpose. 
I f you let crude o i l prices increase wi thout downstream subscription, 
then you can afford to d ig deeper in the ground to find i t . 

I n the process of doing this the problem is to see that they do not 
use some of those crude profits to continue to subsidize the ref ining 
and market ing and to increasing their wholesale prices to the inde-
pendents and to squeeze them. 

I f crude profits were used for their purpose of explorat ion and 
production rather than to subsidize refining and marketing, there 
wouldn't be any real problem. I th ink you can only prohib i t down-
stream subsidization by divorcement. We would not have our severe 
energy problems today had there not been vertical integration. 

Senator JOHNSTON. One final question: Wha t do t rad ing stamps 
cost percentagewise—what is the maximum return you can get on the 
t rad ing stamps? Should the Government take steps to eliminate 
them? F i rs t of all, what do they cost percentagewise? 

M r . ALLVINE. About 3 percent on the studies that I have done; 2̂ 2 
to 3 percent, depending on what volume you buy. 

Senator JOHNSTON. I f you keep them al l and cash them in, what 
do you get i n value ? 

M r . ALLVINE. I would say that you get more in terms of economic 
value by collecting t rad ing stamps than cash costs of stamps.In my 
mind, you do get good value received. 

Senator JOHNSTON. I n other words, i f you make a $100 purchase, 
you get 

M r . ALLVINE. What I am suggesting, Senator, i f you pay $3 for 
t rad ing stamps, in terms of redemption value you w i l l redeem those 
stamps fo r say 20 percent more. I th ink there is value in stamps. 

I t leads to the second aspect of your question. I wouldn' t advocate a 
law el iminat ing t rad ing stamps, because this would interfere w i t h the 
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normal workings of the marketplace. I f we deny certain business op-
tions, then I th ink we are destroying the marketplace and we might as 
well go to total regulation and nationalization of the industry. I have 
not become so soured on the prospects for this industry that I am yet at 
that part icular point. I th ink t rad ing stamps w i l l take care of them-
selves i f you let the marketplace operate as i t should. As I study 
the situation around the country, companies are g iv ing up t rad ing 
stamps f rom the h igh levels that they had in the later sixties. I believe 
that i f something is not of value to consumers, competitive processes 
wi l l drive out the bad. 

Senator JOHNSTON. Thank you. 
Senator MCINTYRE. I n the first paragraph of your conclusion, you 

use the term "predatory acts." M y understanding is this word is asso-
ciated w i th anti-competitive act ivi ty in violation of the Federal anti-
trust laws. Are you in fe r r ing in fact that the industry is freely 
engaged i n ant i t rust act ivi ty designed to drive out the independents? 

Mr . TARPLEY. I would say that there is not a conclusive case. We do 
see f rom the data that around August 15 prices going up in six major 
markets. Previously, there had been a great deal of price variat ion and 
a great deal of price instabi l i ty. 

Also in the article which was appended to our testimony, i t was indi-
cated that price protection was reduced or w i thdrawn i n several 
instances simultaneously or delayed for a short period of time. These 
are activities which are occurring about the same time. You can have 
k ind of a double theory, i f you wish. Bu t i t does seem that i t is beyond 
coincidence that these occurred at the same time and that prices were 
or d id go up i n so many markets at about the same time. The rumor 
was that on the first anniversary of the price freeze we might have 
imposit ion of a new freeze on gasoline prices. Prices went up, price-
support protection was wi thdrawn, and price stabi l i ty came to mar-
kets which had been characterized by something other than stabil i ty. 

Senator MCINTYRE. A t the close of your statement, Professor, I 
th ink I would l ike to ask what is your assessment of the extent and 
impact of the present gasoline shortage on the economy of the Na-
t ion—what is your assessment ? 

M r . ALLVINE. I th ink that the shortage situation, Senator, i f i t is 
allowed to continue its present course w i l l cost the public in excess 
of $1 b i l l ion a year by first destroying the independents and the sav-
ings that they have passed on, and second, by permi t t ing the major 
o i l companies to increase prices wi thout the competitive pressures 
and realization that i f they get prices too h igh that the independents 
through their efficiency w i l l take an increasing share of the market-
place. 

So I would look at cost as a consequence to the public of the supply 
shortage and how i t has worked against the independents. The cost on 
an annual basis to the public could be $1 b i l l ion to $2 b i l l ion a year. 

Senator MCINTYRE. I n order to establish your expertise in this sub-
ject, can you briefly te l l the committee what your association w i th the 
oil problems have been and also then fo r the record elaborate briefly 
on what credentials you can present here this morning to give us 
this expert testimony ? 

Mr . ALLVINE. Since mid-vear 1968. the gasoline and petroleum in-
dustry has been my major area of research. I have studied in depth 
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* over this period of t ime the nature of marketing, f r om both the major 
and the independent side. I n the process I have looked at competit ion 
and how i t has developed and how i t has been forwarded i n the mar-
ketplace. I prepared a book w i th a co-author, James Patterson, f r o m 
Indiana Universi ty which was published last year called "Competi-
t ion L t d . : The Market ing of Gasoline." Over the past 3 years I have 
given statements before 8 to 10 hearings such as this one. This year I 
have given several talks to jobber and independent market ing associa-
tions. I guess I would say, Senator, that I have really been l i v i n g 
and studying the gasoline market ing industry f r om an academic and 
quasi-pragmatic point of view for the past 5 yeeurs. 

Senator MCINTYRE. Your services in this matter have f r om t ime to 
t ime been compensated for by independent organizations, is that 
correct? 

M r . ALLVINE. Yes, Senator, they have been. I would say i n response 
to your question, I have never had anyone t r y to change my posit ion 
or statement. Wha t I do is my work. The statement that I gave today 
was read by no one pr ior to my appearing in this room. 

Senator MCINTYRE. Professor Tarpley, would you also furn ish fo r 
the record your credentials fo r your expert testimony here today ? 

[The complete statement and addit ional in format ion fol lows.] 

S T A T E M E N T OF F R E D C . A L L V I N E , ASSOCIATE PROFESSOR OF M A R K E T I N G A N D F R E D 
A . T A R P L E Y , JR. , COLLEGE OF I N D U S T R I A L M A N A G E M E N T , GEORGIA I N S T I T U T E OF 
T E C H N O L O G Y 

M y name is F red C. A l l v i ne and I am an associate professor of m a r k e t i n g 
i n the College of I ndus t r i a l Management a t Georgia I n s t i t u t e o f Technology, 
and w i t h me is F red A. Tarp ley , Jr . , professor of economics, a t Georgia Tech. 
F o r the past several years my research has focused on the gasol ine i ndus t r y , 
and Mr . Tarp ley and I are w o r k i n g together on studies o f gasol ine marke t ing . 
T h a n k you fo r the i n v i t a t i o n to appear before th is d is t ingu ished commit tee to 
discuss the serious effects o f supply shortages on compet i t ion i n the gasol ine 
indus t ry . 

The f u t u r e o f the independent p r i va te b rand m a r k e t i n g sector o f t he 
gasoline indus t ry is i n severe jeopaTdy. A l ready the gasoUne shortage has 
destroyed several compet i tors and our analys is indicates the s i t ua t i on is 
g row ing worse. I f condi t ions cont inue as they are, the casualt ies by the end 
of th is summer are going to be great. Unless there is some re l ie f f r o m the 
compet i t ive squeeze t ak i ng place, i t is very l i ke ly t h a t i r reparab le damage 
may be done to the independent marke t i ng segment o f the gasol ine indus t ry . 

The c r i t i ca l s i tua t ion con f ron t ing independent d iscount gasol ine marke ters 
is i n im ica l to the publ ic interest. Such marketers have been t h e p r i m a r y 
source of pr ice compet i t ion and have been the leading source o f innova t ion i n 
gasoline market ing. Independent p r i va te b rand marketers have f o r the las t 
several years sold gasoline f o r 3-5 cents per ga l lon less t h a n the p reva i l i ng 
pr ice of m a j o r b rand gasoline. Account ing f o r a round y 8 t h o f the gasol ine 
sold th rough stations, they d i rec t ly saved the publ ic a n est imated 375 m i l l i o n 
do l lars d u r i n g 1972 and we l l over a ha l f a b i l l i on do l la rs when the responses 
of m a j o r b rand marketers a re considered. 

The largest independent p r i va te b rand companies operate fewer t h a n a 
thousand stat ions. Many of the larger p r i va te branders operate on ly a couple 
hundred s ta t ions a n d there are hundreds o f independents each operat ing less 
t han a dozen stat ions. The smallness i n size o f the independents wou ld be 
i n contrast t o the eight largest ma jo r brands inc lud ing Exxon , Texaco, Mob i l , 
Gu l f , Shell, Socal, Amer ican and Arco, each hav ing more t h a n 20,000 sta-
t ions. The large numbers of independent p r i va te b rand organizat ions, each 
pursu ing t he i r own best economic in terest , is wha t has made the discount 
marke te r such an impor tan t compet i t ive force i n the gasol ine indus t ry . 

Independent p r i va te b rand marketers have g r o w n by employ ing the discount 
method o f se l l ing gasoline on a high-volume, low-cost and low-pr ice basis. 
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These discount marketers operate w i th margins of 5-7 cents per gal lon i n 
comparison to the major brand companies tha t require 10-12 cents or more to 
sell thei r gasoline. As a result of the i r efficiencies, the independent market ing 
specialists have, un t i l recenlty, been able to sell gasoline a t substant ial 
savings to the pubic. 

The increasing relat ive efficiency of the independents' method of market ing 
was exert ing tremendous economic pressure on the costly major brand method 
of marketing. This ma jo r brand method of market ing has been to sell 
relat ively h igh priced gasoline, on a brand advertised basis, through very 
large numbers of st i l t ions., located on expensive properties w i t h elaborate 
faci l i t ies, using credit cards, stamps, premiums and games. As a result of 
the independents, the majors1 overbui l t and costly sty le of market ing was 
star t ing to crumble. The consumer savings tha t could have resulted f rom 
the gasoline market ing revolut ion that was i n the makings could easily have 
been between one and two b i l l ion dollars a year. 

The independent discount gasoline marketers, however, are no longer able 
to exert the much needed pressure on the dominant operators to re form 
their costly methods of marketing. Several o f those independent marketers 
that were forc ing change up to nine months ago have either been forced out 
of business, or else are now fighting for surv iva l and are t r y ing to keep 
their doors open. The dramat ic change of circumstances fo r independent 
price marketers f rom being a t the leading edge of change a few months ago 
to their current problem of surv iva l is a result o f the rapid ly surfaced 
petroleum supply problems. 

The cr ipp l ing problem of the independent discount gasoline marketers is 
securing competit ive supplies of gasoline to sell to the i r customers. Some 
refineries have taken advantage of the growing shortage of crude o i l and 
refined products. Crude oi l and refined products have been diverted f rom 
independent refineries and discount marketers to direct operations of certain 
of the integrated o i l companies. As th is has happened independents have 
been compelled to increase thei r prices, reduce hours of operation and to 
lay off employees i n order to continue to operate Those that were h i t earl ier 
and harder by cutbacks i n supply have gone out of business. 

The public consequence of using the supply shortage to d iver t products 
f rom independents has been to destroy the pr imary source of pr ice competit ion 
i n ithe marketplace. As supplies have been fixed, reduced and cutoff to the 
independents, the major o i l companies are no longer par t icu lar ly concerned 
about price competit ion. The sudden stabi l i ty of gasoline prices i n the market-
place as supplies have been diverted f rom independents can be observed f rom 
Figures 1-6 tha t are attached at the back of th is statement. The price charts 
for six major markets (where data was available) show that around the 
middle of August, 1972 (week "33/72") tha t price competit ion suddenly halted. 
W i t h supplies reduced and regulated to the discount marketers, the major o i l 
companies were no longer concerned about the growth of price marketers. 
Control over supply and i ts diversion f r o m the discount marketers has 
proven to be a very effective technique fo r regulat ing and destroying price 
marketing. 

W i t h gasoline supply delicately balanced to demand, and the discount 
marketers unable to grow and expand on the basis of the i r relat ive efficiency, 
i t has been possible fo r the major brand marketers to signif icantly increase 
their prices. For the 37 week period f rom August 13, 1972 through A p r i l 22, 
1973, i n comparison to the previous 37 weeks, the major brand prices increased 
by 3.5c per gallon i n Los Angeles, 2.4c i n Port land, 3.9c i n Seattle, 2.4c i n 
Phoenix, 2.8c i n Boise, and 2.7c throughout most of Nevada. As the Figures 
show, since supply has been sharply reduced and prices increased to the dis-
count marketers the past two to three months, the independents have been 
forced to increased thei r prices to nearer the major brand price level. Dur ing 
the last three months the independent price has increased i n Los Angeles, 
Port land, Boise and Nevada f rom 3-6 cents per gallon. These were on top of 
earl ier price increases of around two cents per gallon by the independents. 
Wi thout supply there is no way fo r the independent discount marketers to 
act as an effective deterent to major brand price increases. Furthermore, as 
supply is reduced to the independent i t becomes necessary fo r h im to increase 
his price to t r y to stay alive. 

Price increases on the order of those observed i n the 6 western U.S. 
market areas have been fa i r l y common throughout the country. So fa r this 
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year itihe wholesale price of gasoline t o major brand dealers (the dealer tank 
wagon price) has increased around 2.1 cents per gal lon on the basis of a 
100 market survey as shown below (source: The Oil Daily, A p r i l 26, 1973, p. 2 ) . 

Such increases i n the cost of gasoline to dealers translates in to re ta i l prices 
of around 3 cents per gal lon to the public. This general s tabi l izat ion of prices 
occurred i n m id August 1972, the same t ime as the price increases observed i n 
the 6 western markets. A n account of the nat ionwide pr ice increase i n m id 
August 1972 f rom The Oil Daily is attached to th is statement. I n th is ar t ic le 
an independent marketer was quoted as saying tha t "word finally has filtered 
to the 'wi lder ' marketers tha t gasoline might no longer be avai lable fo r volume 
sell ing based on price-cutt ing." As the supply s i tuat ion has grown t ighter , the 
threats o r prognosis have come true, and price marketers are being squeezed, 
weakened and destroyed. 

The serious predicament o f independents was recently underscored by K e i t h 
Fanshier, President o f The Oil Daily, one of the leading indust ry t rade papers. 
Fanshier, who frequently takes positions favorable t o the giants of the 
industry , points out i n an art ic le, "The Smal l Businessman . . . Now" , (The 
Oil Daily, A p r i l 30, 1973) the desperate s i tuat ion of the independent mar-
keters. Excerpts f rom his art ic le are as fo l lows: 

. . . [n many a case today, the small operator throughout the indust ry has 
fa l len upon d i re and desperate straits, i n which the problems have h i t dose 
to the heart of h is substance and his operating survival . 

The whole industry is in this supply problem together, and needs to the 
greatest degree legally possible to pool i ts resources and cooperate i n wiays 
never before thought possible. 

. . . i t is essential that the small businessman . . . come through th is 
experience w i thout being fa ta l l y in jured. 

I t w i l l make for a better to ta l industry i n the end, to have a vigorous 
healthy, surv iv ing small business w ing of the industry . . . When the shortage 
is at last overcome, the good businessman must s t i l l be i n business—not have 
been a tragic casualty. The industry as a whole must keep th is v i t a l lesson 
uppermost i n mind. 

Fanshier is g iv ing some very important advice, but i t is doubt fu l tha t those 
the message is intended fo r w i l l l isten and respond. 

LONG-RUN PROBLEM 

The question i s sometimes asked or impl ied " W h y d id the independent 
marketers a l low themselves to get in to such a serious supply s i tuat ion?" 
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Stated another way " W h y didn' t the independents have the foresight to inte-
grate backwards into refining?" The supply problem of independent marketers 
is to a considerable degree the long-run consequence of vert ical integrat ion 
and monopoly power i n the crude o i l market. Over much of the past twenty-
five years, crude o i l prices have been administered a t ar t i f ic ia l ly h igh levels. 
W i t h high-priced and non-competitive feedstocks and the prospects fo r low 
wholesale prices f rom integrated competitors, l im i ted economic incentive has 
existed fo r making investment i n independent refining. I n contrast, inte-
grated refineries, owning large quantit ies of crude oi l , have been i n a flavored 
posit ion to expand their own refining as a way to ut i l ize the i r h ighly profitable 
crude oil. I t fol lows tha t independent discount marketers have been forced to 
become more di rect ly and indirect ly dependent upon the ma jo r o i l com-
panies fo r supply. 

Vert ical integrat ion also led to integrated o i l companies subsidizing mar-
ket ing operations. Un t i l recently, market ing investment, l ike refining, was 
used to cash i n crude o i l profits. The subsidizing of market ing w i t h crude o i l 
prof i t and cash flow led to the tremendous and costly over-investment in 
market ing tha t exists today. Even executives of Exxon and other huge inte-
grated o i l companies point out that there are two to three times more reta i l 
stations than are needed to efficiently serve the public interest. The costly 
over-investment i n market ing would not be anywhere near the problem that 
i t is, had i t not been fo r integrat ion and subsidization of market ing w i t h 
crude o i l profits and cash flow benefits. I f market ing was not t ied to crude 
oil, the investment in market ing would be much less and gasoline would be 
sold to the public on a more efficient basis a t a lower price. 

I t is i ronic that the independent discount gasoline marketers are having 
such diff icult ies today, for the major integrated oi l companies are now at-
tempting', a f ter twenty-f ive years of heavy subsidization, to put market ing 
and refining on a profitable basis. W i t h the major o i l companies reducing 
their market ing subsidies, the independents, who have existed wi thout sub-
sidies, should be enjoying a new prosperity and a deeper market penetration 
because of the i r much greater efficiency. 

Integrated oi l eomjmnies now desire to make ref ining and market ing 
profitable since the crude oi l prof i t haven tha t they have enjoyed since Wor ld 
War I I is eroding. Internat ional ly , foreign governments are increasing crude 
oi l prices and moving to take over the o i l fields i n thei r respective countries. 
I n the United States, most of the readily available and low cost o i l has already 
been discovered and tha t which remains to be discovered is quite costly. 
The enormously expensive bonus bidding system of leasing properties fo r o i l 
explorat ion has also great ly increased the cost o f explorat ion i n the U.S. 
Thus, the financial strategy of the integrated companies must be to put 
refining and market ing on a profitable basis and t o capture more of their 
earnings f rom these activit ies. However, standing i n the way of this strategy 
are the independent discount gasoline marketers and the independent refineries 
that have operated wi thout subsidies. Therefore, i f the integrated companies 
are to breathe significant profi ts back into thei r costly and inefficient market-
ing system and into thei r refining activi t ies, the independent must be elim-
inated as an effective market ing force. The way to stop the independent 
discount marketers is to reduce or cut off their supplies o f finished products. 
Simi lar ly , the way t o damage independent refiners is to cut off their supplies 
of crude oil. This can be done by refusing to sell or by rais ing prices to 
uncompetit ive levels. Both are occurring, and the independent marketer and 
the independnet refiner is i n per i l of extinction. 

CONCLUSION 

The performance of the petroleum industry could be greatly improved i f 
the st ruggl ing independent sector of the industry were saved. This w i l l occur 
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only i f Congress acts decisively against the predatory acts of some of the 
integrated o i l companies i n cut t ing off supplies of refined products and crude 
o i l to thei r t rad i t i ona l independent customers. 

For the dura t ion of the supply crisis, the integrated o i l companies should 
be prohibi ted f rom sell ing a larger percentage of the i r refined products and 
crude o i l through controlled ref ining and market ing operations than they d id 
dur ing the base period of the first ha l f of 1972, p r io r to the occurrence of 
the severe product shortages. The remaining refined products and crude o i l 
would then be equitably d is t r ibuted and priced to t rad i t iona l independent 
customers based upon normal supply relations dur ing the base period. To the 
extent t ha t independent customers have already been pu t out of business and 
cannot be restored, the balance of avai lable product would be proport ionately 
d ist r ibuted to the surv iv ing independent companies. 

Over the long run, the competit ive performance of the petroleum indust ry 
would be great ly improved by the physical or funct ional divorcement of crude 
o i l production f rom other industry act ivi t ies Crude o i l has been the source 
of monopolistic power. I t has been used to weaken and destroy downstream 
competitors, inc luding those integrated competitors who are relat ively poor i n 
crude oil. 

Physical divorcement would mean that crude o i l act iv i t ies would be spun 
off and r u n by new and independent companies. Funct ional divorcement would 
require integrated o i l companies to adopt separate operat ing and accounting 
procedures and would require thei r crude o i l act iv i t ies and the i r ref ining and 
market ing act iv i t ies to stand on the i r own respective financial feet. 

Both physical and funct ional divorcement would to vary ing degrees result i n 
improved public performance of the petroleum industry. One th ing tha t would 
happen is t h a t the excessive investment i n market ing and the h igh cost o f 
sell ing would cease. A f t e r a period of adjustment there would be perhaps ha l f 
the number of stations, and the cost o f sell ing gasoline could easily result i n 
prices generally per gal lon less than present levels. This would mean a 
saving of about a b i l l ion and a ha l f dol lars a year. 

I n summary, the imperi led condit ion of discount marketers and refineries 
i n the short-run can be remedied by the proper legislation or by governmental 
decree. Fo r the durat ion of the supply crisis independent marketers and ref in-
eries should obtain the i r f a i r share of product based upon h is tor ica l relat ion-
ships w i t h the i r suppliers and the product should be avai lable a t competi t ive 
prices fo r the di f ferent classes of customers. The long-run solut ion to the 
problem of un fa i r competit ion w i t h independents f rom integrated o i l compa-
nies can be solved by divorcement of crude oil. Whi le the performance of the 
petroleum industry would improve most w i t h physical divorcement of crude 
oi l f r om the remainder of the industry act iv i ty , the less severe funct ional 
divorcement—accounting, operational and financial—would do some good and 
wouldn' t be hard to implement. A t the very least the government should seek 
funct ional divorcement to decrease the l ikel ihood o f the cont inuat ion of h igh 
administered crude o i l prices that squeeze downstream competitors and tha t 
d is tor t the normal competit ive processes i n the petroleum industry. 
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Average week ly p r i c e s f o r ma jo r and p r i v a t e brand: g a s o l i n e i n Phoenix, Arizona 
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Figure 4 

Average weekly pr ices f o r major and p r i v a t e brand: g a s o l i n e i n P h o e n i x , Arizona 
from 1 9 6 9 - A p r i l 22, 1973 
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Figure 4 

Average weekly prices for major and p r iva te brand: gasol ine i n Phoenix, Arizona 
from 1969-Apr i l 22, 1973 

111 / / ? 7 Z /? 73 
IIIIIIIISIIIII'IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 
SSSSSSSSSSSŜ̂̂ 
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M A R K E T I N G R U M O R S F L Y O N P R I C I N G CONTROLS 

HOUSTON.—A rumor t ha t Phase I I I o f the pr ice cont ro l p rogram w i l l be 
announced Tuesday, Aug. 15, swept t he marke t ing segment o f the pet ro leum 
indus t ry a t weekend. 

I t f ound dealer tankwagon and rack prices fo r gasol ine al ready on the up-
t u r n because o f w iden ing fears of a supply crisis. 

D i s t i l l a t e prices also are c lawing at cei l ings some marketers describe as too 
low to pe rm i t res torat ion of depleted stock to the level needed th is w in te r . 

One version of the unconf i rmed Phase I I I rumor was t h a t President N i x o n 
w i l l make an A u g 15 speech emphasiz ing petro leum products prices, especially 
those f o r gasoline. 

I t was conceded tha t 1) the r umor may have ar isen f r o m the fac t A u g 13 
was the first ann iversary o f the base per iod fo r gasoline pr ice controls, thus a 
l i ke ly t ime fo r f u r t h e r announcements, and 2) i t m igh t help ra the r t han h inder 
the latest wave of reduct ions and e l iminat ions o f temporary compet i t ive a l low-
ances. 

A southeastern marke te r was among those mov ing wholesale dock, or rack, 
prices to levels considered ceil ings. Th is marketer l i f t e d regular and p rem ium 
gasolines a t a l l i t s F lo r i da termina ls and at Mobi le and Montgomery, A la , to 
13 cents and 15 cents a gal lon, respectively, f r o m 12.5 and 14.5 cents. Prices 
at B i r m i n g h a m and Annis ton, A la , went up one quar ter cent to 12.75 and 14.75 
cents. 

T C A ad jus tments by m a j o r suppl iers appeared to be tak ing two p r inc ipa l 
pa t te rns ; t o ta l w i t h d r a w a l s as by Mobi l , Kyso, Texaco and P h i l l i p s ; and p a r t i a l 
reductions, general ly t o 1.4 cents a gal lon, w i t h 2.1 cents max imums i n a few 
states. 

Moves t owa rd f u l l no rma l tankwagon prices appeared to be ga in ing ground, 
however. Humble, f o r example, i n moves A u g 8 and 9, e l im inated TCA's i n 
Texas, Louis iana, New Mexico, Nevada and Ar izona and imposed l im i t s said 
"genera l ly " not to exceed 1.4 cents i n other areas except Ind iana, where the 
m a x i m u m was 2.1 cents. Then i t issued an order effective A u g 10 w i t h d r a w i n g 
al lowances in Ca l i fo rn ia , Oregon, Wash ington and western Idaho. 

Kyso's to ta l w i t hd rawa l , dated A u g 11, affected i ts ent i re marke t ing te r r i -
tory—Georgia, A labama, Kentucky, Mississippi and F lo r ida . 

A Thursday repor t Amoco had jo ined the " f u l l no rma l " group was denied 
by a spokesman, who said i t evident ly based on expansion o f the company's 
ad jus tment to cover i t s f u l l marke t ing t e r r i t o r y . Th is was accomplished by 
t r i m m i n g TCA's to 1.4 cents i n i ts Ba l t imore and A t l a n t a regions, serving the 
eastern U.S., and w i t h d r a w i n g them completely i n Ohio. Wes t Coast supports 
also were e l iminated. 

Independent marketers began f a l l i n g i n to step w i t h the ma jors a t an ear ly 
hour. D iamond Shamrock was among the first, going back t o f u l l m a x i m u m 
prices under i t s cei l ings as of A u g 8. Derby and Checker fo l lowed soon af ter . 

Strong independent movements t owa rd " n o r m a l " pr ices were reported i n 
Ind iana, Pennsylvania and F lor ida. P r i va te branders and unbranders found 
fou r o f 12 ma jo rs serv ing F lo r i da back at f u l l no rma l and the remain ing eight 
l i m i t i n g suppor t to 1.4 cents. 

Some restorat ions were reported i n Michigan. 
A n independent marketer said wo rd finally has filtered t o the " w i l d e r " 

marketers tha t gasoline m igh t no longer be readi ly avai lab le f o r volume sel l ing 
based on pr ice-cutt ing. 

"However , the self-serves undoubtedly s t i l l w i l l be something o f a problem," 
he added. 

I n the state of Ohio, Sohio has l i f t e d re ta i l pr ices f o r regu lar and p remium 
gasoline t o " f u l l no rma l " levels of 37.9 a n d 41.9 cents a gal lon and has w i th -
d r a w n supports i n the t r i -county (De t ro i t ) area of Michigan. I n the outstate 
southern Mich igan area, new suggested re ta i l prices a re 35.9 and 39.9 cents i n 
De t ro i t and 36.9 cents outside. 

F ie l d reports indicate Sohio's Boron service stat ions i n western Pennsylvania 
were a t 37.9 and 41.9 cents a t weekend. 

Ci tgo e l im ina ted a l l temporary compet i t ive al lowances i n I l l ino is , Wisconsin 
and Ind iana a t the opening of business F r iday . I t had cu t them ear l ier i n the 
week to 1.4 cents a gal lon i n I l l i no i s and Wisconsin and to 2.1 cents i n Ind iana. 

Senator MCINTYRE. Thank you very much, Professors A l l v ine and 
Tarpley. 
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We cal l as our next witness a panel of Roy Mason, president of 
Bomaco, Inc., accompanied by Lewis G. Odom, counsel, f r o m A la -
bama; F red Lichtman, president, Society of Independent Gasoline 
Marketers of America, and R. el. Peterson, Independent Gasoline 
Markets Council. 

I am glad to welcome you gentlemen here th is morning. I f you 
w i l l come up to the witness table and take your positions. I f you 
have anybody accompanying you, please introduce h i m as soon as 
you have a chance. 

I believe we have statements f rom a l l of the witnesses. I do not 
want to impinge on your opportuni ty to test i fy and state your case 
here, but we do have a t ime problem. I am going to cal l you i n order, 
M r . Mason, M r . L ichtman and M r . Peterson. Any th i ng you can do 
to condense your statements, I would appreciate that and I am sure 
the committee would. 

I n any event, your statements w i l l be included i n the record i n 
their entirety. 

STATEMENTS OF ROY MASON, PRESIDENT, ROMACO, INC., 
ALABAMA; ACCOMPANIED BY LEWIS G. ODOM, COUNSEL, FRED 
LICHTMAN, PRESIDENT, SOCIETY OF INDEPENDENT GASOLINE 
MARKETS OF AMERICA; AND R. J. PETERSON, INDEPENDENT 
GASOLINE MARKETS COUNCIL 

M r . MASON. I am Roy Mason, president of Romaco, Inc., Mont-
gomery, A la . W i t h me is my counsel and fr iend, Lewis Odom who 
is also f r om Montgomery. 

I appreciate the opportuni ty you are g iv ing me to part icipate i n 
this hearing looking in to the crisis i n the o i l industry. 

I am an independent marketer. I began my business almost 20 
years ago i n Mobile, Ala., where I operated one service station. I 
grew slowly, but steadily un t i l today I now own, operate or supply 
over 150 independent service stations i n Alabama and the surround-
ing States to which I distr ibute 100,000 barrels per month or 4.2 
m i l l i on gallons of gasoline. 

I operated i n my business as a sole proprietorship un t i l several 
years ago when I incorporated as Romaco, Inc. 

Customari ly we picked up our supply a t the pipeline terminals i n 
Montgomery and Bi rmingham. Our p r imary source of supply fo r 
the last 7 years has been Crown Central Petroleum Co. However, 
over the years we have had a number of opportunit ies to leave 
Crown Central and go w i t h other suppliers. 

However, I recognized my good relationship w i th Crown Central 
and we continued w i t h them un t i l they were forced to terminate us 
as o f the 15th of A p r i l . 

Senator MCINTYRE. Tha t is this year? 
M r . MASON. Y e s , s i r . 
Pr io r to that t ime, there was a series of reductions by Crown 

Central un t i l we were f inal ly zeroed last month. 
When i t became apparent that the independent marketers were i n 

jeopardy, we began to look for alternative sources of supply. Th is 
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was about a year ago. Such addit ional sources that we were able to 
obtain have cut us off and we are now v i r tua l ly out of gasoline. 

I t would take fa r too much of th is committee's t ime fo r me to 
catalog every effort I have made over the past year and specifically 
w i th in the last 90 days to obtain gasoline in order to save my busi-
ness and al l those who depend on us, part icular ly the consumers who 
were able to buy gasoline at a lower price. 

Suffice to say, however, that I have talked to every major o i l 
company that I could approach, every independent and many crude 
oi l producers. I have visited w i t h my elected representatives. I have 
done everything I know to do and to no avail. 

I realize tha t I am not unl ike other independents but I th ink i t is 
important that you know some of the specifics about my experience 
to understand better what confronts them and what i t w i l l take to 
help us all. 

The simple fact is that unless a marketer either has a contractual 
standing w i t h a major o i l company or a supply of domestic crude 
oi l , there is no way he can get gasoline unless he can buy i t on the 
black market f r o m major o i l jobbers. 

I have i n my hand a t icket, an import license enabling me to 
impor t over 300,000 barrels of finished product. I t is worthless to me. 

Senator MCINTYRE. Where is i t? 
M r . MASON. Here . 
Senator MCINTYRE. We have talked about those tickets fo r the last 

5 years. I have never seen one. 
M r . MASON. This is a copy. 
Senator MCINTYRE. Thank you. 
Mr . MASON. I n the first place, I do not know one th ing about the 

impor t market and I must rely on others to te l l me. I am to ld that 
gasoline landed i n east coast ports is 21 to 22 cents a gallon. A f t e r 
adding the tax of 12 to 13 cents plus freight, there is no way we 
can effectively market this gasoline. 

Now, unless we can obtain crude oi l which w i l l give us something 
to exchange fo r gasoline, there is l i t t le that we can do. Therefore, I 
went about the business of t r y i n g to buy some crude oil . I located 
one source which could make available to me 10,000 barrels a day at 
a premium price. That crude o i l is currently being sold, although not 
under contract, to a major o i l company. 

I n an effort to work out an exchange of this crude o i l to gasoline, 
we quickly learned that no one was w i l l i ng to make an exchange 
involv ing crude o i l that would ult imately be taken away f rom this 
major o i l company. 

To pu t i t b lunt ly , at the present t ime the major oi l companies are 
v i r tua l ly i n control of th is industry. W i t h l i t t le exception they con-
t ro l production, ref ining and marketing. Unless the independent 
marketer who does not have a contract w i t h a major o i l company, 
can get his hands on some crude oil which is not l ikely going to a 
major o i l company or, unless the Government can obtain some gaso-. 
l ine and distr ibute i t to the independents, then the consumer is no 
longer to have the opt ion of buy ing his gasoline f rom an independent 
marketer. 
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He is going t o get a f u l l service station, w i t h a l l tihe t r immings 
and expenses whether he wants i t o r not. I m igh t add that many o f 
these t r immings are being offered by enterprising independents w i th -
out the addit ional charges. 

I have suggested two ways i n which we may be helped. Le t me 
discuss the f i rst one—crude oi l . 

A t the present t ime the Uni ted States is receiving or is enti t led to 
receive approximately 54,000 barrels of crude o i l as a royal ty on 
outer continental shelf production. Th is would produce 40 mi l l i on 
gallons of gasoline per month. 

We cal l th is royalty oi l . A t the moment the Secretary of the 
In te r io r is authorized to allocate th is royal ty o i l to small business 
refiners. Unless the small independent markets have some contractual 
relationship w i t h a refiner, th is is of no help to the marketer. I know 
of no reason why this o i l should be reserved to help the refiner and 
not the marketer. The regulations provide that the small refiner may 
exchange this crude o i l f o r other o i l to be used i n his refinery. 

There is no reason why marketers should not be made eligible to 
purchase royal ty o i l so long as they are going to exchange i t f o r 
finished products to be sold by them. 

Consequently, I suggest that the Secretary of the In te r io r take 
immediate action to enable small business marketers to purchase 
royal ty o i l upon a showing of agreement to exchange the o i l f o r 
gasoline. 

There is another source of crude o i l that could be used to provide 
gasoline for the independent marketers, that is, foreign crude. 

I t happens that most of the independent refiners upon whom a 
great ma jo r i t y o f the independent marketers rely f o r thei r supply 
are unable because of the makeup of their refinery to process foreign 
crude oi l . Most crude o i l has a h igh content o f sulphur and is com-
monly known as sour crude. Most domestic crude has a low content 
of sulphur and is known as sweet crude oil. 

Independent refiners use domestic or sweet crude whi le the refiners 
who can use the sour crude are owned by the major o i l companies. 

Therefore, licenses to impor t foreign crude are meaningless to the 
independent refinery unless they can exchange this crude o i l f o r 
sweet crude which they can process i n thei r refineries. 

I n the past, such exchanges were made routinely and the indepen-
dent refiners were able to get by w i th the exchanged crude o i l which 
they could refine now in thei r plants. 

However, at th is t ime the major o i l companies refuse to exchange 
and consequently, -the independents are operating at f a r below their 
capacity. 

Some leverage can be brought by the Government—and should be 
—to encourage the majors to exchange w i t h the independents so tha t 
some 316,000 barrels a day of unused ref ining capacity can be put i n 
operation, and the gasoline made available to the independent mar-
keter and the consuming public. 

I also have another page here bu t i n the interest of t ime, I w i l l 
stop here and allow th is to be pu t i n the record. 

Senator MCINTYRE. I w i l l y ield to the Chairman, Senator Spark-
man. 
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The CHAIRMAN. Thank you, Senator McIntyre. I know something 
about the story tha t M r . Mason has been relat ing because i t has been 
running now fo r some time. 

You said you were zeroed i n A p r i l , r i gh t ? 
M r . MASON. Y e s . 
The CHAIRMAN. Does that mean cut off completely ? 
M r . MASON. C u t of f comple te ly . 
The CHAIRMAN. W h a t happened to your stations? 
M r . MASON. I am closing them at the rate of about 50 a week. We 

closed 58 service stations yesterday pr io r to leaving Montgomery, 
Alabama to come to Washington. 

The CHAIRMAN. I happen to know, Senator McIn tyre , that he has 
made a tremendous effort throughout the country to get a supply of 
gasoline. I n fact, I have talked w i th a number of the major com-
panies myself. He has been unable to get supplies. W h y is that some 
practical method cannot be worked out whereby th is crude o i l that 
you are licensed to buy—by the way, the t icket that you had, is that 
fo r foreign crude or domestic crude? 

Mr . MASON. That is not fo r crude oil . They w i l l not issue to me a 
license fo r crude o i l because I am not a refiner. Tha t is a t icket to 
impor t finished product. 

The CHAIRMAN. TO impor t the finished product? 
M r . MASON. Gasol ine. 
The CHAIRMAN. I m p o r t i t f r o m where? 
Mr . MASON. Even i f i t were crude oil, I could not do anything 

w i t h i t . I could not get the processor to refine the 10,000 barrels a 
day I could buy. 

The CHAIRMAN. AS a matter o f fact, they d id have a system, d id 
they not, of issuing tickets fo r crude o i l ? 

Mr . MASON. NO, sir. I do not th ink they have a system fo r issuing 
crude oi l tickets to a marketer. I th ink that is reserved fo r a refiner. 

The CHAIRMAN. Sometime back I talked w i t h M r . Simon on this 
subject. 

Mr . MASON. Yes, sir, but that was in reference to th is 
The CHAIRMAN. I was th ink ing he to ld me that the proclamation 

that he was d ra f t i ng fo r the President to sign and prov ide—I 
thought i t was tickets fo r foreign crude which you i n tu rn could 
take fo r domestic crude. 

Mr . MASON. That d id not materialize as fa r as we were concerned. 
As fa r as I am concerned, at any rate, i t d id not materialize. 

M r . ODOM. Senator, what he may have had reference to was a 
license for refiners to import crude, but the diff iculty is, as M r . 
Mason has pointed out in his statement, the independent refiners 
who have the excess capacity i n their refining facil i t ies are unable 
to use foreign crude because of its h igh su l fur content. So, conse-
quently, the only way they can use that foreign crude is to exchange 
i t w i t h someone who has domestic crude o i l tha t they can put into 
their plant. 

Now, the major o i l companies pretty well control the domestic 
crude oil. So, unless they w i l l exchange that domestic crude o i l f o r 
the foreign crude oil, these tickets even fo r crude o i l are just worth-
less. 
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The CHAIRMAN. I th ink that is i n l ine w i t h what I understood i t 
to be. I may say, Senator McIn tyre , as you know, Mr . Odom was 
fo r 7 years the staff director o f this committee. 

Senator MCINTYRE. I never recognized h i m w i t h his glasses on. 
The CHAIRMAN. When you reach a certain stage, you take on an 

appearance of anonymity. 
M r . ODOM. I t is my long hair , Senator. 
The CHAIRMAN. YOU know, too, tha t he was staff director o f the 

Smal l Business Committee. 
Senator MCINTYRE. I worked w i t h h i m and had a h igh regard fo r 

M r . Odom. 
I expect h im to be back as a Congressman some day. 
The CHAIRMAN. H e was my administrat ive assistant f o r several 

years. 
Senator MCINTYRE. A n d that is enough to recommend h i m there. 
The CHAIRMAN. DO you have any practical suggestions as to how 

we could do something to help th is situation. 
M r . MASON. TO help me, some emergency si tuat ion is going to 

have to be developed w i t h i n the next few days. I am out o f business. 
The CHAIRMAN. I know. B u t what, and how? 
M r . MASON. I f I could be made available this crude o i l tha t the 

Government owns, th is royal ty crude tha t they are receiving f r o m 
the major o i l companies fo r having dr i l led in the shelf out there— 
as I understand i t now, the major o i l companies are g iv ing the Gov-
ernment money and they are ref ining this oi l and using i t them-
selves. Bu t th is is 54,000 barrels a day which on a 66 percent re turn 
on crude oil-gasoline after i t is refined could produce 40 m i l l i on 
gallons a month fo r d istr ibut ion t o independents. 

The CHAIRMAN. YOU are ta l k ing about o i l d r i l l i ng on the Con-
t inental Shelf? 

M r . MASON. Y e s . 
The CHAIRMAN. Done by the Government or under contract w i t h 

the companies f rom the Government? 
M r . MASON. B y major o i l companies under contracts w i t h the 

Federal Government. 
The CHAIRMAN. A n d the Federal Government has the r i gh t to let 

them pay that in cash or in royal ty oi l , is that r ight? 
M r . MASON. Y e s , s i r . 
The CHAIRMAN. Your suggestion is that the Government take i t 

i n royal ty o i l and make i t available to whom ? 
M r . MASON. TO m e . 
The CHAIRMAN. IS tha t gasoline or is that crude o i l ? 
M r . MASON. I w i l l take the crude o i l and get i t refined. I have a 

refinery that w i l l take the crude o i l and refine i t and give me back 
the gasoline. 

The CHAIRMAN. W h a t is to prevent the Government f r o m doing 
i t? W h o does that , the Department of the Inter ior? 

M r . MASON. The Department of the In ter ior . 
The CHAIRMAN. IS there any reason why they should not be able 

to do that on a reasonable basis? 
M r . MASON. NO, sir, I see no reason at all. 
The CHAIRMAN. M r . Chairman, that m igh t be a suggestion. 
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Senator MCINTYRE. Very definitely. 
Mr . Simon w i l l be here Thursday and we w i l l ask h im i n detail 

as to why he cannot do that. A re you unique, are you just one that 
i t zeroed ? 

M r . MASON. NO, I am not unique. There are others that have been 
cut completely out. 

Senator MCINTYRE. Are there any others i n Alabama ? 
The CHAIRMAN. I th ink he had Alabama wrapped up. 
M r . MASON. There are some in Alabama, some of the people who 

were supplied along w i t h me by Crown Central when they had to 
zero everybody out. 

The CHAIRMAN. B y the way, what happened to Crown Central, 
were they zeroed, too ? 

Mr . MASON. On crude o i l they were. The major o i l companies cut 
them off on the back side, cut the crude o i l off. Crown Central is an 
independent refiner. They do not own much crude oil. They had 
depended fo r years on buying their crude o i l f r om major o i l pro-
ducers. 

The CHAIRMAN. Wha t are they doing now? 
Mr . MASON. They are doing the best they can, Senator, just k ind 

of c r ipp l ing along. Really and t ru l y , I do not lmow what they are 
doing. I th ink they are doing just the best they can. 

Senator MCINTYRE. Senator Johnston. 
Senator JOHNSTON. YOU mean Crown Central, a refiner, when we 

are i n as much need and have as b ig a shortage as we do having 
refining capacity, they cannot get crude? 

Mr . MASON. NO, sir, that is r ight . 
Mr . ODOM. The reason fo r that is they can only refine domestic 

crude oi l , the sweet crude. 
Senator JOHNSTON. Can't they convert? 
Mr . ODOM. I n the past when they got these tickets fo r crude oi l , 

they could exchange i t w i th the majors, and the majors would import 
the foreign crude and refine i t in the i r refineries, where they could 
use i t and the domestic crude would go to the independent refineries, 
such as Crown Central. But the majors w i l l not exchange i t any 
more. They say we can use all the domestic crude oi l we have got 
and we do not have any to exchange w i t h you. So, we can impor t 
the crude oi l , but the refiners are not geared up to use i t . 

Senator JOHNSTON. I t is economically nonfeasible fo r h im to con-
vert to sour crude? 

Mr . MASON. W e are ta lk ing about a year or 2 years to do this, and 
the reason—I might interject is this, the reason that the majors are 
a l i t t le b i t unw i l l i ng to exchange those tickets and take foreign 
crude and relieve the sour crude is the fact that there is a difference 
in the price. 

The domestic price is lower than the foreign price. 
Senator JOHNSTON. D i d I understand you to say that unless you 

have a contract or a supply o f domestic crude, that there is no way 
fo r you to get the gasoline ? 

Mr . MASON. There is not any way whatsoever to get gasoline at 
this time. 
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Senator JOHNSTON. Does that apply to a l l the other independents 
as wel l ? 

M r . MASON. I am not sure I understand al l the ramifications of a l l 
the other independents, but I w i l l speak fo r a good major i ty o f the 
independents i n the areas where I operate. They are i n the same 
shape; yes, sir. 

Senator JOHNSTON. A l l those who have contracts, those contracts 
w i l l expire I am sure f a i r l y soon. 

M r . MASON. They usually run on a yearly basis. One o f the b i g 
things is everybody I have talked to majors and independents alike, 
and everything tha t has a supply o f gasoline has the same story, 
they say we w i l l not take on any new customers. 

Senator JOHNSTON. Those that they have already got, those who 
are on a yearly contract and those contracts are going to expire i n 
December, w i l l they renew those contracts w i t h those individuals? 

M r . MASON. I have no knowledge o f whether they w i l l or not. 
Senator JOHNSTON. YOU say there is no way to sell imported gas 

because you would have to pay 21 cents fo r i t at the port of embar-
kation, is that r i gh t ? 

M r . MASON. Y e s . 
Senator JOHNSTON. You can get refined products, you can impor t 

i t? 
M r . MASON. I have not been able to get any. 
I have got a ticket to impor t i t , bu t I have not been able to f ind 

any that was fo r sale fo r me. 
Senator JOHNSTON. You cannot f ind any refined product to buy ? 
M r . MASON. NO, sir. No t imported product. There is some gasoline 

being sold, imported gasoline being sold i n the New Y o r k Harbor f o r 
24 and 25 cents. Th is was reported to me. I d id not see the sales sl ip, 
but th is was reported to me. 

Senator JOHNSTON. Who is report ing that? 
M r . MASON. I do not know. Th is in format ion came to me f r om a 

broker whom I contacted at Houston, Tex. 
Senator JOHNSTON. HOW much would i t cost you to buy gasoline 

f rom a refiner? 
M r . MASON. About 14.5 cents. 
Senator JOHNSTON. AS opposed to 21 to 24 cents i f you bought i t 

f rom a broker in New Y o r k ? 
M r . MASON. Y e s , s i r . 
I t h ink you would l iken th is t o a hurricane, h i t t i ng the Gu l f 

coast and a r u n being made on the available grocers i n the area. The 
grocer could charge any price he would want because of the f rant ic 
situation that he would be in at that t ime. 

I would l iken this situation to that as an analogy of how th is 
looks. 

Senator JOHNSTON. Thank you very much. 
Senator MCINTYRE. I had never realized—is i t true tha t most o f 

the independent refiners are not as sophisticated as the type I saw 
out i n Bel l ingham, Wash, several weeks ago, Arco's p lant out there? 
They were handl ing su l fu r content o f 5 percent at the time. 

M r . ODOM. I do not pretend t o be an expert on i t . Some of these 
gentlemen that fo l low M r . Mason may be. M y in format ion f r o m dis-
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cussing th is w i t h one of the major independent refiners' is that most 
of the independents are simply not geared up to handle crude o i l 
w i t h a h igh content o f sul fur. Tha t is just a general statement, but 
I th ink i t is a f a i r and accurate statement. 

Senator MCINTYRE. I would just l i ke to give the committee a l i t t le 
idea of the type of contract clause tha t is currently being issued— 
this happens to be an example, i t is not meant to i n any way down-
grade Texaco—and I w i l l just read the first l ine o f th is clause and I 
w i l l insert the balance in the record. This is the type o f contract 
being signed today : 

I n the event seller's capaci ty to pe r fo rm as to a l l o r some of i t s customers, 
inc lud ing buyer, as to a l l o r any of the products covered by th is agreement, 
becomes impract icable i n seller's sole judgment f o r any reason whatsoever, 
seller shal l be rel ieved of i t s obl igat ion to pe r fo rm here-under and shal l not 
be l iable fo r damage or otherwise obl igated to buyer by reason o f any delay 
or non-del ivery i n whole or i n par t . 

The rest we w i l l pu t i n the record. 
[The in format ion fo l lows: ] 

I n the event Seller's capacity to per fo rm as to a l l o r some of i t s customers, 
inc lud ing Buyer , as to a l l o r any of the products covered by th is agreement, 
becomes impract icable, i n Se l lers sole judgment , f o r any reason whatsoever, 
Seller shal l not be rel ieved of i t s obl igat ion to pe r fo rm hereunder and shal l no t 
be l iable f o r damages or otherwise obl igated to Buyer by reason of any delay 
or non-del ivery i n whole or i n par t . Seller shal l seasonably n o t i f y Buye r i n w r i t -
ing o f i t s lack of capaci ty to per fo rm by m a i l addressed to Buyer . I n such not i -
fication Seller sha l l advise Buyer the quant i t ies, i f any, Seller w i l l be able to 
supply Buyer i n the foreseeable fu ture . Buye r shal l be obl igated to purchase 
such reduced quant i t ies where Seller has advised Buyer t h a t such reduced 
quant i t ies are avai lable unless Buyer w i t h i n a reasonable t ime notif ies Seller 
t ha t i t desires to te rmina te th is agreement i n wh ich event such agreement sha l l 
thereupon terminate. No th ing here in sha l l be construed to extend the contract 
I>eriod beyond the te rm prov ided fo r i n th i s agreement or to rel ieve e i ther pa r t y 
of i t s obl igat ion to pay, when due, any amounts wh ich have accrued hereunder 
or pursuant hereto. 

Senator JOHNSTON. I have one question. 
H o w would you distr ibute th is 40 mi l l ion barrels of gasoline a 

month i f we made i t available to the independents? 
B y b id or what? 
M r . MASON. B y history, the history, the way i t has been handled 

i n the past, the history of the market. 
M r . ODOM. Senator, let me respond to that. 
I n other words, each marketer, w i l l have developed over a period 

o f t ime a history of how much he has been market ing and that 
would establish h i m w i th in the industry at some percentage. Then 
he could make application fo r the royalty o i l upon a showing that 
he had an exchange agreement fo r gasoline based on the history. H e 
would have to show just exactly how much gasoline he had marketed 
over the past 3, 5, or 7 years, whatever was decided upon by the 
administrative agency. 

H e would make application to purchase the royal ty oi l . 
Senator JOHNSTON. A t what price? 
Mr . ODOM. I suppose i t would be the price set by the Secretary of 

the Inter ior , which is established by the market. They have a dai ly 
price. We have informat ion we could pu t i n the record that shows 
the dai ly price that the majors pay the Government fo r th is royalty 
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oil. So, the Government then could take the royal ty o i l i n k i nd and 
then sell i t fo r the price they would otherwise get f o r i t . 

Senator JOHNSTON. HOW do they establish that dai ly price? 
M r . ODOM. I do not know, sir. I just do not know. 
Senator JOHNSTON. Thank you. 
Senator MCINTYRE. That is a good question to ask M r . Simon. 
M r . Mason, one last question. 
On A p r i l 15 you were operat ing 150 independent stations i n the 

State of Alabama ? 
M r . MASON. NO, sir. I had dwindled away because we had been 

pu t on allocation over a period o f time. We were cut off by Crown 
Central i n Montgomery, A la . because they had an exchange w i t h a 
major o i l company who had cut them off. They were cut off and 
they consequently had to cut me off because i t was on an exchange 
where they were tak ing crude i n one place and sel l ing me gas i n 
another place. 

Senator MCINTYRE. HOW many outlets do you have operating 
today? 

M r . MASON. They are al l runn ing out of gas but I would 9ay 
about 45. 

Senator MCINTYRE. None w i t h any gasoline? 
M r . MASON. They have some gasoline i n thei r stores. 
[The complete statement of M r . Mason fo l lows: ] 

S T A T E M E N T OF R O Y M A S O N , P R E S I D E N T , R O M A C O , I N C . , M O N T G O M E R Y , A L A . 

I am Roy Mason, President of Romaco, Inc., Montgomery, A labama. W i t h me 
is my counsel and f r i end Lewis Odom, who is also f r o m Montgomery. 

I appreciate the oppor tun i t y you are g i v ing me to par t i c ipa te i n th i s hear ing 
look ing i n t o the cr is is i n the o i l i ndus t ry . 

I a m an independent marketer . I l>egan my business a lmost 20 years ago i n 
Mobi le, A labama, where I operated one service stat ion. I g rew s lowly , bu t 
steadi ly u n t i l today when I now own. operate o r supply over 150 independent 
s tat ions i n A labama and the su r round ing states. I operated my business as a 
sole propr ie torsh ip u n t i l several years ago when I incorporated as Romaco, 
Inc. Customar i ly , we picked up our supply a t the p ipel ine te rm ina ls i n Mont -
gomery and B i rm ingham. Our p r i m a r y source o f supply f o r the las t seven 
years has been Crown Cent ra l Petro leum Company. However , over the years 
we have had a number of oppor tun i t ies to leave Crown Cent ra l and to go w i t h 
other suppliers. However, I recognized my re la t ionsh ip w i t h C rown Cent ra l and 
we cont inued w i t h them u n t i l they were forced to te rmina te us the 15th of 
A p r i l . P r i o r to t h a t t ime, there was a series of reduct ions by Crown Cent ra l 
u n t i l we were finally zeroed last month. 

When i t became apparent t ha t independent marketers were i n jeopardy, we 
began to look f o r a l te rna t ive sources of supply. Th i s was about a year ago. 
Such add i t i ona l sources t ha t wTe were able to obta in have cut us off and we 
are v i r t u a l l y ou t of gas. 

I t wou ld take f a r too much of th is committee's t ime f o r me to catalogue 
every e f fo r t I have made over the past year and specif ical ly w i t h i n the las t 
n ine ty days to obta in gasoline i n order to save my business and a l l those 
who depend upon us, pa r t i cu la r l y the consumers who wTere able to buy gaso-
l ine a t a lower price. 

Suffice i t to say,v however, t ha t I ta lked to every ma jo r o i l company t h a t I 
could approach, every independent and many c rude o i l producers. I have 
v is i ted w i t h my elected representatives. I have done every th ing I know to do, 
to no ava i l . I real ize tha t I am not un l i ke o ther independents, but I t h i n k i t is 
impor tan t t ha t you know some of the s])ecifics about my experience t o under-
stand bet ter wha t confronts them and w h a t i t w i l l take to help a l l o f us. 

The simple fac t is, t ha t lnless a marke te r e i ther has a con t rac tua l s tand ing 
w i t h a ma jo r o i l company, or a supply o f domestic crude oi l , there is no w a y 
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he can get gasoline unless he can buy i t on the black market f r om major o i l 
jobbers. 

I have i n my hand a t icket, an import license, enabling me to impor t over 
300,000 barrels of finished product. I t is worthless to me. I n the first place. I 
do not know anyth ing about the impor t market and I must rely upon what 
others te l l me. I am to ld -that gasoline landed i n east coast ports is 21 to 22$ 
a gallon. A f t e r adding the tax of 12 to plus freight, there is no way we 
can market th is gasoline. Unless we can obtain crude o i l which w i l l give us 
something to exchange for gasoline, there is l i t t l e we can do. Therefore, I sought 
abouit the business of t r y i ng to buy some crude oil. I located one source wlbich 
could make available to me 10,000 barrels a day a t a premium price. Crude o i l 
is current ly being sold, although not under contract, to a major o i l company. 
I n an ef for t to work out an exchange of this crude o i l f o r gasoline, we quickly 
learned tha t no one was w i l l i ng to make an exchange involv ing crude o i l that 
would u l t imate ly be taken away f rom this major company. To put i t b lunt ly, 
at the present time, the major o i l companies are in v i r t ua l control of th is 
industry. W i t h l i t t l e exception, they control production, ref ining and marketing. 
Unless the independent marketer who does not have a contract w i t h a major 
o i l company can get his hands on some crude oi l which is not already going to 
a major o i l company, or unless the Government can obtain some gasoline and 
distr ibute i t to the independents, then the consumer is no longer to have the 
option of buying his gasoline f rom an independent marketer. He is going to 
get a " f u l l service stat ion" w i t h a l l the t r immings and expenses whether he 
wants i t or not. And I might add, that many of these t r immings are being 
offered by enterprising independents wi thout the addi t ional expense. 

I have suggested two wiays i n which we may be helped. Let me discuss the 
f i rst one—crude oil. 

A t the present t ime, the United States is receiving or is ent i t led to receive 
approximately 54,000 b / d of crude oi l as a royal ty on outer continental shelf 
production 40 mi l l ion gallons of gas per month. We cal l th is royal ty oil. 

A t the moment, the Secretary of the In te r io r i s authorized to allocate th is 
royal ty o i l to smal l business refiners. Unless the small independent marketers 
has some contractual relat ionship w i th such refiner, th is is o f no help to the 
marketer. I know of no reason why this oi l should be reserved to help the 
refiner and not the marketer. The regulations provide tha t the smal l refiner 
may exchange this crude oi l for other crude o i l to be used i n his refinery. 
There is no reason why marketers should not be made el igible to purchase 
royal ty o i l so long as they are going to exchange i t for finished product to be 
sold by them. 

Consequently, I suggest tha t the Secretary of the In te r io r take immediate 
action to enable smal l business marketers to purchase royal ty o i l upon a show-
ing of an agreement to exchange the o i l fo r gasoline. 

There is another source of crude oi l that could be used to provide gasoline 
for the independent marketer, tha t is, foreign crude. I t happens that most 
of the independent refiners, upon whom a great ma jor i t y of the independent 
marketers rely for t l ie i r supply, are unable because of the make-up of the i r 
refinery to process foreign crude oi l . Most foreign crude o i l has a high content 
of sulphur and is commonly known as sour crude. Most domest crude oi l has 
a low content of sulphur and is known as sweet crude oil. Independent refiners 
use domestic or sweet crude whi le the refineries that can use the sour crude 
are owned by the majors. Therefore, licenses to import for ign crude o i l are 
meaningless to the independent refiners unless they can exchange this crude oi l 
for sweet crude which they can process in their refineries. I n the past, such 
exchanges were made rout inely and the independent refiners were able to get 
by exchange crude o i l which they could refine in the i r own plants. However, 
a t th is t ime, the major o i l comi)anies refuse to exchange and, consequently, 
the independents are operating a t f a r below capacity. Some leverage can be 
brought by the government—and ought to—to encourage the majors to exchange 
w i th the independents so that the some 310,000 b / d of the i r unused refining 
capacity can be put i n operation, and the gasoline made available to the inde-
pendent marketer and the consuming public. 

Now I would l ike to t u rn to another al ternat ive available to the Govern-
ment, that is, the al location of resources. Under the Economic Stabi l izat ion Act, 
I understand tha t the President is authorized to allocate petroleum products. 
Therefore, I would hope that the President would take immediate action to pro-
vide some k ind of pooling through the Government sources so tha t gasoline 
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would be avai lable to the independent marketer . There are a number o f ways, 
of course, tha t th is could be accomplished. The Smal l Business Admin is t ra t ion , 
or some Government agency, could establish a pool by purchase and supply 
el igible marketers through ex is t ing pipelines. 

I n addi t ion, we, and other marketers. I am sure, i n our s i tuat ion, need some 
assistance i n u t i l i z ing impor t licenses. Someone, whether on the o i l and gas 
board or, perhaps, the Smal l Business Admin is t ra t ion , should be assigned the 
responsibi l i ty of work ing w i t h smal l marketers such as mysel f i n a r rang ing a 
way, i f there is one, by which we can u t i l i ze our impor t licenses i n order to 
stay i n business and to continue to offer a lower price. 

We believe tha t we have great ly inf luenced the purchasing pract ices of the 
consuming publ ic i n Alabama and our sur rounding area, and we t h i n k th i s 
has been good. We have pushed the self-service stat ions wh ich enable the auto-
mobi le owner to w a i t on h imsel f i f he wants to. By do ing so, and by in t roduc ing 
as efficient an operat ions as possible, we have been able to sell gasol ine t o the 
consumer a t a considerable savings. Our ma jo r o i l company competi tors have 
fe l t th is competi t ion, and they have moved to meet i t by in t roduc ing self-
service fac i l i t ies of the i r own. H ^ v e v e r , we can handle the compet i t ion as we 
come to i t and we believe we w i l l be suff iciently innovat ive and flexible i n our 
decision mak ing to cont inue a prosperous business. However, we can no t do so 
i f our source of supply is suddenly taken away f r o m us. Th is is th rough no 
f a u l t of ours. I t is a fa i l u re o f the d is t r i bu t ion system of the indus t ry i tse l f 
and one tha t only Government can handle. 

W e appreciate your interest i n our behalf and we wish to thank you again 
f o r the oppor tun i ty o f appear ing before you. 

Senator MCINTYRE. We w i l l move on now to M r . F red L ichtman, 
president of the Society of Independent Gasoline Marketers of 
America. 

STATEMENT OF FREDERICK LICHTMAN, PRESIDENT, SOCIETY OF 
INDEPENDENT GASOLINE MARKETERS OF AMERICA 

M r . LICHTMAN. I w i l l eliminate the introduct ion i n the interest of 
t ime and just tell you that S I G M A is a trade association representing 
210 private brand market ing companies which operate approximately 
20,000 service stations in the Uni ted States. S I G M A member compa-
nies are small businesses but they employ thousands of people, pay 
substantial State and Federal taxes on their sales, and, p r io r to 
recent outbacks in available supply, marketed in excess of 18 b i l l ion 
gallons of gasoline per year. 

I n recent weeks you have read in the press and undoubtedly heard 
f rom your pr ivate brand gasoline marketer constituents that indi-
vidual companies in several States are suddenly threatened w i t h 
bankruptcy or substantial economic loss because they have been 
denied access to their historic share of available supply by the private 
brand segment of the industry. 

Avai lable data indicates the situation is growing more serious w i t h 
each passing day and statistics val id today are obsolete tomorrow. I t 
is a tangible fact that independent gasoline retailers have been forced 
to close their stations or operate on substantially reduced schedules of 
service to the consuming public. I f relief is not obtained soon, a sub-
stant ial number of private brand gasoline marketers w i l l be forced 
out of business, thereby reducing the only competitive force i n gaso-
line marketing. 

We hope that this committee, af ter development of the facts, as you 
propose to do in these hearings, w i l l lend i ts support to immediate 
legislative and executive branch action to achieve, i n the short term, 
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the result necessary to preserve the independent private brand seg-
ment of the industry. A way must be found immediately to fa i r l y 
spread the burden of the present shortage between the integrated 
major brand companies and the independent private brand segment. 

The present situation where the majors take al l they have or a l l 
they need and cut off supplies to independents cannot be tolerated. 
I t is not the public interest or i n the interest of the ind iv idual con-
sumer. 

Time does not permit consideration of al l of the problems currently 
threatening the pr ivate brand gasoline marketer, but we would l ike 
to take this opportuni ty to present to you, i n abbreviated form, our 
views on what should and must be done. 

(1) To deal w i t h the immediate supply problem refineries should 
be obligated to allocate to independent private brand marketers of 
gasoline that percentage of their production that was sold to the 
independent private brand segment dur ing a most recent normal mar-
ket period. I n this connection Senator Saxbe has introduced S. 1599. 
S I G M A fu l l y supports the objectives of S. 1599 and w i l l have some 
suggestions at the appropriate t ime on its improvement. S I G M A 
strongly urges that this b i l l be assigned fo r early hearings and action 
by Congress. 

(2) Wh i le there are some elements of encouragement i n the Presi-
dent's recently announced new energy program and modification of 
the oi l impor t control program, those benefits, i f any, to the inde-
pendent private brand segment w i l l be available only in the longer 
term. None of the o i l impor t control program modifications recently 
announced w i l l provide meaningful early assistance to the private 
brand market ing segment unless there are fur ther amendments. 

I n this connection i t is essential that independent gasoline mar-
keters be given the sole authori ty to import finished petroleum prod-
ucts and the impor t program should be modified accordingly. I n 
order to insure that independent marketers who do not have access 
to imported products have access to supply, i t is also necessary that 
the import program be modified to provide fo r mandatory exchange 
of impor t licenses granted to midcontinent independent refiners. 

(3) Whi le we fu l l y support the administration's efforts to control 
inf lat ionary trends w i th in our escalating economy, we nevertheless 
feel that the Cost, of L i v i n g Council must permit the major oi l com-
pany refiners, now operating under special price constraints, to re-
flect cost increases incurred in the production of finished product. 
The economic stabil ization program must not be permitted to become 
a disincentive fo r sales by major refineries to the independent market-
ing segment of the industry. 

(4) We indorse fu l l y and applaud the voluntary fuel conservation 
prograirt outl ined by Secretary of the In ter ior Mor ton i n his testi-
mony before the Senate In ter ior and Insular Af fa i rs Committee on 
May 1. Unquestionably part of the solution of the gasoline supply 
problem lies in the easing of the total demand picture which can be 
achieved through considerate and intel l igent use of available re-
sources. S I G M A members w i l l cooperate fu l l y i n the implementation 
of these suggestions. 

Whi le the above suggestions relate to the short-term aspects of 
the problem we face, there are some actions which we recommend and 
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support which should be considered now and which w i l l provide pro-
tection to the independent segment of the petroleum industry i n fu-
ture years. 

(1) We strongly favor, for example, reasonable incentives f o r the 
construction of needed new refinery capacity, but we believe tha t the 
program should not be structured so as to apply exclusively to the 
major integrated oi l companies. 

Independent refiners to whom the independent market ing segment 
has historical ly looked fo r a port ion of i ts product requirements, 
should also have the chance to expand capacity. To enable inde-
pendent refiners to obtain long-term financing fo r refinery construc-
t ion and operation the import allocation fo r new refineries should 
be increased f rom 75 to 100 percent and the term of such imports ex-
tended f rom 5 to 10 years. This is the only way part ic ipat ion by inde-
pendent refiners w i l l become a real i ty, and i t is only i n the expan-
sion of the independent ref ining segment of the industry that we 
find reasonable assurance fo r the oontinued v iab i l i ty of the inde-
pendent private brand gasoline marketer. 

(2) We believe the Federal Government should take a more affirm-
ative position to assist the early acquisition and environmental clear-
ance of new refinery fac i l i ty sites. The already long leadtimes in-
herent i n refinery construction are becoming unbearable i n the face 
of the present supply-demand picture and wi thout Federal leadership 
a reduction of those delays does not appeal* l ikely. 

(3) S I G M A strongly supports an early start of construction of a 
pipeline f rom the Alaskan Nor th Slope supply sources. The necessary 
decisions as to route and other implementing actions should be taken 
w i t h a min imum of delay. 

(4) We support the recommendations in the President's recent 
energy message on the expansion of research and development activ-
ities in the area of fossil fuels and agree that public ut i l i t ies should 
be encouraged to uti l ize coal as an energy source. Federal fund ing 
support for research necessary to achieve increased fossil fuel ut i l iza-
t ion is wor thy of congressional support. 

You w i l l learn more in the course of these hearings than we pres-
ently know about the reasons fo r the present supply shortage, its 
legit imacy and whether i t is being used as an anticompetit ive device 
by major petroleum interests to eliminate the independent pr ivate 
brand retailer f rom the marketplace. 

On the basis of what is happening to our members, the circum-
stances surrounding termination of historic supply relationships, the 
continual expansion of secondary brand act iv i ty by major o i l compa-
nies—these and a host of other circumstances make us very suspicious 
tha t an unreasonable share of the economic burden of shortage is 
borne by our segment of the industry. As small businessmen, S I G M A 
members are relatively defenseless in the face of this threat and can 
only look to the author i ty of Government to provide protection 
f rom competitive extinction. We urge that this committee f u l l y sup-
port early implementation of those measures suggested as potent ial ly 
responsive to our immediate problems, as well as those addressed to 
the longer term to which we aspire to survive. 

Aga in I express my appreciation fo r the opportuni ty to express 
the views of our members. 

Senator MCINTYRE. We w i l l call now on M r . R. J. Peterson. 
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STATEMENT OF R. J. PETERSON, INDEPENDENT GASOLINE 
MARKETERS COTTNCIL 

Mr . PETERSON. Mr . Chairman and members of the committee. I am 
chairman of the board of Mar t i n O i l Service, Inc., i n Chicago, 111. 
I am also a founding member of the Independent Gasoline Marketers 
Council. 

M y brief statement here today is submitted on behalf of that 
council. 

I would l ike to interject here that my statement is also made on 
the assumption that you gentlemen have been reading the newspapers, 
as al l of us have, and that you are indeed aware that there is an 
acute shortage of gasoline, particuliarlv as fa r as the independent 
marketer is concerned. 

W i l l i a m E. Simon, the chairman of the O i l Policy Committee, has 
stated that this administrat ion is reluctant to inject governmental 
regulations and controls into private industry or to take any steps 
that would discourage private initiatives. 

Other spokesmen for this administration h a w simi lar ly affirmed 
theiir fa i th in free enterprise. Indeed, Secretary Shulitz has long been 
recognized as an advocate of the social benefits of competition and 
the social perils of Government interference. 

W i t h regard to the energy crisis, and national oi l policy, the gen-
eral view seems to prevail in this administration that, i f the Govern-
ment would just back off, the shortages and deficiencies w i l l gradually 
disappear. 

The new oi l import control system is a case in point. The new sys-
tem allows anyone to impor t anything so long as he is w i l l i ng to pay 
a fee, and i t allows certain participants, mainly refiners, to import 
l imi ted amounts wi thout any fee. This system has been put for-
ward on the theory that i t w i l l increase flexibility in the short-term 
and assure long-term freedom of action in the private sector. The 
idea is not to impede the great American oi l industry, but rather to 
rely upon its responsiveness to the needs of the Nation. 

I n a nutshell, the new policy says, let us push up the prices of crude 
o i l and finished products so that increased output w i l l be stimulated. 
Then, in 4 to 7 years, when adequate supplies have been restored 
competition w i l l protect the consumer. 

Against these observations, let me raise a douibt. How can you 
push prices up to stimulate a free enterprise reaction when the con-
ditions of free enterprise are indeed lacking? 

I t is al l wel l and good for the policymakers to proclaim their devo-
t ion to free enterprise. I include myself among such devotees. But , 
the underlying, structural, economic conditions of free enterprise do 
not. exifct in the oi l industry and the reaction to freedom may be to 
monopolize markets rather than to increase output. Control rather 
than competition may be the consequence of the new policy. 

The fundamental fact that must be understood is the fact of verti-
cal integration. I specifically refer to those instances in which a single 
business house enjoys the tax advantages of percentage depletion and 
foreign tax credits and enjoys the economic power of raw materials 
control through the ownership of crude reserves and gathering and 
shipping pipelines. 
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Vert ical integrat ion of that type distinguishes the o i l industry 
f r om ai l other major industries, in degree i f not i n kind. Such vert i -
cal integrat ion is the source of economic power i n the o i l industry. 
I t is also the source of the private law that now suddenly governs 
the gasoline and fuel o i l markets. I t must be understood fo r what i t 
is, i f governmental author i ty is to be exercised i n the public interest. 

Because of vertical integration, whenever the Government seeks 
to avoid in ter fer ing w i t h the oi l industry, i t is not thereby automat-
ical ly preserving free enterprise and private ini t iat ive. Instead such 
avoidance is more l ikely to allow the dictates of pr ivate interest to 
prevai l over the public good. Hence, pr ivate rulemaking rather than 
public law now governs the marketplace. 

The forms of private rulemaking are obvious. Most of the f u l l y 
integrated oi l companies, w i t h ref ining facil i t ies and adequate sup-
plies of crude oil, have adopted internal programs of allocation. W i t h 
regard to both crude and finished oils, they refuse to deal w i t h some, 
they curtai l their dealings wi th others and they accommodate thei r 
own as f u l l y as possible. 

Such rulemaking and preferential dealings are, i n effect, pr ivate 
laws. They have the collective impact of a statute on the marketplace. 
Consequently, at the present t ime, gasoline is f lowing at near 1972 
levels through integrated distr ibut ion channels. To the contrary, 
gasoline is flowing through nonintegrated, independent market ing 
channels at the rate of about one-quarter to one-half of the 1972 
levels. 

The independent gasoline marketer is bearing a disproportionate 
share of the shortage. Hence the independent gasoline marketer does 
not now exist as an effective competitor. Indeed, its continued exist-
ence may be measured in months, unless the trends in effect are 
redirected. 

We must realize that there is no reason in free enterprise theory 
fo r a f u l l y integrated refiner to voluntar i ly share his products w i t h 
an independent marketer who is also his competitor at retail. Hence, 
the only power on earth that w i l l redirect the flow of gasoline into 
independent market ing channels is the power of Government. 

Past policies of the Uni ted States have so strongly favored and en-
couraged the complete downstream integrat ion of major companies i n 
the oi l industry, start ing f rom the fountainhead of crude o i l owner-
ship and pipeline ownership, that, at a t ime when there are shortages 
of supply and deficiencies of product iv i ty , w i thho ld ing governmental 
controls upon supply, distr ibut ion and price is, i n real i ty, the aban-
donment of the public interest in favor of the private interest. 

Instead of leaving the field in the name of free enterprise, the 
Government should rather enter the field in the name of free enter-
prise. 

The Government should say pla in ly and clearly fo r al l to hear: 
The independent, private-brand, price-discount marketers of gasoline 
and the independent refiners who must purchase fo r cash most of 
thei r feedstocks, constitute a national asset. Collectively, they are 
the true competitors in the marketplace. W i thou t them, the consum-
ing public would be at the mercy of monopolistic forces i n the o i l 
industry. 
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Senator MCINTYRE. The consuming publ ic, I am a par t of the con-
suming public. I always thought that Texaco competed w i t h Arco 
and that Arco competed w i t h Exxon. 

W h y do we have to have these ind iv idua l pr ivate b rands—I have 
never gone near them. I always believed they were in fer io r gasoline. 

M r . PETERSON. D i d you believe that? 
Senator MCINTYRE. I am asking you. 
M r . PETERSON. I f you believed i t , you are subject to the only k i n d 

of competi t ion tha t they practice, and tha t is the practice o f nat ional 
advertising, image advert ising, credit card promotion, large expen-
sive corner locations, and the belief tha t because they are the biggest 
that they must be the best. 

Tha t is not necessarily true. 
Senator MCINTYRE. Don' t they compete w i t h one another? 
M r . PETERSON. O n t ha t basis they do—on the basis of credit cards, 

on the basis o f location. B u t w i thout the independent factor, the 
major o i l company levels of market ing w i l l fo l low the suggested 
retai l pr ice generally speaking o f the market leader i n any given 
area. 

M r . ODOM. Le t me respond to tha t , because that is a very legit imate 
question. As a consumer, in my town o f Montgomery, Ala. , the 
market ing price there is very, very vigorous between the independent 
marketers, the pr ivate brand marketers and the major companies. 

People d r i v i n g p ickup trucks and people d r i v i n g Cadillacs dr ive 
up to convenient stores and serve themselves gasoline f r o m the tanks 
at the convenience store at a savings to themselves. 

B y thei r own experience they know tha t the gasoline they are 
get t ing either f r o m that convenience store or f r om some other pr ivate 
brand marketer down the street is of the same grade and the same 
qual i ty as the gasoline they are buy ing f r o m a major o i l company. 
The only t h i ng is they may not be get t ing al l the service or at least 
they th ink they may no t be get t ing al l the service tha t they get f r o m 
the major o i l company. 

B u t they go in to that place to buy the gasoline. They know that 
the product tha t they are buy ing is just as good as tha t convenience 
store or at tha t pr ivate brand outlet as i t is at the major o i l company. 
So they shop where they can get the best price. I t is competi t ion f o r 
price and what the pr ivate brand dealer has done is to force the 
major companies—in my town, I have seen when the independents, 
the privates go down, when they post a cent lower o r 2 cents lower, 
that is what the majors have to do. 

They have to come down, too. They w i l l mainta in a gap, bu t tha t 
downward pressure fo r price has kept the major 's pr ice honest. 

Senator MCINTYRE. W h a t are those things Î have heard about 
gasoline wars? 

M r . PETERSON. I suppose that is price competit ion, Senator. 
Senator MCINTYRE. We had better get back to M r . Peterson. 
The CHAIRMAN. Le t me in te r rup t there and say I used to buy at 

an independent station. I t was quite handy to me. One day I talked 
to the area manager o f one of the major o i l companies. I asked h i m 
about t ha t gasoline, wha t his appraisal of i t was. H e said, " I t is good 
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gasoline." I n fact, he said, " I t is the same gasoline that we sell, just 
under another name, tha t is al l . " 

I have of ten thought of that , coming f r o m a representative o f one 
o f the major o i l companies w i t h reference to an independent o i l 
station. I have always had a great deal o f respect fo r independents. 

Senator MCINTYRE. I interrupted you, Mr . Peterson. W i l l you now 
proceed. 

M r . PETERSON. Tha t is perfectly a l l r igh t . 
T o me i t seems the Government should admit the obvious. The 

structure o f the o i l industry generates monopolistic forces. B y almost 
any standard, the market performance of the o i l industry has been 
an abject fai lure. To prove the point, I urge you to ask the r i gh t 
questions: 

Can i t be said that the market performance o f th is great industry 
should be praised because i t has achieved the present-day shortages? 

I t is not the fundamental task o f a great industry to meet the 
effective demands of i ts marketplace? 

I f responsiveness to demand has really characterized the industry, 
would we be here today ? 

I s the competit ive sp i r i t dead, or should we admit that , i n the o i l 
industry, i t has been under severe restraint fo r many years because 
of crude o i l production controls, o i l impor t controls, tax policies and 
ant i- t rust inaction ? 

Histor ical ly , economic behavior i n .the o i l industry has been so 
greatly influenced by governmental decrees, especially i n areas o f 
production, imports, taxes and anti-trust, tha t the Government is 
foo l ing itself i f i t th inks that other forms o f control i n the publ ic 
interest should be abandoned or wi thheld i n order to restore or 
achieve the benefits o f pr ivate enterprise. A l l tha t is real ly achieved 
is a freer hand fo r monopolistic forces. 

The problem of today is the problem of output and competit ion. 
Certainly fo r the past 15 years, the determination of output , i n 
quantitat ive terms, has been made by a series of administrat ive deci-
sions. I t has not been determined by free market interactions. There 
has been no free market in crude oi l and no free market i n petroleum 
products. Growth i n demand has not spurred growth i n domestic 
productive capacity, either of crude o i l or of finished products. 

Any t ime dur ing the past few years, i t has not been diff icult to 
predict the r is ing demands fo r gasoline, No. 2 fuel oi l , and residual 
fuel oil. Yet, i t has not been possible f o r new money, new talent, or 
new init iat ives to be effectively responsive, par t icu lar ly when the 
nexus o f crude o i l ownership and refinery ownership have made i t 
v i r tua l l y impossible fo r a newcomer to enter the industry a t any 
one funct ional levelifwithout some fo rm o f preference or forbearance 
by major oi l . 

Because of these conditions, induced by past policies, new policies 
are necessary. Bu t , the new policies must be -positive and must, i n 
fact, interfere w i t h the natural motives and predictable behavior of 
the crude, strong mult inat ional, f u l l y integrated o i l company. The 
rationale o f avoiding interference w i t h pr ivate ini t iat ives is not 
relevant to the objectives of increased output and preserving com-
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petit ion. Those social objectives w i l l not automatically fo l low f r o m 
governmental abstinence. 

Therefore, i n the name of free enterprise, the Government must 
intervene—may I say to you very candidly, I never thought the day 
would come when I would say th is but because of Government inter-
ference i n the /past, I th ink tha t now i t is incumbent upon the 
Government to continue. I shall not read any more of my statement 
beyond that. 

Senator MCINTYRE. We w i l l include the balance of your state-
ments i n the record. 

[Complete statements of Mr . L ichtman and M r . Peterson fo l l ow: ] 

S T A T E M E N T OF F R E D E R I C K L I C H T M A N , PRESIDENT, SOCIETY OF I N D E P E N D E N T 
G A S O L I N E M A R K E T E R S OF A M E R I C A 

Mr. Chairman and members of the committee, I am Frederick Lichtman, 
President of Tulsa Oi l Corporation, Detroi t , Michigan, appearing before you 
today in my capacity as President of the Society of Independent Gasoline 
Marketers of America (S IGMA) and representing the 210 member companies 
of t ha t association. On behalf of the independent pr ivate brand gasoline mar-
keters we appreciate this opportunity to present our views i n th is fo rum on the 
current petroleum product shortage and i ts grave economic and anticompetit ive 
consequences to our members. 

SIGMA is a nat ional trade association representing 210 pr iva te brand 
gasoline market ing companies which operate 20,000 service stations distr ibuted 
through most of the states of the Union. SIGMA member companies are, i n 
the main, small businesses, but they employ thousands of people, pay sub-
stant ia l state and federal taxes on their sales and, p r io r to recent cutbacks 
i n available supply, marketed in excess of 18,000,000,000 gallons of gasoline 
per annum. 

I n recent weeks you have read in the press and undoubtedly heard f rom 
your pr ivate brand gasoline marketer constituents that ind iv idua l companies 
in several states are suddenly threatened w i t h bankruptcy or substantial 
economic loss because they have been denied access to their histor ic share 
of available supply by the pr ivate brand segment of the industry. Avai lable 
data indicates the si tuat ion is growing more serious w i th each passing day 
and statistics va l id today are obsolete tomorrow. I t is a tangible fact that 
independent gasoline retai lers have been forced to close thei r stations or operate 
on substantial ly reduced schedules of service to the consuming public. I f rel ief 
is not obtained soon, a substantial number of pr ivate brand gasoline marketers 
w i l l be forced out of business, thereby reducing the only competit ive force 
in gasoline marketing. 

We are encouraged to hope that this committee, a f ter development of the 
facts, as you propose to do in these hearings, Wil l lend i ts support to 
immediate legislative and executive branch action to achieve, i n the short 
term, the result necessary to preserve the independent pr ivate brand seg-
ment of the industry. A way must be found immediately to fa i r l y spread 
the burden of the present shortage between the integrated major brand com-
panies and the indejtendent pr ivate brand segment of the industry. The present 
s i tuat ion where the majors take a l l they have or a l l they need and cut off 
supplies to independents cannot be tolerated. I t is not i n the public interest 
or i n the interest of the ind iv idua l consumer. 

Time does not permit consideration of a l l of the problems current ly threat-
ening the pr ivate brand gasoline marketer, but we would l i ke to take this 
opportunity to present to you, in abbreviated form, our views on what should 
and must be done. 

(1) To deal w i t h the immediate supply problem refineries should be obli-
gated to allocate to independent pr ivate brand marketers of gasoline that 
percentage of the i r production that was sold to tihe independent pr ivate 
brand segment dur ing a most recent normal market period. I n this connection 
Senator Saxbe has introduced S. 1599, which has been referred to Commerce 
Committee, but has not yet been assigned for hearings. S IGMA fu l l y supports 
the objectives of S. 1599, w i l l have some suggestions for the Commerce Com-
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mittee at the appropriate t ime on i ts improvement. S IGMA strongly urges 
that this b i l l be assigned fo r ear ly hearings and act ion by the Congress. 

(2) Whi le there are some elements of encouragement i n the President's 
recently announced new energy program and modif ication of the O i l Impo r t 
Control Program, those benefits, i f any, to the independent pr ivate brand seg-
ment w i l l be available only i n the longer term. None of t he Oi l Impo r t Control 
Program modifications recently announced w i l l provide meaningful ear ly 
assistance to the pr ivate brand market ing segment unless there are fu r the r 
amendments to tha t program. I n this connection lit is essential tha t independent 
gasoline marketers be given the sole author i ty to impor t finished petroleum 
products and the import program should be modified accordingly. I n order to 
insure t ha t independent marketers who do not have access to imported 
products have access to supply, i t is also necessary tha t the impor t program be 
modified to provide fo r mandatory exchange of impor t licenses granted to mid-
continent independent refiners. 

(3) Whi le we fu l l y support the Administ rat ion 's efforts to control inf la-
t ionary trends w i th in our escalating economy, we nevertheless feel tha t the 
Cost of L i v ing Council must permit the major o i l company refiners, now 
operating under special price contraints, to reflect cost increases incurred i n 
the production of finished product. The Economic Stabi l izat ion program must 
not be permit ted to become a disincentive for sales by ma.ior refineries to 
the independent market ing segment of the industry. 

(4) We endorse fu l l y and applaud the voluntary fuel conservation program 
outl ined by Secretary of the In ter io r Morton i n his testimony before the 
Senate In te r io r and Insu lar Af fa i rs Committee on May 1st. Unquestionably 
par t of the solution of the gasoline supply problem lies in an easing of the 
tota l demand picture which can be achieved through considerate and inte l l igent 
use of available resources. SIGMA members w i l l cooperate fu l l y i n the im-
plementation of those suggestions. 

Whi le the above suggestions relate to the short-term aspects of the problem 
we face, there are some actions which we recommend and support which 
should be considered now and which w i l l provide protection to the independent 
segment of the petroleum industry in fu tu re years. 

(1) We strongly favor, for example, reasonable incentives f o r the con-
struct ion of needed new refinery capacity, but we believe tha t the program 
should not be structured so as to apply exclusively to the ma jo r integrated 
o i l companies. Independent refiners, to whom the Independent market ing seg-
ment has histor ical ly looked for a por t ion of i t s product requirements, should 
also have the chance to expand capacity. To enable independent refiners to 
obtain long-term financing fo r refinery construction and operation the impor t 
al location for new refineries should be increased f rom 75 to 100 percent and 
the term of such imports extended f rom five to ten years. This is the only 
way part ic ipat ion by independent refiners w i l l become a real i ty , and i t is only 
i n the expansion of the independent ref ining segment of the industry tha t we 
find reasonable assurance for the continued v iab i l i t y of the independent 
pr ivate brand gasoline marketer. 

(2) We believe the federal government should take a more af f i rmat ive posi-
t ion to assist the early acquisi t ion and environmental clearance of new refinery 
fac i l i t y sates. The already long lead times inherent i n refinery construct ion 
are becoming unbearable in the face of the present supply-demand picture and 
wi thout federal leadership a reduction of those delays does not appear 
l ikely. 

(3) S IGMA strongly supports an early s tar t o f construction of a pipeline 
f rom the Alaskan Nor th Slope supply sources. The necessary decisions as to 
route and other implementing actions should be taken w i t h a min imum of 
delay. 

(4) We support the recommendations in the President's recent energy mes-
sage on the expansion of research and development act iv i t ies i n the area 
of fossil fuels and agree that public u t i l i t ies should be encouraged to u t i l i ze 
coal as an energy source. Federal fund ing support fo r research necessary 
to achieve increased fossil fuel u t i l i za t ion is wor thy of Congressional sup-
port. 

You w i l l learn more in the course of these hearings than we presently 
know about the reasons for the present, supply shortage, i ts legit imacy and 
whether i t is being used as an ant icompeti t ive device by major petroleum 
interests to el iminate the independent pr ivate brand retai ler f r om the market-
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place. On the basis of what is happening to our members, the circumstances 
surrounding terminat ion of historic supply relationships, the cont inual ex-
pansion of secondary brand act iv i ty by major o i l companies—'these and a 
host of other circumstances make us very suspicious that an unreasonable 
share of the economic burden of shortage is borne by our segment of the 
industry. As small businessmen, SIGMA members are relat ively defenseless 
in the face of this threat and can only look to the author i ty of government 
to provide protection f rom competit ive extinction. We urge that th is committee 
fu l l y support early implementat ion of those measures suggested as potential ly 
responsive to our immediate problems, as wel l as those addressed to the longer 
term to which we aspire to survive. 

Again, may I express my appreciation for the opportunity to express the 
views of our members. 

S T A T E M E N T OF R . J . PETERSON, C H A I R M A N OF T H E BOARD, M A R T I N O I L SERVICE, 
I N C . 

Mr. Chairman and members of the committee, my name is R. J. Peterson. 
I am Chairman of the Board of Mar t i n Oi l Service, Inc., i n Chicago, I l l inois. 
I am also a founding member of the Independent Gasoline Marketers Council. 
My brief statement today is submitted on behalf of that Council. 

W i l l i am E. Simon, the Chairman of the Oi l Policy Committee, has stated 
that th is Admin is t ra t ion is reluctant to inject governmental regulations and 
controls into pr ivate industry or to take any steps tha t would discourage 
pr ivate in i t iat ives. 

Other spokesmen for this Admin is t ra t ion have s imi lar ly affirmed the i r f a i th 
in free enterprise. Indeed, Secretary Shultz has long been recognized as an 
advocate of the social benefits of competit ion and the social peri ls of govern-
ment interference. 

W i t h regard to the energy crisis, and nat ional o i l policy, the general view 
seems to prevai l in th is Admin is t ra t ion that , i f the government would jus t back 
off, the shortages and deficiencies w i l l gradual ly disappear. 

The new oi l import control system is a case in point. The new system 
allows anyone to import anyth ing so long as he is w i l l i ng to pay a fee, and 
i t al lows certain part icipants, mainly refiners, to import l imi ted amounts 
wi thout any fee. This system has been put fo rward on the theory tha t i t w i l l 
increase flexibility i n the short-term and assure long-term freedom of action 
i n the pr ivate sector. The idea is not to impede the great American o i l industry, 
but rather to rely upon i ts responsiveness to the needs of the nation. 

I n a nutshell, the new policy says, let us push up the prices of crude o i l 
and finished products so that increased output w i l l be st imulated. Then, in 
four to seven years, when adequate supplies have been restored, competit ion 
w i l l protect the consumer. 

Against these observations, let me raise a doubt. How can you push prices 
up to st imulate a free enterprise reaction when the conditions of free enter-
prise are lacking? 

I t is a l l wel l and good for the policymakers to proclaim thei r devotion to 
free enterprise. I include myself among such devotees. But , the underlying, 
structural , economic conditions of free enterprise do not exist i n the o i l 
industry and the reaction to freedom may be to monopolize markets rather 
than to increase output. Control rather than competit ion may be the con-
sequence of the new policy. 

The fundamental fact tha t must be understood is the fact of vert ical 
integration. I specifically refer to those instances in which a single business 
house enjoys the t a x advantages of percentage depletion and foreign tax 
credits, and enjoys the economic power of raw materials control through 
the ownership of crude reserves and gathering and shipping pipelines. 

Vert ical integrat ion of that type distinguishes the oi l industry f rom a l l 
other major industries, i n degree i f not in kind. Such vert ical integrat ion 
is the source of economic power i n the oi l industry. I t is also the source 
of the pr ivate law that now suddenly governs the gasoline and fuel o i l 
markets. I t must be understood for what i t is, i f governmental author i ty 
is to be exercised in the public interest. 

Because of vert ical integrat ion, whenever the government seeks to avoid 
in ter fer ing w i th the o i l industry, i t is not thereby automatical ly preserving 
free enterprise and pr ivate in i t ia t ive. Instead, such avoidance is more l ikely 
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to a l low the dictates of pr ivate interest to prevai l over the public good. Hence, 
pr ivate rule-making rather than publ ic lawT now governs the marketplace. 

The forms of pr ivate rule-making are obvious. Most of the fu l l y integrated 
o i l companies, w i t h ref ining faci l i t ies and adequate supplies of crude oi l , have 
adopted in terna l programs of allocation. W i t h regard to both crude and finished 
oils, they refuse to deal w i t h some, they cur ta i l thei r dealings w i t h others, 
and they accommodate thei r own as fu l l y as possible. . 

Such rule-making and preferent ia l dealings are, i n effect, pr ivate laws. They 
have the collective impact of a statute on the marketplace. Consequently, a t 
the present t ime, gasoline is flowing at near 1972 levels through integrated 
d is t r ibu t ion channels. To the contrary, gasoline is flowing through non-inte-
grated, independent market ing channels at the rate of abouit % to % of the 
1972 levels. 

The independent gasoline marketer is bearing a disproport ionate share of the 
shortage. Hence, the independent gasoline marketer does not now exist as an 
effective competitor. Indeed, i t s continued existence may be measured i n 
months, unless the trends i n effect are redirected. 

We must realize that there is no reason i n free enterprise theory f o r a 
fu l l y integrated refiner to vo luntar i ly share his products w i t h an independent 
marketer who is also his competitor a t retai l . Hence, the only power on earth 
tha t w i l l redirect the flow of gasoline into independent market ing channels 
is the power of government. 

Past policies of the Uni ted States have so strongly favored and encouraged 
the complete downstream integrat ion of major companies i n the o i l industry , 
s tar t ing f rom the fountainhead of crude o i l ownership and pipeline owner-
ship, that , now, at a t ime when there are shortages of supply and deficiencies 
of product iv i ty , w i thhold ing governmental controls upon supply, d is t r ibu t ion 
and price is, i n real i ty, the abandonment of the public interest i n favor of the 
pr iva te interest. 

Instead of leaving the field i n the name of free enterprise, the government 
should enter the field in the name of free enterprise. 

The government should say pla in ly and clearly fo r a l l to hear : The inde-
pendent, private-brand, price-discount marketers of gasoline, and the inde-
pendent refiners who must purchase fo r cash most of the i r feed-stocks, 
consti tute a nat ional asset. Collectively, they are the t rue competitors i n the 
marketplace. Wi thou t them, the consuming public would be at the mercy of 
monopolistic forces in the o i l industry. 

The government should admit the obvious: The structure of the o i l indust ry 
generates monopolistic forces. By almost any standard, the market per-
formance of the o i l industry lias been an abject fai lure. To prove the point, 
I urge you to ask the r ight questions: 

Can i t be said that the market performance of th is great industry should 
be praised because i t has achieved the present day shortages? 

Is i t not the fundamental task of a great industry to meet the effective 
demands of i ts marketplace? 

I f responsiveness to demand has real ly characterized the industry, wou ld 
we be here today ? 

Is the competit ive sp i r i t dead, or should we admi t that, i n the o i l industry, 
i t has been under severe restraint fo r many years because of crude o i l pro-
duct ion controls, o i l import controls, tax policies, and an t i t rus t inaction? 

Histor icaly, economic behavior i n the oi l industry has been so great ly in-
fluenced by governmental decrees, especially i n areas of production, imports, 
taxes, and ant i t rust , that the government is fool ing i tsel f i f i t th inks tha t 
other forms of control i n the public interest should be abandoned or w i thhe ld 
i n order to restore or achieve the benefits of pr ivate enterprise. A l l tha t 
is real ly achieved is a freer hand for monopolistic forces. 

The problem of today is the problem of output and competit ion. Certa in ly, 
fo r the past 15 years, the determinat ion of output, i n quani tat ive terms, has 
been made by a series of adminis t rat ive decisions. I t has not been determined 
by free market interactions. There has been no free market i n crude o i l and 
no free market i n petroleum products. Growth in demand has not spurred 
growth i n domestic product ive capacity, ei ther of crude o i l o r of finished 
products. 

Anyt ime dur ing the past few years, i t has not been di f f icul t to predict the 
r is ing demands for gasoline, No. 2 fuel oi l , and residual fuel oil. Yet, i t has 
not been possible fo r new money, new talent, or new in i t ia t ives to be effec-
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t ively responsive. The restraining influences of vert ical integration, par t icu lar ly 
f rom the nexus betwen crude ownership and refinery ownership, have made i t 
v i r tua l l y impossible fo r a newcomer to enter the industry at any one funct ional 
level w i thout some fo rm of preference or forabearance by major oil. 

Because of these conditions, induced by past policies, new policies are 
necessary. But , the new policies must be posit ive and must, i n fact, interfere 
w i th the na tu ra l motives and predictable behavior of the crude-strong, mul t i -
national, fu l l y integrated oi l company. The rat ionale of avoiding interference 
w i th pr ivate in i t ia t ives is not relevant to the objectives of increased output 
and preserving competition. Those social objectives w i l l not automatical ly 
fo l low f rom governmental abstinence. 

Therefore, i n the name of free enterprise, the government must intervene. 
(May I say to you, very candidly, I never thought the day would come when 
I would say this.) 

Hav ing pointed to the per i l of ext inct ion facing the independent marketer 
and the independent refiner, let me conclude by making sure we know who 
we are ta lk ing about. I am not a lawyer, however, I w i l l t r y to define my 
terras. 

The independent marketer i n the o i l industry is one who buys petroleum 
products f rom a refiner, a terminal operator, broker, or jobber, fo r resale 
at wholesale or retai l . He does not own or control any ref ining capacity, nor 
is he owned or controlled by anyone w i t h refining capacity. 

The independent refiner is i n an analogous posit ion i n relat ion to the 
crude o i l producer. A refiner is generally regarded as independent i f he does 
not own crude reserves and crude production sufficient to sustain the bulk 
of his refining and market ing. 

Thus, i n summary, the independent marketer is to be distinguished f rom 
the integrated marketer by v i r tue of ref i l l ing capacity, and the independent 
refiner is to be distinguished f rom the integrated refiner by v i r tue of crude 
ownership, including foreign crude. 

The opposite of an independent is an integrated company. A n integrated 
gasoline marketer is one who is owned or controlled by, or under common 
control wi th, one who has gasoline manufactur ing faci l i t ies and substantial 
crude production. A given marketer may become integrated or become inde-
pendent i f his ownership and control relationships change. For example, a 
marketer may become integrated by changes i n stock ownership, financial 
indebtedness, a lease relationship, or an operating contract or other arrange-
ment w i t h a supplier which calls fo r a par t icu lar brand name and provides 
for price protection or some other fo rm of economic support. 

Tn contrast, an independent gasoline marketer is a person (1) who owns 
his own service stations or leases them f rom someone other than his supplier, 
and (2) who conducts his pr inc ipal market ing act iv i t ies under a pr ivate 
brand name not identif ied w i t h nor used by his supplier, and (3) who does 
not have a contractual or other relat ionship w i t h a supplier whereby the 
marketer is granted price protection, temporary allowances, or any other 
economic benefits. 

As a final word, I submit the fo l low ing : I f we are to increase output and 
preserve competition, we must not a l low the pr ivate rules of vert ical ly inte-
grated o i l companies to govern the marketplace and determine the fu ture 
structure of the o i l industry. The voice of the independent must also be heard. 

Senator MCINTYRE. I y ie ld now to the Senator f rom Alabama. 
The CITATRMAX. I want to ask just one question both of M r . L icht-

man and Mr . Peterson. "What do you th ink of the suggestion made a 
few minutes ago about the use of royalty oil offshore ? 

Mr . L I O I I T M A X . This is one of the remedies that S I G M A has con-
sidered. I t is not- going to solve the problem. I t w i l l help to alleviate 
i t in some areas. We agree that i t is a good idea. That the royal ty 
oi l should be allocated by the government to independent refiners 
so that the final finished product can find its way to the independent 
marketer. 

Bu t you are not ta lk ing about much oil, Senator, when you ta lk 
about the royal ty o i l ; 40 mi l l ion gallons of finished product is not 
going to solve the problem of this industry. 

dg-ISH—73— 
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The CHAIRMAN. I t w i l l not solve i t but i t is better than nothing, 
isn't i t? 

M r . L ICHTMAN. That is r ight . I t is better than nothing. I am not 
knocking i t . 

The CHAIRMAN. W h a t is you thought, M r . Peterson, do you agree 
w i t h what M r . L ichtman has just said ? 

M r . PETERSON. Le t me respond as I feel about i t rather than agree 
w i t h what he has said. 

The CHAIRMAN. Br ief ly, because Senator Mc In ty re is pushed fo r 
t ime. 

M r . PETERSON. I understand he is. M y response to that is I th ink 
i t w i l l not i n the long term be an effective way to do i t . I have t r ied 
i t as an indiv idual . I t has many problems. I believe there is a simple 
way to do i t , and that is to recognize that historical ly the independent 
had a percentage of the market and that the Government intervened 
and required that not just historic sales be recognized 

The CHAIRMAN. I n other words, you would recommend allocations? 
M r . PETERSON. Allocations at the refinery level on a percentage 

basis ? 
The CHAIRMAN. Yes, sir. Thank you. 
Senator MCINTYRE. Senator Johnston. 
Senator JOHNSTON. I believe Mr . L ichtman said we ought to get 

along w i t h the Alaskan pipeline. Wh ich route ? 
M r . L ICHTMAN. H a d you been reading the statement along w i t h 

me, Senator, you would see that we skirted that issue. We are mar-
keters; we are not environmentalists, we are not engineers or plan-
ners. We are interested i n gett ing the product down here. 

Senator JOHNSTON. YOU are staying out of the whole environmental 
question, and you do not have any recommendations to relax the 
environmental rules? 

M r . PETERSON. To the extent that the environmental question im-
pedes the progress of the establishment of the route, I t h ink that 
somewhere along the line there has got to be some compromise made. 
I th ink , basically, we are al l environmentalists, we al l l ike the trees 
and the flora and the fauna. 

Senator JOHNSTON. A re you in favor of the emission control stand-
ards ? 
^ M r . PETERSON. The emission control standards when the automo-

t ive industry and when the petroleum industry can meet them w i t h i n 
a reasonable time, yes. The th ing that bothers us now, whi le the auto 
industry has been given a year's delay, the petroleum industry is 
st i l l required to sell unleaded products star t ing next Ju ly 1974 and 
that opens up a whole new can of worms. 

The independent does not have now, and has no assurance that 
he w i l l ever have, access to the unleaded product which is required 
under the E P A regulation. 

Senator JOHNSTON. The point is you do not have any real posit ion 
on the relaxation of the environmental rules? Whether they be i n 
coal burning, emission controls, power plant s ight ing or the Alaskan 
pipeline, you do not have any posit ion except that you do not want 
i t to impede the progress ? 

M r . PETERSON. No, I do not th ink i t is fa i r to say we do not have 
a position. B y the same token, being marketers and not being in-
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volved i n the vast expenditures of money tha t must be made, i t may 
be somewhat presumptuous 011 our par t as marketers to either te l l 
those who are mak ing the b ig investments or those who are con-
cerned w i t h the environmental aspects or those who govern where we 
t h i n k tha t l ine ought to be, how fast i t ought to be bu i l t and i n what 
manner i t should be bu i l t . There is a l i m i t to the influence tha t we 
t h i n k we m igh t or should have. 

So, on tha t ground, I must beg the question. 
Senator JOHNSTON. Thank you. 
Senator MCINTYRE. Thank you. 
M r . LICHTMAN. YOU say 20,000 service stations. Could you give 

the committee any idea of how many o f those stations to your 
knowledge—bal lpark figures I am ta l k i ng about—are closed today ? 
Could you give us some understanding of the significance of th is 
crisis you are up against? 

M r / L I C H T M A N . I do not have the actual f igure i n numbers but we 
can submit i t because our office is da i ly t a l l y i ng these things. 

Senator MCINTYRE. Can you give me a ba l lpark figure? 
M r . LICIITMAN. I wou ld say at present tha t 25 to 30 percent m igh t 

be a f a i r figure. 
Senator MCINTYRE. There are a number of quest ions that I am go ing 

to submit to both M r . Peterson and to you, M r . L ich tman, and to M r . 
Mason and M r . Odom. B u t we w i l l do i t fo r the record in view of 
the time. 

The impor tan t t h i n g is to give you a chance to state your case and 
how you feel about i t . We would l ike to pursue a lo t of questions bu t 
the day is mov ing along fast, and we w i l l submit them. 

M r . ODOM. Senator Mc In ty re , can I th row out one thought f o r the 
record wh ich you m igh t use wlie-n the Government witnesses are 
here ? 

One of the alternative suggestions that has been made involves 
t r y i n g to make i t possible to impor t crude o i l so tha t i t w i l l have 
an effect and an impact upon the excess capacity of the refineries 
that we have i n th is country today, tha t is, refinery tha t can only 
use domestic crude. I t has been suggested to the Government tha t 
some k i n d of incentive or some k i n d of program be devised wh ich 
wou ld encourage the major oi l companies to exchange the i r domestic 
crude w i t h the independent refiners fo r the independent refiners' 
license to impor t fore ign crude, that is to say to the majors i n actual 
exchange so tha t these independents can refine domestic crude, there 
w i l l be some common incentive. 

I wou ld hope that the committee would ask M r . Simon or some 
of those i n author i ty what the i r at t i tude toward such a program 
wou ld be. 

Senator MCINTYRE. M r . Odom, we are going to have M r . Simon 
over here, and the day he is here, we w i l l have plenty of chance, we 
w i l l have an hour or so, I believe, to inquire. I f you want to get 
together w i t h the staff of this committee, so we understand thoroughly 
what you are d r i v i n g at, we would be happy to pu t that to him." 

M r . ODOM. Thank you very much. Senator." 
Senator MCINTYRE. Thank you very much fo r your testimony. 
We now call as our next witnesses, a panel of five indiv iduals, 

Herber t A . Sostek, representing the Independent Fue l Termina l 
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Operators Association, W i l l i a m I t . Deutsch, Nat iona l O i l Jobbers 
Counc i l , also Gregg Potv in , Nat iona l O i l Jobbers Counci l , D o u g 
Baker , Nat iona l Self Service Gasoline Association, and J . R. Par-
r ish, Nat iona l Self Service Gasoline Association. 

Gentlemen, i f you w i l l take your seats at the witness table. I am 
happy to welcome you here today. I am going to ask you to sum-
mar ize your statements i n 5 to 7y2 minutes. W e w i l l , of course, accept 
a l l your statements i n thei r ent i rety. I f you can do that , i t w i l l g ive 
us k chance to ask a few questions before we recess u n t i l tomorrow. 
W e w i l l start off w i t h M r . Sostek. 

" S T A T E M E N T S OF H E R B E R T A . SOSTEK, I N D E P E N D E N T F U E L 

^ T E R M I N A L OPERATORS ASSOCIAT ION, A C C O M P A N I E D B Y 

N I C H O L A S C I R I L L O , V I C E P R E S I D E N T OF C I R I L L O BROS. 

T E R M I N A L CORP., N E W Y O R K ; GREGG P O T V I N , A C C O M P A N I E D 

: B Y W I L L I A M R. DETJTCH, N A T I O N A L O I L JOBBERS C O U N C I L ; 

W . D. B A K E R , N A T I O N A L S E L F S E R V I C E G A S O L I N E A S S O C I A T I O N , 

A N D H I G H L A N D P E T R O L E U M , I N C . , A N D J. R . P A R R I S H , 

N A T I O N A L S E L F S E R V I C E G A S O L I N E A S S O C I A T I O N A N D U GAS 

U M , I N C . 

M r . SOSTEK. Thank you, M r . Chai rman and members of the com-
mittee. 

M y name is Herber t A . Sostek. I am the executive vice president 
o f the Gibbs O i l Co. of Revere, Mass., an independent deepwater 
te rm ina l serving the New Eng land area. 

W i t h me is S i r . Nicholas C i r i l l o , vice president o f C i r i l l o Bros. 
Te rm ina l Corp., an independent deepwater te rmina l serving the 
New Y o r k and L o n g Is land areas. 

Before beginning my fo rma l statement, M r . Chai rman, I should 
l i ke to commend you, the members of th is committee, and the Sen-
ators, Congressmen, and Governors f r o m New Eng land and the 
Northeast f o r your persistent f ight on behalf o f independent mar-
keters and consumers of No. 2 fue l o i l and gasoline. I t continues to 
be a dif f icult , ha rd effort, but we have made some progress. Substan-
t i a l changes i n o i l impor t policies have been made i n recent years and 
recogni t ion is being given to the competi t ive and supply problems 
o f independent marketers and deepwater te rmina l operators along 
the east coast. 

W e are deeply gra te fu l f o r your leadership, f o r the series o f fact-
finding hearings and inquir ies in to the problems conducted by th is 
committee, and f o r the cont inu ing support o f the publ ic officials o f 
the Northeastern States. 

I am appear ing today on behalf of the Independent Fue l Te rm ina l 
Operators Association whose 15 members operate o i l terminals a long 
the east coast f r o m Maine to F lo r ida . 

A l ist o f members is included w i t h my statement's attachment A . 
Our members own or control terminals capable of receiving ocean-

g o i n g tankers; none is affi l iated w i t h a major o i l company. A l l are 
qual i f ied to part ic ipate i n the No. 2 fue l o i l impor t p rog ram estab-
l ished under section 2 ( a ) ( 1 ) o f President ial Proc lamat ion 3279, as 
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amended, and section 30 of the O i l I m p o r t Regulat ion, under wh ich 
50,000 b / d of home heat ing o i l is presently being impor ted in to Dis-
t r i c t I—the east coast. The members of our association are inde-
pendent marketers of No. 2 fuel oi l , No. 6 fuel oi l , and gasoline and 
other petroleum products. 

Ou r testimony before you in 1971 contained a detailed analysis 
of deepwater te rmina l operations and the h is tory of our pa r t of the 
o i l business, and the record compiled by this committee at that t ime, 
"Cost and Adequacy of Fuel O i l , " is a most complete and persuasive 
document. 

We should l ike, therefore, to l i m i t our testimony th is morn ing t o 
three specific topics: 

1. The gasoline supply si tuat ion and its impact on independent, 
marketers. 

2. The No. 2 fue l o i l , home heat ing oi l , supply si tuat ion and i t s 
impact on independent marketers. 

3. The new o i l impor t program. 

I . GASOLINE 

The urgency and impact of the gasoline shortage have been wel l 
known to those of us i n the independent gasoline business fo r a 
number of months. We are, therefore, pleased tha t these hearings 
are being held fo r they can play an impor tan t role i n b r ing ing al l 
the facts to the at tent ion of the publ ic and the executive branch of 
the Federal Government. 

M r . Chairman, you and other Members of Congress, have been 
warn ing fo r nearly 6 months about the threat of a gasoline shortage. 
Unfor tunate ly , once again these warnings have not been heeded; 
once again the Federal Government has chosen to l isten to the assur-
ances of others that the supply problems wou ld be localized and 
temporary. 

We can state our posit ion br ie f ly ; I am sure i t w i l l be supported 
by other witnesses. The gasoline shortage w i l l be worse than antici-
pated : i t w i l l be widespread and long lasting. A n d unless p romp t 
action is taken by the Congress and the executive branch, a major 
result of tha t shortage w i l l be the destruction of a large por t ion o f 
the independent gasoline business. 

As independents, our chief fear is that , unless Federal policies 
a c h a n g e d , thousands of independent gasoline stations w i l l be 
permanently closed, tens of thousands of persons w i l l lose thei r jobs 
and hundreds of mi l l ions of dollars of investments w i l l be w iped 
out. The short- term impact on our country w i l l be equally serious, f o r 
i t w i l l moan greater concentration of economic power in the hands 
of fewer and fewer companies and potentiail destruction of the 
compel .itive operators who have brought good sendee and lower 
prices to consumers. 

I n the interest of t ime, M r . Chairman, I w i l l skip over some o f 
the background in fo rmat ion which I set fo r th here and go in to 
some por t ion of i t that I t h i nk is meaningful . 

As an example of why we have some of these problems, we have 
developed a statistic which is very, very interesting. I n New Eng land, 
sir. in the years 1971 and 1972. the average g rowth in consumption 
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d u r i n g the f i rst 3 months was approx imate ly 4.5 percent on gasoline. 
F o r the f i rst 3 months of th is year i t is r u n n i n g at 8.8 percent, near ly 
a 100-percent increase i n a t ime of shortage. 

Some of the other th ings we were go ing to say have been stated 
by other people. I shall therefore get t o our recommendations, w h i c h 
we t h i n k wou ld be he lp fu l . 

I w o u l d f i rs t l i ke to go in to m y statement-, wh i ch needs some cor-
rect ing. Prices change ra ther d ramat ica l l y i n our indus t ry and there 
have been changes since th is was prepared. Where we have reference 
to fo re ign gasoline versus domestic gasoline, the domestic landed 
pr ice, Boston, assuming i ts ava i lab i l i t y—and I can assure you i t is 
not. ava i lab le—would be 181/. cents, m a k i n g the del ivered cost to a 
s tat ion 30% cents; the average independent posted pr ice i n our area 
o f 35.9 cents, g i v i n g a marg in of approx imate ly 5.15 wh ich is less 
t h a n an acceptable m a r g i n f o r r e tu rn on investment. The fo re ign 
pr ice wou ld stay the same except tha t the posted pr ice wou ld go up 
to 35.9 and that wou ld show a loss of one tenth o f 1 cent. However , 
I am advised as of last n igh t—T have not been back to m y office— 
that the latest quotat ion f o r fore ign gasoline del ivered to the U n i t e d 
States is beg inn ing to approach 25 cents a ga l lon wh i ch w o u l d have 
a substant ial impact on this. 

O u r recommendations are as fo l l ows : 
F i r s t , a s t rong al locat ion and ra t i on ing statute should be enacted 

wh ich wou ld require—and I emphasize " requ i re "—the Federal Gov-
ernment i n t imes of short supply of any product , to allocate del iv-
eries and sales. Such allocations should be designed to enualize the 
impac t o f supply gaps and shortages th roughout the U.S. gasoline 
d i s t r i bu t i on system. No one segment, level or g roup o f companies 
should be al lowed to prof i t at the expense of others. 

A s an aside. I believe that tha t could very we l l help M r . Mason, 
the gent leman f r o m Alabama, who just got th rough tes t i f v ing . 

Second, a f o rum should be created and standards established by 
statute so tha t i nd iv idua l companies could b r i n g fo rma l compla ints 
and secure remedial action against al l ref iner-suppl iers f o r u n f a i r 
t rade and marke t ing practices. W e suppor t proposals to p rov ide 
remedies and a f o r u m before the Federal Trade Commission and to 
establish standards based on h is tor ica l supp ly and pr ice relat ionships. 

W h a t we are seeking is s im i la r to what was done i n the case of 
pr ice controls—the establishment of a base per iod and restorat ion o f 
supp ly and price relat ionships f o r gasoline, heat ing o i l . and other 
products un t i l the crisis is passed. There are those who feel the 
Government should not intervene; our response is t ha t Government 
pol ic ies—in par t i cu la r the o i l impor t p rogram proc la imed i n 1959— 
have so d is tor ted the petro leum market tha t the independent is at a 
severe disadvantage. 

There are some suggestions T have developed tha t do not ar>pear 
i n the statement wh ich I t h i n k may be he lp fu l , and I wou ld l i ke to 
insert them now because recommendations to help solve the crisis 
are what everyone is l ook ing fo r . 

One o f the th ings tha t could conceivably help wou ld be to remove 
the freeze on the 23 ma jo r o i l companies, to a l low the i r gasoline 
p u m p prices to increase. 
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I recognize tha t th is is in f la t ionary. B u t , i n order f o r the inde-
pendent to exist, he is go ing to have to move his pump prices up or 
he w i l l be w iped out, I do not believe the ma jo r o i l companies should 
capture a l l of th is increased price. I t is my ^ suggestion tha t some 
p rog ram could be developed between the ma jo r o i l companies and 
perhaps the Federa l Government f o r j o i n t ventures to suppor t these 
I I . & D. programs tha t have been ta lked about—coal, gas and shale 
and th ings o f tha t nature. I t could be audi ted by the Government, 
the G AO^ s imi la r to the way Defense contracts are handled on R. & D . 

B u t I t h i n k the very surv iva l o f independents is involved. They 
must, be able to post a h igher pr ice at the pump because they are 
pay ing so much more f o r gasoline. 

I t h m k Government could give, assistance to get crude to the inde-
pendent refiners w i t h the agreement tha t the independents get first 
opt ion. 

More support f o r construct ion of domestic refineries par t i cu la r l y i n 
those areas where they do not exist. 

Accelerated Government and indus t ry ef fort f o r R. & D . pro-
grams. 

Some re laxat ion o f envi ronmenta l laws to prevent waste. F o r 
example, cars w i t h emission contro l systems are cur rent ly us ing 
approx imate ly 25 percent more gasoline than cars w i t hou t them. 

No. 2 fue l is be ing d iver ted f r o m the home heat ing market and 
blended w i t h No. 6 o i l to get the su l fu r emissions down. 

More arid expanded offshore exp lora t ion f o r crude o i l and na tu ra l 
gas w i th , of course, envi ronmental protect ion. 

A concentrated education program. 
A l l of these th ings we believe w i l l go a long way towards he lp ing 

al leviate the crisis. 
AVe wou ld l ike to make one final comment on a mat ter of great 

importance to us. The new more flexible au tho r i t y g iven to the O i l 
I m p o r t Appeals Boa rd is great and i t can help. The impor t licenses 
f o r gasoline, wh i ch you saw a copy of earl ier today, w i l l have some 
value to the independents who receive them, bu t based on the price 
you have to pay f o r the product , you can see tha t is go ing to be very 
dif f icult to make most effective use of the awards. 

The process, however, is subject to abuse and must be care fu l ly 
administered and regulated. W e fear tha t ma jo r o i l companies and 
others who are not qual i f ied may subvert the system by go ing to the 
recipients of al locations and of fer ing to buy ra ther t han exchange 
those 0 1 A B licenses. 

They m igh t give them some nominal value and then t u r n around 
and use i t to b r i n g the product in. Th is , i n fact , is what is he lp ing 
to create th is inf lated market f o r impor ted gasoline. 

M r . Cha i rman, our specific recommendations are na tu ra l l y designed 
to help our segment of the indus t ry , but I t h i n k th is committee should 
recognize tha t we are fighting f o r surv iva l and our surv iva l is of 
great importance to the publ ic . 

I t h i nk , i n the interest o f t ime, I w i l l now t u r n th is over to M r . 
C i r i l l o , who w i l l t a l k about the No. 2 Fuel o i l po r t i on of i t . 

M r . CTRTLLO. AS you w i l l recall, M r . Cha i rman, you and others 
began warning about the danger of the No. 2 f u e l ' o i l crisis more 
than a year ago. 
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The administrat ion refused to act at that time, accepting the assur-
ance of the major oi l companies. Unfor tunately, those assurances were 
wrong. 

Despite the emergency decontrol program ordered i n January, i t 
was the unseasonably warm weather, not the decontrol, that saved 
the mi l l ions of homeowners f rom going cold. 

We cannot count on similar luck this year. Even more important , 
decisions must not, as was done last year^be delayed. We view Ju ly 1 
as the final date on which efficient p lanning can take place. 

I n considering the action which must be taken, the committee must 
be aware that independent marketers of No. 2 fuel o i l are i n the 
same situation as independent marketers of gasoline. 

The supply crisis fo r fuel oil marketers is, of course, not so ap-
parent to the public as i n the case of gasoline, but i t is perhaps more 
severe. 

For example, east coast independent deepwater terminal operators 
are currently facing a massive supply gap. We are simply unable 
to buy any significant quantities of No. 2 fuel oi l f r om domestic 
sources. W e are being cut back continuously by a l l our domestic re-
fining suppliers. 

Our tota l demand for the coming year w i l l be nearly 280,000 bar-
rels a day. O f th is amount only 85,000 barrels has been provided 
under firm commitments f rom domestic refiners. I n other words, 
we are facing a supply gap of more than 190,000 barrels a day. 

A n analysis of this gap can be found in attachment B of this 
statement. 

When you consider that our independent deepwater terminals pro-
vide 25 percent of the delivery capacity and distr ibut ion system 
along the east coast, you can realize the impact that this shortage 
w i l l have on the homeowners. 

Domestic suppliers arc already t ight . The A P I statistics show 
that dist i l late stocks are higher than a year ago but we do not 
believe that stocks can be bu i l t up to safe levels this summer because 
of the extraordinary demands for the production of gasoline. 

The summer of 1973 w i l l be a repeat of the summer of 1972. Gaso-
l ine w i l l be produced at the expense of heating oil. 

I n br ief , we face the repeat of a dreary cycle of shortage begets 
shortage. 

Some supplies of No. 2 fuel are available f rom foreign sources 
and some addit ional access to those supplies has been provided under 
the new oil impor t program. 

Bu t foreign disti l late 
Senator MCINTYRE. DO we st i l l have a Western Hemisphere restric-

t ion on i t? 
M r . CIRILLO. NO; thanks to your efforts that was l i f ted, but foreign 

dist i l late is already sell ing at prices that are wel l above domestic 
and cont inuing to escalate, as more and more buyers—American 
buyers, that is—enter into the foreign market. 

Included among these buyers are most of the major oil companies 
and large uti l i t ies. The majors and the ut i l i t ies obviously view the 
new import licenses fee of 15 cents per barrel as no barr ier, f o r they 
are out into the market scouring i t fo r any and all heating oi l that 
they can find and are offering astronomical prices fo r that product. 
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As an example, tihe largest u t i l i ty in Flor ida to ld a House Com-
mittee 2 weeks ago that i t was sending representatives to the Arab 
countries to buy fuel oi l direct ly; they are seeking 33 mi l l ion bar-
rels per year. I t should be noted that this purchase, by one u t i l i t y 
alone, is equivalent to one-third of the total New England annual 
consumption of No. 2 fuel oil. 

I n brief, unless the government and the Congress act and act soon, 
what lies ahead for the Northeastern States is a short fa l l i n domestic 
No. 2 fuel oil supplies, increasing reliance on h igh priced foreign 
oil, physical shortages in many areas, and as in the case of gasoline, 
the eventual destruction of the independent fuel oi l segment. 

One of the members of our own association has already been re-
moved f rom the ranks of the independents. Less than a week after 
the announcement of the new oi l import program, the Union Oi l Co. 
of Boston was bought out by a refiner, the Coastal States Gas Pro-
ducing Co. of Corpus Christi, Tex. 

As this committee is well aware, heating oi l is a v i ta l fuel. I f 
there is a physical shortage of gasoline, i t w i l l mean some inconven-
ience to some drivers and loss of money to some businesses. However, 
a physical shortage of heating oi l poses a direct threat to the health 
and safety of mill ions of families, part icularly in the Northeastern 
States. 

Senator JOHNSTON. Is No. 2 fuel oi l the same as diesel oil? 
M r . C I R I L L O . Y e s , i t i s . 

Given this background of potential shortage and destruction of 
the independents 

Senator M C I N T Y R E . Bemember my admonition now, where you can 
say i t in your own words, fine and dandy. 

I hate to put you under such constraints but the staff thought the 
day was 24 hours long. 

Mr . C I R I L L O . I w i l l just give you our recommendations for action. 
First , the Federal Government must recognize and act by July 1. 

This should be a target date. 
Second, the oil policy committee should act to increase, on July 1, 

the import allocations of Xo. 2 fuel oi l f rom 50,000 barrels a day to 
a minimum of 150,000 barrels a day. 

Th i rd , the Oi l Impor t Appeals Board must act quickly on pending-
No. 2 oil applications. 

Fourth, the Oi l Policy Committee should take immediate steps to 
discourage the use and importat ion of No. 2 fuel oi l f rom abroad 
by utilities. 

F i f t h , the Federal Government should continue its efforts to en-
courage the States to relax sulfur content standards and make them 
more uniform. 

Sixth, we recommend enactment by the Congress of allocation or 
rat ioning legislation and enactment of legislation to provide relief 
before the Federal Trade Commission. 

We should remember that those who criticized the oi l import pro-
gram for so long, including the Chairman of this committee and 
many of his colleagues did so because i t was not doing what i t was 
intended to do. 

The only th ing i t succeeded in doing—14 years ago—was that we 
have fewer independents now than we have ever had; our ranks have 
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been decimated and al l as a result of the mandatory oi l impor t pro-
gram. 

We should l ike to state first that the new oi l pol icy procedure 
and administrative structure appears to be a more efficient and more 
responsive one, and that the gentlemen who are i n charge at this 
t ime certainly are doing a lot of l istening, which is to us, extremely 
important.. 

We do not believe that massive changes i n the new program are 
needed or are desirable. We agree that stabi l i ty is required. A busi-
ness that is as closely regulated as oi l must be able to plan and act 
w i t h some assurance that government regulations and policies w i l l 
remain reasonably stable. 

Bu t , as we have indicated, when a crisis occurs—and the threat 
to independent marketers is a crisis—certain changes must be made 
to prevent serious consequences. 

There are five problem areas in this new program that we see. We 
are part icular ly concerned about what happens i f , bv the t ime the 
fees have escalated to their h igh point h i 1975, enough addit ional 
domestic ref ining capacity has not been bui l t . Wha t do we do then ? 

Another concern is whether the fees are any deterrent at all to the 
importat ion by the major oi l companies and ut i l i t ies of finished 
products. 

We do not th ink so. Our discussion in the preceding statement 
leads to what we believe is the most grievous flaw in the new system, 
par t icu lar ly f rom the point of view of independent petroleum mar-
keters : The fact that major oi l companies and ut i l i t ies are permit ted 
to impor t finished products. 

We have stated to the O i l Policy Committee on numerous occasions 
and are stat ing here today that, given current l imi ted avai labi l i ty of 
fore ign supply, to allow the majors and ut i l i t ies to impor t at al l , 
even on a fee-paid basis, throws them in direct competit ion w i t h the 
smaller independent. 

We urge that this aspect of the program be reviewed and reversed. 
We agree that certain incentives should be made fo r construction 

of new storage capacity. We have covered the O i l Impo r t Appeals 
Board before, so I w i l l go to section 30 in which we are tremendously 
interested. 

We are pleased that the Western Hemisphere purchase l im i ta t ion 
has been suspended by the chairman of the O i l Pol icy Committee. 
This action w i l l help us immeasurably. Unfor tunate ly , as we have 
indicated, the allocation of 50,000 barrels a day is woeful ly inade-
quate. Our supply gap is tremendous. I t is wel l over 190,000 barrels 
at this point. Some allocations may be available f r o m the Oi l Impo r t 
Appeals Board but what is really needed and what w i l l be most 
effective is a decision to increase the regular program to at least the 
level of 150,000 barrels a day. 

We were informed when the new No. 2 fuel o i l program was being 
put together that i t was going to be based on 1972 and 1973 impor t 
rates; and this was so done and accomplished on crude oi l and resi-
dual fuel. Yet when i t came to section 30. fo r some unknown reason, 
i t was cut back to the pre-crisis levels. 
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I n conclusion, Mr . Chairman, I should l ike to take this oppor-
tun i ty of thanking you now and the members of the committee fo r 
your continuing efforts on our behalf. 

[The f u l l statement of Mr . Sostek fo l lows: ] 

S T A T E M E N T OF HERBERT A . SOSTEK ON B E I I A L F OF T H E I N D E P E N D E N T F U E L T E R M I -
N A L OPERATORS A S S O C I A T I O N 

Mr. Chairman, T l iank you very much for the privi lege of appearing before 
you today. My name is Herbert A. Sostek; I am Executive Vice President of 
•the Gibbs Oi l Co. of Revere, Massachusetts, an independent deepwater 
terminal serving the New England area. I am also a member of the Independent 
Fuel Terminal Operators Association. W i t h me is Mr. Nicholas Cir i l lo, Vice 
President of Ci r i l lo Bros. Terminal Corp., an independent deepwater termina l 
serving the New York and Long Is land areas. 

Before beginning my formal statement, Mr. Chairman, I should l ike to 
commend you, the members of this Committee, and the Senators, Congressmen 
and Governors f rom New England and the Northeast fo r your persistent fight 
on behalf of independent marketers and consumers of No. 2 fuel o i l and 
gasoline. I t continues to be a diff icult, hard effort, but we have made some 
progress. Substantial changes in oi l import policies have been made i n recent 
years and recognition is being given to the competitive and supply problems 
of independent marketers and deepwater terminal operators along the East 
Coast. We are deeply grate fu l for your leadership, fo r the series of fact-f inding 
hearings and inquir ies into the problem conducted by this Committee, and fo r 
the continuing support of the public officials of the Northeastern states. 

I am appearing today on behalf of the Independent Fuel Terminal Operators 
Association, whose 15 members operate oi l terminals along the East Coast 
f rom Maine to Flor ida. A l ist of members is included writh my statement 
(Attachment A ) . Our members own or control terminals capable of receiving 
ocean-going tankers; none is aff i l iated w i t h a major oi l company. A l l are 
qualif ied to part ic ipate in the No. 2 fuel oil program established under Section 
2(a) (1) of Presidential Proclamation 3270, as amended, and Section 30 of the 
Oil Impor t Regulation, under which 50,000 b /d of home heating Oil is presently 
being imported into D is t r i c t I (the East Coast). The members of our asso-
ciat ion are independent marketers of No. 2 fuel oil, No. 6 fuel oil, gasoline 
and other petroleum products. 

Our testimony before you in 1971 contained a detailed analysis of deepwater 
terminal operations and the history of our par t of the o i l business, and the 
record compiled by this Committee at that time, "Cost and Adequacy of Fuel 
Oi l ." is a most complete and persuasive document. 

We should l ike, therefore, to l im i t our testimony this morning to three 
specific topics: 

1) The gasoline supply si tuat ion and i ts impact on independent mar-
keters. 

2) The No. 2 fuel oil (home heating oi l ) supply s i tuat ion and i ts impact 
on independent marketers. 

3) The new Oi l Impor t Program. 
1. GASOLINE 

The urgency and impact of the gasoline shortage have been wel l known to 
those of us in the independent gasoline business for a number of months. We 
are, therefore, pleased that these hearings are being held, for they can play 
an important role i n br inging a l l the facts to the at tent ion of the public 
and the Executive Branch of the Federal Government. 

Mr. Chairman, you and other members of Congress, have been warn ing fo r 
nearly six months about the threat of a gasoline shortage. Unfortunately once 
again these warnings have not been heeded: once again the Federal Govern-
ment, has chosen to l isten to the assurance of others tha t the supply problems 
would be localized and temporary. 

We can state our posit ion br ie f ly ; I am sure i t w i l l be supported by other 
witnesses. The gasoline shortage w i l l be worse than ant ic ipated: i t w i l l be 
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L and long-last ing; and unless prompt action is taken by Congress 
ana rne Executive Branch, a major result of that shortage w i l l be the 
destruct ion of a large port ion of the independent gasoline business. 

As independents, our chief fear is that, unless Federal policies are changed, 
thousands of independent gasoline stations w i l l be permanently closed, tens 
of thousands of persons w i l l lose their jobs and hundred of mi l l ions of dol lars 
•of investments w i l l be wiped out. The short term impact on us w i l l be dis-
astrous and the long term impact on our country w i l l be equally serious, 
fo r i t w i l l mean greater concentration of economic power i n the hands of 
fewer and fewer companies and potent ial destruction of the competit ive oper-
ators who have brought good service and lower prices to consumers. 

We are not sure why the gasoline crisis has h i t so suddenly, nor who is 
responsible, but there are certain contr ibut ing factors which can be readi ly 
ident i f ied: 

• Refiners and the Federal Government have been slow to acknowledge the 
crisis. 

• Gasoline demand is increasing sharp ly ; i n New England is i t 8.8% above 
last year ; i n 1071 and 1972 the growth rate was an average of 4.5%. 

• Domestic refining capacity has not ben expanding; U.S. refineries have 
not been operating at f u l l capacity. 

• Accelerated dist i l late production over the past w in ter delayed the bui ld-up 
o f gasoline stocks to adequate levels. 

• Federal price controls have discouraged product ion of some petroleum 
products. 

• Federal and state ant i-polut ion controls have accelerated the consumption 
of petroleum products such as No. 2 fuel and gasoline. Coal has been phased 
ou t of many regions as an indust r ia l and u t i l i t y fuel because i t cannot 
meet a i r qual i ty emission levels leaving low sulphur No. 6 fuel and No. 2 fue l 
as the only al ternat ive fuels. Moreover exhaust control systems have led to 
more gasoline consumption per miles dr iven i n newer model cars. 

• The shortage of na tura l gas—and the in ter rupt ing of i ts supply to indus-
t r i a l and u t i l i t y customers—has fu r ther exacerbated the No. 2 and No. 6 fue l 
supply s i tuat ion because these two fuels are the only a l ternat ive fuels to 
take up the slack. 

• F ina l ly , both environmental and economic restraints have led to a f a r 
slower growth in nuclear electric generating capacity than expected. Th is has 
forced oil—specifically No. 2 and No. 6 fuel—to carry a larger share of energy 
requirements than expected. 

• I n short, o i l has become the "swing" fuel and now is car ry ing by f a r the 
highest share of total energy growth each year nationwide. Fa i lu re to recog-
nize these trends earlier has put an enormous st ra in on the oi l industry 's 
ab i l i ty to meet i ts new role. 

There seems to be general agreement on these points ; but, un t i l recently, 
l i t t l e awareness of the grave impact of a l l these factors on independent 
marketers of gasoline. These marketers are being cut-off by refiners—on a 
massive, and I repeat, massive scale. I n nearly every region of the country 
stations are closed, customers being rat ioned and successful and astute small 
businessmen facing ruin. The refiners are not only cut t ing back on di rect 
sales to independents, I)ut are depriv ing independents of a l ternat ive sources 
of supply by buying up most available domestic and foreign gasoline output 
and tak ing over the output of U.S. independent refineries through fo rma l 
and in fo rmal crude o i l processing arrangements. This la t ter development— 
processing arrangements—is wel l known to the Chairman of the Committee, 
who has been pressing the Department of Justice for an invest igat ion and 
action. 

The foreign market offers l i t t l e hope. Some gasoline is available, but not 
nearly enough to meet the supply gaps facing independents; and what is 
avai lable is very expensive, due to the h igh demand f rom many Amer ican 
buyers, including, as I have indicated, the major o i l companies. 

The fo l lowing chart w i l l i l lust rate the impact of the foreign gasoline* price 
structure on an American independent marke te r : 
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GASOLINE—94 OCTANE REGULAR 

[In cents per gallon 

Domestic Foreign 

Landed price, Boston 16.0 23 .5 
Massachusetts and Federal taxes.. 11.5 11.5 
Terminal charges. .25 . 25 
Average transportation to station .75 . 75 

Delivered cost to independent station 28.5 36 .0 
Average independent posted price 34.9 34 .9 

Margin 16 .4 - 1 . 1 

i This provides only a marginally acceptable return on investment. 

Supplies are t i gh t everywhere, and unless something is done quick ly , i n a 
mat te r of a few months, the s t ruc ture of the U.S. gasoline marke t could 
we l l be a l tered—permanent ly and rad ica l ly . Some say t h a t no th ing can be 
done and the " f ree marke t forces" should be a l lowed to operate. B u t the 
marke t is not free. A n d cur rent Federa l Government policies inc lud ing the 
new O i l I m p o r t P rogram tend to favor the larger companies. 

Thus, wha t is most needed is p rompt in te rvent ion by the Government 
to prevent e l im ina t ion of the independents; i n add i t ion there must be some 
change i n o i l impo r t policies. 

The Government in tervent ion should have a simple, basic goa l : to assure 
t ha t the shortage is shared equi tably. Ac t ion by Congress should, we believe, 
be taken on two f ron ts : 

F i r s t , a st rong a l locat ion and ra t ion ing statute should be enacted which 
wou ld requi re—and I emphasize requi re—the Federal Government, i n t imes 
of short supply of any product, to al locate del iveries and sales. Such alloca-
t ions should be designed to equalize the impact of supply gaps and shortages 
throughout the U.S. gasoline d is t r i bu t ion system. No one segment, level or 
group of companies should be a l lowed to prof i t a t the expense of others. 

S e c o n d , a f o r u m should be created and standards established by s tatute 
so t ha t i nd i v i dua l companies could b r ing f o r m a l complaints and secure remedia l 
act ion against a l l ref iner-suppliers f o r u n f a i r t rade and marke t ing practices. 
We support proposals to provide remedies and a f o r u m before the Federal 
Trade Commission and to establ ish standards based on h is to r ica l supply and 
pr ice relat ionships. 

We realize t ha t i t w i l l be d i f f icu l t f o r the Federal Government to establ ish 
and admin is ter an a l locat ion system, but i t cer ta in ly wou ld be less complicated 
than the Phase I or Phase I I wage-price contro l mechanism. The cr is is o f 
su rv i va l f o r the independents is no less severe than the cr isis of i n f l a t i on 
fo r the consumer. I n short , an a l locat ion system to deal w i t h the petroleum-
supply cr is is can w o r k i f the Federal Government real ly wants i t to work . 

W h a t we are seeking is s im i la r to w h a t was done i n the case of p r i ce 
contro ls—the establ ishment of a base per iod and restorat ion of supply and 
pr ice re lat ionships f o r gasoline, heat ing oi l , and other products u n t i l t h e 
cr isis is passed. There are those who feel the Government should not in ter -
vene; our response is t ha t Government pol ic ies—in pa r t i cu la r the O i l I m p o r t 
P rogram procla imed i n 1959—have so d is tor ted the petro leum marke t tha t t he 
independent is a t a severe disadvantage. Because Federa l policies have con-
t r i bu ted to the crisis, t he Government bears a heavy responsibi l i ty to help. 
The basic t r u th , as I have indicated above, is t ha t w7e are not operat ing i n a 
f ree marke t system when i t comes to oi l . There is no such t h i ng as a f ree 
market , and the Federa l Government should recognize th is. 

We should l i ke to make a f u r t h e r comment wTith reference to o i l impo r t 
policies on gasoline. The new, more flexible, au tho r i t y g iven to the O i l I m p o r t 
Appeals Boa rd can help. The impor t licenses f o r gasoline w i l l have some 
value to independents who receive them. B u t the process is subject to abuse 
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a n d must be careful ly administered and regulated. We fear tha t the major 
o i l companies and others who are not qualif ied may subvert the system by 
going to recipients of al location and offer ing to buy, rather than exchange, 
O I A B licenses: they would buy them, fo r perhaps 25 cents—half thei r value, 
accumulate a large volume of t ickets f rom a large number of independents 
and use those tickets to import gasoline into thei r own supply system. 

I n brief, the O I A B can be a useful instrument i f i t is effectively and 
efficiently run and there is cont inual checking on the end use of al locations 
granted. 

We should l ike to offer fu r the r comments on the new Oi l Impor t Program 
later in our statement. 

Mr . Chairman, our specific recommendations are natura l ly designed to help 
our segment of the industry. Bu t I th ink th is Committee should recognize we 
are fighting for surv iva l and that our surv iva l is of great importance to the 
public. For i f we fa i l , i f the independent is squeezed out of the market, i t is 
the consumer who w i l l be hur t . The consumer—your constituents—have a 
direct stake i n this fight. 

We are i n business to make a profi t . Bu t we have done tha t by offer ing the 
consumer a lower cost al ternat ive product of equal qual i ty . That 's why we 
have grown i n market share. Pr iva te brand retai lers now account fo r over 
.22% of tota l re ta i l gasoline sales. I f you figure that our average sales price 
has been some 3(; per gallon under the major brand stat ion tha t adds up to 
some $700 mi l l ion annual ly in consumer savings. I n short, we have had a 
competit ive impact fa r greater than our size and financial strength might 
indicate. 

2. NO. 2 F U E L OIL 

Under the leadership of the Chairman, th is Committee has over the past 
few years made a complete, thorough record on the subject of No. 2 fue l o i l 
supply and the impact of shortages on independent marketers and con-
sumers. Your interest and your hearings first began i n 1968. Since tha t date 
you have warned of fuel o i l shortages and asked for changes i n o i l impor t 
policies. Unfor tunately these warnings have not been heeded un t i l i t was too 
late. 

Because of your deep knowledge and extensive consideration of the home 
heat ing oi l problem, we w i l l not comment on i t at great length today. How-
ever, we would l ike to provide our assessment of current supply problems, 
projections about next winter , and some recommendations for action. 

Our projections about next winter can be simply stated: Demand w i l l be 
higher, domestic supplies w i l l be t ighter and the chances of physical shortages 
greater than last year. The prospects are gr im, indeed; and the grav i ty 
of the s i tuat ion must be faced now and actions taken w i t h i n the next 
several months. 

As you w i l l recall, Mr. Chairman, you and others began warn ing about 
the danger of a No. 2 fuel oi l crisis more than a year ago. The Admin is t ra t ion 
refused to act, accepting the assurances of the ma jo r o i l companies: un-
for tunately, those assurances were wrong. Despite the emergency decontrol 
program ordered in January, i t was the unseasonably wa rm weather—not 
decontrol—that saved mi l l ions of homeowners f rom going cold. 

We cannot count on s imi lar luck next year. Even more important , deci-
sions must not. as was done last year, be delayed. We view Ju ly 1 as the 
final date on which efficient planning can take place. 

I n considering the actions which must be taken, the Committee must be 
aware tha t independent marketers of No. 2 fuel o i l are i n the same s i tuat ion 
as independent marketers of gasoline. The supply crisis fo r fue l o i l marketers 
is, of course, not so apparent to the public as i n the case of gasoline, but 
i t is perhaps more severe. For example. East Coast independent deepwater 
te rmina l operators are current ly facing a massive supply gap. We are simply 
unable to buy any significant supplies of No. 2 fuel o i l f rom domestic sources: 
we are being cut back or cut out by almost every one of our domestic refiner-
suppliers. Our to ta l demand fo r the coming year w i l l be 250-260,000 b/d . Of 
th is amount, only 65,000 bbls has been provided under firm commitments 
f r om domestic refiners. I n other words, we are now facing a supply gap 
of more than 190,000 b/d. A n analysis of this gap, prepared last month 
at the request of the Office of Oi l and Gas, is included as At tachment B of th is 
statement. 
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When you consider t ha t our independent deepwater te rmina ls prov ide 25% 
of the del ivery capacity and d i s t r i bu t ion system along the East Coast, you 
can real ize Ihe impact t ha t th is shortage w i l l have on the homeowner. 

Domestic supplies are a l ready very t igh t . The A P I s ta t is t ic shows t h a t 
d is t i l l a te stocks are h igher t han a year ago, bu t we do not believe t h a t 
stocks can be bu i l t up to safe levels th is summer because of the ex t rao rd ina ry 
demands fo r product ion of gasoline. The summer of 1973 w i l l be a repeat 
of the summer of 1972—gasoline w i l l be produced a t the expense of heat ing 
oil. I n br ief , we face a repeat of the dreary cycle of shortage. 

Some supplies of No. 2 fue l are avai lable f r o m fore ign sources, and some 
add i t iona l access to those supplies has been prov ided under the new O i l I m p o r t 
Program. B u t fo re ign d is t i l l a te is a l ready sel l ing a t prices t h a t are we l l above 
domestic and cont inu ing to escalate, as more and more Amer ican buyers enter 
the fore ign market . Inc luded among these buyers are most of the ma jo r o i l 
companies and the large u t i l i t ies . The majors and the u t i l i t i es obviously v iew 
the new impor t license fee of 15 cents per bar re l as no barr ier , f o r they are 
scouring the marke t f o r a l l the heat ing o i l they can f ind. Fo r example, 
the largest u t i l i t y i n F l o r i da to ld a House Commit tee two wTeeks ago tha t i t 
was sending representatives to the A r a b countr ies to buy fue l o i l d i r ec t l y ; 
they are seeking 33 m i l l i on bbls per year. I t should be noted t h a t th is 
purchase, by one u t i l i t y alone, is equivalent to 1/3 of New England's to ta l 
annual consumption of No. 2 fue l oi l . 

I n br ief , unless the Government and the Congress act and act soon, wha t 
lies ahead fo r the Nor theastern states is a shor t fa l l i n domestic No. 2 fue l 
o i l supplies, increasing rel iance on h igh pr iced fore ign oi l , physical shortages 
i n many areas, and as i n the case of gasoline, the eventual destruct ion of 
the independent fue l o i l marketer . One of the members of our own Associa-
t ion has already been removed f r o m the ranks of the independents. Less than 
a week a f te r the announcement of the new O i l I m p o r t Program, the Un ion 
O i l Company of Boston was bought out by a refiner, the Coastal States Gas 
Producing Company of Corpus Chr is t i , Texas. 

As th is Committee is wel l aware, heat ing o i l is a v i t a l fuel . I f there is a 
physical shortage of gasoline w i l l mean some inconvenience to some d r i ve r s ; 
a physical shortage of heat ing o i l poses a d i rect th rea t to the hea l th and 
safety of mi l l ions of fami l ies, pa r t i cu la r l y i n the Nor theastern states and New 
England, where dependence on heat ing o i l is the highest. 

Given th is background of potent ia l shortage and dest ruct ion of the inde-
pendents, we should l i ke to offer six recommendations f o r ac t ion : 

F i r s t , the Federa l Government must, un l i ke last year, recognize the danger 
and act before mid-year, t ha t is by Ju l y 1. 

S e c o n d , the O i l Pol icy Committee should act to increase, on Ju ly 1, the 
No. 2 fue l oi l impor t al locat ions f o r independent deepwater t e rm ina l operators 
f r o m the current level of 50,000 b / d to a m i n i m u m of 150,000 b /d . As th is 
Committee knows, we were deeply disappointed by the las t minute re ject ion 
of recommendations to increase the level to at least 100,000 b /d . Th is was a 
severe blow, pa r t i cu la r l y i n v iew of the st rong evidence of shortage we 
presented to the O i l Pol icy Committee. 

T h i r d , , the O i l I m p o r t Appeals Boa rd must act qu ick ly on pending applica-
t ions f o r No. 2 fue l o i l impor ts wh ich meet the c r i te r ia established by the 
Board. However, we should add that , w7hile we welcome the oppor tun i ty to 
seek re l ie f f r o m the Board, we do not believe i t offers an effective, long-range 
way of doing business; i t is very d i f f icu l t to r u n a business on expectat ion 
of a year-by-year a l locat ion. 

F o u r t h , the O i l Pol icy Commit tee should take immedia te steps to dis-
courage the use and impor ta t i on of No. 2 fue l o i l f r o m abroad by u t i l i t ies . 
Massive purchases of No. 2 fue l o i l i n the w o r l d marke t by these companies is 
a sure prescr ip t ion f o r h igh prices and shortage i n the home heat ing sector 
of the market . N o t only that , the use of No. 2 fue l by u t i l i t i es is extremely 
wasteful . A home heated electr ical ly (when the electr ic power is generated 
by bu rn ing No. 2 f u e l i n gas tu rb ine generators) consumes 2y2 t imes as much 
No. 2 fue l to heat as a home d i rect ly w i t h an o i l burner. Th is na t ion can no 
longer a f fo rd the l u x u r y of t ha t k i n d of waste of a c r i t i ca l l y short re-
source. 

Given these facts and the cur ren t energy cr isis, we s imply cannot under-
stand why cont inued promot ion of electr ic heat ing is permi t ted. 
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Fifth, the Federal Government should continue i ts efforts to encourage the 
states to relax sul fur content standards so tha t the increasing amounts of 
No. 6 fuel o i l can be burned i n place of No. 2 fuel o i l and so tha t there can 
be a substantial reduction i n the use of No. 2 fuel o i l as a blend. 

Sixth, as indicated i n above, we recommend enactment by the Congress 
of al location or rat ioning legislat ion and enactment of legislat ion to provide 
rel ief before the Federal Trade Commission. I n br ief , i t is essential tha t 
supply and price relationships which existed dur ing pr ior years and mainta ined 
u n t i l the current supply crisis fo r No. 2 fue l o i l has passed. 

3. T H E OIL IMPORT PROGRAM 

Before concluding, Mr . Chairman, we should l ike to offer our comments and 
reactions to t he new Oi l Impor t Program which was announced by the 
President on A p r i l 18. As you know, the new Program is embodied i n exten-
sive amendments to Presidential Proclamation 3279 and O i l Impo r t Regula-
t ion I . 

We support the basic objectives of the Program. We have long urged that-
domestic ref ining and storage capacity be increased and have supported efforts 
to reduce long-term reliance on foreign sources of crude o i l and petroleum 
products. 

B u t we are concerned tha t the economic theories on which the new program 
is based simply do not apply to the petroleum market. We fear that , as i n the 
case of the or ig inal Oi l Impor t Program promulgated i n 1959, the objectives 
w i l l not be achieved and, i n fact, the actual results w i l l be the opposite 
of wha t was intended. 

We should remember tha t those who have cri t ic ized the Oi l Impor t Program 
for so long, inc luding the Chairman of th is Committee and many of his col-
leagues, d id so because i t was not doing what is was intended to do. A f t e r 
14 years of a program designed to encourage domestic product ion and expor-
ta t ion and reduce reliance on foreign imports, we find domestic product ion 
declining, domestic reserves at an al l - t ime low, and reliance on foreign sources 
increasing w i t h every year. 

Our chief problem w i t h the new Program is that i t appears to be based 
on the classic laws of supply and demand, and attempts to use a fee or 
tar i f f - type mechanism to translate the forces of supply and demand into 
cer ta in results. Unfor tunately, as we have pointed out, the rea l i ty is tha t 
the forces of supply and demand simply do not apply to an integrated inter-
nat ional o i l company which operates production, refining, and market ing fa-
ci l i t ies on both sides of the ta r i f f or fee barr ier . These integrated companies 
make business decisions on a much dif ferent basis f rom others i n the petroleum 
business, the i r costs are di f ferent and the i r in terna l price structures are 
different. Therefore, the simple fact is that the impact of fees on integrated 
o i l companies and their corporate decisions is much di f ferent than the impact 
on a l l other o i l companies. We can attest to th is fact on the basis of many 
years of experience as petroleum marketers both here and abroad. 

I t is essential to understand the difference i n the economics of the 
independent and the in ternat ional majors i n the wor ld market. Quite simply 
our cost is determined by what we pay fo r product and f re ight to land a 
cargo of o i l a t our terminal . The in ternat ional major has a f a r di f ferent set 
of costs. 

To begin w i th , the in ternat ional majors own or control most of the 
world 's crude o i l production outside of the Soviet Union. They also own 
or control a substantial share of ref ining capacity around the globe. When 
th ier U.S. aff i l iate buys gasoline or No. 2 fuel f r om a foreign affi l iate, i t ' s 
cost is more often than not simply an interaff i l iate t ransfer price tha t need 
bear no special relat ionship to the arms-length market price we must pay. 
The major is interested i n opt imiz ing i ts prof i t f rom an integrated wor ld-
wide operation. I don't blame them. I jus t want this Committee to under-
stand the disproport ionate power and leverage the mul t i -nat ional integrated 
major has vis-a-vis the independent U.S. marketer. 

Even i n dealing w i t h a foreign pr ivate independent refiner the interna-
t ional major has a great advantage. The major can t ie crude supply to product 
off-take, i f an independent refiner has a surplus of any product, the major 
can take i t and dispose of i t i n a t h i r d market through i ts own affi l iates i n 
order to secure a product i n t igh t supply. This explains why, when we and 
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a ma jo r are compet ing f o r a l im i t ed vo lume of product produced by an 
independent fo re ign refiner, i t is the ma jo r who inva r iab ly gets the product. 

Thus, we fear t h a t the new O i l I m p o r t P rogram may never achieve the 
excel lent objectives set f o r t h i n the President 's Energy Message and the 
statements of the Cha i rman of the O i l Pol icy Commit tee i n support of 
t h a t Message. Even worse, f r o m our po in t of v iew, the shor t - term imple-
menta t ion procedures—the phasing up of fees and phasing down of fee-free 
i m p o r t s — w i l resu l t i n the destruct ion o f the independent segment of the 
market , more concentrat ion of power i n the in tegra ted companies and great 
h a r m to the Amer ican consumer. 

To be more specific, we should l i ke to present a l i s t of problem areas 
on wh ich we hope th is Commit tee and the O i l Pol icy Commit tee can review* 
and act upon. 

W e should l i k e to state first t h a t the new pol icy procedure and admin-
i s t ra t i ve s t inc tu re appears to be a more efficient and more responsive one, 
and we are most encouraged. Deputy Secretary Simon's decision to appoint 
regional committees of independent marketers was a construct ive one, and 
the improved communicat ion and exchange of ideas t h a t w i l l resul t f r om 
his act ion can be heipfu l . The a t t i tudes and accessibi l i ty of M r . S imon; his 
deputy Mr . W i l l i a m Johnson: Assis tant Secretary of the I n te r i o r Stephen 
Wake f ie ld : the D i rec to r of the Office of O i l and Gas, Mr . Duke L i g o n ; and 
the President 's Consul tant on Energy, Mr . Charles D iBona have been equal ly 
encouraging. W e sense a rea l change i n approach and a commitment to make 
the new program work . Our suggestions are, therefore, offered i n a sp i r i t 
of cooperation and the hope tha t we can continue to w o r k w i t h the O i l Pol icy 
Committee, the Depar tment of I n t e r i o r and the W h i t e House Special Committee 
on Energy in seeking effective solutions. 

We do not believe t h a t massive changes i n the new Program are needed 
nor desi rable; we agree t ha t s tab i l i t y is required. A business t ha t is as 
closely regulated as o i l must be able to p lan and act w i t h some assurance 
t h a t Government regulat ions and policies w i l l remain reasonably stable. But , 
as we have indicated, when a cr isis occurs—and the th rea t to independent 
marketers is a cr is is—cer ta in change's must be made, to prevent serious con-
sequences. 

Our five problem areas are as f o l l ows : 
1. T h e i m p a c t of t h e F e e s 

W e are pa r t i cu la r l y concerned about w h a t happens i f , by the t ime the 
fees have escalated to the i r h igh po in t i n 1975, enough add i t iona l domestic 
re f in ing capacity has not been bui l t . "What then? Should the escalat ion be 
delayed? Perhaps those who have the greatest d i f f icu l ty i n finding product 
f r o m domestic sources, such as independents, should receive add i t iona l al lo-
cations on a lower fee or fee-free basis. 

Another concern is whether the fees are any deterrent a t a l l to the im-
po r ta t i on by the ma jo r o i l companies and u t i l i t i es of f in ished products. F r a n k l y , 
we do not t h i nk so. The majors ' costs are much d i f f e ren t ; they can impor t 
vast volumes of gasoline, heat ing o i l and res idual oi l , pass the cost of the i r 
fee th rough the i r systems and suffer no adverse effects. I n the case of u t i l i t ies , 
they can s imply pass the cost of fees on to the consumers under the i r ra te 
ocalat ion clauses. 

2. I m p o r t s of F i n i s h e d P r o d u c t s by M a j o r s 
Our discussion i n the preceding paragraph leads to w h a t wTe believe the 

most grievous flaw i n the new system, pa r t i cu la r l y f r o m the po in t of viewT 

of independent pet ro leum marke te rs : the fac t t ha t m a j o r o i l companies and 
u t i l i t i es are permi t ted to impo r t finished products. We have stated to the O i l 
Pol icy Commit tee on numerous occasions and are s ta t ing here today that , g iven 
cur ren t l im i t ed ava i l ab i l i t y of fore ign supply, to a l low the ma jors and u t i l -
i t ies to i m p o r t a t a l l , even on a fee pa id basis, th rows them i n d i rect competi-
t ion w i t h the smal ler independent ; i t is clear, based on our own experience, 
who w i l l w i n th is compet i t ion. 

We urge t ha t th is aspect of the p rogram be reviewed and reversed. A n abso-
lu te p roh ib i t i on on impor ta t i on by majors and u t i l i t i es w i l l not prevent a 
h igh level of impor ts of products. I n fac t a l l t ha t is avai lab le can be impor ted 
by independents. B u t such a p roh ib i t i on w i l l prevent the cont inued export of 
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re f in ing capacity (wh ich results when those w i t h domestic re f in ing capaci ty 
tha t can be expanded decide to i m p o r t products) ; such a p roh ib i t i on w i l l a l l ow 
the independents to surv ive and grow as a compet i t ive force i n the marketplace. 
o. S t o r a g e C a p a c i t y 

We agree w i t h the O i l Pol icy Commit tee t h a t the license fee p rog ram can 
prov ide incentives fo r construct ion of add i t i ona l domestic storage capaci ty. We 
hope tha t an effective incent ive system can be developed and w i l l be pleased 
to wo rk w i t h the O i l Pol icy Commit tee i n any way possible. 

T h e O i l I m p o r t A p p e a l s B o a r d 
As ind icated above, we feel t ha t the O i l I m p o r t Appeals B o a r d can help, bu t 

should not be v iewed as the complete answer f o r independents. I n fac t , i f the 
ma jo rs and u t i l i t i es are able to corner the fo re ign marke t i n gasol ine and heat-
i ng oi l , the O i l I m p o r t Appeals B o a r d licenses w i l l be o f l i t t l e use. Even i f 
some fore ign supplies are avai lable, the heavy demand may cont inue to d r i ve 
fore ign prices beyond the reach of Amer i can independents. 

Fu r t he r , we are concerned t h a t the procedures of the B o a r d w i l l be subverted 
by the ma jo r o i l companies, pa r t i cu la r l y i n the case of gasoline. As we have 
po in ted out, there is a great incent ive f o r the ma jors to buy gasol ine t ickets 
or w o r k out phantom exchanges to secure such t ickets. Th is must not be a l lowed 
to happen. Procedures must be established to assure t h a t independents who 
receive al locat ions actua l ly impo r t the o i l f o r d i s t r i bu t i on i n the i r own d is t r i -
bu t ion systems or exchange such t ickets on a bar re l - fo r -bar re l basis to receive 
product fo r use i n the i r own systems. We see th is as a problem p r i nc ipa l l y of 
enforcement and supervision, and we w i l l be g lad to cooperate w i t h the Office of 
O l i and Gas and the Board i n developing effective survei l lance procedures. 

5. S e c t i o n 30 
W e are pleased tha t the Western Hemisphere purchase l i m i t a t i o n has been 

suspended by the Cha i rman of the O i l Pol icy Committee. Th is act ion w i l l he lp 
immeasurably i n assur ing the most effect ive use of the i m p o r t a l locat ions 
received under th is Section. 

Un fo r tuna te l y , as we have indicated, the a l locat ion level o f 50,000 b / d is 
woe fu l l y inadequate. Our supply gap, the gap between our demand and domestic 
suppl ies—is very severe. W e w i l l need to i m p o r t substant ia l add i t i ona l amounts 
of No. 2 fue l o i i over the coming year. Some al locat ions may be ava i lab le f r o m 
the Oi l I m p o r t Appeals Board, bu t w h a t is rea l ly needed and w h a t w i l l be 
most effective is a decision to increase the regu lar p rogram to a level of a t 
least 150,000 b /d . 

I n add i t ion, considerat ion w i l l have to be given, w i t h i n the nex t year, to the 
quest ion of whether, g iven the shortage of domestic product , the No. 2 F u e l 
Oi l P rog ram should be reduced i n accordance w i t h the schedule establ ished by 
Section 11 Proc lamat ion 3279, as amended. 

I n conclusion, Mr . Chai rman, I should l i ke to thank you and the members 
of the Commit tee f o r your con t inu ing ef for ts on behal f of the marke ters and 
consumers of heat ing o i l and gasoline. W e are g ra te fu l f o r the oppor tun i t y of 
appear ing before you today and w i l l be pleased to respond to any questions 
t h a t you may have. 

Thank you. 
A t tachmen t A 

M E M B E R S — I N D E P E N D E N T F U E L T 

Belcher O i l Co., M iam i , F la . 
Bu rns Bro the rs Preferred, Inc., Brook-

lyn , N.Y. 
C i r i l l o Bro thers Termina l , Inc., B ronx , 

N.Y. 
Colonia l O i l Industr ies, Inc., Savannah, 

Ga. 
Deepwater O i l Termina l , Quincy, Mass. 
Gibbs O i l Co., Revere, Mass. 
Mennan O i l Co., New York , N.Y. 
Nor theast Pet ro leum Corp., Chelsea, 

Mass. 

: R M I N A L OPERATORS A S S O C I A T I O N 

Nor thv i l l e Indust r ies , Corp., Me lv i l l e , 
N.Y. 

Patchogue O i l T e r m i n a l Corp., Brook-
lyn , N.Y. 

Ross T e r m i n a l Corp., Bayonne, N.J. 
Seaboard Enterpr ises, Inc., Boston, 

Mass. 
C. H . Sprague & Son Co., Boston, Mass. 
Webber Tanks, Inc., Buckspor t , Maine. 
W y a t t , Inc., New Haven, Conn. 
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At tachmen t B 

No. 2 Fuel Oil Demand—Supply Projections 1 1973-74 
Bnrreh 
per day 

T o t a l demand, independent deepwater te rmina l operators, d is t r i c t 1 2 

M a y 1, 1972 to Apr . 30 ; 1973 260, 000 

T o t a l demand, independent deepwater te rm ina l operators, d is t r ic t I 
M a y 1, 1973 to Apr . 30, 1974 (assuming a 7 percent increase i n 
demand and t h a t independents m a i n t a i n — b u t do not increase—their 
share of the east coast market ) 278, 000 

Supplies avai lable f r o m domestic refineries (based on current in fo rma-
t ion f r om suppliers; however, th is pro ject ion may prove opt imist ic)__ 85, 000 

Supply gap, d is t r ic t I , 1973-74 193, 000 
1 Sec also projections on p. 16 of pet i t ion of Independent Fuel Te rm ina l Operators Association to O i l 

Pol icy Commit tee, June 5, 1972; and projections suppl ied by association to committee, N o v . 30, 1972, and 
Mar. 15, 1973. 

3 Includes a l l independents w h o qua l i fy under section 30 of oi l impor t regulation. 

Senator MCINTYRE. Thank you very much. 
We call as our next witness Mr . W i l l i a m B. Deutsch of the Nat ional 

O i l Jobbers Council. 
M r . GREGG POTVIN. Senator, I w i l l be g iv ing the statement for him. 

Mr . Deutsch is here as a resource witness. 
Senator MCINTYRE. M r . Potvin. 
M r . POTVIN. Y e s , s i r . 

M r . Chairman, I shall, i f I may, take about 1 minute on the wr i t ten 
part and then give you some specifics to back i t up. 

A n increasing number of oi l jobbers today f ind themselves placed 
i n a position that suggests they w i l l not be able to survive economic-
al ly fo r any prolonged period of time. 

Some suppliers are meeting their contractual commitments. A 
number are w i thdrawing f rom States or even entire regions of the 
country. Many are also cut t ing off ind iv idual jobbers. 

As you know, an amendment that is frequently referred to as the 
Eagleton amendment or sometimes the McIn ty re amendment is now 
law. 

We suggest that you give Mr . Simon, by whom we are impressed, 
a chance to use those powers before enacting fur ther legislation. 

I would simply l ike to jo in the independent terminal operators i n 
saying fo r God's sake, do not let them repeat the fo l l y of last year, 
wai t ing un t i l the first snow fal ls before we worry about fuel oil. 

The gasoline shortage is al l too apt to spawn a fuel shortage next 
winter. Wh i le M r . Simon is up here, we are most hopeful that you 
w i l l lay to rest this question of whether there is a hemispheric restric-
t ion or not. I t is s t i l l i n the proclamation. He reputedly has wr i t ten 
a memorandum, but i t is scarcely a subject that you would want 
unresolved. 

We are not able to quant i fy the hardships being encountered by 
oi l jobbers throughout the Nation. We do know that they are ex-
tremely serious, that they exist nat ional ly i n the truest sense of the 
word and they are increasing rapid ly. Current ly, we are i n the pro-
cess of receiving returns to a questionnaire circulated several weeks 
ago which should allow us to give you a rather precise profile of our 
members' supply difficulties. 
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W e would ask permission, M r . Chairman, tha t we be allowed to 
submit th is as soon as the returns are received and tabulated—hope-
fu l l y—fo r inclusion i n your record but at any rate fo r such use as 
may appear appropriate i n your judgment. 

W e would l ike to jo in our voice i n saying that the Cost of L i v i n g 
Counci l s imply must al low the price of petroleum products to in-
crease to an extent Which w i l l reestablish the relationship o f domes-
t ic prices to wor ld prices. 

A t the present time, there have been discr iminatory pr ice increases 
placed on jobbers whi le dealers' tank wagon price remained un-
changed. 

Tha t is just a poli te way of saying they have decreased our mar-
gins and we cannot survi ve. 

Now, as a very specific example, I would l ike to give you some 
examples of what has happened. 

There are not many metropol i tan gasoline jobbers lef t . The capital 
burdens are just too extreme. B u t we more or less own the markets 
that are small-town and rural . They tend to be jobber supplied. I f 
they are not to be supplied by jobbers, majors w i l l take a terr ible 
f inancial bath i f they t r y to go i n and do i t themselves. 

A n example, a l i t t le town, Al legon i n Michigan, a jobber named 
Doran Wedge was cut off cold. H e t r ied to peddle his customers to 
other sources of supply. He has not been able to place a single one 
of them. 

Le t me te l l you who they include: The local ambulance service, the 
hospital, the police department, the fire department, and v i r tua l l y 
every farmer fo r miles around—none of them have gasoline today. 

Senator MCINTYRE. Where is this? 
M r . POTVIN. Al legon, Mich. I t is a gentleman by the name of 

Doran Wedge. 
Another example is a jobber i n Yakima, Wash., volume of 16 

mi l l i on gallons a year was cut off by his supplier. 
H e supplied v i r tua l ly every hop grower, every apple grower i n 

that very f r u i t f u l valley. They are not able to f ind a new source of 
supply. Th is is what is happening, M r . Chairman, and I do hope you 
take part icular pains to look at the problems of the farmer, because 
next fa l l , next fa l l , when they have just a few short weeks to harvest 
the f ru i t s of an entire year's* work, i f that fuel is not there, I do not 
know what they w i l l do, and i f thei r goods are not on the shelves 
and ready fo r consumption, I do not know what the rest of us w i l l 
do. 

One of the things that upsets us is tha t a number of suppliers are 
aggressively seeking new customers fo r themselves and d iver t ing 
that product away f r o m the small businessman, the dealers, the 
jobbers, the private branders. 

I t is disquieting, Senator, to have your supplier cal l you five times 
in 3 weeks and say " M a y we send our real estate men to see your 
stat ion?" That is the sort o f t h i n g tha t is happening. 

I n too many instances our major suppliers have placed pressure on 
jobbers and said, do not go to the meeting w i t h your Senator. 

One m id western Senator 
Senator MCINTYRE. DO not go to what? 
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Mr . POTVIN. Do not go to tel l your representatives in the Congress 
what your problems are, stay away f rom them. They have encouraged 
them to come i n and legislate against needed legislation. 

These are not too subtle pressure tactics and I th ink i t is t ime that 
someone blew the whistle on them. 

Another example, you market ably and well fo r the mutual prof i t 
of yourself and your supplier fo r a number of years, and yet get i n 
this case 6 weeks' notice that they are not going to supply you any 
more. 

Senator MCINTYRE. Who gave you 6 weeks notice? 
Mr . POTVIN. I would l ike to submit fo r the record this part icular 

cutoff letter which is f rom Citgo. but there have been hundreds arid 
hundreds and hundreds of them f rom a great many of the major 
suppliers. 

Senator MCINTYRE. I do not understand what you mean when you 
say that some of these majors—I do not know the majors—but you 
said they are looking fo r new customers. 

Mr . POTVIN. They are looking for new commercial accounts first. 
Secondly, new properties where they w i l l market through their 

own service stations. 
Senator MCINTYRE. Let me see i f I understand. 
Suppose I am buy ing f rom Diamond Oi l . I am gett ing my gasoline 

or whatever i t is f rom Diamond Oi l Co. Diamond calls up and says, 
" I am sorry, we have been shut off. I cannot provide you any more." 
I get a telephone call f r om one of the major suppliers. 

"Can we enlist your account? Can we now serve you?" I s that 
what you are ta lk ing about ? 

Mr . POTVIN. Tha t is what I mean. Here is one fo rm i t takes. 
Humble is opening A ler t stations. Citgo is opening Research stations, 
Mob i l is opening Sello stations. These use the same sort of pattern 
that the S I G M A marketers have used, low cost and low service and 
investment. They are d iver t ing that product f rom the Nation's small 
businessmen to their direct distr ibution. 

We do not feel i t is r ight . Aga in far too l i t t le notice is being given. 
I f there is a shortage, we concede there must be allocations, Senator, 
but just as our suppliers must have that r ight , so must small business 
marketers. 

Here is what happens. I again have an exhibit that happens to be 
a Texaco example fo r the record. They w i l l phone on the 26th or 
27th of the month and they say you have been on allotment since 
the first and by the way, you have 2 gallons lef t . Wha t about the 
next customer that you were going to serve that now is not going to 
get any ? This lack of notice deprives the small business marketer of 
making some reasonable allocation between the needs of his custom-
ers. Suppliers should certainly be required to give 30 to 60 days' 
notice about placing our guys on allocation so that we, i n turn, can 
act fa i r l y w i t h the consuming public. 

Wha t does i t do to the consumer? I tel l you now that lack of 
adequate notice means that some consumers get very, very short 
shr i f t and really un fa i r treatment because we have no choice. Tha t 
is true of heating o i l as well as gasoline. 

Senator MCINTYRE. The exhibits w i l l be accepted wi thout objection. 
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[The in format ion fo l lows: ] 
C I T I E S SERVICE O I L CO. , 

H i n s d a l e , I I I . , A p r i l 1 7 , 1 9 1 3 . 
Re Branded D i s t r i bu to r Agreement Termina t ion . 
M r . H A R V E Y J O H N S O N , 
P E N N - G U I N O I L CO. 
C h i c a g o , I I I . 

DEAR MR. JOHNSON : I n reply to your le t ter dated A p r i l 3, 1973 and conf i rming 
my conversat ion of A p r i l 16. 1973, your Branded D i s t r i b u t o r Agreement w i t h 
our company dated by le t ter of February 9, 1973 stands te rmina ted M a y 31, 
1 9 7 3 . 

You should consider th is our not i f ica t ion tha t i n accordance w i t h the te rms 
of the lease agreements ment ioned below, said lease agreements sha l l also 
stand te rmina ted May 31, 1973: 

L e a s e A g r e e m e n t s 
Lease to Tenant dated September 28, 1972 and a l l re lated documents—No. 12-

031-211, 7169 N. Mi lwaukee, Ni les, I l l i no is . 

L e a s e T e r m i n a t i o n P r o v i s i o n 
Paragraph Two. 

You are f u r t h e r advised t ha t f o l l ow ing said t e rm ina t i on date, your company 
shou ld : 

a. Cease and discont inue any f u r t h e r use of our company's C I T G O brands 
a n d t rade name i n connection w i t h your sale, storage and de l ivery of 
pet ro leum produc ts ; 

b. Discont inue any f u r t h e r use of our company's ident i f icat ion, t rade-
marks and b rand names, and re tu rn a l l signs, poles, or other ident i f i ca t ion 
i tems fu rn ished or leased to you by C I T G O immed ia te l y ; 

c. Re tu rn a l l C ITGO Cred i t Card impr in te rs , equipment and mater ia ls 
to cu r company and not accept C I T G O Cred i t Cards or invoices f r o m cus-
tomers or dealers inc ident to your sale or resale of pet ro leum products 
w i t h o u t the p r i o r w r i t t e n consent of C ITGO. 

Ar rangements f o r the re tu rn of C I T G O loaned equipment w i l l be coordinated 
th rough your sales representat ive and field engineer. 

I f there are any questions concerning the above, please advise. 
Very t r u l y yours, 

C . T . P A B I A N , 
A r e a S a l e s M a n a g e r . 

N O R T H R U P O I L CO. 
C h i l l i c o t h e , I I I . 

I received a ca l l today, 4-24-73, f r o m Tom N o r t h r u p and he said t ha t he was 
i n t roub le w i t h Texaco. H e said t h a t they i n fo rmed h i m t h a t he had 5.500 gal-
lons u n t i l the end of the mon th and he rea l ly needs th is much da i ly . They said 
he was on a l lo tment and t ha t is a l l . H e sent a te legram to Texaco. I t had to 
go to New Y o r k f o r approval . H e asked fo r 100,000 gal lons f o r f a r m sales. They 
to ld h i m tha t others had not been approved. 

H e is a l locat ing h is f a r m accounts to 100 gal lons per del ivery. They te l l h i m 
they can get a l l they need f r o m Standard Oi l . 

N o r t h r u p O i l has been i n business many years serv ic ing farms, home heat ing, 
and service stat ions. They are now faced w i t h loss of the i r business. 

M r . POTVIN. We hope you w i l l look at pipelines and the question 
of whether they are being used i n a monopolistic sort o f way. I know 
tha t your very able staff knows a great deal about processing agree-
ments, and I hope your committee w i l l get into that area before you 
complete your studies. 

One point everyone has been duck ing—I do not th ink you can 
have a successful hearing unless i t is la id squarely on your podium. 

So, I am going to do i t . I t goes l ike this. F i rs t , we have talked 
about the diversion of products f r om the small business column to 
the direct market ing column by the large majors. 
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I t h ink on tha t question, a l l small business marketers really are 
united. W e do not th ink i t is r ight . W i t h i n the independent ranks, 
though and you are independent whether you are a branded jobber 
or whether you use your own name on the sign even i f there are 
some differences. A lot of people buy on contract, branded and 
unbranded. 

For many, many years they have paid really a tremendous prem-
ium. Just a year or a year and a ha l f ago there were many witnesses 
i n before one of your sister committees, point ing th is out, and that 
the premium charged fo r branded gas was so excessive, so unreal, 
so art i f icial, that i t prevented the sort of price competit ion that Pro-
fessor A l l v ine so eloquently espoused a few minutes ago. 

The private brander on contract also paid a premium, less so but 
s t i l l a premium. Others because excess gasoline and at much lower 
prices knowing i t was excess. 

Now, you just have a very difficult exercise in ethics and business 
moral i ty t r y i n g to decide what are the relative r ights o f the parties. 
I f I buy excess gasoline at a much lower price knowing i t is excess, 
what k ind of a historic track record does that give me a r igh t to— 
the same bundle of r ights that a contract buyer that was paying a 
premium, you migh t l iken i t to an insurance premium because one 
of the things he was buying was continuity of supply ? 

When, fo r the first t ime, i t has become important, there are those 
who say even though you paid fo r cont inuity—now you cannot have 
i t . So, I do th ink you have got to make those distinctions. 

This is a question that you must deal w i t h and not gloss over. 
Thank you very much. 
Senator MCINTYRE. The big oi l companies I take it or the majors, 

they are pretty wel l represented, and I am sure that their arguments 
on that basis w i l l be heard. Bu t I am delighted to have you mention 
them. I said at the beginning we want fa i r and open hearings. Let 
me move on here quickly to Mr . Deutseh. 

M r . DEUTSCII. I b r ing to you the facts of what is happening i n 
I l l ino is and the Upper Midwest. 

The gasoline situation is dai ly gett ing worse out there. Your State 
governments are beginning to scream now because, when they go out 
asking fo r contracts fo r their gasoline allotments fo r the coming 
year, they are quickly to ld that nobody w i l l b id and no bids come in. 

I noticed yesterday as I was coming down on the plane, the State 
of Missouri was gett ing worr ied on how they were going to fuel 
their police cars—-unless they went into service stations which means 
they would have to appropriate more money. 

I n I l l ino is we are going to lose about a hal f -b i l l ion gallons by 
June 1 of the market. The jobber market is a l i t t le over 2 bi l l ion 
gallons. Tha t means one-quarter o f the market is going to be gone 
out of a 5-bi l l ion market. 

This was the figures f rom last year. What I have done is to put 
together the companies that have either already le f t I l l inois, that are 
planning to leave, or the ones that are going to be gone by June 1. 

There are three segments i n there because some have announced, 
l ike Gu l f that they w i l l not leave unt i l the end of the year. 
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Already we have lost Tr iangle Refineries, Clark Oi l , and sections 
of Cities Service and Sun Oi l . So we are a ha l f -b i l l ion short i n 
I l l i no is r i gh t now when the first of June hits. 

F r o m there on, i t is going to be rough because r i gh t now they are 
t r y i n g to al lot enough product to the farmers. 

The only t h ing that has been saving them out there, l ike the warm 
weather saved the winter on the heating oil, the heavy rains that we 
have been having out there have kept the farmers f r o m get t ing in to 
the fields. 

Last week they got into the fields fo r 5 days before the weekend 
of ra in started i n again. R igh t quickly we began to get calls f r o m 
farmers. The States have a hotl ine which the farmers cal l i n on. 
They, i n turn , call us. I can tel l you that hotl ine was hot on F r i day 
and Saturday. 

I n fact, they kept i t open on Saturday. These farmers are hav ing 
a hard t ime gett ing product to do their spr ing p lowing, the p lan t ing 
of crops. 

I n fact, w i t h the lateness of the season, a lot of them are over-
looking the p lowing and they are doing what is called cu t t ing and 
plant ing, because they do not have the t ime to do what they should 
do. 

Not only i n I l l ino is but the entire upper Midwest. 
[The complete statement of Nat ional O i l Jobbers Council fo l lows: ] 

S T A T E M E N T OF "ROBERT S C H R I M P F , C H A I R M A N , G A S O L I N E C O M M I T T E E , N A T I O N A L 
O I L JOBBERS C O U N C I L 

Mr. Chairman. I would l ike to commend you and your colleagues fo r hold ing 
th is much needed hearing. I am appearing here today on behalf of the 13,000 
small businessmen f rom the 48 continental states who sell approximately 25% 
of the nation's automotive gasoline and 75% of i ts fuel o i l requirements. As 
you know, the extreme shortage of supply of gasoline, diesel fue l and number 2 
heating oil being current ly encountered by small business d is t r ibutors consti-
tutes an increasingly serious problem tha t i n many instances is already at the 
surv ival level. 

A t the present time, an increasing number of o i l jobbers f ind themselves 
placed in a posit ion that suggests they w i l l not be able to survive economically 
for any prolonged period of t ime. A number of suppliers are w i thd raw ing f r om 
states or even entire regions of the country. Many suppliers are also cu t t ing 
off ind iv idua l jobbers. This is being done on a basis quite independent f rom 
whether they have been efficient marketers or not, f requently the cr i ter ion 
p r imar i l y rel ied upon appears to be the net re turn rendered to the supplier. A 
smaller jobber is par t icu lar ly vulnerable to th is sort of treatment. Needless 
to say, the small town or f a r m customers that he serves w i l l have no al ternat ive 
source of supply i f he is cut off. I n an aggregate sense, th is may wel l have a 
most serious impact upon the nation's agr icu l tura l sector. Many branded job-
bers are also being placed on severe allocations which makes i t impossible fo r 
Ihem to serve the needs of the i r customers. Unbranded small business marketers 
are also undergoing considerable dif f iculty i n obtaining an adequate source of 
supply. 

To survive, the nation's smal l business marketers of petroleum products 
must have an adequate and continuing source of supply ot a price wh ich 
al lows them to be fu l l y competitive. Denied either of these, i t is clear tha t 
thousands of them w i l l perish. The net result of th is w i l l be a fantast ic added 
increment of economic concentration. 

Recently, Congress has enacted into l aw a provision fo r the al location of 
petroleum products to prevent undue hardship to any region of the country 
and also to prevent ant icompeti t ive effects resul t ing f rom current shortages 
of petroleum products. Since tha t time, there has been an increasing pro l i fera-
t ion of new legislative proposals directed towards a solution of current petro-
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leum dis t r ibut ive problems. I t seems to us that Mr. W i l l i a m Simon, Chairman 
of the Oi l Policy Committee, has proven both his sincerity and his abi l i ty . I t 
seems to us tha t i t would be shortsighted, i n the extreme, not to give Mr . Simon 
and his newly granted powers under the so-called Eagleton Amendment a f u l l 
chance a t effecting workable solutions before any fu r ther legislat ion is con-
sidered. I t is our thought tha t there is good reason to suppose tha t negotiations 
between Mr . Simon and his very able staff and the nation's integrated refiners 
may wel l result i n a voluntary solution which would best serve the public. 

I n the inter im, there is, of course, a number of ind iv idua l cases in which 
suppliers have used indefensible tactics. 

I n advocating that no fu r ther legislation be enacted un t i l i t is determined 
whether the so-called Eagleton Amendment holds the u l t imate answer to present 
difficulties, let me emphasize that we do feel that i t is of pr ime importance 
that the Congress continue i ts investigations and mainta in i ts present intense 
level of interest i n this problem. I t may wel l be tha t diff iculties i n the near 
fu tu re w i l l dictate a speedy response on the par t of the Congress i f the public 
interest is to be preserved and protected i n this v i ta l area. 

The only exception const i tut ing a present need for addi t ional legislation 
might be, Mr. Chairman, that as Senator Jackson's B i l l suggests i t does not 
appear that the present state of the law allows the use of the Eagleton Amend-
ment powers on behalf of the public health, safety and wel l being. I t may well 
be tha t this is an addi t ion which is presently needed to fu r ther protect such 
v i t a l needs such as hospitals, police departments, fire departments, etc. 

Whi le we are a l l current ly absorbed i n the gasoline shortage, let i t not be 
forgotten fo r one moment that a l l of the products processed f rom a barrel 
of crude oi l w i l l inextr icably be interrelated. Let us, by a l l means, insure 
that we do not repeat the fo l ly of last winter and wa i t un t i l the first snow 
has fa l len before wor ry ing about an adequate supply of heating oil. As you 
know, Mr . Chairman, much of the genesis of our current shortage of gasoline 
may be at t r ibuted to the nation's refineries having to churn out fuel o i l long 
af ter the gasoline build-up customari ly would have commenced. By the same 
token—a realistic appraisal indicates that one must fear tha t the need to 
supply sufficient gasoline through the summer and early fa l l months may add 
greatly to the supply difficulties for the heating sector of the industry next 
winter . 

Mr. Chairman, one of the salient points i n v iewing the oncoming heating 
season is the d i re necessity of converting much of the industry and the vast 
ma jor i t y of the nation's electrical u t i l i t ies f rom heating o i l to coal. There is, 
i n being, technology which renders i t economically feasible w i thout undue 
harm to a i r qual i ty to consume coal for indust r ia l and u t i l i t y purposes. Make 
no mistake about i t—the al ternat ive is the consumption of hundreds of mi l l ions 
of barrels of desperately needed number 2 heating o i l to fuel the so-called gas 
turbine generators fo r electrical ut i l i t ies. Sadly, this is a most inefficient use 
of a scarce resource. That port ion of the electrical energy so produced which 
is consumed for space heating produces only a f ract ional number of BTUs 
which would be produced by applying the same amount of heating o i l direct ly 
to residential heating consumption. 

We are hopeful, too, Mr . Chairman, that the Admin is t ra t ion w i l l see fit to 
remove the Western Hemispheric restr ict ion which has done so much to impede 
the orderly procurement of heating oi l supplies as wel l as gasoline supplies in 
the wiorld market. 

Mr . Chairman, the Nat ional Oi l Jobbers Council represents both branded and 
unbranded marketers. We are hopeful that both may be accorded equitable 
treatment by their suppliers. However, i t must be noted tha t contract buyers— 
both branded and unbranded—for decades now have been paying a much higher 
price than those who have bought excess gasoline i n the so-called "spot" market. 
Spot buyers were buying excess gasoline at a most advantageous price w i th 
the f u l l knowledge that should there be no excess, there would be no spot 
market. I t seems to us that you have a most dif f icult exercise in ethics and 
business moral i ty to determine the degree to which i t is moral ly defensible to 
invade the subsisting contract of a small businessman who has paid a dist inct 
premium for i ts cont inuing existence in order 10 supply those who current ly find 
that shortages have dried up previously exist ing supplies and thereby the spot 
market. Fur ther , both the Congress and the Admin is t ra t ion are confronted w i th 
substantial const i tut ional questions as to the degree to which subsisting con-
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tracts can be abrogated or abridged wi thout the declarat ion of a nat ional 
emergency. 

I t is most dif f icult for us today to quant i fy the hardships being encountered 
by oi l jobbers throughout the nation. We do know tha t they are extremely 
serious, that they exist nat ional ly i n the truest sense of the wtord and tha t they 
are increasing rapidly. Current ly, we are i n the process of receiving returns 
to a questionnaire circulated several weeks ago which should a l low us to give 
you a rather precise profi le of our members' supply difficulties. We would ask 
permission, Mr. Chairman, that we be al lowed to submit th is as soon as the 
returns are received and tabulated—hopeful ly, for inclusion i n your record, 
but at any rate, for such use as may appear appropriate i n your judgment. 

A fu r ther point that requires extensive study and action by the Congress is 
the enlarging of the supply of crude by approving a pipeline route f rom the 
nor thern slope of Alaska. Many feel tha t the so-called alternate route through 
the McKenzie Valley in Canada is preferable to the western route. A t any rate, 
however, i t is clear tha t undue delay is indefensible. We also wish to urge 
upon ycu the grant ing of such incentives to the refining sector of the indust ry 
as may be necessary to achieve increased exploration, product ion and ref in ing 
capacity. This includes such specifics as the encouragement of offshore d r i l l i ng 
w i t h adequate environmental safeguards and the establishment of superports. 
I t is also imperat ive that the Cost of L i v i ng Council a l low the pr ice of petro-
leum products to increase to a degree which w i l l reestablish the relat ionship 
of domestic prices to the wor ld price. A t a minimum, i t is clear tha t at the 
earl iest possible t ime wor ld prices must be al lowed to be averaged w i t h the 
domestic prices. Otherwise, dif ferent sets of consumers w i l l be confronted w i t h 
substantial ly dif ferent prices for the same commodity. 

Recently, a number of suppliers have imposed discr iminatory pr ice increases 
upon jobbers whi le leaving thei r own re ta i l prices unchanged. To impose a 
price increase at the wholesale level whi le leaving the price to retai lers un-
changed is actual ly an erosion of the wholesalers' margin. Suppliers should not 
be al lowed to single out one class of customer f rom a commodity classification 
to increase thei r net real izat ion of profit. I f they are going to raise the price 
of gasoline or any other commodity, they should certainly be required to do i t 
across the board. 

Mr . Chairman, wre would l ike to thank you and your colleagues for th is 
opportuni ty to appear before you at the t ime when the surv iva l of so many 
thousands of small businessmen i n the petroleum industry is i n the balance. 
We appreciate your interest, your concern and your courage i n pursuing these 
diff icult issues. We shall be happy to respond to any questions which you may 
have. 

Senator MCTXTYRE. We call on M r . Doug Baker of the Nat ional 
Self-Service Gasoline Association. M r . Baker, we welcome you here, 
and M r . J i m Parr ish. Do both have statements you wish to make? 

S T A T E M E N T O F J A M E S R . P A R R I S H , P R E S I D E N T A N D G E N E R A L 

M A N A G E R , TJ G A S U M , I N C . 

M r . PARRISH. M y name is J. R.—Jim—Parrish. I am president 
and general manager of U Gas U M , Inc. w i t h headquarters located 
i n Denver, Colo. We have eight self-serve gasoline stations located 
i n the States of Nebraska and Wyoming . 

I am here on behalf of myself and the Nat ional Self Serve Gaso-
l ine Association which has approximately 200 members who own and 
control approximately 9,000 self-service gas stations i n the Un i t ed 
States. I am going to deviate considerably f r o m my statement i n the 
interest of t ime and expla in tha t one of the reasons I and some o f the 
members o f our group thought t ha t I should test i fy is tha t I am 
probably the l i t t lest operator tha t w i l l offer any testimony here as 
f a r as the size of business is concerned. 

Certa in ly, I am not i n the category w i t h M r . L i ch tman o r the 
gentleman f r o m Alabama, al though our ^problems are the same. 
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I wou ld l i ke to expla in tha t i n my own si tuat ion two o f my stations 
i n Eastern Nebraska w i l l probably be closed before I re tu rn f r o m 
these hearings f o r lack of product. 

I have made at tempts to secure supply f o r those stations. One of 
them just opened f o r business less than 6 months ago, on October 20. 
I have a $91,000 mortgage indebtedness on i t , and because o f m y 
testimony here, i f i t gets to my banker back i n Nebraska, I am sure 
he is go ing to be ca l l ing some loans on me. Tha t is a r isk tha t I had 
to take. 

Add i t i ona l l y , on the 20th of this month, I w i l l probably lose my 
assured supply f o r two Western W y o m i n g stations. I have no idea 
where I w i l l get a supply f o r those. 

I f I close those, I w i l l be down to 50 percent i n operation. U n f o r -
tunately, w i t h the chain of 8 stations, my cash f low w i l l not al low me 
to pay the mortgages on the rest of them. 

M y w i fe thought perhaps I was nuts to spend $5, $6, $7, or $800 
to come down here know ing I was probably go ing broke. 

I said, hel l , I d i d not have any choice. 
Senator MCTXTYRE. Put i t on one of Arco's credit cards. 
M r . PARRISH. I m igh t do that. 
I t should be pointed out f o r the record, I d i d th is at length i n my 

prepared test imony which has been submitted, tha t thousands o f 
both large and small operators l ike myself have never purchased our 
gasoline requirements on a contract. W e have, i n fact, as M r . Po tv in 
pointed out, bought on what is referred to i n the statement as " rack " 
pr ic ing. 

B u t I would l ike to point out, we were a darned impor tant piece 
of business to those refiners fo r th is reason: They were able, th rough 
the purchase of people l i ke S I G M A and the gentlemen a t th is table, 
to r u n the i r refineries at a greater degree of capacity because of 
the product we purchased f r o m them. 

They would not have given i t to us i f they had been able to sell i t 
th rough the i r own branded outlets. The o ld law of the incremental 
barrel on prof i ts certa in ly appl ied there. 

Add i t i ona l l y , we d id buy at a somewhat less price than some of 
the branded type customers of the i r own. Bu t , I used to be market ing 
vice president of an independent ref in ing company and i n th is par-
t icu lar company we made more money on the imbranded or rack 
buyers. F o r what reasons ? 

Our rack -buyers had to fu rn ish the i r own transportat ion. They 
delivered product to the i r own stations whereas branded people have 
a f re ight allowance. Rack buyers get no price protection, there is no 
advert is ing expense, no credit card expense. The suppl ier does not 
help pay fo r the investment i n stat ion faci l i t ies o f rack buyers nor 
spend huge advert is ing expenditures as is done f o r branded stations. 
A d d tha t a l l together and there is significant savings. 

W e have i n fact per formed a very signif icant func t ion fo r the 
people who today are cu t t ing us off. 

I do not t h i n k I need to elaborate any fu r the r on the importance 
of the independent or pr ivate brander to the refiner-supplier. I would 
l ike to point out our importance to the consumer. 
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I opened one of my eight stations 2 years ago, at an expense of 
about $75,000 i n Rawlins, Wyo., a town of about 7,000^ people. The 
pr inc ipa l payro l l there comes f r om the State penitentiary and the 
Un ion Pacific Railroad. When I opened there was very l i t t l e inde-
pendent competition, only a couple of other independents. I opened 
at the independent's prevai l ing retai l price which at that t ime was 
7 cents per gallon underneath a l l the major stations i n town. The 
major stations real ly 'had the bu lk o f the business. 

I was t ick led to death to give our customers a 7-cents-a-gallon less 
buy ing price fo r at that t ime, and fo r the first 12 months I was i n 
business, I s t i l l made 11 cents a gallon. Ask any independent man i n 
this room i f he could not get wealthy on an i l - cen t margin. I was 
s t i l l saving tihe consumer 7 cents a gallon. 

Th is shows the impact i n some areas that we have had on the con-
sumer's pocketbook. 

I mentioned that i n a l l probabi l i ty I w i l l be out of business very 
soon. 

I doubt that any suggested corrective actions that have been offered 
or that we w i l l offer is i n t ime fo r me. Tha t is too bad but tha t is 
my problem. Maybe I can help some other l i t t le guy. 

Senator MCINTYRE. IS i t not true f rom the day you first started to 
th ink about going into th is self-serve business, you were dealing w i t h 
the suppliers' excess and tha t you were always on the outer r i m of 
the perimeter, you would be the first guy shut off i f there was some-
th ing to happen to the suppliers ? 

I n other words, you were never a grade-A r isk fo r me as an 
investor? 

M r . PARRISH. I have been i n the gasoline business since the day I 
graduated f rom college, some 20 years ago, and some of i t was the 
supply ing end of the business. I have also been a trade association 
executive fo r the branded independent oi l jobbers. Perhaps I should 
have been able to forecast a supply shortage but not even the major 
o i l companies were able to forecast th is shortage a few months ago. 

They were continuing and are today fo r that matter cont inuing to 
bu i ld branded stations. I fe l t there was no risk. As recently as last 
November, I had people cal l ing—knocking on my door to sell me 
products. 

Now, I cannot understand i n this computer age that we cannot 
forecast—certainly that tihe b ig b i l l ion dol lar companies cannot fore-
cast a l i t t le more accurately than 6 months and know that we are i n 
a supply problem. This over-supply or excess situation has existed 
fo r the 20 years I have been i n business and there was no reason to 
suspect that i t was ever going to be any different. 

I would inv i te the gentleman f r om S I G M A as wel l as the other 
pr ivate branders to back me up on that. 

M y banker certainly d id not t h ink i t was a risk. A n d i f I had 
thought i t was, I assure you my name would not be personally on 
those promissory notes. I wish they were not r i gh t now. 

I w i l l w ind this up shortly. 
I have been so alarmed i n the last 60 davs about the fact that I 

would probably in fact go bankrupt that I thought maybe one course 
of action was to go back to al l the refiners f rom whom I t r ied to buy 
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product and offer them fire-sale prices to lease or buy my complete 
chain of stations. I have a file in my br ief case w i t h letters f r om 13 
different ref ining companies tu rn ing me down. I fe l t i f I could pos-
sibly pay my mortgages and get out whole, I would prefer doing 
that, obviously. I d id not get -a single offer. I d id have one that took 
the t ime to charter an airplane and go around and look at some of 
them w i t h me 2 weeks ago. 

I would l ike to make a point of disagreement w i t h M r . Potv in i n 
his statement. 

The premium price that the branded jobber d id pay over what we 
"Rack" buyers have been historical ly paying over the years was not 
just fo r continuity of supply. As I pointed out before, un t i l the last 
few months, there was no reason to even remotely suspect that we 
would not have a cont inuing supply. B u t there were other reasons, 
obvious reasons fo r the branded jobbers to pay more. The brand 
acceptance. You, yourself, Senator McIn tyre , indicated earlier you 
thought we sold lesser quali ty products. 

Senator MCINTYRE. Cut rate. 
M r . PARRISII. YOU bet, we are the bad guys in the black hats. 
Senator MCINTYRE. AS far as I was concerned, you were. 
M r . PARRISII. YOU are not unique. 
Also, fo r the credit cards. A b ig bundle of business is brought to 

retai l stations by the fact that people carry credit cards. I take the 
bank cards, Bank America Card—Master Charge, and so on. A n d 
certainly there must be some advantage to the tremendous mil l ions 
and mil l ions of dollars that the majors have i n the past, and fo r 
reasons I cannot understand, are continuing to spend on advertising. 
The answer they give us when they cut us off is we have got a supply 
shortage, but they are st i l l advertising i n the media fo r new business. 

Our recommendations fo r corrective actions have al l been men-
tioned here briefly, and M r . Baker has a couple of statements about 
his business which apply to these hearings. 

I appreciate my chance to come back here and ta lk to you f rom a 
l i t t le operator's standpoint. Any th i ng that can be done w i l l have to 
be done awfu l ly fast. I t can only be done on the executive level to 
be in t ime to help me. 

Thank you very much. 
Senator MCINTYRE. Your f u l l statement w i l l be put i n the record 

in its entirety. 
[The statement of M r . Parr ish fo l lows: ] 

S T A T E M E N T OF J A M E S R. P A R R I S H , P R E S I D E N T A N D G E N E R A L M A N A G E R , U G A S U M , 
I N C . 

Appearing a t this hear ing on behalf of my company and the Nat ional Self 
Service Gasoline Association whose 200 members own and operate approxi-
mately 9,000 self service gasoline stations i n 40 States. 

Def in i t ion of pr ivate brand marketer : 
1. Owns or controls by long term lease—one or more gasoline stations. 
2. Uti l izes his own brand or trade mark—not the brand of a refiner-supplier. 
3. Purchases gasoline and/or diesel fuel on the open market, either direct ly 

f rom a refiner or petroleum broker. 
4. Product is delivered to stations by own transport trucks or commercial 

carr ier. 
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5. Average s ta t ion investment wou ld range f r o m a low of $10,000 f o r a smal l 
t w o (2) pump self serve out let up to $250,000 fo r some of t l ie large self serve 
or f u l l service type stat ions. 

6. Our company's average s ta t ion cost is approx imate ly $85,000. 

1. HISTORY OF PRIVATE BRAND GASOLINE MARKETERS 

They have g rown i n the last 25 years f r o m an in f in i tes ima l m a r k e t pos i t ion 
to a pos i t ion today where they sel l as much as 40% of the t o t a l i n some geo-
graph ic markets. 

They have per formed two very impor tan t marke t i ng func t i ons : 
A . I m p o r t a n c e t o t h e R e f i n i n g S e g m e n t of t h e I n d u s t r y 

1. The o i l companies (both ma jo rs and independents) were able to operate 
the i r ref ineries a t a greater percentage of capacity by sel l ing to p r i va te branders 
when they were unable to marke t t he i r ent i re product ion th rough t he i r own 
branded stations. 

Th i s of course prov ided a greater r e tu rn on stock holders investments. 
2. Sales to p r i va te branders have been qu i te prof i tab le f o r the ref iners f o r 

other reasons, i.e. 
A. No investment i n the p r i va te branders marke t i ng outlets. 
B. No b rand adver t is ing expense. 
C. No pr ice w a r al lowances or discounts. 
D. No cred i t card expense. 
E. No expensive lessee-dealer operator changes. H i s to r i ca l l y , gasol ine 

dealers have had one of the wors t m o r t a l i t y rates of a l l independent 
businessmen i n the Un i ted States—upwards to 30% per year. 

F. No del ivery expenses. 

B . I m p o r t a n c e t o t h e C o n s u m e r 
1. Prov ided qua l i t y pet ro leum products a t reduced pr ices—th is was made 

possible b y : 
A . Or ig ina t i ng the pract ice of by-passing bu lk storage p lan ts and m a k i n g 

la rge tank car or t ranspor t t ruck del iveries d i rec t ly f r o m the ref inery or 
pipe l ine te rmina ls to the re ta i l stat ions. 

B. Or ig ina t i ng the concept of mu l t i -pump stat ions w i t h la rge dr ives 
wh ich made fo r greater s ta t ion vo lume by speed of service. 

C. Or ig ina ted the self service gasol ine concept wh ich enabled the p r i va te 
brander to lower Ms labor expense and pass the savings on to the cus-
tomer. No t only d id the p r i va te b rand marke ter o r ig ina te the idea o f 
self service, bu t fought the bat t les w i t h the c i ty , county and state regu-
la to ry agencies i n an e f for t to get the self service concept legalized. Today 
there are only s ix states wh ich p roh ib i t self service gas stat ions. Th i s 
was done w i t h no help f r o m the branded refiners and many t imes con-
siderable opposit ion. 

D. A n d probably most impo r tan t o f a l l , the p r i va te b rander p rov ided 
an aggressive degree of compet i t ion i n the marke t place wh ich had here-to-
fo re never existed. 

2. CURRENT PROBLEMS 

A. Gasoline and diesel supply s i tuat ions f o r p r i va te b rand marke ters is 
c r i t i c a l and get t ing worse da i ly . 

1. D u r i n g the last 30 days, hundreds of p r i va te b rand stat ions have been 
closed due to the unava i l ab i l i t y of product . 

2. Increas ing numbers of other p r i va te b rand stat ions are forced to reduce 
s ta t ion operat ing hours and i n some cases are only open f o r business 2 or 3 
days per week. 

3. Many p r i va te branders have had the i r supplies completely shut off by t he i r 
ref iner-suppl iers. 

4. Most have had the i r supplies d ras t i ca l l y cut or al located. 
5. Th i s is i n spite of the fac t tha t many of these same ref iners cont inue to 

adver t ise i n the t rade jou rna ls t ha t they have product f o r sale to the p r i va te 
b rand or independent marketer . (You have been fu rn ished sample copies of 
the i r recent advert isements) . Many of these ref iners cont inue to construct o r 
purchase new branded stat ions, several have discont inued use of t he i r own 
b rand ident i f i ca t ion a t some of the i r stat ions and have u t i l i zed ins tead som£ 
u n k n o w n brand t rademark such as B lue Goose, Jack Pot, Sello, A l e r t etc.— 
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then cut the re ta i l pr ice i n an ef for t to increase volume. S t i l l others are mak ing 
s igni f icant investments i n car wash ing equipment so they can of fer a f ree wTash 
w i t h gasoline purchases. I t ' s rea l ly h a r d to comprehend. 

B. The buy ing prices of the p r i va te branders are sky-rocket ing wh i l e a t the 
same t ime the phase three re ta i l prices of the top 23 ma jo r o i l companies have 
us i n a vice tha t is squeezing the economic l i f e f r o m us. 

1. You w i l l note f r o m the w r i t t e n mate r ia l tha t I have fu rn ished you t h a t 
my own company has had product cost increases f o r gasoline and diesel f ue l 
rang ing f r o m 21.5% to 59.2% du r i ng the per iod January 1, 1973 to May 1, 
1973. Couple th is w i t h the fac t tha t fo r l a s t year my company's to ta l gross 
p ro f i t was only 21.1% of sales (documentary v e r i f i c a t i o n of th i s has also been 
fu rn i shed to you gent lemen). Phase Three is a rea l disaster fo r u s ! ! Most 
p r i va te b rand companies a re experiencing a s im i la r squeeze. 

C. H o w serious is th is overa l l s i tua t ion to my company U Gas U M ? Two 
of our e ight stat ions w i l l be closed as soon as the present p roduct is depleted 
f r o m the storage tanks, probably before I r e tu rn f r o m these hearings. Exhaus-
t i ve ef forts have been made to find another suppl ier but to no avai l . One of 
these was jus t opened fo r business on October 20, 1972 and has a .$91,000 
mortgage indebtedness against i t . T w o more of our stat ions i n western 
W y o m i n g only have an assured supply u n t i l the 20th of th is month. These 
also are qui te heavi ly encumbered w i t h mortgages and efforts to obta in a 
back-up supply have been fu t i le . 

3. SUGGESTED SOLUTIONS : SUPPLY AND PRICE 

A. E i t he r by admin is t ra t i ve act ion (preferable due to the essence of t ime) 
or by legis lat ive act ion there should be ins t i tu ted a p lan pat terned a f te r the 
"sma l l business set aside" p rogram used fo r years by the federa l government 
to see t ha t smal l independent refiners are given a chance to obta in a por t ion 
of the government's pet ro leum purchases. 

1. A l l refiners should be requi red to offer a specific percentage of the i r 
ref inery product ion of gasoline and diesel fue l f o r sale to p r i va te brand 
marketers based upon the percentage of purchases made by p r i va te branders 
to the to ta l gasoline and diesel sales made by a l l refiners i n the Un i ted States 
du r i ng a base period such as the month of Ju ly , 1972. 

2. Th is "sma l l business set aside" or "p r i va te brander set aside" as I shal l 
ca l l i t , should be sold a t the s a m e x>rice t h a t each i nd i v i dua l refiner sells 
to i ts branded jobber or wholesale accounts. B y so doing, the refiner w i l l i n 
fac t be mak ing a greater pro f i t on the gal lons sold to the p r i va te brander 
since there w i l l be no advert is ing, cred i t card, pr ice protect ion, del ivery 
expenses, or s im i la r expenses involved. 

B. Phase Three of the wage-juice controls should be abolished so t ha t 
the p r i va te brander and branded independent jobber f o r t ha t mat ter , can 
recover these astronomical product pr ice increases by ad jus t ing the re ta i l 
pr ice accordingly. Th is cannot present ly be done when the 23 largest o i l 
companies i n the U.S. (who are our compet i tors) are forb idden to raise the i r 
sel l ing prices by more than l1 /^ percent. 

C. F ina l l y , controls or rest r ic t ions must be implemented wh ich w i l l prevent 
the large ref iner companies w i t h a l l economic advantages of ve r t i ca l in tegra t ion 
and special tax breaks f r o m cont inu ing on the i r push t o w a r d d i rect operated, 
p r i va te b rand stat ions of the i r own wh ich can pr ice the p r i va te branders and 
independents out of business. 

4. CONCLUSION AND S U M M A R Y 

Gentlemen, smal l independent business men have been the backbone of th is 
great country. Unless our correct ive recommendations (or others very closely 
a k i n to them) are implemented immediate ly , very few of the J i m Parr ish 's 
or U Gas UM's w i l l be around w i t h i n the next 60 days to prov ide the com-
pet i t ion so v i t a l f o r the gasoline consumers ! ! 

Categorical ly, i t goes against my g ra in as wTell as those f o r whom I ' m 
speaking to ask f o r government inter ference or regu la t ion i n our business. 
W e have no other choice! Our f u tu re existence is i n the government's hands. 
I n closing I w ish to advise t ha t any and a l l of the people i n our association 
are more than w i l l i n g and wou ld welcome the oppor tun i ty to assist i n wo rk i ng 
out the mechanics of the recommended solut ions I have out l ined above. Please 
cal l on us. 
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U G a s U r n I n c . p r o f i t a n d loss s t a t e m e n t f o r f i s c a l y e a r A p r . 1 , 1 9 1 2 t h r o u g h 
M a r . 3 1 , 1 9 7 3 

Percent 
of sales 

T o t a l sales 100 

Cost of gasoline 74. 25 
Cost of mo to r o i l . 41 
Cost of cigarettes 1. 77 
Cost of miscellaneous merchandise . 44 
Cost of diesel fuel 2. 02 

T o t a l cost of products sold 78. 89 

Gross p ro f i t 21. 10 
Operat ing expenses 16. 14 

N e t p ro f i t before income taxes 4. 97 

INCREASE IN PRODUCT COSTS FROM JAN. 1, 1973 TO MAY 1, 1973 

[Costs per gallon are excluding freight and taxesl 

Station location 
Gasoline cost 

Jan. 1,1973 
Gasoline cost 

May 1,1973 
Percent of 

increase 

Sidney, Nebr„_. $0.13930 $0.16926 
North Platte, Nebr. .14000 .17250 
Kearney, Nebr . 13899 .19701 
Hampton, Nebr .13855 .18805 
Cheyenne, Wyo. .13750 .16750 
Laramie, Wyo . 12500 .16650 
Rawlins, Wyo . 12500 .16650 

21.5 
23.2 
41.7 
35 .4 
21.8 
33 .2 
33 .2 

Diesel cost 
Jan. 1,1973 

Diesel cost 
May 1,1973 

Percent of 
increase 

North Platte, Nebr. 
Hampton, Nebr. 

$0.10813 
.10813 

$0.13500 
.17213 

26.8 
59.2 

A P R I L 1 9 , 1 9 7 3 . 

D E A R M R . J I M P A I I R I S H , U G A S U M I N C . , A l l o f o u r S u p p l y i n g O i l C o m -
panies have changed, or w i l l soon be changing the i r c red i t pol icy. Prev ious ly , 
they gave us 1% Ten Day Terms. The i r new pol icy is N E T ; Receipt of I n -
voice. Ef fec t ive May 1, 1973, we w i l l also change our terms to N E T ; Receipt 
of Invoice. 

Sincerely, 
N O R M A N K E L L E R , 

C l a y t o n P e t e r s e n O i l Co. 

N O T E S A N D O P I N I O N S 

B y M a r v i n Reid, M idcont inen t E d i t o r 

S U P P L I E R S , JOBBERS A N D D E A L E R S A R E P A S S I N G O N L A T E S T P R I C E H I K E S 

Several companies have now raised jobber prices w i t h o u t corresponding 
dealer tank wagon increases. Some ef for t , meanwhi le, is being made by jobbers 
to pass h ikes along to dealers w i t h the l a t te r sometimes encouraged to post 
h igher pump prices. 

The l ine-up of those hav ing made jobber-pr ice increases by las t week 
included, according to field reports, such ma jo rs as Mobi l , Arco, Cont inenta l , 
and Shell. T w o independent suppl iers, Amer i can Petrof ina and D i a m o n d 
Shamrock, were reportedly a t tempt ing increases of 0.55$ gal. 

I n Corpus Chr is t i , Tex., Mob i l jobber T . A . H a r r e l l J r . increased tankwagom 
prices to h is dealers by 1.7$ gal. H i s buy ing pr ice had been increased 
3.5^ ear l ier by Mobi l . H e encouraged h is dealers to post 2$ h igher prices, a t 
35.9$ gal. A f t e r two weeks, h is vo lume was off 10% w i t h some stat ions down 
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as much as 35%. Normal ly, his A p r i l volume increases over March instead of 
declining. 

Two volume losses, said IJarrel l , le f t h im on the short end on profits despite 
the price increases to his dealers. 

l l a r r e l l could get some rel ief, however, f rom considerable strength that 
now exists in the Corpus Chr is t i market. Exxon has moved up to 33.9tf, 
full-service, or over where i ts stations were when Mobi l increased i ts prices. 
Also, Shell stations in Corpus Chr is t i last week were posting 34.90. up 
fo l lowing a 0.f>e increase in jobber prices. Other majors were posting at 29.9< ,̂ 
long considered normal i n Texas, whi le independents were solid at 29.90-

Conoco lias increased i ts jobber price in Texas gal. to 14.G50. One jobber 
affected by the increase reports re-rail strength in his market has offset the 
hike, w i th his actual margin now running about 3.50 gal. compared to around 
30 gal. over the past two years. 

COST OF L I V I N G COUNCIL RESTRICTIONS SQUEEZE SOME 

There were reports that other companies might wish to increase jobber 
prices but are caught in a squeeze by the Cost of L i v ing Council's restrictions 
on 23 companies. 

One of these, according to field reports, is Phil l ips. Some jobbers say that 
w i th this company moving up to 90% of i ts volume through jobbers, i t can't 
raise jobber prices only as Mobi l and others have done wi thout exceeding 
price increase restrictions. 

There was a report, however, that Phi l l ips as wel l as others are moving to 
get out f rom under certain unbranded contracts as they expire. Some Phi l l ips 
jobbers who buy both branded and unbranded f rom the company may f ind 
they can get only branded product down the road. Some such unbranded 
contracts are reported to be set as low as 12.750, compared to branded jobber 
price of 13.G5C. By switching volume to a branded basis. Phi l l ips can increase 
i ts profits wi thout making an actual price increase, jobbers explain. 

F ie ld sources reports, meanwhile, that some suppliers and Nat ional Oi l 
Jobbers Council are pu t t ing pressure on Cost of L i v ing Council to relax 
restrict ions so tankwagon prices can be increased. 

One report indicates that CLC may not have been aware tha t prices to 
classes of customers, such as jobbers, might be increased as compared to 
across-the-board action. A source says that some w i th this agency now under-
stand there is a problem. ' 'Whether they do anyth ing about i t or not is another 
matter, ' ' lie says. 

There was some ant ic ipat ion dur ing the week that others might fol low 
Sun Oil's eastern dealer tankwagon increases, depending on what position 
they are in under CLC rules and any possible relaxing of those rules. 

FII iST-QUARTER PROFITS H I T RECORD LEVELS J OUTLOOK KRIGI ITKST YET 

Record-breaking first-quarter prof i t levels are being reported by the major i ty 
of the nation's oi l companies. Not only that, many anticipate continuation of 
the booming operations throughout the rest of the year. I f th is happens, 1973 
w i l l probably be the biggest and best year i n petroleum's history. 

At lant ic Richfield. Shell, Sohio, Exxon, Marathon, Total, Ashland, Getty 
and Sun a l l reported prof i t increases of 40% or better i n the f i rst quarter. So 
d id American Pet.roUna, Signal and Occidental. 

Interspaced w i th the good news, however, were warnings that the supply 
si tuat ion could be very t igh t this summer and next winter. Perhaps Sohio's 
Charles Spahr phrased i t best w i t h the comment that "a l l signs point to at 
least; five to six diff icult years w i th growing dependency on foreign supply 
sources." 

I t w i l l take years, he said, to find and develop new U.S. oi l reserves and to 
bui ld the addit ional t ransportat ion and refining faci l i t ies that are needed. 

F i rmer product prices and increased volumes were cited in most reports 
as the pr ime reasons for the spiral ing prof i t levels. In ternat ional companies 
said overseas volumes and prices for oi l and chemical products also contributed 
mater ia l ly to the splendid first-quarter showings. 

Moist oil-company executives expressed hope that the President's recent 
energy message would help relieve the energy crunch that is besetting the 
U.S. Union Petroleum Corp. of Revere, Mass.. a family-owned corporation and 
one of New England's biggest independent wholesaler-retailer of o i l products, 
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has been purchased for cash by Coastal States Gas Corp., Houston. Tex. 
Sellers are Paul D. Kaneb, 30-year-old president and his brother, Richard, 
treasurer. Coastal States is a major producer and transporter of na tu ra l 
gas. 

Whi le principals wouldn' t disclose volume, competitors pu t i t a t more 
than 250-mill ion gal. a year. Sales are about $75-milllion a year. 

Involved in the sale are Union Tanker Corp. (barges), Union Western Trade 
Corp. (western hemisphere oi l purchases), Union Oi l T rad ing and Shap ing 
Ltd. of Bermuda ( internat ional oi l t rad ing and shipping) ; Glendale Mor ton 
Petroleum Corp. ( re ta i l fue l o i l in Greater Boston area, and in New Hampshire) 
and Glen Petroleum Corp. ( re ta i l fuel o i l i n southeastern Massachusetts). 

The acquisit ion of Union Petroleum by Coastal States Gas has a number 
of other Boston-area independent wholesalers worry ing. "We a l l bought f rom 
Coastal States," said one of them, "and they've cut a l l of us back." 

Sun Oi l has come up w i t h a newT wr ink le in al location systems. Instead of 
using last year's gasoline figures, as most companies have been doing, Sun 
is looking at each distr ibutor , est imating what he should or could be doing 
now, then al locating h im 90% of tha t total. 

The al location system went into effect last week triggered, a spokesman 
said, by raw mater ia l shortages. I t ' l l apply " throughout the company and i ts 
subsidiaries through a l l channels, inc luding dealers, d is t r ibutors and commer-
cial customers." 

Exxon was about ready last week to open i ts s ix th fu l l y self-service stat ion 
in the Dal las-Fort Wor th area and Sello Petroleum, Mobi l Oil 's self-service 
subsidiary, has opened a "grass-roots" un i t i n Dallas. 

Exxon began i ts self-service bui ld ing program in Dal las i n la te 1972. F ive 
of i ts six uni ts were bu i l t f rom the ground up. The company also has a 
number of conventional uni ts i n the two cities w i th spl i t islands offer ing self-
service. 

FIRST-QUARTER NET PROFITS FOR MAJOR OIL COMPANIES (1973) 

Percent chanj?e Net profits 
1972-73 (millions) 

American Petrofina. + 1 0 5 $4.7 
Signal. . + 9 8 16.2 
Occidental + 3 3 8.9 
Atlantic Richfield. + 5 2 50.3 
Marathon + 4 9 . 6 24.1 
Shell + 4 9 80.2 
Ohio Standard + 4 8 . 3 17.5 
Total Petroleum + 4 5 . 5 3 .1 
Exxon + 4 3 . 1 508.0 
Ashland + 4 1 15.9 
Getty + 4 0 . 9 33.0 

+ 4 0 49.0 
Crown Central + 3 4 . 4 .303 
Amerada Hess - - — + 2 5 36.7 
California Standard + 2 4 152.8 
Pennzoil. + 2 3 . 9 19.6 
Phillips + 2 2 43.4 
Indiana Standard + 2 1 121.1 
Gulf + 1 8 . 7 165.0 
Cities Service + 1 7 . 4 34.4 
Texaco + 1 4 . 3 264.0 
Tenneco.. + 1 4 . 4 53.4 
Continental + 1 1 . 5 47.5 
Mobil + 1 0 . 1 155.8 
Skelly + 2 . 5 9 .9 
Murphy - 1 . 6 1.9 

- 4 7 . 2 .889 

S T A T E M E N T O F W . D . B A K E R , P R E S I D E N T , H I G H L A N D P E T R O L E U M , 

I N C . 

M r . B A K E R . M r . Chairman, I am W . D. Baker. I am president of 
H igh land Petroleum, Inc., and also a, member of the board of direc-
tors of the Nat ional Self-Serve Gasoline Association. 
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M y experience goes back to 1941 when I came out of h igh school, 
wo rk ing f o r a Ph i l l i ps 66 d is t r ibutor . I have been i n gasoline most 
o f my adul t l i fe . 

I n 1964 I became engaged i n market ing th rough Self-Serve. M y 
pumps were instal led at a convenience food store. I t was the second 
of th is type i n the State of Colorado or i n the Na t ion as f a r as I 
know. 

One t h i ng I want to po in t out t ha t makes me wonder considerably 
about real ly what is happening, is the fact tha t quite a large number 
of the majors are go ing to secondary brands. 

These are locations tha t i n some cases they have bu i l t f r o m the 
ground up and quite expensive on large pieces of real estate. Others 
are stations that are hav ing the i r ma jor brand shields removed and 
pu t t i ng up w i t h signs such, as some of these you may see around the 
country, Swan, B lue Goose, B u y R igh t , W a y Lo , A le r t , and other 
names of that nature. 

I n some areas as a direct result o f the refiner's re ta i l ing sales 
increasing, the nonrefiner supply is being reduced. 

Senator M C I N T Y R E . D O you mean that the majors having, say, a 
major b rand now has a secondary brand called Swan and i t is sup-
pl ied f r o m one of the majors? 

M r . B A K E R . Y e s . 

A great many of the majors are now pract ic ing th is throughout 
the Un i ted States. 

Senator M C I N T Y R E . W o u l d Swan be a self-serve station ? 
M r . B A K E R . M i g h t be. Certa in ly , I know w i t h Ph i l l i ps Petroleum 

Co. th is is practiced wide ly throughout the Un i t ed States and espe-
cial ly i n the western pa r t o f the country. 

P r i m a r i l y , self serve i n the western par t o f the Un i t ed States— 
they market now generally at prices below the nonrefiner, p r imar i l y , 
because we cannot get supply to keep our stations open. 

Senator M C I N T Y R E . W h o owns A l e r t ? 
M r . B A K E R . Exxon. 
Senator M C I N T Y R E . Tha t is the largest ? 
M r . B A K E R . I believe so—in the wor ld . 
I want to po in t out what our market ing supply is and has been. 

W e market i n seven di f ferent States. W e have gone to a 56 percent 
reduction i n Oklahoma, 75 percent i n Colorado, to a 100 percent 
cutoff i n Idaho, 48 percent i n South Dakota, 50 percent i n Nebraska 
and 75 percent i n Ohio, and Kentucky. I got word the other n igh t 
tha t we probably do not have any i n Ohio and Kentucky now. I n 
some cases, the independent refiner tha t has possibly one or two 
refineries—in some cases more—is also pract ic ing the acquisition of 
n great number of stations at one t ime, and I feel at the expense of 
the nonrefiner, and I am speaking par t i cu la r ly of a refiner i n the 
Rocky Mounta in area that recently made notice th rough the news 
media tha t they purchased 45 stations very recently i n Ar izona. 

Tha t refiner wh ich I have been buy ing f r o m fo r near ly 2 years 
has now reduced my supply to less than 25 percent o f what I was 
buy ing f r o m h im. I am wonder ing where, real ly, d i d some of my 
supply go to. 
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The prices have escalated astronomically. I n some cases our pr ic ing 
in Oklahoma has gone up 51 percent. I n Colorado, i t went up 8 per-
cent; i n Idaho, 19 percent; South Dakota, 48 percent. 

I th ink there are two things i n addit ion to what some of these 
people have suggested as solutions, such as allocation. Al locat ion in 
my opinion is the only way that the independent nonrefiner tha t is 
very competitive in the industry is going to be saved—by an immed-
iate allocation program. Otherwise he is going to be down the dra in 
as wel l as most of our stations and I have been a l i fe t ime t r y i n g to 
create a company that now has 40 stations. 

We are al l i n the same boat. We are going to be flushed down the 
dra in w i t h no attention f rom the Government to help our p l ight . 

Senator M C I N T Y R E . Y O U seem to int imate that some part of this 
shortage is—what I call—contrived. Do you th ink h is so? 

M r . B A K E R . I th ink i t is quite l ikely, to put i t mi ld ly . 
Senator M C I N T Y R E . Probably ? 
M r . B A K E R . Y e s , s i r . 

When a refiner can buy 45 stations, cut t ing back his supply to 
people such as me and many other nonrefiners, in the immediate area 
of his refinery—buy stations at 45—at a t i m e — I th ink this bears 
investigation. 

Senator M C I N T Y R E . D O YOU want to name names here so we w i l l 
know what you are ta lk ing about ? 

Who bought 45 o i l stations ? 
M r . B A K E R . Husky O i l Co. 
They are an independent refiner w i t h four refineries i n the western 

part of the country and one in Canada. 
We have been buying fo r over close to 2 years f rom another sizable 

independent but recently, in the last 2 or 3 years, i t was purchased 
by a national meat packing company. 

This refiner—one of their own representatives to ld me that they 
were aggressively pursuing purchasing real estate and erecting brand 
new stations—very expensive. 

I said "We l l , i t is nice to know. I hope my product makes you a 
prof i t . " Because that is exactly what they are doing. Thev reduced 
me to one-third of what we had been buy ing f rom them fo r a long 
period of time. 

Senator M C I N T Y R E . None of you fellows who were in this business 
ever fe l t you were out on a l imb to begin wi th? 

M r . B A K E R . N O . 

Senator M C I N T Y R E . One of the first things I learned f rom this 
t h i n g — I do not understand how to th is day—is how these terminal 
operators can compete w i t h the majors when i t is the majors that 
supply them w i th the product that they compete wi th . 

M r . P O T V T N . There have been some changes. Texaco in Chicago, 
they are cut t ing off a lot of our people. They are buy ing up very 
quietly 40 stations that the Sun O i l Co. is abandoning since they 
ha ve pul led out of that terr i tory. 

You see, i t was indeed a buyer's market a few years ago as w i t -
nessed by the fact that they sold gas in such a star t l ing number of 
ways, ranging f rom the branded al l the way down through sheer 
access to a broker. 
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Today i t is the seller's market. That is the message. They can sell 
every gal lon they make a couple of times. So, what they are doing, 
they are pu t t ing i t where the computer tells them they make the 
most money. There have been at least five companies to move out of 
the State o f I l l inois. You cannot criticize Company No. 1. I t is a 
free enterprise system. When you get down to that bottom line, you 
have got a ha l f b i l l ion gallons wi thdrawn. A t this point, sir, there 
is a public interest. Certainly, the legislation you have just passed, 
that has some countervail ing force. There must be something done 
to see that the Upper Midwest, the Rocky Mountain pocket does get 
the fuel that they must have fo r their v i ta l needs. 

Senator M C I N T Y R E . M r . Baker, are you al l through? 
Mr . B A K E R . Just two points. As fa r as remedies to give considera-

t ion to, along w i t h the allocating program that we would l ike to see 
put into effect. The nonrefining marketer only should be allowed to 
purchase the imported refined motor fuels. A t this t ime they are not 
of much value as fa r as the impor t tickets are concerned, but pos-
sibly conditions may change. 

Secondly, a greater port ion of the crude f rom the Government 
leases be allocated to the independent refiners as some of these other 
people have suggested and that is a l l I have to te l l you. 

[The complete statement of Mr . Baker fo l lows: ] 

S t a t e m e n t o f W . D . B a k e r , P r e s i d e n t . H i g h l a n d P e t r o l e u m , I n c . 

Mr. Chairman, members of the committee, I am W. D. Baker, President 
of High land Petroleum, Inc. and a member of the Board of Directors of the 
Nat ional Self-Service Gasoline Association. 

I sincerely appreciate th is opportunity to appear before this committee. 
My experience in the market ing of gasoline dates back to 1941 when I 

worked for a Phi l l ips 66 Dis t r ibutor in S. W. Missouri, 
I n 1064. af ter being out of the gasoline business fo r a few years, I became 

a pr ivate brand marketer near Denver, Colorado. I made arrangements w i th 
a small grocery company to let me insta l l three pumps in f ron t of their store. 
The pumps were controlled by a home bui l t control system that gave a read-out 
of each gasoline sale to the exact cent. This was the second such instal lat ion 
in the Denver Area or in the United States as fa r as I know. The name 
we tagged on this instal lat ion was U FiU'em. The industry is now seeing 
this type of an insta l la t ion or variat ions of such throughout most of the 
United States. 

I n the last two or three years we have seen many refiners becoming engaged 
in this type of marketing, using the remote control idea w i t h one cashier 
to operate the station. 

Many major oi l companies are tak ing down their major brand shields 
and put t ing up secondary brands and removing their dealers or distr ibutors 
f rom stations. A f te r this, they are able to go to direct sell ing w7ith a salaried 
cashier and sell at the same price as the non-refiner's station. This places 
the refiner at a much greater economic advantage than the l i t t l e pr ivate 
brander. Some of the trade names the major o i l companies are coming up w i th 
are: Swan, Blue Goose, Buy Rite, Way Lo, Red Dot, A le r t etc. 

I want to point out that our cut back in available gasoline supply has been 
the fo l lowing: 56% i n Oklahoma; 75% in Colorado; 100% in Idaho; 
47.0% in South Dako ta : 50% in Nebraska; 75% in Ohio and Kentucky. 

Whi le the cost, has gone up : 51% in Oklahoma; 7.7% in Colorado: 19% 
in Idaho; 47.9% in South Dako ta ; 80% in Nebraska; 8.8% in Ohio and 
Kentucky. 

I t is interest ing to note that whi le Husky Oi l Company w i th four refineries 
in the United States has drast ical ly cut back gasoline tha t they had been 
making available to non-refining marketers (75% in our case) whi le jus t 
recently they announced to the news media that they purchased 45 stations 
f rom a non-refiner i n Arizona. 
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Gentlemen I wou ld l i ke to say t h a t general ly speaking non-ref in ing marketers 
do not w ish more government in tervent ion, bu t i t is very evident t ha t there is 
no other choice i f the non-ref iner is to cont inue to be a compet i tor i n the motor 
f ue l marke t place. 

I w a n t to po in t out tha t I have personal ly offered crude o i l t ha t we have 
ava i lab le to several refiners t h a t are not r unn ing a t f u l l capaci ty i n hopes 
of securing a processing agreement i n wh i ch i n t u r n wou ld a l low them to 
sell us some por t ion of the refined product secured f r o m th is product . We 
have been advised f r o m two d i f ferent independent refiners tha t they wou ld 
be a f r a i d of re ta l ia t ion f r o m ma jo r refiners tha t wTould be very de t r imen ta l 
to the i r crude buy ing program and gasoline exchange agreements w i t h such 
m a j o r refiners. 

Gent lemen I wan t to offer the f o l l ow ing as possible solut ions to the 
prob lem tha t non-ref in ing marketers face today : 

1. The non-ref in ing marketer only be a l lowed to purchase impor ted ref ined 
motor fuels. 

2. A greater por t ion of crude f r o m government leases be al located to inde-
pendant refiners. 

3. A n immedia te a l locat ion p rog ram be ins t i t u ted to prov ide the non-
ref iners per year w i t h an amount equal to 12% of the motor fue l the m a j o r 
refiners manufac tured i n J972. 

Gentlemen I thank you fo r the t ime al lo ted to iny statement. 

H o n . T h o m a s M c I n t y r e , 
S e n a t e B a n k i n g C o m m i t t e e , 
S e n a t e O f f i c e B u i l d i n g , 
W a s h i n g t o n , B . C . 

D e a r Sena to r M c I n t y r e , The fo l l ow ing is a b r ie f rev iew showing, by 
geographical region and suppl ier, the pr ice increases and p roduc t cutbacks 
experienced by H igh l and Petro leum Inc. i n the recent months. 

A l though the figures shown here affect only one company, th i s t rend is by no 
means l im i t ed to the company, geographical areas or suppl iers shown, but 
ref lect w h a t is happening na t ion wide to the independent marketer . No te : 
Many independent marketers have suffered h igher pr ice increases and cutbacks 
than shown here. 

I f act ion is not taken n o w on a l locat ing refined products to the p r i va te 
branded n o n - r e f i n e r s , most p r i va te branders w i l l suffer bankrup tcy and the 
consumer w i l l suffer great ly increased prices w i t h the loss of the compet i t ive 
p r i va te branders. 

H i g h l a n d P e t r o l e u m , I n c . , 
E n g l e w o o d , C o l o . 

Sincerely, 
D o u g B a k e r , P r e s i d e n t . 

s o u t h d a k o t a s u p p l i e r , o k c 

P r i c e i n c r e a s e C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 
( p e r c e n t ) 

4 th quar ter , 1972: 
Regular 
P rem ium 

Percent 
9 . 1 A p r i l 1, 1973, no product avai lable. 
9 .7 

1st quar ter , 1973: 
Regular 
P remium 

To ta l increase: 
Regular 
P rem ium _ 

36. 2 
34.8 

48.0 
47.9 
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mt . home, i d a h o supp l ie r , t r i m b l e o i l 

P r i c e i n c r e a s e C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 

1072: Percent 
Regular 7. 5 May 4, 1973, no product avai lable. 
P remium G. 4 

1st miar ter , 1973: 
Regular 13 .1 
Premium 11. 4 

Toti'.l increase: 
Regular 21. 0 
Premium 18.4 

c i n c i n n a t i a rea supp l ie r , t r i a n g l e r e f i n e r s 

P r i c e i n c r e a s e C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 

1972: Percent T Percent 
Regular 2 0 January 19<3 .19.3 
Premium ___ A p r i l 1973 50. 0 

1st quar ter , 1973 : ' 
Regular 5 8 To ta l cut f r om December 1972 to 
Premium I — i i 8 A p r i l 1973 59. 9 

T o i a l increase: 
Regular 8. <S 
Premium (J. 8 

H u s k y O i l Co., 
D e n v e r , C o l o . , A p r i l 2 3 , 1 9 1 3 . 

H i g h l a n d P e t r o l e u m , I n c . 
39?.:) S . K a l a m a t h S t r e e t 
E a g l e w o o d , C o l o . 

Gent lemen: Our forecasts fo r an indef in i te per iod i n the f u t u r e indicate a 
steady deter iorat ion of our avai lable supplies of gasoline. We are, therefore, 
required to reduce del iveries to your account by 50% of budget pro ject ion fo r 
the month of May, 1973. 

l iased on th is fo rmu la , the m a x i m u m quant i t y of gasoline tha t we shal l be 
able to make avai lable to you fo r the month of May, 1973, by or ig in point , 
is as fo l l ows : te rmina l , Denver. Gallons, 17,500. 

Your cooperation i n observing th is l i m i t a t i o n is requested. Any fa i l u re to 
abide by these restr ic t ions may result in cu t t ing off a l l supplies to your 
account. 

Very t r u l y yours. 
J o h n A. Mercer , 

M a n a g e r , P r i v a t e B r a n d S a l e s . 

c i n c i n n a t i a rea supp l ie r , 

P r i c e i n c r e a s e 

October 1972 to March 1973: Percent 
Regular 8. 0 
Premium 8. 0 

c11a m p l a i n p e t r o l e u m co. 

C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 

Percent 
Jii unary 1973 20.0 
May 1, 1973, no product avai lable. 

denver a rea supp l ie r . h u s k y o i l 

P r i c e i n c r e a s e C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 

1972: Percent 
Regular 3. 0 
Premium 3. 6 

1st quar ter , 1973: 
Regular 4. 0 
Premium 5. 0 

To ta l increase: 
Regular 7. 7 
P remium 9 . 1 

Percent 
March 1973 48.5 
A p r i l 1973 12.5 
May 1973 37. 5 

To ta l cut f r o m February 
1973 to A p r i l 1973 75. 8 
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o k l a h o m a s u p p l i e r , o k c 

P r i c e i n c r e a s e C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 

4 th quar ter , 1972: Percent Percent 
Regular 8 .7 Janua ry 1972 54.7 
P rem ium 9. 4 

1st quar ter , 1973: 
Regular 40. 0 
P rem ium 37. 9 

T o t a l increase: 
Regular 52. 2 
P remium 50. 9 

n a m p a , i d a h o , s u p p l i e r , t r i m b l e o i l 

P r i c c i n c r e a s e C u t b a c k by r e f i n e r i n a v a i l a b l e g a s o l i n e 
^ ( p e r c e n t ) 

19*2: Percent 
Regular 4. 0 May 4, 1973, no product avai lable. 
P remium 3. 4 

1st quar ter , 1973: 
Regular 12.4 
Premium 6. 6 

To ta l increase: 
Regular 16.9 
P remium 14. 5 

M r . S O S T E K . There are two things than can be done: No. 1, the 
allocation amendment which the chairman got in to the Economic 
Stabi l izat ion Act should be mandatory. That is No. 1. 

No. 2, the Kennedy-Hart b i l l pertaining to equitable allocation 
should be passed as quickly as possible. 

Tha t would step things up pret ty quickly. 
Senator M C I N T Y R E . I have got to close this th ing down. 
M r . P A R R I S H . I submitted w i th my wr i t ten statement a copy of 

one of the trade papers which was published the f i rst quarter of 
1973, "Prof i ts of the Major Refining Companies/' and, when I see 
i t — I am not sure I brought a round t r i p phu»e t icket—it is ** l i t t le 
tough when you pick out, fo r example, Exxon, the granddaddy of 
them all, up 41.3 percent. I t is a difficult th ing to comprehend. 

Senator M C I N T Y R E . Once in a while, I look at the financial sheet, 
1 notice that Mobi l or something had a bad year—$540 mi l l ion were 
their profits. You ta lk to the Mobi l stockholders, they l ike that. 
I would l ike to thank you gentlemen fo r coming here and te l l ing 
what is going on as you see i t . Hopefu l ly these hearings w i l l culmi-
nate i n at least gett ing the impact of the seriousness of this situation. 
I n A p r i l , gett ing i t home so there w i l l be some saving action, I hope, 
we w i l l have to listen to what the majors say. They w i l l be i n tomor-
row. Then hopeful ly, someone has int imated here—I th ink i t was 
you—that a l l of a sudden, hopeful ly, the Government people are 
ta l k ing a l i t t le differently. I t always used to bother me when I asked 
to see the man in charge of oi l , that he was accompanied by two 
fellows who came out of Louisiana and Texas who grew up i n the 
o i l field. I was also hoping i t was somebody f r o m New England. 

The other day i t was a man f rom New England and he was no 
more help than the one out of Louisiana or Texas. 

We w i l l recess un t i l 10 a.m. tomorrow. 
[ A t 12:40 p.m. the committee recessed un t i l 10 a.m., Wednesday, 

May 9,1973.] 
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PETROLEUM PRODUCT SHORTAGES 

W E D N E S D A Y , MAY 9, 1973 

U . S . S E N A T E , 

C O M M I T T E E OX B A N K I N G , H O U S I N G AND U R B A X A F F A I R S , 

Washington, D.C. 
The committee was convened at 10 a.m., in room 5302, New Senate 

Office Bui ld ing, Senator Thomas J. McIntyre, presiding. 
Present: Senators McIntyre, Johnston, Tower, Bennett, and Brooke. 
Senator MCINTYRE. The committee w i l l come to order. 
Today we enter into our t h i r d day of hearings on the subject of 

the impact of petroleum product shortages on the national economy. 
Unless there is some objection, gentlemen, I would l ike very much to 
call as a panel the fo l lowing witnesses: Mr . L . G. Rawl, senior vice 
president, Exxon Company, U.S.A., Mr . Robert V . Sellers the chair-
man of the board of Cities Service Co. (C-itgo), and Mr . Annon M. 
Card, senior vice president of Texaco. 

I f a l l of you would come to the witness table at the same time, 
this w i l l help us a great deal on our overall t ime element. 

Now, we w i l l al low each of you to test i fy in any manner that you 
wish. We w i l l call on Mr . Rawl, M r . Sellers, and M r . Card. 

S T A T E M E N T OF L . G. R A W L , S E N I O R V I C E P R E S I D E N T , E X X O N 

CO., U.S.A. ; R O B E R T V . SELLERS, C H A I R M A N OF T H E BOARD, 

C I T I E S S E R V I C E CO. ( C I T G O ) ; A N N O N M . CARD, S E N I O R V I C E 

P R E S I D E N T , T E X A C O ; A N D J A M E S P I P K I N , E X E C U T I V E V I C E 

P R E S I D E N T , T E X A C O 

Mr . P I P K I N . M r . Chairman, may I address my remarks to you. 
M y name is P ipk in of Texaco. M r . Card is here and is prepared to 
testi fy. I want i t understood that he gives his testimony in relation 
to Texaco and please do not expect h im to comment on answers given 
by other companies about matters involv ing their companies. I t is 
certainly not an industry presentation—anything representing the 
industry that Mr . Card w i l l be test i fy ing to. 

Senator MCIXTYRE. We understand. I t is perfectly acceptable to 
us. I want to welcome you al l here and te l l you that we do appreciate 
your coming here. We realize i t is a very difficult t ime fo r you, w i t h 
conditions changing day by day. We do need to get on the record 
as you see this picture. So I am going to ask first M r . Rawl—we 
have your statement. I t w i l l be put in the record in its entirety. You 
can read i t in its entirety i f you wish, or you can paraphrase a para-
graph or so. We would appreciate that. 

(227) 
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I want' you to have f u l l opportuni ty to present your testimony i n 
your best possible l ight . Go r i gh t ahead, M r . Ra.wl. 

M r . R A W L . Thank you, M r . Chairman. Obviously, I must be i n 
the same position as the Texaco witness. I am sure you understand, 
sir. 

Senator M C I N T Y R E . Yes, sir 
M r . R A W L . I am L . G. Rawl, senior vice president of Exxon Co., 

U.S.A. We are al l aware that the energy situation today i n the 
Un i ted States is very serious. Therefore, I w i l l not dwel l on empha-
sizing the importance of the subject. Rather I intend to respond to 
the six questions which you addressed i n announcing these hearings. 
I have taken the l iberty of placing some of the questions in a differ-
ent, sequence to faci l i tate presentation. 

F i rs t , however, I would l ike to discuss some background. To 
understand the supply situation fo r gasoline or any petroleum prod-
uct i t is necessary to consider the overall U.S. energy situation and 
its impact on al l petroleum products. 

Tota l petroleum product demand in the region east of the Rocky 
Mountains, where Exxon U.S.A.'s pr incipal operations exist, has 
grown fo r the last 18 months at an annualized rate o f about 7 per-
cent, which equates to an increase of nearly 1 mi l l ion barrels per day 
each year. Th is compares to a growth rate of about 5 percent each 
year f rom 1965 through 1971. The accelerated increase is the result of 
a number of factors, including: (1) the installation of auto emission 
control devices which have signif icantly reduced engine efficiency and 
thereby increased gasoline consumption; (2) an increasing shortage 
of natural gas; (3) air emission controls which have restricted the 
use of coal, and (4) rlelavs in the startup of nuclear generating capac-
i tv. T h " last three factors, plus restrictions on the use of regular 
sul fur fuel o i l—in other words, h igh su l fur fuel oil—have caused a 
substantial increase i n demand for low sul fur fuel o i l and disti l late 
fuels by industr ia l and u t i l i t y consumers. 

Since 1969, domestic ref ining capacity serving the country east of 
the Rockies has grown at only 350 M b b l / d each year, or less than 
ha l f the rate at which product demand has been growing over the 
same period. B u t even as recently as 1971. U.S. refineries had signi-
ficant spare capacity, as much 500 M b b l / d per day. 

W i t h i n the past- year, however, tota l demand caught up w i t h and 
passed total ref ining capacity. The result is a growing dispar i ty 
between U.S. product requirements and the capacity of U.S. refin-
eries to make product. 

There are a number of reasons fo r the relatively slow pace of 
refinery growth. Uncertainties over the future structure of impor t 
controls coupled w i t h the variable manner in which the prevai l ing 
imports program was administered tended to inh ib i t investment i n 
refineries. Uncertainty about fu ture environmental regulations made 
i t difficult to project fu ture product qual i ty requirements and de-
mands and future refinery emissions standards. As a result, some 
investment decisions on new facil i t ies were deferred. Sites f o r new 
refineries became increasingly diff icult to obtain. One east coast State 
has prohibited refinery construction by its coastal zone by law and 
simi lar legislation is pending i n other States. Investment costs fo r 
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ref in ing faci l i t ies increased substantial ly because o f the addi t ional 
equipment required to make products meeting extremely str ingent 
environmental standards and to control refinery emissions to comply 
w i t h established environmental regulations. 

Today th is g row ing shor t fa l l i n ref in ing capacity is aggravated 
by the very t i g h t s i tuat ion i n crude o i l supply. F o r over a year, U.S. 
crude product ion has been operat ing at f u l l capacity and domestic 
product ion rates have begun to decline. 

I had a paragraph i n here w i t h regard to N o r t h Slope and Cali-
fo rn ia crude and obviously these crudes are seriously needed. There-
fore you are fam i l i a r w i t h the problems we have i n get t ing them to 
the markets. Because of these developments there is today a signif i-
cant and g row ing gap btween domestic crude oi l product ion and the 
volume o f crude required to fill U.S. refineries. Th is gap can be 
closed only by impo r t i ng fore ign crude. 

Ten years ago the tota l free wor ld had 30 percent spare crude o i l 
producing capacity. Today wor ld demand fo r o i l is more than twice 
what i t was i n the early 1960's and spare producing capacity i n the 
free wo r l d has dropped to about 2 percent, or roughly 1 M b b l / d . As 
a result, on ly l im i ted volumes of fore ign crude are available. 

Concurrent w i t h the disappearance of wor ldwide spare producing 
capacity, fore ign crude prices have risen rap id l y and current ly 
fore ign crude delivered i n this country is h igher cost than domestic 
crude. I n a l l l ikel ihood, fore ign crude w i l l continue to be at least as 
expensive in the Un i ted States as domestic crude. A n d most outlooks 
indicate that wor ldwide crude supplies w i l l remain very t igh t fo r the 
foreseeable future. Fur ther com pi i eating: this prospect is the fact that 
the l imi ted spare fore ign supplies available are predominant ly rela-
t ive ly h igh su l fur crudes. 

The next paragraph discusses the problems as to runn ing h igh-
su l fu r crude in the domestic refineries. I w i l l proceed to discuss ques-
t ion No. 1. 

The causes behind the gasoline shortage—committee question 1. 
As I have explained, the Nat ion is i n a si tuat ion where domestic 

ref in ing capacity is insufficient to meet product demand. Th is situ-
at ion w i l l be fu r the r aggravated i n the months ahead i f the ref in ing 
capacity tha t does exist is not f u l l y used. 

To maximize the use of available ref in ing capacity, imports of 
low-su l fur crude are needed to compensate then fo r the shor t fa l l 
crude U.S. product ion. B u t the great par t of the crude o i l that is 
available outside the Un i ted States has a h igh su l fu r content. 

Fu r the r compl icat ing the s i tuat ion on the supply side is the fact 
that gasoline inventories east o f the Rockies are lower than thev were 
a year ago. Th is is the case i n spite of the fact tha t product ion of 
gasoline, as wel l as dist i l lates was higher this past w in ter than i t was 
in the w in te r of 1971-72. 

As th is inventory s i tuat ion suggests, demand fo r motor gasoline 
is g row ing rap id ly . I n the first quarter o f th is year, gasoline con-
sumption east o f the Rockies was about 6 percent h igher than i t was 
i n the same per iod a year ago. T w o factors tha t are clearly con-
t r i b u t i n g to th is increase i n demand are the general up tu rn i n the 
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economy and the relatively h igh consumption of new cars due to 
the emissions control devices that I mentioned earlier. 

Furthermore, as I understand i t now, new car sales were up i n the 
f irst quarter 20 percent or so. Under these circumstances i t is clear 
that substantial imports of finished gasoline and heating o i l w i l l be 
required to meet U.S. demands. Th is year, at least, there is some 
capacity in overseas refineries to manufacture products fo r shipment 
to the Un i ted States. 

B u t i t needs to be recognized that the supplies which appear to be 
available f rom overseas refineries are less reliable than domestic sup-
plies. The logistical system required to impor t foreign products and 
crudes is long in terms of distance and complex in terms of coordi-
nation. 

The avai labi l i ty of supplies is subject to unexpected change. Th is 
can happen as a result not only of unforeseen increases i n foreign 
demand but also uni lateral actions on the part of foreign govern-
ments. 

I n addit ion, petroleum products made abroad do not always meet 
U.S. environmental specifications; fo r example, most offshore heat ing 
o i l is higher i n sul fur content than U.S. heating oil. 

Furthermore the octane of available foreign gasoline on the aver-
age is lower than the required fo r satisfactory performance i n U.S. 
automobiles. 

Fo r example, foreign heating o i l probably averages out about a 
ha l f percent sul fur w i t h the requirement i n the Northeast being a 
maximum of two-tenths percent. 

Foreign refineries are designed to produce relatively large fields of 
disti l lates and fuel o i l as compared to gasoline. 

I t h i nk I can skip the next paragraph. I t talks about the balance 
barrel, the problem when you secure supplies on a foreign circuit , you 
also have to make arrangements to dispose of the rest of the barrel 
which is a significant problem to the system. 

F ina l l y , w i t h phase I I I price controls in effect i n the Un i ted States 
the fact that the prices of foreign products have increased and now 
are generally higher than U.S. prices w i l l be a complicat ing factor. 

Now, I would l ike to tu rn to committee question No. 5 which is 
closely related to the first. 

A n d i t concerns the impact of gasoline shortages on other petrol-
eum products. There are two significant variables that make i t ex-
tremely difficult to assess how the tota l production capacity of domes-
tic refineries w i l l be distr ibuted among ind iv idual products. 

The first of these I have already discussed, this is the overall avail-
abi l i ty of foreign crude and products. 

The second variable is the ab i l i ty of the U.S. refiner to change the 
amount of any part icular product made w i th in the tota l slate. Fo r 
example, gasoline yields generally can be varied up to 5 percent o f 
the tota l crude processed. 

As more gasoline is made, usually less distil lates are made and vice 
versa. This flexibility varies f r o m one refinery to another and f rom 
one company to another. 

I n theory, this manufactur ing flexibility is employed, i n conjunc-
t ion w i t h the management of inventories, to meet current demands 
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while at the same t ime preparing to satisfy the requirements of 
coming months. 

Bu t i n practice, a refiner may find himself obliged to use up so 
much of his flexibility i n handl ing an immediate problem of unex-
pected h igh demand i n one product that he adversely affects his 
abi l i ty to meet requirements for another product some months later. 

These variables w i l l , i n good measure, determine the impact that 
gasoline shortages w i l l have on other products this year and on home 
heating o i l supplies next winter. 

Exxon USA 's domestic ref ining operations represent only 8 per-
cent of the U.S. o i l industry. I cannot predict w i t h any real confi-
dence what other companies w i l l be able to do about imports or how 
conditions w i l l dictate they use their refining flexibility. As a result, 
there is really no way I can assess w i th much accuracy the impact 
of the gasoline situation on other products on an industrywide basis. 
I can, however, outl ine my own company's outlook. 

Our current assessments indicate -that Exxon USA 's supplies of 
gasoline, heating oi l , and other distillates this year w i l l enable our 
company to provide volumes of these products to each group of cus-
tomers equal to 1972 sales plus some -allowance for growth in 1978. 

Bu t i t should be understood that this supply outlook fo r Exxon 
U S A depends entirely on the company continuing to be able to oper-
ate its refining facil i t ies at as close to capacity as possible—which i t 
is currently doing—and having here the access to imports which i t 
currently projects. 

Obviously, unanticipated shutdowns of major refinery units, inter-
ruptions or reductions in avai labi l i ty of either domestic or foreign 
crude, problems i n access to overseas products, or other unforeseen 
operating difficulties could adversely affect our supply capabil ity. 

The generally t igh t supply situation in the U.S. petroleum industry 
is imposing abnormal demands on Exxon U S A . 

For example, some customers are requesting addit ional supplies to 
offset supplies unavailable to them f rom other t radi t ional sources. 
I n addit ion, many consumers are seeking replacement fuels for cur-
tai led natural gas. Under these circumstances of overall t igh t supply, 
we believe our p r imary obligation is to serve our existing customers. 
We w i l l distr ibute the specific supplies we have available to each 
group of customers i n basically the same proport ion as we have in 
the recent past. Customers in each group w i l l be treated fa i r ly . As we 
now see our situation, i t is unl ikely that we w i l l have the capability 
to supply potential new customers. 

I would l ike now to address committee questions 4 and 6 which are 
related. So I w i l l discuss them together. 

"What steps can be taken to avoid such shortages i n the future and 
the effect of the recently announced phaseout of the quota system. 

The President's energy message provides an encouraging sign that 
the need fo r governmental action has been recognized. Changes that 
have been made in the imports program should do much to encourage 
the construction of new refinery capacity i n the Uni ted States. O f 
course, environmental considerations w i l l have an effect on the imple-
mentation of plans for addit ional capacity. 
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These are not only emission types of regulations, but certainly the 
si t ing problem is s t i l l a very serious one. 

The new program also permits access to the product imports 
needed to supplement domestic supplies but, as I have suggested 
earlier, this, i n itself, probably w i l l not be sufficient so long as foreign 
products fa i l to meet the U.S. environmental and performance stan-
dards. 

Environmental actions dur ing the past 4 or 5 years have bad a 
great impact on the Nation's system of energy supply. Unfor tunate ly , 
this cause and effect has gone largely unrecognized. 

U n t i l recently, the country's energy system has managed to absorb 
the addit ional increased demand that has resulted, but i t can do so 
no longer. Today al l the flexibility we have enjoyed i n past years is 
gone f r om our fuels supply system and i f the Un i ted States continues 
for the next 4 years ns i t has for tho past 4, the effect conM be 
extremely serious. I n i ts concern fo r the condit ion of the environ-
ment, many i n the Nat ion have overlooked the ways i n which environ-
mental actions have affected energy supply ; now, the coin must be 
turned and more attention must be given to prov id ing a better bal-
ance between the two. 

I should emphasize that my company clearly recognizes the need 
fo r the Nat ion to set goals fo r environmental improvement. As ind i -
viduals and as a company we are supportive of the view that pro-
tection o f the natural environment is desirable. W e endeavor to con-
duct al l our operations accordingly. W e have made and w i l l continue 
to make the investments required 'to meet environmental standards. 
We have modified our operating procedures and 'practices to tha t end 
and w i l l continue to do so. 

B u t the point I wish to make is that i t seems to us that the t ime 
has come when the country needs to take a second look at i ts t ime-
table fo r environmental improvement. We do not suggest that envi-
ronmental goals be abandoned. 

Wha t we do suggest is that the energy supply si tuat ion is suffi-
ciently severe that consideration should be given to tak ing more t ime 
to reach ul t imate air qual i ty goals. Th is would not mean re turn ing 
to the air-emission levels experienced in the late sixties; i t would 
simply mean that the Nat ion would not go quite so fa r quite so fast. 

We would suggest that as the Nat ion reexamines the need fo r a 
more balanced look at enengy and the environment, certain specific 
areas should be examined to see i f temporary relaxations are not i n 
fact warranted. 

Exxon U.S.A.'s recommendations concerning long term solutions 
to the energy problems of the Nat ion were reviewed recently by 
Randal l Meyer, president of Exxon Co., U.S.A. i n testimony before 
the Senate Committee on the In ter io r and Insular Affairs. I have 
filed a copy of this testimony fo r the record. 

Now. I would l ike to tu rn to question 2 of the committee—the 
effect gasoline shortages w i l l have on the Nation. 

I t h ink i t is self evident that the effect of gasoline shortages w i l l 
depend on their magnitude. M ino r shortages, i f they occur, w i l l 
obviously result in inconvenience to motorists. Bu t , i t is generally 
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recognized that there is significant discretionary components in 
motor gasoline demand. 

We would expect that even some modest reduction in discretionary 
consumption could be sufficient to relieve minor shortages. Each 
motorist can probably afford to drive fewer miles wi thout material ly 
impai r ing the qual i ty of his l i fe. 

B y the same token, each of us can make a contr ibut ion to the 
reduction in gasoline demand by using his automobile more efficiently 
when we do drive. A number of o i l companies already are recom-
mending conservation of gasoline to the motor ing public. I n this 
same vein, we fu l l y support the emphasis given energy conservation 
and wise use of energy by the President in his recent energy message 
to the Congress. 

How great the magnitude of gasoline shortages actually w i l l be 
w i l l depend on at least four factors. 

F i rs t , the actual level of U.S. consumers' demand for gasoline in 
the months ahead. I n good measure, this w i l l depend on how the 
dr iv ing public of the Uni ted States perceives the situation and, as 
individuals, decide to adjust their d r i v ing habits. 

Second, the ways i n which the many indiv idual o i l companies 
manage their operations. 

Th i rd , actions by the Federal Government on price controls and 
by Federal, State and local governments concerning environmental 
standards. 

Four th, potential actions by foreign governments and the actual 
supply avai labi l i ty situation i n the foreign countries to which the 
Uni ted States must t u rn fo r increasing volumes of crude o i l and 
petroleum products. 

But , when we in Exxon U.S.A. take al l these considerations into 
account, we conclude that such shortages as occur this summer prob-
ably w i l l be scattered, temporary and relatively minor. But , indi-
viduals and businesses which are directly affected may well feel that 
they are encountering serious problems. 

I f major shortages occur, major actions to cope w i th the situation 
w i l l be required. Against this possibil i ty, contingency plans should 
be developed by Government. Bu t such plans need to be carefully 
thought out and implemented only in the event of major gasoline 
supply problems. The effect on the economy of the dislocations that 
could result f r om an ill-considered government allocation program 
could wel l be more severe than the effect of the shortages themselves. 

To complete my testimony, I would l ike to comment on committee 
question Xo. which relates to the impact of shortages and competi-
i ion. 

As I said earlier, Exxon U.S.A. has publ ic ly stated its commitment 
to provide the motor gasoline, heating o i l and other disti l late fuels 
we have available to each group of customer in basically the same 
proportions as we have i n the recent past. 

As I indicated, we believe our first obligation is to serve our exist-
ing customers in whatever group they fa l l . I n the broad context of 
the question the committee had asked, we believe this is a responsible 
approach. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



234 

The petroleum industry is extremely competitive. There are many 
participants, both w i t h i n the U.S. industry and, now w i t h i n the 
foreign petroleum industry, who are involved i n supply ing the Un i ted 
States w i t h petroleum products. Few other major industries i n the 
wor ld have as diverse or as large a number of competitors. 

There are great numbers of h igh ly active and h igh ly competit ive 
companies in each phase of the petroleum industry—producing, refin-
ing, transportat ion and marketing. One important factor which w i l l 
tend to ensure that competit ion w i l l remain healthy w i t h i n the U.S. 
o i l industry is that many competitors w i l l take the view that the 
period of t i gh t supply w i l l not continue indefinitely. W i t h this i n 
mind, they w i l l recognize that the value of their business i n the long 
run w i l l depend on retaining the goodwil l of their customers. We 
would expect they w i l l conduct thei r business accordingly. 

M r . Chairman, thank you fo r this opportuni ty to present these 
views. 

Senator MCINTYRE. Thank you, Mr . Rawl. 
We w i l l go r i gh t ahead to M r . Sellers. 
[The complete statement of M r . Rawl fo l lows: ] 

S t a t e m e n t o f L . G . R a w l , S e n i o r V i c e P r e s i d e n t , E x x o n C o . , U . S . A . ( A D i v i -
s i o n o f E x x o n C o r p . ) 

i n t r o d u c t i o n 

M r . Chai rman, I am L . G. Raw l , Senior Vice President of E x x o n Company, 
U.S.A. We are a l l aware tha t the energy s i tua t ion today i n the Un i ted States 
is very serious. Therefore, I w i l l no t dwe l l on emphasiz ing the impor tance 
of the subject. Rather I in tend to respond to the s ix questions wh i ch you 
addressed i n announcing these hearings. I have taken the l i be r t y of p lac ing 
some of the questions i n a d i f ferent sequence to fac i l i t a te presentat ion. 

F i r s t , however, I wou ld l i ke to discuss some background. To unders tand the 
supply s i tua t ion fo r gasoline or any pet ro leum product i t is necessary to 
consider the overa l l U.S. energy s i t ua t i on and i ts impact on a l l pe t ro leum 
products. 

To ta l pet ro leum product demand i n ithe region east of the Rocky Moun-
tains, where Exxon USA's p r inc ipa l operat ions exist , has g rown fo r the las t 
18 months at an annual ized ra te of about 7%, wh ich equates to an increase 
of near ly a m i l l i on barre ls per day each year. Th i s compares to a g r o w t h 
ra te of about 5% each year f r o m 1965 th rough 1971. The accelerated increase 
is the resul t of a number of factors, i nc lud ing (1) the ins ta l l a t ion of auto 
emission cont ro l devices wh ich have s igni f icant ly reduced engine efficiency 
and thereby increased gasoline consumption, (2) an increasing shortage of 
n a t u r a l gas, (3) a i r emission controls wh ich have rest r ic ted the use o f coal, 
and (4) delays i n the star t -up of nuclear generat ing capacity. The las t three 
factors, p lus rest r ic t ions on the use of regular su l fu r fue l oi l , have caused 
a substant ia l increase i n demand fo r low su l fu r fue l o i l and d i s t i l l a te fuels 
by i ndus t r i a l and u t i l i t y consumers. 

Since 19G9, domestic re f in ing capacity serv ing the count ry east, of the Rockies 
has g rown at only 350 M B / D each year, or less than ha l f the ra te a t wh i ch 
product demand has been g row ing over the same period. B u t even as recent ly 
as 1971, U.S. refineries had s igni f icant spare capaci ty—as much as 500 M B / D 
per day. W i t h i n the past year, however, t o ta l demand caught up w i t h and 
passed t o ta l re f in ing capacity. The resu l t is a g row ing d ispar i t y between U.S. 
product requirements and the capaci ty of U.S. refineries to make product . 

There are a number of reasons f o r the re la t ive ly slow pace of ref inery 
g rowth . Uncer ta in t ies over the f u t u r e s t ruc ture o f i m p o r t contro ls coupled 
w i t h the var iab le manner i n wh ich the p reva i l i ng impor ts p rog ram was 
admin is tered tended to i n h i b i t investment i n refineries. Uncer ta in ty about 
f u t u r e env i ronmenta l regulat ions made i t d i f f i cu l t to pro ject f u t u r e product 
qua l i t y requirements and f u t u r e ref inery emissions standards. As a resul t , 
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some investment decisions on new fac i l i t ies were deferred. Sites f o r new 
refineries became increasingly d i f f i cu l t to obta in. One East Coast s tate has 
proh ib i ted ref inery construct ion i n i ts coastal zone by law, and s im i l a r legisla-
t ion is pending i n other states. Investment costs fo r ref in ing fac i l i t ies increased 
substant ia l ly because o f the add i t iona l equipment required to make products 
meet ing extremely s t r ingent env i ronmenta l standards and to cont ro l ref inery 
emissions t o comply w i t h established env i ronmenta l regulat ions. 

Today th is g row ing shor t fa l l i n ref in ing capaci ty i s aggravated by the 
very t i gh t s i tua t ion i n crude o i l supply. Fo r over a year, U.S. crude pro-
duct ion has been opera t ing a t f u l l capacity and domestic product ion rates 
have begun to decline. As th is is t ak i ng place, one o f the largest o i l fields 
on the N o r t h Amer ican cont inent is locked up on Alaska 's N o r t h Slope 
w a i t i n g fo r the Congress and the courts to clear t he way fo r const ruct ion 
of 'the Trans-A laskan Pipel ine. W h a t is a t stake, of course, is a t least 2 
M M B / D of crude o i l supply. O i l development has also been constrained i n 
offshore Ca l i fo rn ia where ma jo r discoveries remain undeveloped i n the Santa 
Barbara Channel. 

Because of these developments there is today a s igni f icant and g row ing 
gap between domestic crude o i l product ion and the volume of c rude requi red 
to fill U.S. refineries. Th is gap can be closed on ly by i m p o r t i n g fore ign 
crude. 

Ten years ago the f ree w o r l d had 30% spare crude o i l produc ing capacity. 
Today w o r l d demand fo r o i l is more than tw i ce wha t i t was i n the ear ly 
1960's and spare produc ing capacity i n the f ree w o r l d has dropped to about 
2%. As a result , on ly l im i t ed volumes of fore ign crude are avai lable. 

Concurrent w i t h the disappearance of wor ldw ide spare producing capacity, 
i n th is count ry is h igher cost than domestic crude. I n a l l l ikel ihood, fore ign 
crude prices have r isen rap id l y and cur ren t l y fore ign crude del ivered crude w i l l 
cont inue to be a t least as expensive i n the U.S. as domestic crude. A n d most out-
looks ind icate t ha t wo r l dw ide crude supplies w i l l remain very t i g h t f o r the fore-
seeable fu tu re . F u r t h e r compl icat ing th is prospect is the fac t t ha t the l im i ted 
spare fore ign supplies avai lable are predominant ly re la t ive ly h igh su l f u r crudes. 

Many people assume tha t a l l crude o i l is the same and t h a t refineries 
can produce any crude oi l . B u t the fac t is tha t crude o i l character ist ics 
vary wide ly and each ref inery is designed to process specific types of crude 
w i t h i n a cer ta in range. A large por t ion o f U.S. ref in ing capaci ty was bu i l t 
to use domestic crudes, wh ich are ma in ly low su l fu r . Therefore, these re-
fineries have only l im i t ed capacity to process h igh su l fu r crudes. The meta l lu rgy 
of much of the i r equipment is inadequate to w i ths tand the corrosion caused 
by h igh su l fu r crudes. I n addi t ion, a low7 su l fu r ref inery cannot produce 
products f r o m h igh su l f u r crude t h a t meet U.S. env i ronmenta l requirements. 
F ina l l y , i n many cases refineries are l im i t ed i n t he i r ab i l i t y to process h igh 
su l fu r crude because they themselves wou ld generate emissions i n excess of 
a i r qua l i t y standards. 

W i t h th is background, I wou ld l i ke to t u r n to the Committee's ques-
tions. 

T h e C a u s e s B e h i n d t h e G a s o l i n e S h o r t a g e ( C o m m i t t e e Q u e s t i o n 1 ) 
As I have explained, the naition is i n a s i tua t ion where domestic ref in ing 

(capacity is insuff ic ient ito meet product demand. Th i s s i t ua t i on w i l l be 
f u r t h e r aggravated in the months ahead i f the ref in ing capaci ty t ha t does 
exist is not f u l l y used. To max imize the use of avai lab le ref inery capacity, 
impor ts of low su l f u r crude are needed to compensate fo r the shor t fa l l i n U.S. 
crude product ion. B u t the great pa r t of the crude o i l t ha t is avai lable outside 
the U.S. has a h igh su l fu r content. 

Fu r the r compl icat ing the s i tua t ion on the supply side is the fac t t ha t 
gasoline inventor ies east of the Rockies are lowTer t h a n they were a year 
ago. Th is is the case i n spi te of the fac t t ha t product ion o f gasoline (37 
M M B ) — a s we l l as d is t i l la tes (53 M M B ) — w a s higher th is past w in te r t han 
it; was i n the w in te r of 1971-72. 

As th is inventory s i t ua t i on suggests, demand fo r motor gasoline is g rowing 
rap id ly . I n the first quar ter of t h i s year, gasoline consumption east of the 
Rockies was about 6 % higher than i t was i n the same per iod a year ago. 
Two factors tha t a re c lear ly con t r ibu t ing to th is increase i n demand are 
the general u p t u r n i n the economy and the re la t ive ly h igh consumption 
of new cars due to the emissions cont ro l devices tha t I ment ioned ear l ier. 
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Under these circumstances, i t is clear t h a t substant ia l impor ts o f f in ished 
gasoline and heat ing o i l w i l l be requi red to meet U.S. demands. Th i s year, 
a t least, there is some capaci ty in overseas ref ineries to manufac tu re products 
f o r shipment to the U.S. 

B u t i t needs to be recognized t h a t the supplies wh i ch appear t o be ava i l -
able f r o m overseas refineries are less re l iable t han domestic supplies. The 
log is t ica l system requi red to impo r t fore ign products—and crudes—is long 
i n terms of distance and complex i n terms of coord inat ion. The ava i l ab i l i t y o f 
supplies is subject to unexpected change. Th is can happen as a resu l t no t 
only of unforeseen increases i n fore ign demand but also un i l a te ra l act ions 
on the pa r t of fore ign governments. 

I n addi t ion, petroleum products made abroad do n o t a lways meet U.S. 
env i ronmenta l speci f icat ions; fo r example, most of fshore heat ing o i l i s h igher 
i n su l f u r content t han U.S. heat ing o i l . Fur thermore , the octane of ava i lab le 
fo re ign gasoline on t h e average is lower t h a n t h a t requ i red f o r sa t is fac tory 
performance i n U.S. automobiles. 

Fore ign refineries a re designed to produce re la t i ve ly large y ie lds o f dis-
t i l l a tes and fue l o i l as compared to gasoline. (Western European ref inery 
gasoline y ie ld is 13.5% o f crude r u n versus U.S. gasoline demand o f 40.6% 
of petro leum products) . 1 Th i s s i tua t ion poses ce r ta in problems i n i tse l f . 

Before a fo re ign ref iner w i l l process add i t i ona l crude o i l to manu fac tu re 
gasoline f o r shipment to the U.S., he w i l l requ i re some assurance t h a t he 
also w i l l have a marke t f o r the h igher s u l f u r d is t i l la tes and h i g h su l f u r 
fue l o i l t ha t he must make along w i t h t ha t gasoline. Since overseas require-
ments f o r these products are satisf ied ou t of the base level o f overseas 
ref inery product ion, the U.S. w i l l need to prov ide an ou t le t f o r them. B u t 
env i ronmenta l considerat ions may make i t d i f f icu l t i f no t impossible t o m a r k e t 
these two products i n t h i s count ry and, i n th is way , l i m i t the impo r t a t i on o f 
fo re ign gasoline. 

F ina l l y , w i t h Phase I I I pr ice contro ls i n effect i n the U.S., the fac t 
tha t the prices of fo re ign products have increased and now are general ly h igher 
than U.S. prices w i l l be a compl icat ing factor . 

Now I wou ld l i ke to t u r n to Commit tee Question 5 wh ich is closely re la ted 
to the first. 

T h e I m p a c t of G a s o l i n e S h o r t a g e s o n O t h e r P e t r o l e u m P r o d u c t s ( C o m m i t t e e 
Q u e s t i o n 5 ) 

There are t w o signi f icant var iables t h a t make i t ex t remely d i f f i cu l t t o 
assess how the to ta l p roduc t ion capacity of domestic ref ineries w i l l be dis-
t r i bu ted among i nd i v i dua l products. 

The first of these I have a l ready discussed—this is the overa l l ava i l ab i l i t y 
of forelign crude and products. 

The second var iab le is ithe ab i l i t y o f the U.S. ref iner t o change the 
amount of any pa r t i cu la r product made w i t h i n the t o ta l p roduct slate. F o r 
example, gasoline yields general ly can be var ied up t o 5 % o f t h e t o ta l crude 
processed. As more gasoline is made, usual ly less d is t i l la tes a re made and 
vice versa. The flexibility var ies f r o m one ref inery to another a n d f r o m one 
company to another. I n theory, t h i s manu fac tu r i ng flexibility is employed, 
i n con junc t ion w i t h the management of inventor ies, to meet c u r r e n t demands 
wh i le a t the same t ime prepar ing to sat is fy the requirements of coming 
months. B u t i n pract ice a ref iner may find h imsel f obl iged t o use u p so 
much o f h is flexibility i n hand l ing an immedia te problem of unexpectedly 
h igh demand i n one product t h a t he adversely affects h is a b i l i t y to meet 
requirements fo r another product some months la ter . 

These var iables w i l l i n good measure determine the impac t t h a t gasol ine 
shortages w i l l have on o ther products th i s year and on home hea t ing o i l 
supplies next w in te r . 

Exxon USA's domestic re f in ing operat ions represent only 8% of the U.S. 
o i l indus t ry . I cannot pred ic t w i t h any real confidence w h a t o ther com-
panies w i l l be able to do abouit impor ts o r how condi t ions w i l l d i c ta te they 
use t he i r re f in ing flexibility. As a resul t , there is rea l ly no way I can assess 
w i t h much accuracy the impact of t he gasoline s i t ua t i on on other products 
on an indus t ry -w ide basis. I can, however, out l ine my o w n company's out-
look. 

1 See attached typical yield information. 
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Our cur ren t assessments indicate t ha t Exxon USA's supplies of gasoline, 
heaiting oi l , and other d is t i l la tes th is year w i l l enable ou r company to prov ide 
volumes of these products to each group of customers equal to 1972 sales p lus 
some al lowances fo r g row th in 1973. B u t i t should be understood t h a t th is 
supply out look f o r E x x o n USA depends ent i re ly on the company cont inu ing 
to be able to operate i ts ref in ing fac i l i t ies a t as close to capaci ty as possible— 
which i t is cu r ren t l y doing—and hav ing the access to impor ts wh ich i t cur-
rent ly projects. Obviously, unant ic ipated shutdowns of ma jo r ref inery uni ts , 
in te r rup t ions o r reduct ions i n ava i lab i l i t y of e i ther domestic o r fore ign crude, 
problems i n access to overseas products, o r other unforeseen operat ing diff i-
cult ies could adversely af fect our supply capabi l i ty . 

The general ly t i gh t supply s i tua t ion i n the U.S. petro leum indus t ry is 
imposing abnorma l demands on E x x o n USA. F o r example, some customers 
are requesting add i t i ona l supplies to offset supplies unavai lab le to them 
f r o m other t r ad i t i ona l sources. I n addi t ion, many consumers are seeking 
replacement fuels f o r cur ta i led na tu ra l gas. Under these circumstances of 
overal l t i gh t supply, we believe ou r p r ima ry ob l iga t ion is to serve our 
ex is t ing customers. We w i l l d i s t r i bu te the supplies we have avai lab le to each 
group o f customers i n basical ly the same propor t ion as we have i n the recent 
past. Customers i n each group w i l l be t reated f a i r l y . As we now see our 
s i tuat ion, i t is un l i ke ly t h a t we w i l l have the capabi l i ty to supply potent ia l 
new customers. 

I wou ld now l i ke to address Commit tee Questions 4 and 6. 

W h a t S t e p s C a n B e T a k e n t o A v o i d , S u c h S h o r t a g e s i n t h e F u t u r e ( C o m m i t t e e 
Q u e s t i o n 4 ) a n d T h e E f f e c t of t h e R e c e n t l y A n n o u n c e d P h a s e O u t of t h e 
Q u o t a S y s t e m ( C o m m i t t e e Q u e s t i o n 6 ) 

The President 's Energy Message provides an encouraging s ign tha t the need 
fo r governmental act ion has been recognized. Changes t ha t have been made 
i n the impor ts p rogram should do much to encourage the construct ion of new 
refinery capacity i n the U.S. Of course, env i ronmenta l considerat ions w i l l 
have an effect on the implementat ion of plans f o r add i t iona l capacity. 

The new p rogram also permi ts access to the product impor ts needed to 
supplement domestic supplies, but, as I have suggested ear l ier , t h i s i n i tse l f 
probably won ' t be sufficient so long as fore ign products f a i l t o meet U.S. 
env i ronmenta l and performance standards. 

Env i ronmenta l act ions d u r i n g the past f ou r to five years have had a great 
impact on the nat ion 's system of energy supply. Un fo r tuna te ly , th is cause-
and-effect has gone largely unrecognized. U n t i l recently, the country 's energy 
system has managed t o absorb the add i t iona l increased demand tha t has 
resulted, bu t i t can do so no longer. Today a l l the flexibility we have enjoyed 
i n past years is gone f r o m our fuels supply system and i f the U.S. continues 
f o r the nex t f ou r years as i t has f o r the past four , the effect could be 
extremely serious. I n i t s concern fo r the condi t ion o f t he environment, many 
i n the na t ion have overlooked the ways i n wh ich env i ronmenta l actions have 
affected energy supp ly ; now, the coin must be tu rned and more a t ten t ion 
must be g iven to p rov id ing a better balance between the two.2 

I should emphasize tha t my company clear ly recognizes the need fo r the 
nat ion to set goals f o r env i ronmenta l improvement. As ind iv idua ls and as 
a company we are support ive of the v iew tha t pro tect ion o f the na tu ra l 
envi ronment is desirable. W e endeavor to conduct a l l ou r operat ions accord-
ingly. We have made and w i l l cont inue to make investments required to meet 
env i ronmenta l standards. We have modif ied our operat ing procedures and 
practices to t h a t end and w i l l cont inue to do so. 

B u t the po in t I w ish to make is t h a t i t seems to us t h a t the t ime has come 
when the count ry needs to take a second look a t i t s t imetable fo r environ-
menta l improvement. We do not suggest tha t env i ronmenta l goals be abandoned. 
W h a t we do suggest is t ha t the energy supply s i tuat ion is suff ic ient ly severe 
t ha t considerat ion should be given to tak ing more t i m e to reach u l t ima te a i r 
qua l i t y goals. Th is wou ld not mean re tu rn ing to the a i r emission levels 
experienced i n the la te 1960's; i t wou ld s imply mean t h a t the na t ion would 
not go qu i te so f a r qu i te so fast . 

2 Address by M. A. Wright before the Commerce Associates ̂ Banquet, University of 
Southern California, May 7, 1973 (copy attached). 
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W e wou ld suggest t h a t as the na t ion reexamines the need f o r a more 
balanced look a t energy and the env i ronment , ce r ta in specific areas shou ld 
be examined to see i f temporary re laxat ions are no t i n fac t war ran ted . 

These m igh t include : 
F i r s t , ref inery SO* emissions cou ld temporar i l y be relaxed. T h i s w o u l d 

enable a number of ref ineries to subst i tu te some h igh s u l f u r crude f o r l ow 
su l f u r crude. Th is , i n t u rn , wou ld f ree some l ow >sulfur crude f o r use by 
refineries t h a t have spare capaci ty and can process on ly l ow s u l f u r crude 
due to f ac i l i t y l im i ta t ions . Th i s step wou ld help assure t h a t i ndus t ry re f in ing 
capaci ty wou ld be u t i l i zed to t he max imum. 

Second, heavy fue l o i l su l f u r specif ications cou ld be temporar i l y re laxed 
somewhat. Th is could resul t i n the subst i tu t ion o f h igh su l f u r c rude f o r l ow 
su l f u r crude wh ich is being processed i n some Car ibbean ref ineries t o make 
0.3% S fue l oi l . I t could also pe rmi t processing some add i t i ona l h i gh s u l f u r 
crude i n cur ren t l y spare Car r ibean capacity. These two steps wou ld f ac i l i t a t e 
the produc t ion of add i t iona l l ow su l f u r d i s t i l l a te and heavy fue l o i l , as w e l l as 
f ree ing l ow s u l f u r crude, a t least some of wh i ch wou ld l i ke ly come to U.S. 
refineries. 

T h i r d , standards f o r SOa emissions f r o m u t i l i t y p lan ts cou ld be tempora r i l y 
re laxed to pe rm i t the use of coal i n place of f ue l o i l . A v a r i a t i o n on th i s 
proposal wou ld be to a l l ow coal bu rn ing except i n ce r ta in met ropo l i tan 
areas. 

Four th , heat ing o i l s u l f u r specif ications cou ld be tempora r i l y re laxed to 
a l l ow 0.5% S content European product to be used. European re f in ing capaci ty 
is no t designed to produce heat ing o i l w i t h s u l f u r content o f 0.2% as i s 
cu r ren t l y requi red i n most areas of the Northeast . 

I nso fa r as au to emissions are concerned, rea l progress a l ready has been 
made. Regulat ions requ i r i ng lead-free gasoline w i l l necessitate greater con-
sumpt ion of crude o i l to manu fac tu re gasol ine of qua l i t y equiva lent to t h a t 
of t he leaded product . Because of th is, i t is appropr ia te t h a t the t i m i n g of 
the implementa t ion regulat ions to requi re lead-free gasoline be reconsid-
ered. 

Exxon 's USA's recommendations concerning long- term solut ions to t he 
energy problems of the na t ion were reviewed recent ly by Randa l l Meyer , 
President of E x x o n Company, U.S.A., i n test imony before the Senate Commi t tee 
on the I n t e r i o r and Insu la r Af fa i rs .3 A copy of t h a t test imony has been filed 
f o r the record. 

Now, I wou ld l i ke to t u r n to Commit tee Question 2. 
T h e E f f e c t t h e G a s o l i n e S h o r t a g e s W i l l H a v e o n t h e N a t i o n ( C o m m i t t e e 

Q u e s t i o n 2 ) 
I t h i n k i t is self evident t h a t the effect of gasol ine shortages w i l l depend 

on the i r magnitude. M ino r shortages, i f they occur, w i l l obviously resu l t i n 
inconvenience to motor ists. Bu t , i t is general ly recognized t h a t there is a 
s igni f icant d iscret ionary component i n motor gasol ine demand. W e wou ld expect 
t h a t even some modest reduct ion i n d iscre t ionary consumpt ion cou ld be suffi-
c ient to rel ieve minor shortages. Each motor is t can probably a f f o rd t o d r i ve 
fewer mi les w i t h o u t ma te r ia l l y i m p a i r i n g the qua l i t y of h is l i fe . B y the 
same token, each of us can make a con t r i bu t i on to reduct ion i n gasol ine 
demand by using h is automobi le more eff iciently when we do dr ive . A number 
of o i l companies al ready are recommending conservat ion of gasol ine to the 
mo to r i ng publ ic. I n th is same vein, we f u l l y support the emphasis g iven energy 
conservai ton and wise use o f energy by the President i n h is recent energy 
message to the Congress. 

H o w great the magni tude of gasoline shortages ac tua l l y w i l l be w i l l 
depend on a t least f ou r factors. F i r s t , the a c t u a l level o f U.S. consumers' 
demand f o r gasoline i n the months ahead. I n good measure, th i s w i l l depend 
on howT the d r i v i n g publ ic of t he U.S. perceives the s i t ua t i on and, as ind i -
v iduals, decide t o ad jus t t he i r d r i v i n g habits. Second, the ways i n wh ich the 
many i nd i v i dua l o i l companies manage the i r operat ions. T h i r d , act ions by 
the federa l government on pr ice controls and by federal , s ta te a n d local 
governments concerning env i ronmenta l standards. Four th , po ten t ia l act ions by 

3 Statement of RandfBl Meyer before the Senate Committee on In te r io r and Insu la r 
Af fa i rs , February 22, 1973 (copy at tached). 
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fo re ign governments and the actua l supply ava i l ab i l i t y s i t ua t i on i n the fo re ign 
countr ies to wh ich the U.S. must t u r n f o r increasing volumes o f c rude o i l 
and petro leum products. 

Bu t , when we i n E x x o n U S A take a l l these considerat ions i n to account, 
we conclude t h a t such shortages as occur t h i s summer probably w i l l be 
scattered, ibemj>orary and re la t ive ly minor . Bu t , i nd iv idua ls and businesses 
wh ich a re d i rec t l y affected may we l l feel t h a t they are encounter ing serious 
problems. 

I f m a j o r shortages occur, ma jo r act ions t o cope w i t h the s i tua t ion could 
we l l be required. Aga ins t th is possib i l i ty , contingency plans should be de-
veloped by government. B u t such plans need to be ca re fu l l y thought out and 
implemented only i n the event of ma jo r gasol ine supply problems. The effect 
on the economy of the dis locat ions t ha t could resu l t f r o m an i l l -considered 
government a l locat ion p rogram could we l l be more severe t h a n the effect o f the 
shortages themselves. 

To complete my test imony, I wou ld l i ke t o comment on Commit tee Ques-
t ion 3. 

T h e I m p a c t of S h o r t a g e s on C o m p e t i t i o n ( C o m m i t t e e Q u e s t i o n 3 ) 
As I sa id ear l ier , E x x o n USA has pub l ic ly s ta ted iits commi tment t o prov ide 

the motor gasoline, heat ing o i l and o ther d i s t i l l a te fue ls we have ava i lab le 
to each group of customer i n basical ly the same propor t ions as we have i n 
the recent past. As I indicated, we l>elieve ou r first ob l igat ion is to serve 
our ex is t ing customers i n whatever group they fa l l . I n the broad contex t o f the 
quest ion the Commit tee has asked, we believe th is is a responsible ap-
proach. 

The pet ro leum indus t ry is ext remely compet i t ive. There are many par-
t ic ipants, both w i t h i n the U.S. indus t ry and, now w i t h i n the fore ign pet ro leum 
indus t ry , who are invo lved i n supply ing the U.S. w i t h pet ro leum products. 
Few other ma jo r industr ies i n the w o r l d have as d iverse o r as la rge a 
number of competitors. There are great numbers o f h igh l y act ive and h igh l y 
compet i t ive companies i n each phase of the petro-lum indus t ry—produc ing , 
ref ining, t ranspor ta t ion and market ing. One i m p o r t a n t fac to r wh ich w i l l tend 
to ensure t h a t compet i t ion w i l l remain h e a l t h y w i t h i n the U.S. o i l i ndus t r y 
is t h a t many competi tors w i l l take the v iew tha t the per iod of t i g h t supply 
w i l l no t cont inue indef in i te ly . W i t h th is i n mind, they w i l l recognize t h a t 
the value of t he i r business i n the long r u n w i l l depend on re ta in ing the 
good w i l l o f t he i r customers. We wou ld expect they w i l l conduct t he i r business 
accordingly. 

M r . Chai rman, t hank you f o r th is oppor tun i t y t o present ou r v iews. 

A n A d d r e s s B y M . A . W r i g h t , C h a i r m a n A n d C h i e f E x e c u t i v e , E x x o n C o . , 
U . S . A . , a t t h e C o m m e r c e A s s o c i a t e s B a n q u e t , U n i v e r s i t y o f S o u t h e r n 
C a l i f o r n i a , L o s A n g e l e s , C a l i f . , M a y 7, 1 9 7 3 

I a m g ra te fu l fo r the oppor tun i ty to appear before t h i s d is t ingu ished gath-
ering. M y subject th is evening is energy, and I have these objectives i n 
m i n d : 

F i r s t , 1 wan t to t r y to convince you t h a t the energy s i t ua t i on i n the 
Un i ted States is very serious—even more serious t h a n many o f you may 
believe. 

Second, I wan t to impress upon you the t remendous—but large ly unrecog-
nized—•impact t h a t env i ronmenta l laws and regulat ions have had on energy 
supply i n the las t few years. 

Th i r d , I feel you should know tha t i f t he na t ion is to avo id some rea l l y 
serious shortages o f gasoline i n the summer t ime and d is t i l l a te fue ls such 
as heat ing o i l i n the w in te r , there must be a reevaluait ion of the t imetab le 
f o r achiev ing cer ta in env i ronmenta l goals. 

These are t he hard, unvarn ished facts as we see them i n E x x o n USA. 
They represent our v iew of the g rav i t y of the s i tua t i on and o f the need 
f o r immediate, f o r t h r i g h t act ion. 

Fo r approx imate ly the last f ou r years, my associates and I i n E x x o n U S A 
have been pred ic t ing the possib i l i ty t h a t the na t ion could encounter serious 
energy problems. We have done th i s i n test imony before commit tees of 
Congress, i n meetings w i t h federa l departments, and i n publ ic speeches. W e 
cannot c la im to have predicted the w in te r of 1 9 7 2 - 7 3 as t h e exact date energy 
sl iortages wou ld surface, bu t we d id define the emerging s i tua t ion as one 
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t ha t—i f not corrected—would soon cause problems. Al though we said tha t 
t ime was running out, we ourselves d id no t fu l l y realize how fast the 
si tuat ion was changing. Nor d id we, un t i l quite recently, fu l l y comprehend the 
impact the environmental movement was having on nat ional energy supply. 
Suddenly, t ime has run out on America. The abundance of energy we have 
enjoyed fo r so long has le f t us. 

Before discussing what we believe must be done to avoid the immediate 
prospect of energy shortages, par t icu lar ly of gasoline and d is t i l la te fuels, 
permit me to take a few moments to review how and why th is s i tuat ion 
has developed. 

Our basic energy problem today is that the nation's need fo r energy is 
outrunning the development of domestic energy supplies. Consumption of 
energy doubled between 195 and 1970, and is expected to nearly double again 
by 1985. For at least the next decade, energy consumption is expected to 
grow at about the same rate as the Gross Nat ional Product, or sl ight ly 
more than four percent per year. 

Several of the fuels which had been counted on to help meet r is ing 
demand are, fo r a var iety of reasons, not available i n sufficient quanti ty. 
For example, na tu ra l gas, a clean-burning fuel much in demand i n v iew of 
today's s t r ic t environmental regulations, is i n short supply and i t is not 
anticipated that fu tu re supply w i l l be able to meet potent ial demand. Since 
the m id 1950's, gas prices have been held to unreal ist ical ly low levels 
under regulat ion by the Federal Power Commission. This has had the 
double-edged effect of ar t i f ic ia l ly s t imulat ing demand and discouraging in-
vestments i n explorat ion fo r new resources. 

However, the pr inc ipal factor which has led to the energy problems we 
face today and w i l l face for the next few years is the tremendous impact 
ot environmental laws and regulations on energy supply. Dur ing the past 
four to five years, a nat ional desire fo r a cleaner na tura l environment has 
crystal l ized and has become a goal. And i n typical American fashion, once 
this goal was recognized we have insisted on v i r tua l l y instant results. Numerous 
federal, state, and municipal laws and regulations were placed on the books 
pract ical ly overnight. These actions have had a measurable effect and in many 
respects the U.S. is on the way toward the environmental qual i ty i t wants. 
Bu t at the same t ime the environmental movement has had significant nega-
t ive effects on domestic fuel supply and has i n fact overstressed the ab i l i ty of 
our energy system to respond. Let me give you some examples showing how 
this has happened. 

Coal is not p lay ing the role i t had been expected to play i n the energy 
market. Much of the nation's current production is h igh in su l fu r content 
and therefore cannot meet the environmental standards set by the U.S. 
Environmental Protect ion Agency under the provisions of the Clean A i r Act 
of 1970. Pr ior to the Clean A i r Act, i t had been expected tha t use of coal 
would grow at about 4.4 percent i>er year at least through 1973. Instead, 
coal consumption has grown at only 1.3 percent per year dur ing this period. 
Since demand for energy was not reduced, some other fuel had to do the job 
that coal had been expected to do. The result has been a large and unexpected 
increase i n demand fo r petroleum. 

Nuclear power has also suffered f rom environmental restrictions. Per-
sistent delays have been experienced i n finding suitable sites for nuclear 
plants and in obtaining the numerous permits needed for construction and 
operation. One public u t i l i t y company reports that not one construction or 
operating permit was issued i n the U.S. between early 1971 and mid-1972. 
The Federal Power Commission has pointed out tha t of 56 nuclear plants 
scheduled to begin operation in the period f rom 1972 to 1975, 50 are behind 
schedule. As Prasident Nixon noted in his recent energy message to Con-
gress : " I t is discouraging to know that nuclear faci l i t ies capable of gen-
erat ing 27,000 megawatts of electric power which were expected to be opera-
t ional by 1972 were not completed. To replace that generating capacity we 
would have to use the equivalent of one-third of the na tu ra l gas the country 
used for generating electricity i n 1972 " The delayed entry of nuclear power 
into the energy market has, therefore, increased the demand for petroleum. 

Simi lar ly, the dr ive to clean up the in ternal combustion engine has increased 
the need for oil. Emission regulations for automobiles are already having 
an effect on gasoline consumption. On a nat ional scale, the effect of EPA 
emission standards alone is expected to increase demand fo r gasoline by 
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about 12 percent by 1976. I want to emphasize tha t th is increase w i l l be 
over and above the normal growth i n gasoline demand and w i l l require 
an addi t ional 900,000 barrels per day of petroleum. 

Yet whi le environmental constraints on coal and nuclear power increase 
the demand for petroleum, at the same t ime the environmental movement 
has had a severe effect on efforts to develop new sources of domestic o i l and 
gas. As you know, one of the largest oilfields on the Nor th Amer ican con-
t inent has remained locked up on Alaska's Nor th Slope fo r more than 
three years because environmental groups blocked the construction of the 
trans Alaskan pipeline. Even i f Congress acts to free the wTay fo r con-
struct ion, i t now appears that 1977 is the earliest possible date tha t produc-
t ion could move f rom the Nor th Slope. Or ig inal ly , we had ant ic ipated a 
1972 star tup for the Alaskan Pipeline. We had estimated tha t Nor th Slope 
crude product ion would increase to 1.4 mi l l ion barrels per day by 1975 w i t h 
th is volume coming to the West Coast, thus reducing substant ial ly the de-
pendence of Cal i forn ia and i ts neighboring states on imported o i l f r o m 
abroad. 

The i n i t i a l Nor th Slope forecasts also projected substant ia l amounts of 
na tu ra l gas moving to the lower 48 states by the mid-1970's. I n the absence 
qf Alaskan gas, some 600,000 barrels per day of addi t ional foreign o i l im-
ports w7ill be needed. 

Oi l development has been constrained also i n offshore Cal i fornia. I n 
1968, the oi l industry spent some $600 mi l l ion fo r leases i n the Santa Barbara 
Channel. However, the oi l spi l l near Santa Barbara i n 1969 proved to be a 
benchmark i n the environmental movement. A l though major discoveries have 
been made i n the Channel since tha t t ime, state and federal d r i l l i ng mora-
tor iums and the appl icat ion of the Nat ional Envi ronmental Policy Act have 
prevented real izat ion of the production that was forecast f r om offshore 
Cal i fornia. 

By constraining the use of coal and delaying the development of nuclear 
power, environmental actions have caused a sudden, sharp increase i n demand 
fo r l iqu id petroleum. More and more, o i l has become the fuel that is called 
upon to balance nat ional energy requirements by making up shortages i n 
other forms of energy. Bu t since environmental concerns have also blocked 
the development of signif icant sources of domestic petroleum i n Alaska, Cali-
fornia, and elsewrhere, there is simply not enough domestic o i l to do the 
tasks expected of i t . 

U n t i l recently, the Uni ted States enjoyed a surplus of crude o i l producing 
capacity and a surplus of ref ining capacity. Bu t today U.S. crude o i l produc-
tion, which has been running at capacity for a f u l l year, is declining. U.S. 
refineries are also operat ing at near capacity. To make up the signif icant 
gap tha t exists between domestic production and demand, we can t u r n only 
to foreign imports. Moreover, this need fo r imports w i l l increase and i f 
present trends continue, the nat ion may have to impor t up to 65 percent 
of i ts o i l by 1985. 

I n the months and years jus t ahead, the U.S. has no a l ternat ive but to 
rely increasingly on imported oi l . Bu t the fact is t ha t supplies of crude 
o i l are extremely t ight not only i n the U.S. but worldwide. This is not widely 
known outside the petroleum indusrty. Apparent ly many U.S. citizens s t i l l 
hold the belief tha t the U.S. Simply can go out and get a l l the foreign o i l 
i t wants at any time, and a t a very cheap price. Th is is not true. Because 
of the disappearance of wor ldwide spare producing capacity, foreign crude 
prices have risen rapidly and foreign crude now costs more to use i n U.S. 
refineries than price-controlled domestic crude. I n a l l l ikel ihood, foreign crude 
w i l l continue to be as expensive or more so for a U.S. refiner than domestic 
crude. And our outlook indicates that wor ldwide crude supplies w i l l remain 
t ight fo r the foreseeable future. Fur ther complicating this prospect is the 
probabi l i ty that most of the growth in foreign supply w i l l be predominant ly 
"sour" crudes. A n explanation of this term is i n order. 

Many may assume that refineries can process any crude oi l , but i n fac t 
each one is designed to process specific types of oil. One of the p r imary 
characteristics of crude oi l is i ts su l fur content. High-sul fur crude is known 
as "sour" crude, whi le low-sul fur crude—highly desirable due to U.S. en-
v i ronmental regulations—is know as "swTeet" crude. A large por t ion of U.S. 
ref ining capacity was bui l t to use domestic crudes, which are main ly sweet. 
These refineries cannot process high-sul fur "sour" crudes fo r several reasons. 
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One 'reason is based on meta l lu rgy ; the corrosive high-sul fur crudes w i l l 
l i tera l ly chew holes i n uni ts and pip ing bu i l t to handle sweet crudes. An-
other reason is environmental ; a sweet-crude refinery cannot produce products 
f rom sour crude w i t h a sul fur content low enough to meet U.S. environmental 
requirements. Nor can i t meet restr ict ions on refinery emissions using sour 
crudes. 

Consequently, sweet crude supply is especially t ight , both i n the U.S. 
and worldwide. I t s ava i lab i l i ty f rom foreign countries w i l l become increasingly 
cr i t ica l and i ts price can be expected to rise substantial ly. The shortage of 
sweet crude w i l l probably make i t impossible to maximize the ut i l izat ion of 
U.S. refining capacity this year and dur ing the next few years. This means that 
substantial imports of finished gasoline and heating o i l w i l l be required to 
meet U.S. demands. This year, at least, there is spare capacity i n overseas 
refineries which can be used to manufacture stocks fo r shipment to the U.S. 
Bu t petroleum products made abroad do not always meet U.S. performance 
requirements and, as a rule, do not f u l l y satisfy U.S. environmental specifi-
cations. I n addit ion, the mix of products manufactured f rom foreign crudes 
in overseas refineries is usually di f ferent f rom the m ix required i n th is 
country. F inaly, such foreign products as are avai lable now are already 
higher-priced than s imi lar U.S. materials. We expect this to be the case 
for addi t ional volumes as well. 

That is how we stand at this point i n t ime, w i t h demand exceeding 
domestic production and w i th environmental requirements accelerating our 
dependence on foreign oil. Our studies indicate that the need fo r approximately 
25 percent of the foreign oi l which was imported i n 1972 could be traced 
direct ly to environmental restrictions. And we estimate that by 1975, some 
40 percent of the o i l we w i l l have to impor t w i l l be needed due to environ-
mental laws, regulations, and other actions which have had the effect of 
reducing our avai lable domestic supplies of energy. 

Dur ing the past four to five years, then, environmental actions have had 
a great impact on the nation's system of energy supply. Unfortunately, this 
cause-and-effect has gone largely unrecognized, as I have mentioned. Un t i l 
recently, the energy system has managed to wi thstand the stress; but i t can 
do so no longer. Today a l l the flexibility we have enjoyed i n past years 
is gone f rom our fuels supply system and i f we continue fo r the next four 
years as we have fo r the past four, the effect could be extremely serious. I n i ts 
concern for the condit ion of the environment, the nat ion has overlooked the 
ways in which environmental actions have affected energy supply ; now, the 
coin must be turned and more at tent ion must be given to provid ing a better 
balance l>etween the two. 

Cal i fornia, which has "led the way i n many respects i n establishing environ-
mental improvement as a nat ional goal, must help i n this reevaluation process. 
L ike the nat ion as a whole, Cal i fornia 's demand for energy is expected to 
double by 1985, and petroleum must furn ish at least three-fourths of th is 
energy. Cal i fornia is using up i ts exist ing o i l and gas reserves a t a much 
faster rate than new reserves are l)eing added. The state's na tura l gas 
si tuat ion is already becoming cr i t ica l and a shortage w i l l be fe l t severely 
by industr ia l users by 1975. From the standpoint of oi l , Cal i fornia today 
supplies about, two-thirds of i ts needs f rom indigenous sources and gets the 
rest f rom Alaska and f rom foreign imports. B u t i f present trends continue, by 
1985 this s i tuat ion would be reversed. I n 1985, Cal i forn ia could furn ish only 
about one-third of i ts o i l needs f rom sources w i t h i n the state and f rom 
the other " lower 48" states. The remaining two-thirds would have to come 
f rom outside the state. Much of this, i t is hoped, would come f rom Alaska's 
Nor th Slope. Bu t i f the trans Alaska pipeline is not buiilt, more than hal f 
of Cal i fornia's o i l i n 1985 would have to come f rom foreign sources, the major 
source l>eing the nations of the Eastern Hemisphere. Despite the fact that 
i t is an oil-deficient state, Cal i fornia has shut down offshore d r i l l i ng i n state 
waters and in most of the state's coastal zone. The passage of Proposit ion 20 
in late 1972 could result, fo r example, i n extensive delays or prohibi t ions of 
any k ind of development in the <x>astal zone, including a l l energy opera-
tions. 

W i t h both Cal i fornia and the nat ion i n an uncertain condit ion of energy 
supply, we must t u rn to the question of what can be done about i t . One 
th ing is c lear : there is need for a reevaluation of the t imetable for environ-
mental improvement. 
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I t can be safely stated tha t near-term petroleum supplies f r om a l l soilrces 
w i l l not be adequate w i t h normal demand growth trends and the present 
r ig id environmental standards timetable. Ait least i n the 1974-76 t ime f rame, 
one of two things must happen. Ei ther U.S. petroleum demand w i l l have to 
be restrained ar t i f ic ia l ly , or certain environmental qual i ty restr ict ions w i l l have 
to be relaxed temporar i ly. We simply w i l l not be able to have both ample 
supplies of petroleum products and current a i r qual i ty regulations. 

I want to emphasize that the temporary measures I am suggesting to 
modi fy environmental standards are not intended ito change the nation's goals 
for environmental improvement. Our environmental goals need not be aban-
doned ; we need only to relax the restr ict ions to a l low more t ime fo r reaching 
the u l t imate a i r qual i ty goals. This would not mean re turn ing to the a i r 
mission levels experienced in the late 1960's * i t would simply mean tha t 
the nat ion would not go quite so fa r quite so fast. 

The measures I have i n m ind would include temporary re laxat ion of cer ta in 
refinery emissions l imi ta t ions and su l fu r content specifications i n fuels. These 
changes would al low use of higher su l fur content crudes i n the refineries 
which are capable of running them, and the impor ta t ion of certa in overseas 
products wtf lch do not meet present U.S. environmental requirements. Tempo-
rary variances i n ambienit a i r standards to permi t greater use of coal also 
are essential. 

These relaxations would be of dramat ic help i n br inging petroleum supply 
and demand more into balance in the short term. They would buy the nat ion 
t ime to get i ts energy affairs into better order fo r the long term. 

More thought and effort must be given also to conserving energy and using 
i t wisely. We support wholeheartedly the emphasis on this need given i n the 
President's recent energy message to Congress A t present only 50 percent 
of a l l energy consumed is converted into useful w o r k ; the remaining ha l f 
is lost i n the fo rm of waste heat .We must accept the technological challenge 
to find new methods for recovering at least a por t ion of our wasted energy 
fo r useful applications. 

I n the short term, voluntary consumer efforts to reduce overheating, over-
cooling and over l ight ing w i l l be ways i n which we can a l l conserve energy. 
Longer-term, energy can be conserved by more organized approaches to large 
energy-consuming sectors of the economy such as transportat ion. New means 
of mass transportat ion, including mass t ransi t , may be needed to supplement 
our exist ing systems. 

The petroleum industry has Jong been known for i ts commitment to highways 
as a p r imary means of transportat ion, and an excellent h ighway system 
should continue to be a major nat ional goal. B u t my company supports the 
view tha t the tame has come for changes at both the federal and state 
levels i n t ransportat ion funding. Specifically, we support the creation of trans-
portat ion t rust funds raither than the exist ing highway t r us t funds, w i t h monies 
f rom these funds being used for the t ravel systems—including mass t rans i t— 
that state or local governments choose to insta l l as best meeting the i r needs. 
We believe th is policy would lead eventually toward a more efficient use of 
energy and a better t ransportat ion balance. 

A more measured t imetable for environmental improvement and more carefu l 
and wise use of energy w i l l help the nat ion through i ts precarious short- term 
energy si tuat ion for the next few years. However, i n the long term the na-
t ion s imply cannot af ford to rely excessively on imported oil, w i t h i ts nat ional 
security and balance of t rade drawbacks. I n the long run, there is no subst i tute 
for the development of the nation's domestic resource base. 

The nat ion needs the trans Alaskan pipeline. I t needs the o i l i n the Santa 
Barbara Channel. I t needs accelerated federal lease sales to fac i l i ta te develop-
ment of o i l and gas f rom the country's prospective offshore regions—the 
At lant ic Coast, the Gul f of Mexico, the Cal i forn ia Coast, and the offshore 
areas of Alaska. I t needs new refineries and nuclear power plants. I t needs 
deepwater o i l unloading faci l i t ies. I t needs development of a synthetic fuels 
industry to capital ize on i ts vast deposits of coal and o i l shale. 

To fu l f i l l these needs, the nat ion must get a firmer g r ip on i t s energy 
planning. The ava i lab i l i ty of adequate supplies of long-term energy w i l l depend, 
among other things, upon the t imely development of public and pr iva te lands. 
Yet in recent years, i n areas such as Alaska, Delaware, F lor ida, and Cali-
fornia, the energy industries have been f rus t ra ted repeatedly by environmental 
concerns i n efforts to find and develop domestic energy sources and to con-
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struct fac i l i t i s fo r the transportat ion or processing of energy. Our nat ion 
must find a way to resolve these energy-environmental conflicts in a more 
satisfactory, more expeditious, and less expensive manner. Un t i l now the 
at t i tude of some states seems to have been oriented toward stopping growth 
rather than regulat ing i t to achieve balanced objectives. Th is has been done 
in the name of the environment. Bu t the way to protect the environment 
is not to stop everything arb i t ra r i l y , but to provide the r igh t set of ground 
rules to a l low for "compatible growth" rather than "no growth." The nation, 
and the ind iv idua l states, should consiider seriously the adoption of systems 
for land use planning and management oriented toward two compatible goals: 
encouraging discipl ined growth, including energy development activit ies, and 
protecting environmental qual i ty. I f we fa i l to do so, and continue the present 
confrontat ion methods, overemphasis on environmental objectives w i l l work 
at cross purposes w i t h energy needs and the nat ion may indeed find i tself 
in an energy crisis. 

The t ime has come for the nat ion to face i ts energy problems squarely. 
A nat ional determination is needed to make energy sufficiently as much a 
nat ional goal as environmental protection or f u l l employment. We face a 
long, hard struggle where energy is concerned. And we have run out of t ime 
for debate and delay. We are going to have to move, and move fast, on 
energy. 

STATEMENT OF RANDALL MEYER, PRESIDENT, EXXON Co., U . S . A . ( A DIV IS ION OF 
EXXON CORP.) 

I . INTRODUCTION 

Mr. Chairman, I am Randal l Meyer, President of Exxon Company, U.S.A. 
I am pleased to appear before th is Committee at i ts request and present our 
Company's ideas on the current energy situation. We, l i ke you, are very 
concerned about our nation's energy supply outlook. 

You have asked us to discuss the nature and causes of the current fuel 
problems and have asked fo r our comments on several key issues. I n order 
to be responsive to your request, I feel that I need to address the to ta l energy 
situation. Current problems are a result of a combination of factors affecting 
a l l energy industries. The fuel shortages which have occurred in some loca-
tions th is w in ter are a manifestat ion of deeper seated problems which need 
to be widely recognized in order that solutions can be developed. 

I I . BACKGROUND 

I n October, 1971, Mr . M. A. Wr igh t , Chairman of Exxon Company, U.S.A., 
i n addressing this Committee at the outset of i ts study under Senate Resolution 
45, indicated that a consideration of the importance of the role of energy 
in 'the achievement o f nat ional goals leads to the conclusion that , " the nat ional 
energy policy should be to provide the Uni ted States w i t h an adequate supply 
of energy for both present and longer term needs a t a reasonable balance 
between cost, dependability, and protection of the environment."1 The avail-
abi l i ty of dependable and secure energy supplies is fundamental to the nation's 
economic, pol i t ical, and m i l i t a ry security.2 Ideal ly, this would imply pr imary 
reliance on domestic energy resources. 

For many years the domestic energy industr ies have provided American 
consumers w i th adequate supplies of reasonable priced fuels. Pr ivate industry 
has demonstrated i ts abi l i ty to accomplish this task i n an efficient manner, 
given the proper business cl imate in which to operate. However, over the 
past few years, the country has not been developing i ts resources at as fast 
a rate as i ts requirements for energy are growing. As a result, the nation's 
dependence on foreign sources of energy is now increasing very rapidly. 

Delayed development of domestic resources has been caused by trends 
in the economic and pol i t ical c l imate set i n motion many years ago and sub-
stant ial ly aggravated dur ing the last two to three years. 

1 Statement on Energy and National Goals, M. A. Wright, Senate Committee on 
Interior and Insular Affairs, October 21. 1971. 

2 U.S. Energy Outlook, A Summary Report of the National Petroleum Council. Decem-
ber, 1972. 
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The cause fo r the delays can best be understood by reviewing four pre-
requisites necessary for pr ivate industry to develop the nation's energy re-
sources in a t imely manner. 

F i rs t , the resource potential must exist. As reported by the Nat iona l 
Petroleum Council i n i ts recently published study of the U.S. energy outlook, 
i t is generally agreed among scientific and technical experts i n the energy 
fields that the Uni ted States has an adequate energy resource base. 

Second, industry must have access to the resources. Since much of the 
nation's energy potential, including offshore o i l and gas reserves, uranium, 
coal, and oi l shale deposits, is located i n the federal domain, the government 
plays a key role i n this area. Past practices for leasing offshore o i l and gas 
acreage have not al lowed the development of domestic reserves a t the pace 
needed. 

Th i rd , industry must have a reasonable expectation of economic reward 
f rom i ts investments in energy resource development. I n the case of o i l and 
gas, the economic cl imate fo r investments has deteriorated steadily f o r the 
past decade. The roots of today's na tu ra l gas shortages can be traced as 
fa r back as the Phi l l ips Case i n 1954, when the Supreme Court ru led tha t 
wellhead prices of gas were subject to federal control. The regulat ion of gas 
prices at unreal ist icaly low levels has had the double-edged effect of a r t i -
ficially s t imulat ing demand and discouraging investments for newT reserves. 
The threat of e l iminat ion of the Oi l Imports Control Program has served 
to prevent domestic crude prices f rom increasing as rapidly as needed. The 
Tax Reform Act of 1969 fu r ther reduced the inventives fo r o i l and gas 
explorat ion and development. 

Fourth, the achievement of environmental goals must be balanced against 
the need to achieve energy and economic goals. The protection of the environ-
ment is not only desirable but v i t a l fo r society's health and well-being. 
However, over the past two to three years environmental causes have been 
pressed to the extreme in some instances w i thout proper regard for cost-
benefit relationships. The Nat ional Environmental Policy Act has been 
used as a vehicle to delay the development of sorely needed energy supplies 
and faci l i t ies. 

Of the four prerequisites necessary for t imely development of resources, only 
the first, an adequate resource base, has been present over the past decade. 
The basic problem has been the lack of a coordinated, coherent approach to 
dealing w i t h energy-related matters. I n the absence of clearly established 
long-term energy objectives and goals, short-term problems have been dealt 
w i t h by a fragmented, ad hoc approach by a l l elements of society—industry* 
the government, and the public. This has produced a c l imate of such uncer-
ta in ty that the pr ivate energy industr ies have been contrained f rom making 
the needed investments in energy resources and faci l i t ies i n spite of the 
•availability of an adequate energy resource base. 

i i i . c u r r e n t e n e r g y s i t u a t i o n 

I would now l i ke to t u rn to today's energy s i tuat ion, wrhich is the pre-
dictable outgrowth of the conditions I have been describing. Tota l energy 
demand is closely related over the long te rm to economic act iv i ty and can be, 
and in fact, has been predicted w i t h a reasonable degree of accuracy. However, 
the uncertain economic and pol i t ica l cl imate has made i t extremely di f f icul t to 
ident i fy the role of ind iv idual fuels to meet th is demand. 

I n the last two years, we have lost supply flexibility i n our energy system 
as a result of reduced avai lab i l i ty of na tura l gas and the effect of environ-
mental regulations on the use of coal. The growth in nuclear powTer plants 
has been wel l behind both government and industry forecasts. These factors 
have a l l been reflected lin recent sharp increases in demand for l i qu id petroleum 
products so tha t o i l has become more and more the swing fuel, or the fue l 
that is called upon to balance nat ional energy requirements. 

To i l lustrate, when natura l gas supplies fe l l short of meeting the needs of 
indust r ia l consumers, many of these consumers turned to either heat ing o i l 
or low sul fur heavy fuel oi l as the i r al ternate fuel supply. Fu r the r aggravat ing 
the dist i l la te fuel s i tuat ion has been the fact that many heavy fuel o i l sup-
pl iers have found i t necessary to ut i l ize dist i l lates to blend w i t h heavy o i l 
i n order to meet required su l fur specifications. 

The net result of these factors has been that the growth rate for both 
d is t i l la te and heavy fuel o i l demand in the past two years has doubled over 
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the g row th experienced du r ing the previous decade. The uncerta int ies I have 
described, together w i t h fac i l i t ies s i t i ng problems, have delayed the expan-
sion of domestic ref in ing capacity requi red to supply the add i t iona l products. 

Mr . Chai rman, I have gone in to th is much deta i l about the past because 
I believe i t is essential background f o r a proper understanding of the immed-
ia te s i t ua t i on and fo r seeking improvement i n the per iod ahead. 

Your Commit tee is today pa r t i cu la r l y interested i n the shor t - te rm s i tuat ion, 
specificaly as i t affects heat ing oil. Exxon, U.S.A. has most recently spoken 
to i ts own s i t ua t i on i n the test imony of Mr . L . G. Raw l , a Senior Vice 
President of our Company, before the Cost o f L i v i n g Counci l , and I wou ld 
l i ke to submit a copy of his statement f o r the record. I can summar ize our 
s i tua t ion very br ief ly . We have met, and expect to cont inue meet ing th rough 
the win ter , our cont ractua l commitments to our customers i n spi te of the fact 
tha t we have had to take some uneconomic steps to do so. To meet our demand, 
Exxon, U.S.A. has produced 30 percent more d is t i l l a te d u r i n g the per iod 
November th rough January than du r i ng the comparable per iod last year. 

However, I w ish to emphasize tha t our supply system has been extended 
to the l i m i t i n order to accomplish this, and I suspect th is is general ly 
t rue i n the indus t ry . We know, f o r example, t h a t indus t ry has produced 12 
percent more d is t i l l a te so f a r th is w i n t e r than last year. Fur thermore, we 
cannot believe indus t ry wou ld be i m p o r t i n g the volumes of h igh cost fore ign 
supplies of heat ing o i l wh ich i t has i f there were adequate domestic ref in ing 
capacity avai lable. I t seems un l i ke ly t ha t indus t ry can prov ide supplies to 
meet a s im i la r g r o w t h i n demand next year. W rhile l i t t l e can be done about 
next year, there is an urgent need to prov ide the economic and regulatory 
c l imate requi red to encourage long range expansion of domestic ref in ing 
faci l i t ies. 

IV. LONG-TERM SOLUTIONS 

I wou ld l i ke to t u r n now to a discussion of the long- term solut ions to the 
nat ion's energy problems because we l>elieve t ha t any act ions taken to solve 
short-range problems should be consistent w i t h long-range objectives. 

I n order to develop las t ing solutions, i t is essential t h a t a well-defined 
nat iona l energy pol icy be adopted w i t h specific policies and programs designed 
to achieve long-range objectives. Much work has been done to define the key 
elements wh ich should comprise a na t iona l energy pol icy. The Nat iona l 
Petroleum Counci l recently completed one o f the most exhaust ive studies ever 
conducted on the nat ion 's energy s i tuat ion. The repor t document ing th is study 3 

stresses the need fo r a favorable economic c l imate and sound nat iona l policies 
i f the potent ia l f o r increasing domestic supplies is to be realized. The 
report also contains a comprehensive l i s t of recommendations fo r a Un i ted 
States energy pol icy. Our Company par t ic ipated i n th is study, and we f u l l y 
endorse the policies proposed i n the report . 

I believe i t is wo r t hwh i l e to comment here on some of the ma jo r pol icy 
issues wh ich have a d i rec t bear ing on the long-term solut ions to the problems 
we are discussing today. 

E c o n o m i c a n d P o l i t i c a l F a c t o r s — A n economic and po l i t i ca l f r amework which 
is conducive to domestic energy development is an obvious prerequisi te to 
meet ing the nat ion's goals. A first considerat ion i n th i s regard is the main-
tenance of a competi t ive, p r i va te enterpr ise system wh ich is the best way 
to assure sat is fact ion of the nat ion's needs i n the most efficient way possible. 
I ndus t r y has proven i t has the ab i l i t y , g iven a reasonable oppor tun i ty , to 
provide the supplies needed. 

The impor tance of pr ice to our economic system cannot be overemphasized. 
Recent concern w i t h in f la t ion has led to more r i g i d conr to l o f prices. Contro l 
of in f la t ion is impo r tan t to the economic wel l-being o f our na t ion and should 
be given a h igh p r i o r i t y . However, we must find ways to prov ide sufficient 
incentives to develop the increasingly higher cost domestic energy resources 
wh i l e con t ro l l ing in f la t ion, fo r both are essential goals. 

Prices have a substant ia l effect on both long-term supply and demand and 
are a n a t u r a l regulator to assure the most, efficient a l locat ion of avai lable 
resources i n the economy. Undue regula t ion or interference w i t h prices w i l l 
lead to unwanted results and prevent a t ta inment of long-term goals. The 
impact of a r t i f i c ia l l y low prices f o r na tu ra l gas on both demand and supply 

3 "U.S. Energy Outlook, A Summary Report of the National Petroleum Council". 
December, 1972. 
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is a c lear-cut example. Prices f o r n a t u r a l gas shou ld be deregulated, o r a t 
least a l lowed to increase to market -c lear ing levels. 

Crude and product prices have also been depressed and should be a l lowed 
to r ise w i t h increasing costs. The T a x Re fo rm A c t of 1969 f u r t h e r con t r ibu ted 
to indust ry 's a l ready r i s ing costs. Under provis ions o f th is Act , indus t ry ' s 
t a x burden was increased more than ,$500 m i l l i on annua l ly . 

As a resul t of these economic factors, rates of r e t u r n on new investment 
have not been suff icient to sustain levels of ac t i v i t y necessary to develop 
energy reserves as rap id ly as needed. Test imony presented to th is Commit tee 
by D r . T. D. B a r r o w of ou r Company 4 and studies by the Depar tmen t of 
I n t e r i o r 5 have shown tha t the ra te of r e tu rn real ized by indus t ry i n recent 
years on exp lora tory o i l and gas investments has been i n the 3 to 7 percent 
range. Such re turns are not adequate incent ive to a t t r a c t the investments 
needed f o r the h igh risk business of exp lor ing f o r new reserves. 

Security of Supply—The ava i l ab i l i t y of dependable and secure energy sup-
plies is fundamenta l to our na t iona l and economic secur i ty . Development of 
s t rong domestic energy indust r ies should be encouraged to avo id excessive 
dependence on fore ign supplies. 

The rap id g r o w t h i n dependence on offshore o i l impor ts , wh ich are expected 
to be about $5 m i l l i on barrels per day th is year and cont inue g row ing over 
the next several years, should be a mat te r of na t iona l concern and shou ld 
p rompt immedia te actions to encourage development of domestic supplies. 

The O i l Impor ts Contro l Program has been a n impo r tan t p a r t of U.S. 
energy policies i n the past and should be retained, w i t h the overa l l level set 
as needed to fill the gap between domestic product ion and demand. 

I n order to provide some flexibility i n the event of an i n te r rup t i on i n off-
shore pet ro leum supplies, the nat ion should develop contingency plans wh ich 
account fo r the probab i l i t y of supply in ter rupt ions. 

The admin i s t ra t i on of the O i l Impor ts Program has resul ted i n the expor t i ng 
of re f in ing capacity, thereby reducing the overa l l secur i ty of U.S. pet ro leum 
supplies. Uncer ta in ty caused by past admin i s t ra t i on of the program, coupled 
w i t h ref inery s i t ing problems, have been among t h e m a j o r factors causing 
delays i n indust ry 's construct ion of domestic re f in ing capacity. I t i s important , 
t h a t th is uncer ta in ty be resolved in such a manner tha t there w i l l be incent ive 
f o r i ndus t ry to proceed rap id ly w i t h construct ion o f add i t i ona l capaci ty. To 
our knowledge, no new refineries are cur ren t l y under construct ion despite the 
need f o r add i t iona l capacity. 

R e s o u r c e A v a i l a b i l i t y a n d D e v e l o p m e n t — M u c h of t he nat ion 's energy re-
source potent ia l is located i n the federal domain. Po ten t ia l l y product ive federa l 
acreage should be made avai lab le to indus t ry fo r exp lo ra t ion and development 
at a ra te consistent w i t h needs. Past offer ings have not been adequate i n size 
or frequency. We are encouraged by the recent accelerated frequency of sales, 
but the acreage offered needs to be substant ia l ly increased. 

Loca l and na t iona l policies w i t h respect to access to land a n d wa te r 
space should be designed to encourage development of energy7 reesrves con-
sistent w i t h the concept of compatible mu l t i p le use of the area. M r . John L . 
L o f t i s recently test i f ied before th is Commit tee on 'the E x x o n Company's 
support of leg is la t ion to encourage a discipl ined, more balanced approach to 
land-use p lann ing and management.® 

E n v i r o n m e n t a l P r o t e c t i o n — T h e operat ions of indus t ry and governments 
and the behavior of i nd i v idua l cit izens should be such t ha t the env i ronment 
is proper ly protected. Env i ronmenta l considerat ions should p lay an in teg ra l 
role of the U.S. energy fu tu re , but harassment and de lay ing tact ics by those 
t h a t do not object ively consider the responsib i l i ty of both points of v iew 
are to be avoided. 

Some balance between the need to protect the env i ronment and the need 
to develop our energy resources should be reached. Delays associated w i t h 
env i ronmenta l considerations have been lengthy i n many instances and are 
hav ing a signi f icant impact on indust ry 's ab i l i t y to develop sources of r a w 
mater ia ls and fac i l i t ies i n a t ime ly and efficient manner. 

4 Statement with reference to Senate Resolution 45, Thomas D. Barrow, Senate Com-
mittee on Interior and Insular Affairs, April 11, 1972. 5 The Role of Petroleum and Natural Gas from the Outer Continental Shelf in the 
National Supply of Petroleum and Natural Gas, Technical Bulletin 5, Dept. of Interior. 
May. 1970. 

6 Statement on the Land Use Policy and Planning Assistance Act of 1973 (S. 268). 
John L. Loftis, Jr., Senate Committee on Interior and Insular Affairs, February 7, 
1973. 
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R e s e a r c h a?id D e v e l o p m e n t — T h e importance of energy research and devel-
opment is unquestioned. Technology f o r the ear ly development of coal gas and 
l i qu id synthet ics is very impor tan t as these supplies are badly needed. P r i va te 
and government research and development of new fo rms of energy should 
be pursued at levels commensurate w i t h the potent ia l f o r success. Prof i t -
mot ivated p r i va te research should be encouraged by government policies wh ich 
create a favorable envi ronment fo r commerc ia l development of the f r u i t s of 
th is research. GovernmentHsponsored research should be l im i t ed to those areas 
w7here a clear publ ic need exists and where there is insuff ic ient commercia l 
incent ive to mot ivate p r i va te research. 

Efficiency of Energy Utilization—Energy policies should encourage improved 
efficiency i n a l l aspects of the development and u t i l i za t i on o f energy resources. 
The energy indust r ies and government should exercise posi t ive leadership i n 
i n v i t i n g a l l Amer i can users of energy to conserve these valuable domestic 
resources th rough wise use, app l ica t ion of more advanced technology, and el im-
ina t ion of waste. Eff ic ient use can best be promoted by a l l ow ing energy prices 
to operate as the n a t u r a l a l locator of resources. A r b i t r a r y reduct ions i n the 
use of energy wou ld not only be de t r imenta l to the nat ion 's economy, but 
wou ld also impede efforts to improve both the env i ronment and the qua l i t y 
of l i fe. 

v. CONCLUSION 

I n conclusion, i t is imperat ive t ha t a firm na t iona l resolve to deal w i t h 
our energy problems be adopted and embraced by a l l segments of society— 
the publ ic, government, and i n d u s t r y — i f last ing, long-term solutions are to 
J>e achieved. Th is resolve must be t rans la ted in to comprehensive nat iona l 
energy policies w i t h c lear ly defined long-range objectives. Such policies w i l l 
provide a basis f o r better coordinat ion of energy re lated mat ters w i t h i n the 
government. Th is Committee is mak ing a valuable con t r ibu t ion to an under-
standing of policies needed by pursu ing i ts studies under Senate Resolu-
t ion 45. 

I f the na t ion adopts a firm resolve to develop i ts domestic energy re-
sources, we are confident the energy industr ies w i l l respond. However, a 
considerable per iod of t ime w i l l be required to develop large volumes o f addi-
t iona l supplies or substant ia l ly mod i fy manu fac tu r ing and d i s t r i bu t ion fa-
ci l i t ies. 

I believe i t is recognized tha t over the next two t o three years, there 
is a reasonable p robab i l i t y tha t the nat ion's energy s i tua t ion w i l l become even 
more d i f f icu l t than i t has been th is w in ter . Therefore, as I have at tempted to 
stress, we believe i t is most impor tan t t ha t any programs designed to meet 
short te rm needs be f u l l y compatible w i t h the nat ion's long te rm goals. 

Thank you, Mr. Chai rman, fo r th is oppor tun i ty to present our views. 

STATEMENT OF ROBERT V. SELLERS, CHAIRMAN OF THE BOARD, 
CITIES SERVICE CO., NEW YORK CITY 

Mr. S E L L E R S . Thank you, Mr. Chairman. 
The prepared statement has been submitted for the record. 
Senator' M C I N T Y R E . I t will be accepted and it wil l be printed in its 

entirety. 
Mr. S E L L E R S . I would like to read in fu l l a few segments of i t and 

paraphrase the balance. 
My name is Kobert V. Sellers. I am chairman of the board of Cities 

Service Co., New York City. 
Cities Service Co. is a small oil company engaged in all phases of 

the petroleum industry in the United States. We also explore for oil 
and gas in other areas of the world and produce oil in Canada and 
Columbia. 

The company's net production of crude oil in the United States is 
approximately 126,000 barrels per day or about iy 2 percent of total 
domestic production, or about 2 percent of domestic refinery runs. 
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Our sales of petroleum products are about 380,0000 barrels daily, 
or about 2.5 percent of product sales in the United States. Our sales 
of products are almost exclusively to independent businessmen who, 
in turn, serve the ultimate consumer. 

A small percentage of the total volume of petroleum products sold 
by Cities Service moves directly to the ultimate consumer through 
our facilities and sales. The balance moves down through indepen-
dent businessmen. Since the main emphasis today is on gasoline, I 
would like to point out that only 7 percent of the gasoline we sold 
last year moved directly to the ultimate consumer; 30 percent was 
sold to independent businessmen who, in turn, resold under their 
own brands; about 40 percent was sold to independent businessmen 
who operate as "distributors," using the Cities Service brand name, 
the remainder or about 23 percent moved directly to independent 
retailers who operate service stations flying the CITCO flag. The 
causes behind the gasoline shortage are cited in the statement. 

I wi l l summarize them here in three groups. A group of circum-
stances which have led to a very high demand for gasoline at the 
current time, these are mainly the very strong U.S. economic activi-
ties at this point in time; as well, the increasing use of automobiles 
and the increasing use of gasoline per automobile. 

Secondly, limitations on abilities of refiners to expand in recent 
years. Economics primarily, environmental, siting, and crude supply 
restrictions secondarily have limited the expansion of the U.S. refin-
ing capacity for the past several years, resulting in a serious shortage 
at the moment. 

Thirdly, the lack of flexibility in utilization of available crude oil 
and refined products because of environmental restrictions which are 
being applied to them at a rate faster than the U.S. and world oil 
economy can adjust to them. 

Wi th respect to question 2, the extent of the effect the shortage wi l l 
have on the Nation. 

This summer in total, the gasoline shortage wi l l be of the nuisance 
variety rather than a serious problem. I t wi l l have a serious impact 
in local situations where the flexibility of the distribution system is 
not sufficient to meet a local problem. 

Without definitive action by the government to remove the impedi-
ments to expansion of petroleum supplies, the situation could become 
extremely serious in the following summer and could be a castrophe 
for the U.S. economy in the years following. 

The impact that the shortages wi l l have on competition within the 
petroleum industry: 

The petroleum industry has been and is one of the most highly 
competitive industries in the U.S. economy. I believe i t wi l l continue 
to be so. For approximately 50 years, the industry has existed in a 
climate of ample supply. When shortages did occur, they were norm-
ally caused by some external factor which was relatively short lived 
and clearly visible. 

The competition was primarily for markets and secondarily for 
supply. We are now in a situation where the petroleum world has 
turned around. The competition is for supply and markets are more 
plentiful than products to serve them. 
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I make no pretense to being wise enough to anticipate what the 
ultimate effect of this change wi l l be, nor even whether the current 
situation will, in fact, be that long-lived. 

Intelligent policies by the U.S. Government can lead to restoration 
of a situation of adequate refining capacity. The question then wi l l 
become whether sufficient crude oil wi l l be available to operate that 
capacity. There is no certainty that i t wi l l be available nor that i t 
wi l l be at a price we can afford. 

Again intelligent actions of the U.S. Government encouraging 
exploration for and development of domestic reserves can help. 

One of the principal concerns of this committee is the adequacy 
of supply for so-called "independent marketers. There has been a 
great deal in the press recently about the closing of some independent 
service stations. There has been very little in the press about the fact 
that many more branded stations are being closed than independents. 

These closings reflect the competition in the market-place and they 
are merely accelerated by the current supply situation. 

From a great many standpoints, particularly distribution efficiency 
and land-use economics, I am convinced that the Nation wi l l be well 
served by reductions in marketing overcapacity and inefficiencies. 

I would like to mention here that in the case of the Cities Service 
Co. in 1963 our products were marketed under our brand at 14,000 
stations in the United States and into eastern Canada. 

A t the end of last year they were being marketed through 8,700 
stations. As I wi l l comment more in a moment, that number has been 
planned to decrease. I f the current shortage situation does not end 
with a substantial strong independent marketing segment, then my 
judgment of the flexibility and capability of the independent petrol-
eum marketer is wrong. 

The next question is what steps can and should be taken to prevent 
such shortages and their recurrence? 

Most of the steps necessary to encourage the development of re-
sources and facilities to overcome the current energy shortage in the 
United States were covered in the President's rcommendations in his 
Energy message. The import program is sufficiently flexible and pro-
vides sufficient incentive for actions by the domestic industry to 
correct the current imbalances over a period of time. 

What is called for is a sustaining program over a period of many 
years. 

Programs to encourage conservation in the use of energy are 
appropriate. I t is my belief that the U.S. economy and society wil l 
not stand for, nor should they suffer from, the need to make substan-
tial reductions in energy use to solve the energy shortage. 

The Government must embrace wholeheartedly policies which wil l 
permit and encourage: 

—Development of domestic resources—oil, gas, coal, and nuc-
lear energy; 

—Development of facilities for processing and transporting 
fuels. This includes resolving the siting problems, resolving the 
jurisdictional problems over deep water unloading ports, and so 
on. 

96-183 O - 73 - 17 
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—Adequate economic incentive for the industry to undertake 
the necessary expenditures; and 

—A sufficiently flexible import program to allow interaction 
with the world petroleum market in order to balance domestic 
supply. 

The next question: Impact that gasoline shortages wi l l have on 
other products for the remainder of this year and on home heating 
oil supplies next winter. 

The current efforts by domestic refiners to produce more gasoline 
wi l l result in severe short-falls in kerosene, jet fuel, and distillates. 
This shortage wi l l reach through the next heating season. During the 
next 10 months, airlines and the Federal Government w i l l have dif-
ficulty in obtaining sufficient jet. fuel. We must import very large 
quantities of distillates this coming summer and fall, i f we are to 
avoid severe shortages during the winter. Our economists anticipate 
the need for imported distillates to be in the neighborhood of 400,000 
barrels per day for the balance of 1973 and the first quarter of 1974. 

There is no assurance that this quantity of distillates wi l l be avail-
able to the United States. However, domestic refiners must continue 
to maximize yields of gasoline while obtaining as much of the heavier 
products as possible from overseas. 

The last point, the effect of the recently announced replacement of 
the quota system with a tariff license fee program on this year's 
supply of petroleum products. 

The removal of volumetric limitations on imports of crude oil and 
products has given the U.S. industry freedom to reach throughout 
the world for supply to meet the domestic demand. Current eco-
nomics in the industry prohibit the use of these foreign sources. 
Crude and product prices in foreign markets are currently above 
those in the United States. Consequently, U. S. suppliers are unwill-
ing to commit for the volumes of either gasoline or distillates which 
are needed because they face a potential exorbitant loss in handling 
such material. Although the current price controls on the petroleum 
industry allow a bit of flexibility in product prices, that flexibility 
does not approach the level required to absorb the high cost that is 
currently involved in the purchase of material from foreign refiner-
ies. As far as the current situation is concerned, the tariff license fee 
programs an improvement over the quota system, since i t allows for 
the importation of whatever volume of material is needed in the U.S. 
market. Wi th restrictions resulting from the uncertainties of current 
price controls and industry economics, the material wi l l not be im-
ported and the United States wi l l run short. 

I would like to comment briefly on our particular company's situ-
ation sice some actions that we started 1 or 2 years ago before the 
current supply situation was foreseen certainly by us, and I think by 
very many others, have a distinct impact on our relationship with 
some of our customers and also some of the people from whom we 
purchase crude and products. 

Two years ago, we 'began a series of actions to improve our market-
ing performance. The key elements behind this were: 

1. Our need to concentrate sales of our products in geographi-
cal areas which we could supply economically; 
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2. Our need to provide for movement of our petroleum pro-
ducts from refinery to ultimate consumer in the most efficient 
manner possible; and 

3. Our need* to reduce the amount of capital which we had 
committed to marketing operations. 

As a result of this study the decision was reached a year ago to 
close our East Chicago, Ind., refinery. This decision was based on 
the long-term outlook for the refinery. Substantial expenditures 
would have been required to allow the refinery to -meet impending 
product quality and pollution control standards. Having made these 
expenditures, we would have faced even larger expenditures to mod-
ernize the refinery within a few years. 

This combination of expenditures could not be justified economic-
ally. 

The closing of this refinery and the completion of incremental 
additions to our refinery capacity at Lake Charles, La., were pro-
jected to result in a decrease in available product of 6 million barrels 
of gasoline and 2 million barrels of distillate fuels annually. 

Thus for 2 years we have had underway a series of steps designed 
to improve our efficiency. 

These steps included the elimination of sales volume to a number 
of independent businessmen, some of whom were marketing under 
their own brand names, but most of them were selling under the 
Citco brand. 

I n the same period, we turned a large number of operations which 
we had conducted, directly over to independent businessmen. 

We also took on new distributor accounts in areas which we can 
serve economically from our existing transportation network. 

The customers who needed to find a new supplier early in this 
period had litt le difficulty in obtaining supply. Wi th the more recent 
product shortages, difficulty at that point has been encountered. Our 
actions in these cases wi l l be discussed in a moment. 

During the past 5 months our production of gasoline has been 
below the volume we had anticipated by about 2 million barrels. Of 
this about 55 percent was due to extra production of distillates during 
the winter and the balance because of upsets in refinery operations or 
inability to transport sufficient crude oil to the refinery. Wi th all 
customers wanting larger volumes, we have been forced to allocate 
products to our customers. Our current supply problem is aggravated 
by the fact that some of our customers, both branded and unbranded 
marketers, whose contracts have expired, have been unable to find a 
new supply. I n some instances, we have been able to continue supply-
ing some product to these customers so that they can stay in business 
until they locate a new source of supply. 

We expect to be able to supply 100-percent of last year's gasoline 
volume this summer but our ability to accomplish this assumes ful l 
production from our Lake Charles refinery. 

I f the proposals made in the President's energy message to allow 
and encourage refinery construction in the United States, are em-
braced in firm policies and i f the economics of the petroleum business 
are permitted to provide economic incentive to refinery construction, 
Cities Service wi l l expand its domestic refining capacity. Such ex-
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pensions are essential to improvement in the U.S. petroleum supply 
picture. 

We are working with a number of independent marketers in an 
attempt to aid them in obtaining additional supply. A letter to the 
Honorable Wil l iam Simon, Deputy Secretary of the Treasury, de-
scribing these activities is attached, now to our statement and wi l l be 
in the record. 

I n summary, a definitive national energy statement was absolutely 
essential before major headway could be made toward solving the 
U.S. energy shortage. What is called for now is the embracing by 
the entire U.S. Government of the principles put forward in the 
President's message and the assurance to the petroleum economy of 
tihe United States that i t is wanted, that its products are wanted and 
that i t wi l l be allowed to produce the products that the Nation needs. 

Thank you. 
[The complete statement of Mr. Sellers follows:] 

S T A T E M E N T OF ROBERT V . SELLERS, C H A I R M A N OF T H E BOARD, C I T I E S SERVICE C o . 
INTRODUCTION 

My name is Robert V. Sellers. I am Chairman of the Board of Cit ies 
Service Company, New York City. 

Cities Service Company is a smal l o i l company engaged i n a l l phases of 
the petroleum industry in the Uinted States. We also explore fo r o i l and 
gas in other areas of the wor ld and produce o i l i n Canada and Colombia. 
The Company's net product ion of crude o i l i n the Uni ted States is approxi-
mately 126,000 barrels per day, or about IV2 percent of to ta l domestic 
production. Our refinery runs are current ly approximately 240,000 barrels per 
day, or about 2 percent of domestic refinery runs. Our sales of petoleum 
products are about 3S0,000 barrels dai ly, or about 2 V i percent of product sales 
i n the Uni ted States. Our sales of products are almost exclusively to inde-
pendent businesmen who. in turn, serve the u l t imate consumer. 

A small percentage of the to ta l volume of petroleum products sold by 
Cities Service moves direct ly to the u l t imate consumer through our fac i l i t ies 
and sales. The balance moves through independent businessmen. Since the main 
emphasis today is on gasoline, I would l ike to point out that only about 7 
I>ercent of the gasoline we sold last year moved di rect ly to the u l t imate 
consumer; about 30 percent was sold to independent businessmen who, i n 
turn, resold under their owTn brands; about 40 percent was sold to independent 
businessmen who operate as "d is t r ibutors" using the Cities Service brand 
name; the remainder, or about 23 percent, moved di rect ly to independent 
retai lers who operate service stations flying the CITGO flag. 

I n the let ter inv i t i ng me to present testimony before th is Committee, six 
items were mentioned that wrere of specific interest to the Committee. My 
statement w i l l cover those six items. The views expressed w i t h respect to 
those i tems are my viewTs and those of my associates i n Cities Service. 
We have no basis to speak fo r anyone else. Fo l lowing my general comments 
on the s ix items, I w i l l describe brief ly Cit ies Service's posit ion i n the 
current petroleum supply si tuat ion. 

1. The causes behind this gasoline shortage 
The Uni ted States is current ly faced w i t h a shortage of a l l petroleum 

fuels. Since th is is the beginning of the h igh gasoline consuming season, 
at tent ion is presently focused on gasoline supply. Howrever, i t is a serious 
mistake to overlook the fact t ha t l iqu id fuels o f acceptable qual i ty i n every 
product classification are in short supply. The causes fo r these shortages are 
numerous, complex and interact ing. These can be classed into three cate-
gories : 

F i rs t , there are a number of factors which have led to substantial increases 
i n demand. These include the current very h igh level of economic ac t iv i ty 
i n the Uni ted States which has created h igh demand i n every sector of energy 
use; increased consumption of gasoline per vehicle ar is ing f rom more energy-
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requir ing accessories and decreased efficiency of engines designed to reduce 
pol lu t ion; an unusually rapid expansion of the Uni ted States automobile 
population, which is related to the high level o f economic act iv i ty . 

I t is wor th point ing out here that i n the last four years gasoline required 
per mile, w i t h the same aux i l ia ry equipment, has increased 17 percent for 
the average automobile on the road. This results f rom a combination of size 
of car and engine, addi t ion of pol lu t ion control devices, and less efficient 
engine design to accommodate these control devices. New cars are being added 
at record rates, w i t h new car registrations going over 10 mi l l ion units i n 1971 
and 1972 and projected at over 11 mi l l ion i n 1973. Retirements of old cars 
have not increased signif icantly. 

Second, a number of factors have combined to result i n l im i ted additions 
to new product supply. Much has been wr i t ten about the lack of refinery 
construction i n the Uni ted States. For several years, the economics of the 
petroleum business have not just i f ied new refinery construction in this country. 
Anyone who could jus t i f y construction or was w i l l i ng to gamble on better 
economics later was discouraged or prohibi ted by uncertainty over fu ture 
product specifications, by inab i l i ty to obtain sites where refineries could be 
bui l t , by inabi l i ty to get permision to bui ld new transportat ion faci l i t ies, and 
by uncertainty over avai lab i l i ty of raw materials for refineries. 

Current ly, the most serious hindrance on obtaining addi t ional supply is 
domestic price regulat ion which serves to isolate the U.S. petroleum economy 
f rom that of the rest of the wor ld at the precise point i n t ime when we 
have become more dependent than ever before on avai lab i l i ty of supply f rom 
foreign crude oi l production and foreign refining capacity. 

Short term the problem is complicated by the shortage of sweet crude 
oil, i.e., low-sulfur crude oi l , worldwide. Not only i n the Uni ted States, but 
i n many other countries, the desire for lower levels of a i r pol lut ion has led 
to increasing demand fo r sweet crude. There simpy is not enough available in 
the wor ld to supply that demand. As of today refinery faci l i t ies are not in 
existence to process adequate volumes of sour crude whi le meeting current a i r 
qual i ty standards. As a result, w i t h a severe shortage of gasoline and an 
impending fu r ther shortage of d ist i l late fuels, some refineries in the U.S., includ-
ing our own, are operating at less than potential capacity because of unavail-
abi l i ty of sufficient sweet crude. The construction of addi t ional faci l i t ies to 
enable refineries to ut i l ize sour crude and meet current a i r qual i ty and product 
standards w i l l take several years. 

Other factors have entered to l im i t supply. Most U.S. refineries have 
used natura l gas as thei r pr incipal fuel, fo r exactly the same reason that 
so many electric ut i l i t ies have used i t — i t has been cheap and clean. W i t h 
natural gas usage being restricted, refineries have been forced to burn 
their own l iqu id fuels, result ing in a decrease i n product output. This 
phenomenon w i l l be an increasingly significant factor over the next few years. 
Furthermore, the requirement to manufacture unleaded gasoline w i l l reduce 
the amount of gasoline which can be made f rom a barrel of crude. 

Th i rd , several factors have caused unusual demand to be th rown on l iqu id 
fuels and other factors have l imi ted the abi l i ty to use available fuels. The 
short- fal l of na tura l gas had a significant impact on the l iqu id fuel picture 
last year for the first time. The increased curtai lment of na tura l gas resulted 
i n increased demand by u t i l i t y and indust r ia l customers fo r o i l—low-sul fur 
oil. Low-sul fur fuel was made by blending available high-sul fur materials w i t h 
low-sulfur, l ighter fuels. These l ighter fuels, i n turn, reduce the amount of 
fuel available for home heating, dry ing crops, running je t planes or diesel 
buses, and making gasoline. The l imi ta t ions on sul fur i n fuel oils, incluidng 
refinery fuel, restr icted the abi l i ty of U.S. refineries to ut i l ize the crude that 
was available in the world—most ly high-sul fur material. 

A t the star t of this d r i v ing season, domestic gasoline inventories were at 
an exceptionally low level. This was p r imar i l y because of the sh i f t of refinery 
operations to higher than normal yield of dist i l lates dur ing the past winter. 
Cold weather early in the season, coupled w i t h substi tut ion of dist i l lates for 
natura l gas and use of dist i l lates fo r blending w i th high-sulfur fuels resulted 
in a high degree of a larm concerning adequacy of d is t i l la te supplies. For-
tunately, warmer weather and increased fuel oi l imports later in the winter 
ameliorated the problem. A t the end of the heating season, d ist i l la te inven-
tories were adequate but not excessive. Had the first quarter of this year been 
as cold as the last quarter of last year, we would have been in a much more 
serious d is t i l la te si tuat ion than we actual ly experienced. 
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I n summary, the causes of the current gasoline shortage are : 
1. H igh demand for gasoline created by the health of the U.S. economy 

and the decreasing efficiency of new automobiles. 
2. L imi ta t ions on the ab i l i ty of refiners to expand i n recent years. 
3. Lack of flexibility i n u t i l i za t ion of avai lable crude o i l and products. 

2. The extent of the effect the shortage will have on the nation 
This summer our economists estimate tha t the Uni ted States w i l l be shor t 

by approximately 250,000 barrels per day of gasoline. This is approximately 4 
percent of the normal usage dur ing the d r i v ing season. This level of shortage 
is better categorized as a nuisance than anyth ing else. There w i l l be some 
inhibi t ions on the use of gasoline. There w i l l be some isolated instances of 
product shortage which may be severe to a par t icu lar area. W i t h the low 
level of inventories that presently ex is t the nation's supply system simply 
does not have the flexibility to offset such shortages. Unless signif icant actions 
are taken in the United States, the s i tuat ion w i l l become much more serious. 

There are severe l imi tat ions on how rapid ly refinery capacity i n the Uni ted 
States can be expanded. There are l im i ted quanti t ies of gasoline avai lable 
f rom refineries in the rest of the world. The typical foreign refinery is designed 
for producing fuel oi l and can only produce a small volume of gasoline. 

Wi thou t definit ive action by government which would lead to constructive 
actions by industry, the shortage next year could represent a very serious 
problem for the Uni ted States economy. We must get started prompt ly unless 
our shortage is to be much more severe in the summer of 1974. 

3. The impact shortages will have on competition within the oil industry 
The petroleum industry has been and is one of the most h ighly competit ive 

industr ies i n the Uni ted States economy. I believe i t w i l l continue to be so. 
For approximately 50 years, the industry has existed i n a cl imate of ample 
supply. When shortages d id occur, they were normal ly caused by some external 
factor which was relatively short-lived. The competit ion was p r imar i l y fo r 
markets and secondarily fo r supply. We are nowT i n a s i tuat ion where the 
petroleum wor ld has turned around. The competit ion is fo r supply and 
markets are more p lent i fu l than products to serve them. I make no pretense 
to being wise enough to anticipate what the u l t imate effect of th is change 
w i l l be, nor even whether the current s i tuat ion w i l l , i n fact, be tha t long-
l ived. 

Inte l l igent policies by the Uni ted States Government can lead to restorat ion 
of a s i tuat ion of adequate ref ining capacity. The question then w i l l become 
whether sufficient crude o i l w i l l be available to operate tha t capacity. There 
is no certainty that i t w i l l be avai lable nor tha t i t w i l l be at a pr ice we 
can afford. Again, intel l igent actions of the Uni ted States Government encour-
aging explorat ion for and development of domestic reserves can help. 

One of the pr inc ipal concerns of this Committee is the adequacy of supply 
for "independent marketers.'* There has been a great deal i n the press recently 
about the closing of some independent service stations. There has been very 
l i t t l e in the press about the fact tha t many more branded stations are being 
closed. These closings reflect the competit ion i n the marketplace and they are 
merely accelerated by the current supply si tuat ion. 

F rom many standpoints, par t icu lar ly d is t r ibut ion efficiency and land use 
economics, I am convinced that the nat ion w i l l be wel l served by reductions 
in market ing overcapacity and inefficiencies. 

I f the current short s i tuat ion does not end w i t h a substantial strong 
independent market ing segment, then my judgment of the flexibility and 
capabi l i ty of the independent petroleum marketer is wrong. 

What steps can and should be taken to prevent such shortages and their 
reoccurrence 

Most of the steps necessary to encourage development of resources and 
faci l i t ies to overcome the current energy shortage i n the Uni ted States 
were covered i n the President's recommendations i n his Energy Message. 
The impor t program which the President announced is sufficiently flexible and 
provides sufficient incentive fo r actions by the domestic industry to correct 
the current imbalances over a period of t ime. However, i t is physical ly 
impossible to correct these imbalances in a short period of t ime. W h a t is 
called for is a sustaining program over a period of many years. 
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Programs to encourage conservation i n the use of energy are appropriate. 
I t is my belief tha t the United States economy and society w i l l not stand for , 
nor should they suffer f rom, the need to make substantial reductions i n energy 
use to solve the energy shortage. 

The Government must embrace wholeheartedly policies which w i l l permi t 
and encourage— 

Development of domsetic resources—oil, gas, coal and nuclear energy; 
Development of faci l i t ies for processing and transport ing fue ls ; 
Adequate economic incentive fo r industry to undertake the necessary 

expenditures; and 
A sufficiently flexible import program to al low interact ion w i t h the 

wor ld petroleum market i n order to balance domestic supply. 
6. The impact that gasoline shortages will have on other products for the 

remainder of this year and on home heating oil supplies next winter 
The current efforts by domestic refiners to produce more gasoline w i l l result 

i n severe short-fal ls i n kerosene, jet fuel and dist i l lates. This shortage w i l l 
reach through the next heating season. Dur ing the next ten months, air l ines 
and the Federal Government w i l l have diff iculty in obtaining sufficient je t fuel. 
We must impor t very large quantit ies of dist i l lates this coming summer and 
fal l , i f we are to avoid severe shortages dur ing the winter. We anticipate 
that the need fo r imported dist i l lates w i l l be i n the neighborhood of 400,000 
barrels per day fo r the balance of 1973 and the first quater of 1974. There is 
no assurance that this quant i ty of dist i l lates w i l l be avai lable to the Uni ted 
States. However, domestic refiners must continue to maximize yields of gaso-
line whi le obtaining as much of the heavier products as possible f rom overseas. 
(i. The effect the 7-ecently announced replacement of the quota system with a 

tariff license fee program will have on this year's supply of petroleum 
products 

The removal of volumetric l imi ta t ions on imports of crude o i l and products 
nas given the Uni ted States industry freedom to reach throughout the wor ld 
for supply to meet the domestic demand. Current economics i n the industry 
prohib i t the use of these foreign sources. Crude and product prices in foreign 
markets are current ly above those in the United States. Consequently, United 
States suppliers are unwi l l i ng to commit fo r the volumes of either gasoline or 
dist i l lates which are needed because they face a potent ial exorbi tant loss 
i n handl ing such material . Al though the current price controls on the petro-
leum industry al low a b i t of flexibility i n product prices, tha t flexibility does 
not approach the level required to absorb the high cost t ha t is current ly in-
volved in the purchase of mater ia l f rom foreign refineries. As fa r as the 
current s i tuat ion is concerned, the ta r i f f license fee program is an improve-
ment over the quota system, since i t al lows for the impor ta t ion of whatever 
volume of mater ia l is needed in the Uni ted States market. W i t h restrict ions 
result ing f rom the uncertainties of current price controls and industry eco-
nomics, the mater ia l w i l l not be imported and the Uni ted States w i l l run 
short. 

C I T I E S SERVICE C O M P A N Y ' S POSIT ION 

Two years ago, Cities Service Company began a series of actions to improve 
i ts market ing performance. They key elements behind th is program were: 

1. Our need to concentrate sales of our products i n geographical areas 
which we could supply economically : 

2. Our need to provide for movement of our petroleum products f rom 
refinery to u l t imate consumer in the most efficient manner possible; and 

3. Our need to reduce the amount of capi tal which we had committed 
to market ing operations. 

A t the same t ime we began an intensive study of our refining operations. 
A result of th is study was the decision reached a year ago to close our East 
Chicago, Indiana, refinery. This decision was based on the long-term outlook 
for the refinery. Substantial expenditures would have been required to al low 
the refinery to meet impending product qual i ty and pol lut ion control standards. 
Hav ing made these expenditures, we would have faced even larger expenditures 
to modernize the refinery w i t h i n a few years. These expenditures could not be 
just i f ied economically. 
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The closing of th is refinery and the completion of incremental addi t ions to 
our refinery capacity at Lake Charles, Louisiana, were projected to result i n 
a decrease i n avai lable product of 6,000,000 barrels of gasoline and 2,000,000 
barrels of d ist i l late fuels annual ly. 

For t w o years we have had underway a series of steps designed to improve 
the efficiency of our market ing operations. These steps included the e l iminat ion 
of sales to a number of independent businessmen, some of whom wtere market ing 
under their own brand names, but most of whom were sell ing under the CITGO 
brand. 

I n the same period, we turned a large number of operations which we had 
conducted di rect ly over to independent businessmen. We also took on new 
d is t r ibutor accounts i n areas wi l ich wTe can serve economically f r om our exist-
ing t ransportat ion network. 

The customers who needed to find a new supplier early i n th is period had 
l i t t l e dif f iculty i n obtaining supply. W i t h the more recent product shortages, 
dif f iculty has been encountered. Our actions in these cases w i l l be discussed i n 
a moment. 

Du r ing the past five months, our production of gasoline has been below 
the volume we had ant ic ipated by about 2,000,000 barrels. Of th is about 55 
percent was due to extra production of dist i l lates du r i ng the winter and the 
balance because of upsets i n refinery operation or inab i l i t y to t ransport suffi-
cient crude o i l to the refinery. W i t h a l l customers want ing larger volumes, we 
have been forced to allocate products to our customers. 

Our current supply problem is aggravated by the fact tha t some of our 
customers, both branded and unbranded marketers, wThose contracts have 
expired, have been unable to find a new supply. I n some instances, we have 
been able to continue supplying some product to these customers so tha t they 
can stay i n business un t i l they locate a new source of supply. 

We expect to be able to supply .100 percent of last year's gasoline volume 
this summer, but our ab i l i ty to accomplish th is assumes f u l l product ion f r o m 
our Lake Charles refinery. 

I f the proposals made i n the President's Energy Message to a l low and 
encourage refinery construction i n the Uni ted States are embraced i n firm 
policies and i f the economics of the petroleum business are permit ted to provide 
economic incentive to refinery construction, Cities Service w i l l expand i ts 
domestic ref ining capacity. Such expansions are essential to improvement i n 
the U.S. petroleum supply picture. 

We are work ing w i t h a number of independent marketers in an at tempt to 
a id them in obtaining addi t ional supply. A letter to The Honorable W i l l i a m 
Simon, Deputy Secretary of the Treasury, describing these act iv i t ies is attached. 

S U M M A R Y 

A definit ive nat ional energy statement was absolutely essential before ma jo r 
headway could be made tow rard solving the Uni ted States energy shortage. 
The President's new impor t program and his other actions and recommenda-
tions to Congress represent posit ive steps toward a l lowing resolution of the 
country's energy problems and e l iminat ion of fu tu re refined product shortages. 
Most of the significant elements of the President's program w i l l require act ion 
by the Congress. Even the establishment by executive order of the new impor t 
program and the plans for accelerated leasing of government lands could be 
f rus t ra ted by legal challenges or through fu tu re executive actions. I t is im-
perat ive that Congress expeditiously endorse the objectives out l ined i n the 
President's program. Legislat ion aimed toward provid ing a basis for adjudi-
cat ing controversies regarding s i t ing of plants, terminals, and deep water 
por t faci l i t ies should receive the highest of pr ior i t ies. Uncertaint ies about 
fu tu re gasoline and other product specifications, which are the result of s t i l l -
evolving standards for environmental protection, must be resolved. 

A fu r ther deterrent to new investment has been the o i l industry 's inab i l i t y 
to obtain prices for refined products which provided an adequate re tu rn on 
investment. Price controls have aggravated th is situation. 

The decisions required to bu i ld or expand refinery capacity are dependent 
upon having a reasonable expectation that the investment w i l l prove econom-
ical ly viable i n the future. A new refinery involves an investment of several 
hundred mi l l ion dol lars and i t is bu i l t to operate fo r twenty or more years. 

Most of the President's proposals were directed toward long-term solutions 
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to the energy shortage. The new impor t program should a id the ab i l i ty to 
obtain foreign supplementary supplies and help transcend the dif f icult period 
we are in. I n addi t ion to the impor t program, we believe tha t there are some 
other steps which can be taken over the short-term to help the immediate 
situation. 

F i rs t , dur ing th is period when imports of finished products must be ut i l ized, 
domestic refineries should concentrate p r imar i l y on gasoline production. Since 
foreign refineries are designed for high yields of dist i l lates and heavy fuel 
oils, the possibil it ies Jor fu l f i l l ing shortages of these products f rom foreign 
sources is relat ively much greater than in the case of gasoline. I n order to 
assure that the required volumes of foreign product w i l l be imported into the 
.S. market, price control regulations must make i t clear t ha t the importer can 
recover his cost and earn a reasonable profit. 

I n addit ion, we strongly recommend tha t variances be permit ted under 
controls covering the sul fur content of fuel oils and reasonable short-term 
relief be al lowed on a i r and water standards. This would a l low both domestic 
and foreign refineries to substantial ly increase the amount of products avail-
able for United States energy markets. 

We urge fu r ther that the upcoming regulations fo r supplying unleaded 
gasoline be deferred in l ine w i th the delayed int roduct ion of the catalyt ic 
muffler recently suggested by the EPA. 

As a fur ther aid, consideration should be given to increasing government 
purchases of m i l i t a ry je t fuel f rom foreign source points, on a short-term 
basis, to minimize th is d ra in on domestic motor gasoline and d is t i l la te supplies. 

We also believe that the energy conservation suggestions made by Secre-
tary Morton were wel l directed and we urge tha t th is message be given 
broader exposure emphasizing the benefits f rom efficient usage of automobiles; 
f rom maximum ut i l izat ion of mass t rans i t ; and f rom a modest adjustment to 
current th ink ing regarding heating and air-condit ioning standards. 

C I T I E S SERVICE CO., 
New York, N.Y., May 7, 1973. 

H o n . W I L L I A M S I M O N , 
Deputy Secretary of the Treasury, 
Washington, D.G. 

DEAR SIR : For the record I would l i ke to i n fo rm you of steps Cities Service 
has and is tak ing to assist independent pr ivate brand marketers, who are our 
customers, w i t h thei r efforts to obtain adequate supplies of gasoline. 

Last week we offered our customers in th is category our services in assembl-
ing cargo quantit ies, arranging for transportat ion, providing terminal faci l i t ies, 
and arranging necessary exchanges. This w i l l provide to them the logistics to 
allowT for purchase of imported product using their own impor t licenses or any 
par t of our recent import al location that they may need. 

As you know, th-3 948,000 barrel al location recently granted to Cities Service 
by the O I A B required us to del iver a l l of th is product to independent pr ivate 
brand marketers. I n our judgment, this requirement makes i t impossible for us 
to use this al location wi thout d iscr iminat ing against our independent CITGO 
brand customers. We are presently, and have been consistently, t reat ing both 
groups of customers i n exactly the same way dur ing this period when we are 
forced to allocate products at a lower level than normal sales requirements. 

Dur ing this period of supply shortage, Cities Service is offer ing the use of 
i ts d is t r ibut ion faci l i t ies as outl ined above at no prof i t to the Company. We w i l l 
only require for our services actual t ransportat ion and terminat ing charges 
which we would customari ly charge to another refiner or d is t r ibutor . We intend 
to make this offer avai lable also to independent pr ivate brand marketers i n 
the Midwest wiio are not necessarily our customers, but who can purchase i n 
cargo quantit ies. Hopeful ly this w i l l provide access for some supplies in the 
Midwest where there is apparently an acute need for both resellers and agri-
cu l tura l use. 

You should know tha t i n the past we have been a Significant supplier to 
independent pr ivate brand marketers. I believe i t w i l l be of interest to you 
that our most recent sales project ion indicates that for the calendar year of 
1973 approximately 30% of our total gasoline sales w i l l be made to this class 
of customer. 
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I s imply wanted you to know tha t we are aware of the supply problem fac ing 
marketers i n th is category and tha t we are doing wha t we can to be of 
assistance to them. 

Sincerely yours, 
R . V . SELLERS. 

Senator M C I N T Y R E . We wi l l call on Mr. Card, senior vice president 
of Texaco. 

STATEMENT OF ANNON M. CARD, SENIOR V[CE PRESIDENT, 
TEXACO, ACCOMPANIED BY JAMES PIPKIN, EXECUTIVE VICE 
PRESIDENT 

Mr. CARD. Thank you, Mr. Chairman. 
My name is Annon M. Card. I am a senior vice president of 

Texaco, Inc. 
I am pleased to have this opportunity to present to this subcom-

mittee Texaco's views concerning the shortage of gasoline and other 
petroleum product supplies. 

I presented testimony on the gasoline shortage last week to the 
Joint Economic Committee. I wi l l expand on that testimony today 
providing information on other petroleum products as well as gaso-
line. I wi l l also present Texaco's views as to what can be done to help 
overcome the present situation on both a short and long-term basis. 

The present shortage of petroleum product supplies in this country 
has been caused by factors rooted in the total energy supply dilemma 
we are experiencing today. The obvious cause of this shortage is 
unprecedented demand and restricted supply. I n Texaco's view, re-
strictions on free market action, both in the past and present, have 
increased supply problems at a time when U.S. crude oil production 
has leveled off and is now declining. 

The evolution of this present shortage situation is traced as fol-
lows : 

The imposition of price controls of natural gas was a major reason 
for our developing energy shortage. 

Environmental restrictions on crude oil exploration became another 
step in this evolution process. 

A i r quality standards, another environmental restriction, have 
severely limited the use of coal and heavy fuel oil as a source of 
industrial energy. Industrial users turned to cheap supplies of natural 
gas, depleting the availability of that resource. 

Then with regard to tax policies, congressional action in 1969 
reduced incentives for exploration of crude oil in this country. 

Tightening supplies of natural gas, caused by the increased demand 
for this cheap source of clean burning energy, forced industry to 
turn to low sulfur middle distillate fuel oil to help meet their air 
quality standards. The unprecedented demand caused by that move 
to distillates was felt on an industry basis this past winter as shortage 
in distillate fuel oil supplies forced supply limitations in many areas. 

Past import control policies restricting crude oil imports became 
untenable as U.S. production of crude oil was leveling off. U.S. 
refineries were not able to run at rated capacity. 
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When increases in refining capacity were planned despite the 
uncertainty of crude oil supplies, environmental restrictions again 
prevented this needed action. 

The middle distillate supply problems during last winter's heating 
season have contributed to the gasoline shortage today as domestic 
refiners concentrated their efforts on middle distillate production 
which includes home heating oils and diesel fuels, with fu l l knowl-
edge of governmental authorities. This move to maximize distillate 
production necessarily reduced our ability to build up gasoline inven-
tories for the peak motoring season this summer. 

Finally, petroleum demand has increased steadily and substan-
tially on a worldwide scale. This has resulted in a tight worldwide 
supply for crude oil and products. I t has driven up the worldwide 
price of petroleum energy as a whole. Yet, despite this economic fact, 
price controls here in the United States have held down the price of 
petroleum products such as gasoline and distillate fuels, making it 
difficult to bid successfully in the free world market on a sound 
economic basis. 

The long-term evolution of energy supply restrictions and demand 
increases has created a very definite energy supply problem today. 
The problem of gasoline supply is upon us now and wi l l remain 
through the peak motoring season. Continuing problems of distillate 
fuel supply are forecasted for this winter's peak heating season. 

Texaco has taken every reasonable action to provide additional 
gasoline supplies. Our refineries are operating at available capacity 
for gasoline and have been doing so since early spring. Yet gasoline 
inventories were not built up sufficiently because of the necessity to 
maximize distillate production. I t is expected that Texaco's supply 
of gasoline in 1973 wi l l be about the same as we had in 1972. With 
an anticipated increase of 5 percent or more expected in gasoline 
demand through the rest of the year, i t may not be possible to supply 
all the gasoline that the customer may desire when he wants it. 

As I reported to the Joint Economic Committee last week, we do 
not believe this tight supply situation, which is industrywide, can 
be overcome completely during the peak driving season. I t is expected 
that various companies in various locations wi l l experience gasoline 
runouts during this summer season. We anticipate, however, that 
such runouts wi l l be primarily local in character and of relatively 
short duration. 

Based on the assumption that we wi l l be able to switch over to 
maximum middle distillate production in early fal l again this year 
and import supplementary offshore supplies, Texaco anticipates that 
it wi l l have approximately the same amount of middle distillate this 
coming heating oil season as i t had during the past winter. 

Regarding both gasoline and middle distillates, Texaco wi l l en-
deavor to distribute its available supplies to our various customers on 
a basis as fair and equitable as possible, with due regard to con-
tractual commitments, and in the light of all the circumstances that 
may exist at that time. 

Historically, most of the gasoline and middle distillate fuel con-
sumed in this country has been produced domestically. With today's 
supply/demand situation, there is a growing dependence on imports. 
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The removal of import controls by the President last month wi l l 
assist in supplying more gasoline and more distillate fuel i f prices 
are adequate to encourage sucih importation. 

We are faced with the fact, however, that motor gasoline meeting 
specification for American made cars is presently available in only 
limited quantities from foreign sources. Wi th regard to these pos-
sible imports of gasoline, i t is important to note that the east coast 
delivered price is higher than most companies can recover under 
price control. 

Additionally, middle distillate fuels are in great demand in Eur-
ope. As I noted earlier, we cannot isolate the U.S. market today as 
has been done in the past since petroleum energy is in great demand 
worldwide. 

As long as the price of distillate fuel is controlled in the United 
States, i t wi l l be increasingly difficult to obtain available supplies 
from abroad where price levels for distillates are higher in today's 
market. 

To attract necessary imports of gasoline and distillate fuel supplies, 
the industry must be permitted to recover the additional costs of 
imported products. I t is an economic fact of l i fe that prices must be 
adequate to justify the many costly actions required to help alleviate 
the present gasoline shortage and foreseeable distillate shortage. 
Under the present system of price control, present pricing of these 
products is not adequate. 

Relaxation of environmental standards relating to various fuels 
and specifications that have resulted in reduced production of gaso-
line and unprecedented demand for No. 2 oil, would assist in over-
coming the shortage situation. 

Texaco is not advocating the elimination of air quality controls 
that are necessary to the public health. Rather, we are simply restat-
ing a position taken repeatedly before governmental authorities on 
all levels that proper timing is necessary to bring about the changes 
required for environmental protection in order to prevent waste of 
our domestic energy supplies. 

For example, the removal of lead from gasoline substantially re-
duces the volume of gasoline produced from a given quantity of 
crude oil and moreover produces a lower octane gasoline that gives 
the motorist fewer miles per gallon. 

Further, we have seen how environmental restrictions have crip-
pled our Nation's coal industry for lack of demand and reduced our 
natural gas supplies because of unrealistic pricing. Now we are feel-
ing the pinch in our middle distillate and gasoline supplies. 

A national gasoline conservation program and more efficient use 
of available supply would assist in overcoming the current problem. 
Such a program, which could be implemented this summer, might 
include car pools, tuneup programs, reduced highway speed, stag-
gered working hours, and increased use of mass transit. 

A conservation program would also benefit the middle distillate 
situation. A program aimed at conserving the use of electricity and 
heat in public offices, industries, and private homes would do much 
to help suppliers meet the demands this coming heating season. 
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The era of cheap and plentiful supplies of energy is over and all 
of us must realize that the next 5 years and perhaps longer must be 
an era of energy conservation. We must seek a total commitment on 
the part of all Americans to conserve energy and to use available 
supplies efficiently. 

Texaco plans to emphasize in its advertising the necessity for con-
servation programs and the need to make our available supplies of 
energy perform more efficiently and without waste. 

I n the long term, new refining capacity in the United States must 
be developed in order to provide for additional supplies of petroleum 
products. 

Because of the inadequacies of the former oil import program, 
environmental restrictions, and difficulty in earning a reasonable rate 
of return, there are no new refineries under construction in the United 
States at this time. Although several refinery expansions have been 
announced since the President's message, substantial additional capa-
city is a necessity. Yet, to build a new refinery normally wi l l take at 
least as much as 3 years after plans are completed and siting approval 
is granted. 

The construction of new U.S. refining capacity wi l l also serve to 
improve our Nation's ability to provide low sulfur residual oil which 
would be produced in new balanced refinery operations. 

Up to now, the petroleum industry has been importing residual 
fuel oils because domestic refineries have been producing only mini-
mal quantities of this product. I n Texaco's case, we have been import-
ing our low sulfur residual oils from the Caribbean where Texaco has 
recently completed a desulfurizer unit to extract sulfur from high 
sulfur crudes. 

A long-term solution wi l l also depend heavily on pricing policies 
that allow prices to be established in a free market and at adequate 
levels for U.S. petroleum companies both to buy gasoline and middle 
distillate products in the highly competitive world market, and to 
provide the incentive for building new refining capacity in the United 
States. 

Price controls on petroleum products have done much to create the 
present shortage situation, and these controls should be relaxed. 
Adequate prices are necessary to encourage additional supplies of 
crude oil and products, and to generate sufficient capital resources to 
finance a larger portion of the expenditures required to maximize our 
energy supply. 

Texaco welcomed the President's long-awaited message to Congress 
calling for a national energy policy. This policy does not offer the 
complete solution for our short-term energy needs. Rather, i t is a 
strategy to develop needed energy resources as quickly as possible to 
insure that the present tightening of energy supplies is checked and 
that adquate supplies are available in the future. 

The President also called for an investigation of the cost effective-
ness of the air quality standards imposed by the Clean A i r Act. 

I t has been estimated that substantial quantities of gasoline could 
be saved by very modest changes in the targets for air quality 
imposed by this act. 
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Availability of middle distillate fuels for the 1973-74 heating 
season could be similarly improved by a relaxation of sulfur content 
restrictions. Such a relaxation as experienced in portions of this 
country this past winter has shown no noticeable degradation of air 
quality. 

Texaco believes the problems in energy supply we are facing today 
can be solved. But a new climate of cooperation between government 
and energy suppliers must be molded to make the best use of our 
industry's proven enterprising spirit. 

For instance, while the President's actions have recognized the 
need for additional refining capacity, the evolving national energy 
policy must also recognize the need for prompt action to facilitate 
the location of new refining capacity in this country. The approval 
of proper sites has been slowed down by a variety of overlapping 
Government regulations. Coordination of Federal, State and local 
authorities responsible for the various types of permits and licenses 
involved must be achieved to enable the construction of new projects. 

I n summary, on behalf of Texaco, I submit that a petroleum 
product shortage exists in the United States today. Continuous un-
precedented growth in demand makes i t extremely difficult to fore-
cast the extent of these petroleum product shortages. 

Generally speaking, however, availability of supplies for both 
gasoline and middle distillates appears to be at approximately the 
same levels as last year, therefore creating a lag behind demand 
growth. The extent and duration of this shortage wi l l depend directly 
upon the increase in demand and actions taken to correct factors 
responsible for the shortage. 

The short-term solutions are relaxation of price restraints, easing 
of environmental regulations and the introduction of conservation 
measures. The long-term solution involves prompt and favorable 
action on the principal points in the President's energy message. 

I t is quite clear that a shortage of petroleum energy exists in the 
United States today. A t best, the situation wi l l remain acute because 
of the long leadtime involved for increasing these supplies. Immed-
iate and positive action on the part of Federal, State and local gov-
ernments is necessary. This immediate action, together with fu l l 
cooperation on the part of Government and industry wi l l enable this 
Nation to take the first step toward regaining energy self sufficiency. 

This is the end of my prepared statement, sir. 
[The complete statement of Mr. Card follows:] 

S T A T E M E N T o r A N N O N M . CARD, SENIOR V I C E P R E S I D E N T , T E X A C O I N C . 

My name is Annon M. Card. I am a senior vice president of Texaco Inc. i n 
charge of strategic planning. I have been w i t h Texaco fo r more than twenty-
five years, p r imar i l y i n market ing and planning assignments both i n the Uni ted 
States and abroad. 

I am pleased to have this opportunity to present to th is subcommittee Tex-
aco's views concerning the shortage of gasoline and other petroleum product 
supplies. We wish to keep the public and governmental author i t ies up to date 
on this increasingly complex shortage situat ion. 

As you may know, I presented testimony on the gasoline shortage last week 
to the Jo in t Economic Committee. I w i l l expand on tha t test imony today 
prov id ing in format ion on other petroleum products as wel l as gasoline. I w i l l 
also present Texaco's views as to what can be done to help overcome the 
present s i tuat ion on both a short and long-term basis. 
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CAUSES OF T H E SHORTAGE I N ENERGY SUPPLIES 

The present shortage of petroleum product supplies i n th i s count ry has 
l>een caused by factors rooted in the t o t a l energy supply d i lemma we are 
experiencing today. The obvious cause of th is shortage is unprecedented demand 
and restr ic ted supply. I n Texaco's v iew, restr ic t ions on f ree marke t act ion, both 
i n the past and present, have increased supply problems a t a t ime when U.S. 
crude o i l p roduct ion has levelled off and is now decl ining. 

The evolut ion of th is present shortage s i tua t ion is t raced as f o l l ows : 
The impos i t ion of p r i c e c o n t r o l s of n a t u r a l gas wTas a ma jo r reason fo r our 

developing energy shortage. These controls have kept -the pr ice of na tu ra l 
gas at an unreal is t ica l ly low level f o r some 15 years wh i l e cost of exp lorat ion 
and development has increased sharply. There was no incent ive f o r the develop-
ment of new7 n a t u r a l gas reserves. 

E n v i r o n m e n t a l r e s t r i c t i o n s on crude o i l exp lo ra t ion became another step i n 
this evolut ion process. Exp lo ra t i on in potent ia l ly product ive areas of the U.S. 
have been l im i t ed by such restr ic t ion, thereby adding to the decline of U.S. 
crude oi l product ion. 

A i r q u a l i t y s t a n d a r d s , another env i ronmenta l rest r ic t ion, have severely 
l im i ted the use of coal and heavy fue l o i l as a source of i ndus t r i a l energy. 
I n d u s t r i a l users tu rned to cheap supplies of na tu ra l gas, reducing the avai l -
ab i l i t y of t i l ls resource. 

W i t h regard to t a x p o l i c i e s , congressional act ion i n 1969 reduced incentives 
fo r exp lorat ion of crude o i l i n th is country. The increased taxes pa id by the 
petroleum indus t r y since tha t t ime have served to hamper the ab i l i t y of the 
indust ry to generate adequate cap i ta l resources f o r the necessary investment 
needed t o cope w i t h supply diff icult ies. 

T i g h t e n i n g s u p p l i e s of n a t u r a l g a s . caused by the increased demand fo r th is 
cheap source of c lean-burning energy, forced indus t ry to t u r n to low su l fu r 
middle d is t i l l a te fue l o i l to help meet the i r a i r q u a l i t y s t a n d a r d s . The unprece-
dented demand caused by t h a t move to d is t i l la tes was fe l t on an indus t ry basis 
th is past w in te r as shortage i n d is t i l la te fuel o i l supplies forced supply l im i ta -
t ions i n many areas. 

Past i m p o r t c o n t r o l p o l i c i e s res t r i c t ing crude o i l impor ts became untenable 
as U.S. product ion of crude o i l was level l ing off. U.S. refineries were not able 
to r u n a t ra ted capacity. New ref in ing capacity construct ion was ha l ted f o r the 
most pa r t by th is impor t s i tua t ion because of the uncer ta in long range avai l -
ab i l i t y of crude o i l stocks. 

When increases i n ref in ing capacity were planned despite the uncer ta in ty 
of crude o i l supplies, e n v i r o n m e n t a l r e s t r i c t i o n s aga in prevented th is needed 
action. Fo r example, plans fo r two ma jo r newT refineries f o r the nor thern 
A t lan t i c coast area of th is country, one i n New Eng land and one i n the Midd le 
A t l an t i c States, were shelved as a result o f these env i ronmenta l restr ict ions. 

The middle d is t i l l a te supply problems du r i ng last w in ter 's heat ing season 
have cont r ibuted to the gasoline shortage today as domestic refiners concen-
t ra ted the i r ef forts on midd le d is t i l l a te product ion, wir ich includes home heat ing 
oils and diesel fuels, w i t h f u l l knowiedge of governmenta l author i t ies. Th is 
move to max imize d is t i l l a te product ion necessarily reduced our ab i l i t y to 
bu i ld up gasoline inventor ies fo r the peak motor ing season th is summer. 

F ina l l y , petro leum demand has increased steadi ly and substant ia l ly on a 
wor ldw ide scale. Th is has resul ted i n a t i gh t wo r ldw ide supply f o r crude o i l 
and products. I t has d r iven up the wor ldw ide pr ice of petro leum energy as a 
whole. Yet, despite th is economic fact , pr ice controls here i n the Un i ted States 
have held down the pr ice of petro leum products such as gasoline and d is t i l la te 
fuels, mak ing i t d i f f i cu l t to b id successfully i n the f ree wTorld marke t on a sound 
economic basis. 

PROBLEMS W I T H ENERGY SUPPLY TODAY 

The long-term evolut ion of energy supply rest r ic t ions and demand increases 
has created a very def ini te energy supply problem today. The problem of gaso-
l ine supply is upon us now, and w i l l remain th rough t h e peak motor ing season. 
Cont inu ing problems of d is t i l l a te fue l supply are forecasted f o r th is w in ter 's 
peak heat ing season. 

Texaco has taken every reasonable act ion to provide add i t iona l gasoline 
supplies. Our refineries are operat ing at avai lable capacity fo r gasoline, and 
have been doing so since ear ly spring. Yet, gasoline inventor ies were not bu i l t 
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up sufficiently because of the necessity to maximize d is t i l la te production. I t is 
expected tha t Texaco's supply of gasoline in 1973 w i l l be about the same as 
we had i n 1972. W i t h an anticipated increase of five percent expected i n gaso-
l ine demand through the rest of the year, i t may not be possible to supply a l l 
the gasoline t ha t the customer may desire when he wants i t . 

As I reported to the Jo in t Economic Committee last week, we do not believe 
this t igh t supply situation, which is industry-wide, can be overcome completely 
dur ing the peak d r i v ing season. I t is exi>ected tha t various companies i n var ious 
locations w i l l experience gasoline "run-outs" dur ing the summer season. We 
anticipate, however, that such "run-outs" w i l l be p r imar i l y local i n character 
and of relat ively short durat ion. 

Histor ica l ly , middle dist i l lates and gasoline production have been maximized 
al ternately on a seasonal basis. Such seasonable adjustments have amounted 
to as much as 3% JIS refineries al ternately bu i l t up inventories of middle d is t i l -
lates and gasoline i n ant ic ipat ion of peak seasonal demand. The need fo r 
inventory bui ldup is easily seen in demand patterns of certain areas of the 
country where as much as 80% of annual middle d is t i l la te fuel requirement 
has been dur ing the win ter months. The increased use of d is t i l la te fue l by 
industry and public u t i l i t ies dur ing the past two years, however, has created 
a greater demand fo r th is product dur ing off-season periods. 

Based on the assumption that we w i l l be able to switch over to max imum 
middle d is t i l la te product ion i n early f a l l again this year and impor t supple-
mentary offshore supplies, Texaco anticipates tha t i t w i l l have approximately 
the same amount of middle d is t i l la te th is comling heating o i l season as i t had 
dur ing the past winter . 

Regarding both gasoline and middle disti l lates, Texaco w i l l endeavor to 
d is t r ibute i ts avai lable supplies to our various customers on a basis as f a i r 
and equitable as possible, w i t h due regard to contractual commitments, and i n 
the l ight of a l l the circumstances that may exist a t tha t t ime. 

SHORT-TERM I M P R O V E M E N T 

Histor ica l ly , most of the gasoline and middle d is t i l la te fuel consumed i n 
th is country has been produced domestically. W i t h today's supply-demand 
situat ion, there is a growing dependence on imports. 

The removal of impor t controls by the President last month w i l l assist i n 
supplying more gasoline and more d is t i l la te fuel i f prices are adequate to 
encourage such importat ion. 

We are faced w i t h the fact, however, t ^ a t motor gasoline meeting specifica-
t ion for American made cars is presently available i n only l im i ted quanti t ies 
f rom foreign sources. W i t h regard to these possible imports of gasoline, i t is 
impor tant to note that the east coast delivered price is higher than most com-
panies can recover under price control. 

Addi t ional ly , middle d ist i l la te fuels are i n great demand i n Europe, As I 
noted earl ier, we cannot isolate the U.S. market today as has been done i n the 
past since petroleum energy is i n great demand worldwide. As long as the 
price of d is t i l la te fuel is control led in the Uni ted States, i t w i l l be increasingly 
di f f icul t to obtain available supplies f rom abroad where price levels f o r d ist i l -
lates are higher i n today's market. 

To a t t rac t necessary imports of gasoline and d is t i l la te fuel supplies, the 
industry must be permit ted to recover the addi t ional costs of imported prod-
ucts. I t is an economic fact of l i f e tha t prices must be adequate to j us t i f y the 
many costly actions required to help al leviate the present gasoline shortage 
and foreseeable dist i l late shortage. Under the present system of price control, 
present pr ic ing of these products is not adequate. 

Relaxat ion of environmental standards re lat ing to various fuels and specifi-
cations that have resulted in reduced product ion of gasoline and unprecedented 
demand fo r No. 2 o i l would assist in overcoming the shortage si tuat ion. 

Texaco is not advocating the e l iminat ion of a i r qual i ty controls t h a t are 
necessary to the public health. Rather, we are simply restat ing a posit ion taken 
repeatedly before governmental authori t ies on a l l levels that proper t im ing is 
necessary to br ing about the changes required for environmental protect ion i n 
order to prevent waste of our domestic energy supplies. 

For example, the removal of lead f rom gasoline substantial ly reduces the 
volume of gasoline produced f rom a given quant i ty of crude oi l , and moreover 
produces a lower octane gasoline tha t gives the motor is t fewer miles per 
gallon. 
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Further , we have seen how environmental restrictions have crippled our 
."Nation's coal industry fo r lack of demand, and reduced our natura l gas supplies 
because of unreal ist ic pricing. Now we are feeling the pinch i n our middle 
d is t i l la te and gasoline supplies. 

A nat ional gasoline conservation program and more efficient use of available 
supply would assist i n overcoming the current problem. Such a program, which 
could be implemented this summer, might include car pools, tune-up programs, 
reduced highway speed, staggered work ing hours, and increased use of mass 
.transit. 

A conservation program would also benefit the middle dist i l late si tuat ion. 
A program aimed at conserving the use of electricity and heat in public offices, 
industries and pr ivate homes would do much to help suppliers meet demands 
th is corning heating season. 

The era of cheap and p lent i fu l supplies of energy is over, and a l l of us must 
realize that the next l ive years- and perhaps longer, must be an era of energy 
conservation. We must seek a tota l commitment on the par t of a l l Americans 
to conserve energy and to use available supplies efficiently. 

Texaco plans to emphasize in its advert ising the necessity for conservation 
programs and the need to make our available supplies of energy perform more 
efficienlty and wi thout waste. 

LONG-TERM SOLUTIONS 

I n the long term, new refining capacity i n the U.S. must be developed i n 
order to provide for addi t ional supplies of petroleum products. 

Because of the inadequacies of the former oi l import program, environmental 
restrictions, and diff iculty in earning a reasonable rate of return, there are 
no new refineries under construction in the United States at this time. Al though 
several refinery expansions have been announced since the President's message, 
substantial addi t ional capacity is a necessity. Yet, to bui ld a new refinery 
normal ly w i l l take at least as much as three years a f ter plans are completed 
and si t ing approval is granted. 

The construction of new U.S. refining capacity w i l l also serve to improve 
our Nation's abi l i ty to provide low sul fur residual o i l which would be pro-
duced in new balanced refinery operations. 

Up to now, the petroleum industry has been imx>orting residual fuel oi ls 
because domestic refineries have been producing only min imal quantit ies of 
th is product. I n Texaco's case, we have been import ing our lowT su l fur residual 
oils f rom the Caribbean where Texaco has recently completed a desulfurizer 
un i t to extract sul fur f rom high sul fur crudes. 

A long-term solution w i l l also depend heavily on pr ic ing policies tha t a l low 
prices to be established in a free market and at adequate levels for U.S. 
petroleum companies both to buy gasoline and middle d ist i l la te products i n 
the highly competitive wor ld market, and to provide the incentive for bui ld ing 
new refining capacity i n the United States. Price controls on petroleum prod-
ucts have done much to create the present shortage situation, and these con-
trols should be relaxed. Adequate prices are necessary to encourage addit ional 
•supplies of crude oi l and products, and to generate sufficient capital resources 
to finance a larger port ion of the expenditures required to maximize our energy 
supply. 

A N A T I O N A L ENERGY POLICY 

Texaco welcomed the President's long-awaited message to Congress cal l ing 
for a Nat ional Energy Policy. This policy does not offer the complete solution 
for our short-term energy needs. Bather, i t is a strategy to develop needed 
energy resources as quickly as possible to insure that the present t ightening of 
energy supplies is checked and that adequate supplies are available i n the 
future. 

The President also called for an investigation of the cost effectiveness of the 
a i r qual i ty standards imposed by the clear a i r act. 

I t has been estimated that substantial quantit ies of gasoline could be saved 
by very modest changes in the targets fo r a i r qual i ty imposed by this act. 

Ava i lab i l i t y of middle dist i l late fuels fo r the 1973-1974 heat ing season could 
be s imi lar ly improved by a relaxat ion of su l fur content restrictions. Such a 
relaxat ion as experienced i n port ions of th is country this past winter has 
showTn no noticeable degradation of a i r qual i ty. 

9 6 - 1 8 3 — 7 3 18 
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COOPERATIVE C L I M A T E NEEDED 

Texaco believes the problems i n energy supply we are fac ing today can be 
solved. B u t a new cl imate fo cooperation between government and. energy 
suppl iers must be molded to make the best use of our indust ry 's proven enter-
p r i s ing s p i r i t 

Fo r instance, wh i le the President's act ions have recognized the need f o r 
add i t iona l ref in ing capacity, the evolv ing na t iona l energy pol icy must also 
recognize the need fo r prompt act ion to fac i l i t a te the locat ion of new re f in ing 
capacity i n th is country. The approval of proper sites has been slowed down 
by a var ie ty of over lapping government regulat ions. Coordinat ion of Federal , 
State and local author i t ies responsible fo r the var ious types of permi ts and 
licenses involved must be achieved to enable the construct ion of new projects. 

S U M M A R Y 

I n summary, on behalf of Texaco, I submit t h a t a petroleum product short-
age exists i n the Un i ted States today. Continuous unprecedented g row th i n 
demand makes i t extremely d i f f icu l t to forecast the extent of these petro leum 
product shortages. Generally speaking, however, ava i lab i l i t y of supplies f o r 
both gasoline and middle d ist i l la tes appears to be at approx imate ly the same 
levels as last year, therefore creat ing a lag behind demand growth. The extent 
and dura t ion of th is shortage w i l l depend d i rect ly upon the increase i n demand 
and actions taken to correct factors responsible f o r the shortage. 

The short - term solutions are re laxat ion of pr ice restraints, easing of envi ron-
menta l regulat ions, and the in t rodutc ion of conservation measures. The long-
te rm solut ion involves prompt and favorable congressional act ion on the pr inc i -
pa l points in the President's energy message. 

I t is qui te clear tha t a shortage of petroleum energy exists i n the Un i ted 
States today. A t best, the s i tuat ion w i l l remain acute because of the long 
lead t ime involved for increasing these supplies. Immediate and posi t ive act ion 
on the par t of Federal, State, and local governments is necessary. Th is immedi-
ate action, together w i t h f u l l cooperation on the pa r t of government and 
indust ry , w i l l enable th is na t ion to take the first step t o w a r d regain ing energy 
self-sufficiency. 

Th is is indeed a mat te r invo lv ing the na t iona l securi ty of the Un i ted 
States. 

Senator M C I N T Y R E . This is one thing that really bugs me. I have 
had a lot of hearings and have had representatives like yourself who 
are very knowledgeable in the oil industry and all of its ramifications 
and I have to agree, as I am sure Senator Proxmire agrees, that the 
environment and the increasing number of automobiles and travel 
have all contributed to this shortage and the demand. 

But many, many, many times your representatives and even some 
of you have been here, we have asked this question, and you have 
repeatedly underestimated the demand that was coming up in the 
following year. 

Now, perhaps as you just said, Mr. Card, the petroleum shortage 
exists, continued and unprecedented growth and demand makes i t 
extremely difficult. 

Would you not confess that time and time again you gentlemen 
and others like you in the oil industry have failed to make an intelli-
gent estimate or even a close estimate of what the demand w7as going 
to be in the upcoming year? 

Mr. S E L L E R S . I would like to respond to that, Mr. Chairman. 
For approximately 47 years, those errors were on the other side, 

and wre anticipated greater demand than in fact, existed. 
We expanded production, refining and distribution capacity be-

yond what in fact was called for by the next year's expansion in 
demand. We consistently had excessive capacity. The only things 
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that have changed in the last 2 or 3 years have been these: First, 
the economics of the industry in the past 2 or 3 years. This is from 
Forbes' magazine of January, as they categorize the energy group, 
which is predominantly oil companies, a total of 28 oil companies. 

I n the then latest 12 months figures available to them, and that 
was the 12 months ended September 30, 1972, this group of com-
panies had an average rate of return on capital of 6.5 per cent. 

Now, according to the Wall Street Journal yesterday morning, 
Government bonds are selling at 6.57 per cent yield. I n the past 3 
years, we have not had the economic capability or incentive to pro-
vide those additional facilities. 

Second, in the past 12 to 18 months, but especially last winter, we 
have seen demands thrown on liquid fuels, which we did not antici-
pate and these were thrown on by a combination of gas delivery 
ability caught short sooner than we had anticipated, therefore, utili-
ties and industrial users switching to liquid fuel when they could not 
get gas and by the environmental requirements of moving liquid 
fuels in substitution for coal and then moving low sulfur materials 
in substitution for high sulfur materials, throwing a totally unanti-
cipated load on the distillate fuel segment. 

Mr. R A W L . I wi l l pick up and expand briefly on this. I wi l l not 
talk of the supply situation. I think Mr. Sellers did a fine job of that. 

Wi th regard to the question of the environmental controls, as you 
gentlemen know, these principally up to now, have teen brought 
about by individual States. As you know, Senator, up in your part 
of the country for a number of years now starting probably in New 
Jersey, New York—several years ago, we got into increasingly more 
restrictive sulfur emission controls on heavy fuel oil and distillates. 

Certainly these individual State controls have pretty well put coal 
out of the uti l i ty business up in that part of the country and have, 
as Mr. Sellers suggested, greatly increased the need other fuels which 
has fallen into the area of low-sulfur fuel oil and distillate fuels, 
which in turn impacts on the other types of things: Diesel, heating 
oil, things of that nature. 

That has been a very serious thing. I would say i t is going to be 
extremely difficult for us to make an intelligent estimate or a guess 
as to what demand is going to be as long as we have 50 separate 
entities developing on their own within certain broad guidelines put 
out by the Clean A i r Act and other things by the Federal Govern-
ment—it is very difficult to assess the impact on the industry. 

I n terms of motor gasoline, I think we are dependent in that 
regard on the efficiency of the engines developed by Detroit in 
response to their problems in terms of clean engines and so forth. 

I will have to agree with you, we have not done a very good job 
maybe but I would like to make the point that i t should be recognized 
that i t is extremely difficult to do such a job when you have i t 
developing from all points of the compass. 

Senator M C T N T T K E . A S a layman contending with the oil industry, 
I have been irritated by your underestimation of demand and then 
this holding to the mandatory quota system with the consequence 
always somebody has to crv "Wol f " in New England or in the Mid-
west about shortages that finally hit us last winter. 
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I n all the things you want to blame, you never take i t upon your-
self to say "mea culpa" a litt le bit, because I think you are involved 
in a lot of the mistakes that we are now contending with. 

After all, you gentlemen are tops in the industry, so I just wanted 
to tell you how I felt about your continual underestimating of the 
demand and the result was that we in New England and the Middle 
West had to take a deepth breath and hope for a warm January, 
which thank God, we got this year. 

Mr. Card, I want to congratulate you, too. I t would be very nice 
to see Texaco's advertising start to talk about the conservation of 
energy that I have been guilty, along with other people, of abusing. 
I think i t would be great instead of al l this promotion of "Buy 
More." I do not know what you fellows do when you are marketing, 
but I am sure you get a better price i f you buy more than i f you buy 
less. 

1 am going to stop there, because I want to: Senator Proxmire. 
Senator P R O X M I R E . I want to thank you very much for an enlight-

ening presentation. I t has been most helpful to get your viewpoints. 
Would you spell out for me, Mr. Sellers, the effect, as you under-

stand it, of phase I I I as i t has been presently promulgated on the 
availability of gasoline this summer? As I understand it, there is a 
l imit on the overall increase in prices. You can make increases in 
individual product prices. What does this mean, as you see it , on 
the likelihood of a rise in gasoline prices? 

To what extent wi l l the limitation in that rise contribute to the 
shortage and necessitate some kind of rationing of the product either 
by you or by the Government ? 

Mr. SELLERS. Senator, I am sure you are aware that the specific 
rules have not yet been promulgated by Cost of Liv ing Council. 

So, our assessment of the impact at the moment—I wi l l speak first 
to our own situation and then give you my judgment of how i t ap-
plies to some others in the industry. 

We have understood that the basic rules for calculation wi l l be 
similar to those used in phase 2. This is the type of calculation that 
we have been using and operating under. 

As you indicate, i t gives freedom as far as increases on individual 
products but places an overall ceiling on us. 

This ceiling within practical limitations as far as we are concerned 
puts a maximum l imit on sales prices of gasoline—I wi l l use a single 
example, in approximate numbers—in the order of 16 cents a gallon 
on our sales out of a terminal in Now York Harbor, this works back 
through our overall average products but this is approximately 
where we come out. 

To buy gasoline and import i t today wi l l cost us in the area of 22 
to 25 cents a gallon, and we wi l l not get a quality of product that we 
would ordinarily be wil l ing to sell. 

Senator P R O X M I R E . What is this translated in terms of cost to the 
consumer at the pump ? 

Mr. SELLERS. The pump price of gasoline in that area is now in 
the range o f—I am talking of regular gasoline—in the range of 35 
to 39 cents a gallon. 
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So, on imported material, i f the terminal cost of one is 16 cents and 
the other is 22 cents, you are talking of 6 cents a gallon or roughly 
15 percent difference. 

Senator P R O X M I R E . SO you would expect 6 cent a gallon or a 1 5 
percent increase as possible, recognizing of course that you cannot 
project these things precisely. 

As you say, you have not gotten the regulations promulgated. 
Sir. SELLERS. As I mentioned, we are working with a number of 

private brand or independent marketers who have imported quotas 
to bring gasoline in without the security fee but do not have the 
facilities to physically handle imported material, trying to get them 
into a position where we wi l l physically handle the material and 
deliver it through our terminals and then deliver back to them at the 
points where they need it. 

Now, i f they are faced with the position of having to pay 22 cents 
a gallon and they are in a position of having to raise their pump 
price while we and others are not able to raise prices to our brand 
of dealers, our brand of dealers are going to sell gasoline until they 
run out and the end marketers that we are serving with our domestic 
product are going to sell gasoline until they run out, and the inde-
pendent marketer who imports his is going to be left until everybody 
else runs out. His price is going to be too far above that. 

One fallacy in the current handling of the gasoline imports, i f we 
and others like us bring in, I wi l l say, 4 percent of our product and 
pay 22 cents a gallon for i t and average that price in, overall price 
increase is going to be a half cent a gallon rather than 6 cents a 
gallon on this one particular volume. 

Senator P R O X M I R E . SO, you see a range of up as much as perhaps 
6 cents a gallon this summer. I would like to ask Mr. Card, and Mr. 
Card, I may surprise you and maybe disappoint you when I say that 
I agree with a great deal of what you said. 

I find a lot of wisdom in i t and a lot of good sense. I disagree with 
some of it. When you look at this kind of a situation, here, the only 
answer really is higher price. That is the way our system works, i f 
we have a shortage of supply in relationship to demand, the price 
goes up. I t is a free system. 

We adjust to it. We talk about telling people to get in the car 
pools and not to drive as much. You can exhort them in your adver-
tising as much as you want. They wi l l not pay any attention to it. 
I f you increase the price of gasoline, they wi l l respond in a hurry. 
They wi l l conserve energy i f you charge enough for it. That is the 
way a free economic system works to the best of my judgment. 

No matter how you ration this, i t is not going to work, especially 
when the shortage is not short term; the shortage, as you testified, 
wi l l be worse in 1974 than in 1973 and worse in 1975 than in 1974. 
So, i t is ridiculous to adopt a short-term rationing system. 

I t would be fine i f we knew we were going to have an abundance 
of supply or at least a correction of the situation in a few months or 
in a year or so. We do not have it. So, I think the argument is very 
powerful, I might say almost devastating, that the price is the 
answer. 
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There are a couple of problems, of course, in price, very serious 
political problems and social problems. One is, i f you let the price 
go up—'and going up 6 cents does not bother me, but I have heard 
a lot more than that. I have read stories i t might be 50 cents a gallon, 
75 cents a gallon, a dollar a gallon—very high in Europe, and i t 
could be higher. This is discrimination against people with low 
incomes and people who rely on their car to get to work. 

This is discrimination against the people with low incomes gener-
ally. But on the other hand, you have an enrichment of oil companies. 

Now, the specific you gave—I have not had a chance to check i t 
out, you may be r ight—I don't know i f you gave it, but one of you 
gentlemen suggested 6y2 percent return on invested capital in the 
industry and you compared i t with bonds and that is disgracefully 
low. 

You cannot have an operation at 6.5 percent return for very long. 
Certainly i f the price were allowed to go up now, I am sure your 
return would be enormously increased. So, you see the political prob-
lem. I t looks like a reverse Robin Hood situation. Then there is one 
other complicating factor. Whether we like i t or not, I think the 
environments are going to win, and they should win, and that is 
because we just have to find a way of stopping this pollution of our 
environment, and the extent to which we project this demand for 
gasoline and more automobile traffic and more affluent l iving on our 
part is going to pollute our environment more and more. 

Of course, higher prices would help there, too. I t would mean that 
there would be less pollution because people would not drive as much 
and they would conserve in all kinds of ways. 

Can you help me on how we get an appropriate political and 
social solution to this problem? The economics are so clear and con-
vincing, where the social effect is preverse and maybe unjust. What 
would you suggest? Would you let the free market take over, or 
would you suggest that you have to do this a litt le more drastically? 

Mr. C A R D . I would be glad to comment on that, sir. I mentioned 
three basic points for the short-term solution. 

You have touched on a couple of them. I wi l l take the one you 
mentioned first, that is dealing with the environmental restrictions. 

We are not in disagreement with the need to improve the environ-
ment. We are suggesting that we make some modest relaxations in 
the restrictions and in the timetable called upon and this wi l l do 
considerable to make available additional supplies practically immed-
iately, both of gasoline and of middle distillates and these are the 
two critical parts, the heating oil and gasoline. 

Senator P R O X M I R E . I am going to reject that. 
Maybe I am wrong in doing it. I t is a gut feeling. I do not want 

to degrade the environment any more. I feel very strongly about that. 
So, give me the answer on the assumption I cannot back up your 
s u r e s t i o n on the environmental matter. 

Mr. C A R D . I do not agree, I think there are some practical steps 
that have been proven that can be taken—were taken this past winter 
that did help. 

The next point has to do with the price control. Yes, I think free 
market action is the answer to this. And I think this is very essential 
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that the industry be permitted to have adequate prices in order to 
justify these actions that they would have to take to make more 
supplies available. 

Then the third one has to do with conservation and I do think 
there is a way—in the short term—that conservation can make avail-
able more supplies. 

We can use better what we have and therefore slow down the 
demand. 

I think that those three points 
Senator P R O X M I R E . I do not want to impose on the other committee 

members but how could conservation work, absent a sharp increase 
in price ? 

Mr. CARD. Conservation wi l l not make available more supply; i t 
wi l l make the supplies we have go further. This is the point. For 
example, the statistics are well documented on what speeds on the 
highways result in as far as consumption of gasoline. 

We know that. The other means, the car pools. Now, this is some-
thing that could come about, some emphasis on car pools, the con-
servation measures that I outlined. 

These measures of conservation are very practical. 
Senator P R O X M I R E . I think they are practical i f you make them 

effective by letting the price go up. But absent that, I think exorta-
tion is unlikely to have much effect. 

Mr. CARD. Free market action and adequate prices would certainly 
be a step in the right direction. 

Senator P R O X M I R E . Thank you, Mr. Chairman. 
Senator M C I N T Y R E . I n talking about the prices here, let us let the 

record show that U.S. Oil Week of Apr i l 30, 1973, states percent of 
gain over net income, the first quarter of last year, Exxon, up 43 
percent and in the first quarter of last year their profits were $508 
million. 

Citco, up 17.4 percent. I do not mind your profits. 
Mr. R A W L . Those are relative figures, Senator. A low first quarter, 

1972 
Senator M C I N T Y R E . Lot me ask you a few questions right down the 

line. I want to l imit myself to ten minutes. 
Each of you—what is your position with regard to whether the 

President should immediately implement the authority granted to 
him in the Economic Stabilization Act to allocate petroleum pro-
ducts? 

Some of you, your statements are directed to that. 
Mr. SELLERS. I would hope that the shortage this summer wi l l not 

be sufficient to necessitate overall rationing. 
I think i t wTill get into an impossible situation. I believe that local 

shortages that may occur should be dealth with by the lowest gov-
ernmental level that is in a position to do so. This may often be the 
State, There may be some circumstances in which the Federal Gov-
ernment would have to step into the act. 

I hope that the situation this year wi l l not be that serious. 
Senator M C I N T Y R E . I do not think I meant to infer rationing as 

such. I am talking about allocation. 
Senator M C I N T Y R E . Y O U do not understand the distinction? 
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I was just checking with my staff to see i f they were the same 
thing. He said, no; allocation would mean to be sure that hospitals 
or vital industries receive an adequate amount of oil as opposed to, 
for instance, the luxury driver. 

Mr. SELLERS. That might be allocation to the hospital, but to the 
guy you took it away from, i t would be rationing. 

Senator M O T N T Y R F . The next one. 
Mr. CARD. Responding to your question, sir, we do not believe that 

any type of mandatory controlled program or rationing is called for. 
We do believe that doing the three things I mentioned, emphasis on 
conservation, relaxation of price controls, and relaxation of the 
environmental restrictions and timetables would do much to help 
overcome the current shortages that exist. 

Then as far as dealing with available supplies, we would hope that 
the suppliers could be encouraged to supply in proportion to the 1972 
requirements. 

Senator M C I N T Y R E . Mr. R A W ] . 
Mr. R A W L . Yes, sir. as I mentioned in my statement, we feel about 

the same way, that the situation wi l l not call for rationing in terms 
of setting priorities for essential human needs. We would feel that 
the Government should go ahead and get something in place and 
get i t understood in case it were necessary. 

We have taken the position publicly that we wi l l distribute our 
products to our existing customers on the basis of recent participa-
tion in each one of these customer groups and product lines, and 
fair ly among those customers. 

So, we are saying i t is obvious that there ought to be contingency 
plans in place. There probably ought to be hearings on them so 
everyone understands exactly how they work. 

I t is an extremely complex situation. I f mishandled, i t could result 
in worse problems, we think than we might have otherwise. 

Senator M C I N T Y R E . Going to Mr. Sellers, then Mr. Card and Mr. 
Rawl, is my understanding correct that your impression is that the 
new tariff situation implemented on May 1 wi l l not have any appreci-
able effect on petroleum product shortages over the next few years 
and particularly with regard to gasoline and home heating oil? 

Mr. SELLERS. I f given the freedom for the material that is avail-
able from foreign sources to be brought in without any physical 
restrictions, the missing link now is the ability of the marketplace 
to adjust to support the prices that are now called for in foreign 
markets. 

Mr. CARD. I think that the degree that i t wi l l help wi l l depend on 
the relaxation of price controls, because i t is a fact that prices are 
higher in Europe and we wi l l have to depend upon supplemental 
supplies from Europe for both heating oil and gasoline. 

These prices are substantially higher than can be recovered in the 
United States. This was experienced in heating oil during the past 
heating season and i t wi l l be experienced this coming heating season, 
which wi l l retard the flow of those products to the United States. 

So the degree that this wi l l help, this new important program, wi l l 
depend to a great extent, of course, upon the availability which is 
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limited also of the products in the first place. They are limited from 
availability standpoint. But a further limitation, in my judgment, 
wi l l be because of price controls in the United States. 

Senator M C I N T Y R E . Mr. Rawl. 
Mr. RAWL. I certainly would agree that pricing flexibility would 

help a great deal. Obviously, after 2 to 3 years when significant 
expansions can be accomplished in this country in refinery capacity 
that i t wi l l help a great deal. 

I n the short term i t wi l l probably help modestly the volumetric 
control, i f we can determine how to work this in the economy. 

Senator M C I N T Y R E . Mr. Sellers, in your statement to the commit-
tee, you come down pretty hard on this problem that we were dealing 
with yesterday where we were talking—independent people were com-
ing in and saying they were being cut oil. I n the summation, I heard 
this before, you say that probably i f we do lose some of these inde-
pendents, these little guys, we are going to have a better marketing 
system as a result. 

Mr. SELLERS. What I said was not that i f we lost some of the inde-
pendents. What I said was that there has been much comment over 
a period of many years by many parties that there were too many 
service stations without distinction as to whether they are private 
brands or major company brands. 

My statement was that this is the area where the inefficient service 
stations can be eliminated and help every aspect of the Nation, and 
more major brand stations wi l l be eliminated, in my judgment, than 
private brand stations. 

Senator M C I N T Y R E . Yes, sir. 
You conclude after discussing the question of the impact of short-

ages on competition, in your next to the last paragraph by saying 
"From many standpoints, particularly distribution efficiency and 
land-use economics, I am convinced the Nation wi l l be well served 
by reductions in marketing overcapacity and inefficiencies." 

So, in some respects this could be considered kind of a shakedown, 
and some of the weaker of those in the competitive field are going to 
drop by the wayside and the result wi l l be a better marketing situ-
ation, is that right ? 

M r . SELLERS. Y e s , s i r . 
Senator M C I N T Y R E . I am groin CR to take this up here. I do not know 

how to answer questions like this that are occurring all across the 
country. 

Here is a letter from my own State dated May 7. I t is a pretty 
sad story now. I do not knowT whether they are poor distributors or 
poor marketers or what. But they have been in business 39 years, the 
largest independent jobber in New Hampshire, and they are done. 
They are done—37 retail service stations. They started out with Phil-
lips Petroleum and I think they are going to have a few words to 
say he-fore we close here today. 

This letter simply says to this Senator, I do not know what has 
happened but I cannot get any more oil and I am bankrupt. I t may 
be as you say, it mav be that this is a <?ood one that just got caught. 
But it is prettv hard for those of us who represent those people. 

Senator Taft, 
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Senator T A F T . Thank you very much. There is an article in the 
morning paper this morning that the administration is preparing to 
put in emergency fuel allocation plan into effect very shortly. 

The plan is apparently expected to be a voluntary one, setting out 
guidelines for allocation to meet vital needs. 

I would like to have your opinion as to whether you think a vol-
untary plan of that kind wi l l work. 

Mr. R A W L . Senator, I wi l l be glad to talk to that point. I just 
read the same article myself. I have not had time to think about it. 

Now, I guess I would have to know more details than we know 
right now about i t to comment very intelligently about it. 

However, I do see a problem here when he talks about I guess 
essential needs and a voluntary program. I think i t would be very 
difficult for any company, large or small, to set its own priorities as 
to what are critical needs in the case of short supply, as to whether 
we are talking about a farmer in the Midwest or a farmer on the 
east coast, you know the kinds of problems you get into, and I think 
that regulatory agencies or governments really have to make those 
kinds of decisions. 

I do not like the idea of a mandatory program but also I see the 
problem with the voluntary program in that we have, for example, 
in the short-supply situation contract obligations to existing cus-
tomers. 

I f this voluntary guideline would say you should take on some new 
customers, i t would give me severe risk and difficulty from the legal 
standpoint to arbitrarily, let us say, abrogate some contracts with 
existing customers. This is the kind of a problem 

Senator T A F T . What percentage of your output is on a contract 
basis to existing customers ? 

Mr. R A W L . The way we are looking at i t right now, is our total 
output—because of the tight supply situation—has to go to the exist-
ing customers. 

Senator T A F T . 1 0 0 percent? 
Mr. R A W L . 1 0 0 percent. Even though some of them mav not have 

a written document that says we owe i t to him, we feel that obliga-
tion as a company and have set such a policy. 

Senator T A F T . H O W many do you have written documents with? 
Mr. R A W L . Sir, I really do not have that number in mind. I t is a 

difficult problem. I n terms of distillates, i t would probably be most 
of our customers. 

I n terms of gasoline, contracts with service station are different 
kinds of contracts, but they are contracts. So, a very small percentage 
would not be covered by some contract, very small. 

Senator T A F T . Probably from both the legal and the practical 
point of view, i f voluntary guidelines are set up and they are truly 
voluntary, you are going to have both legal and economic factors 
working against your complying with those guidelines i f they require 
taking on of new customers or i f they require allocation to customers 
on some past basis, and there has been some change by contractor 
practice recently in your distribution? 

M r . R A W L . Y e s , s i r . 
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I can see the complication. I f this were a voluntary program that 
I should treat my existing customers and past customers on a propor-
tionate basis, i f that is what i t says, I wi l l not have any problem with 
that. 

I f i t tells me to put product into some situation where we have not 
been supplying, then all of a sudden I run into the kind of problem 
you live referred to and what that does to the existing customers. 

We have to see the guidelines, I guess but I can see some complica-
tions in a voluntary program. 

Mr. R A W L . I am not sure of that, either, depending on what that 
said, too. 

Senator T A F T . I t would give you a legal outlet, you would have 
the possibility of defense, 

Mr. R A W L . Legally i t would help, yes. Whether or not i t was 
properly conceived and thought out and whether or not it would 
cause more problems than i t solved, I guess we would have to see 
what the program was before we could comment on that. 

Senator T A F T . D O you other gentlemen have anything to comment 
on that? 

M r . CARD. Y e s . 
I see great danger in any mandatory control progrm. I think it, 

in fact, could result in a lessening of supply. As far as the comment 
on a voluntary program 

Senator T A F T . Why would i t lessen supply? I could see how 
Mi*. CARD. I t would depend on how it was administered, but the 

regulations and the experience that we have had, the industry has 
had with mandatory regulation—take natural gas as an example— 
we know what has happened, sir, and in the time frame we are talk-
ing about here, I would certainly say this, that, i f the program envi-
sioned does deal with providing customers served in 1972 on some 
basis, proportionate to the 1973 avails—it seems, as I mentioned 
earlier that suppliers should be encouraged voluntarily to supply on 
a proportionate basis 1972 customers in relation to their 1973 avails 
—if this is what is meant, i t seems to me at this stage i t would be 
much more practical and certainly all that would be called for under 
today's circumstances. 

I think, i f that is the interpretation, i t would be much better to 
consider that instead of any kind of mandatory control program. 

Senator T A F T . I notice a statement in your testimony, Mr. Card, 
with regard to the removal of lead from gasoline cutting down the 
supply. Could you elaborate on that? Is the lead already in the gaso-
line or are you talking about present refining processes? 

Mr. CARD. Yes, sir, I would be glad to comment on it. As you 
know, by July 1, 1974, all the service stations in the United States 
averaging 200,000 gallons or more for the year must have one grade 
of no-lead gasoline, and 60 percent of all stations, regardless of 
volume, are required to have one grade of no-lead gasoline. 

This is in fact forcing another grade of gasoline into the industry, 
into the country. 

I t does tie up additional inventories and supplies. Now, that is 
from the standpoint of supply. Whereas we have seen a year's delay 
as far as automobile fanufacturers are concerned, there has been 
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nothing yet to delay the implementation of this legislation on the 
petroleum industry. 

This is the kind of relaxation that we have been talking about. We 
think this certainly is called for, a relaxation on this. 

The other thing, though, is a technical matter. I t is simply the 
requirements in refining procedures and the technology that does 
require more crude oil, more running of material to make the same 
number of gallons when you have no lead gasoline. 

Another step further 
Senator T A F T . Y O U add lead to gasoline, do you not? 
Mr. CARD. That is a very small amount as far as the lead is con-

cerned, as to the total volume. 
Senator T A F T . But there is not any basic lead in crude oil, is there ? 
Mr. CARD. Y O U have to add the lead in the manufacturing process, 

this is correct. 
Senator T A F T . H O W does that reduce the volume, i f you put i t 

in 
Mr. CARD. I t has to do with your total octane pool. We are getting 

into a technical discussion here. I wil l be glad to get the amount per 
gallon or per barrel, and this has been documented. 

Then the other part of this has to do with the miles per gallon 
that this new gasoline wi l l give in the new automobile. 

Senator T A F T . I understand. That is something else again. 
But you are talking about volume of gasoline produced in your 

statement ? 
Mr. CARD. This is right. 
I do not have the complete technical outline of this but I can get 

this and furnish i t and would be happy to do so. 
Mr. SELLERS. Senator, I might add one specific example of this. I n 

going to unleaded gasoline, the way that we in our refinery wil l meet 
the octane requirement from the present operations over to an un-
leaded gasoline operation is to remove from the gasoline pool approx-
imately 10,000 barrels a day of material which is low octane. 

We are able to use i t in gasoline now because we use the lead to 
bring the octane level up. I n cutting out lead, we back out approx-
imately 10.000 barrc-ls a day of material which in turn would go into 
some other petroleum product, either petrochemical feed stock or jet 
fuel. 

Senator T A F T . I get you. Thank you very much. 
Senator M C I N T Y R E . Mr. Rawl, why have you refiners been allowed 

to import finished products—isn't this in effect an encouragement to 
build overseas refineries? On top of that, in September of 1971 you 
appeared before the subcommittee on Small Business that I chaired 
at that time and you strongly testified against, any program to allo-
cate the importation into this country of any finished product. Here 
you are enjoying it, and we were trying to get it for the independent 
terminal operators in New England. 

Here you are on the other side. Why should you be allowed to 
import finished products. 

Mr. R A W L . T O satisfy the market. 
We are not enjoying it. You know the finished products, gasoline, 

for example, is 53 cents a barrel currently. Wi th the fee i t goes up to 
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63 cents a barrel. Distillates wil l increase in the fee up to same level 
and so wi l l heavy fuel. 

We are not enjoying this. These fees, however, under the new pro-
gram are such that they wil l clearly switch the economic from build-
ing refineries offshore to expanding refineries on shore i f sites become 
available or certain!v. i f you have room to expand refineries. 

You wi l l recall that at the hearing you had 2 years ago, 1971, as I 
recall, September, we were talking about the heating season 1971-72. 

My comments then were that it was our opinion that the industry 
clearly had sufficient domestic refining capacity to produce sufficient 
heating oil to supply the market during that heating season, which i t 
did. Along those lines, however, I also cautioned at the time that 
importation of products without any other changes in the import 
program—and there have been other changes—would result in just, 
as we put it. exporting further refining capacity expansions. 

Senator M C I N T Y R E . I want to thank you gentlemen for coming here 
today. I appreciate your coming, realizing i t was difficult for you at 
this particular stage in the industry. 

We call as our next witnesses Mr. G. J. Morrison, vice president of 
marketing, Phillips Petroleum Co., and Mr. Thomas M. Ilennessy, 
president of the Getty Oil Co., Eastern Operations, Inc. 

Wi l l you please come to the witness table, gentlemen. We wil l pro-
ceed with Mr. G. J. Morrison followed bv Mr. Ilennessy. 

We have your statement and they wi l l be included in ful l in the 
record. 

Anywhere that you can condense your statement, that wil l be fine 
but I want you to feel that you have a ful l opportunity to testify 
and state your case. 

STATEMENT OF G. J. MORRISON, VICE PRESIDENT, MARKETING, 
PHILLIPS PETROLEUM CO., AND THOMAS M. HENNESSY, PRESI-
DENT, GETTY OIL CO., EASTERN OPERATIONS, INC. 

Mr. M O R R I S O N . Mr. Chairman, my name is G. J. Morrison, vice 
president, marketing. Phillips Petroleum Co. 

Getting into the text of my statement: 
What are the causes behind this gasoline shortage? The gasoline 

shortage was caused by four prime factors: Insufficient refining 
capacity in the United States. For the past several years new refining 
capacity has lagged well below the increase in demand for finished 
petroleum products. Not a single major refinery is under construction 
at present. 

The prime reason for the failure of refining capacity to keep pace 
with demand is the low rate of return on employed capital in the 
refining, distribution and marketing segments of the petroleum busi-
ness and the high costs of building new capacity. The rate of return 
for our company for these functions combined was only .17 percent 
in 1971 and 1.9 percent in 1972 on capital employed of approximately 
$1 billion. 

Another reason for lack of new refining capacity has been difficulty 
of securing permits to build refineries because of environmental 
problems. 
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A shortage of crude oil supplies, particularly the light common 
low-sulphur crude needed by most U.S. refineries to produce maxi-
mum gasoline y ields. 

Here, again, the unacceptable rate of return on investment has held 
crude oil exploration to levels well below that required to find new 
supplies to meet our domestic requirements. 

Increased gasoline demands due to more automobiles being on the 
road than ever before in our history and being driven more miles. 

Also, the less efficient engines in the last-model cars which require 
more fuel to travel the same number of miles as the older model cars. 

A part of this inefficiency is created by the antipollution devices 
with which these cars are equipped. Automotive motor fuel usage 
increased 6 percent in 1972 over 1971 and this rate of increase is con-
tinuing. The Bureau of Mines predicted that May, 1973 consumption 
would be up 6 percent from May, 1972. 

Increased demand for light distillate fuels. 
The shortage of natural gas in our country has caused many indus-

tr ial consumers to switch from gas to distillate fuels. Environmental 
regulations which prohibit the use of coal and high sulphur residual 
fuels in many areas of our country have also caused a switch to the 
lighter heating oils. 

Along with these added demands, extremely cold weather in much 
of the United States from October to December 1972 caused require-
ments for heating oils to exceed industry expectations. 

Therefore, in order for the petroleum industry to supply the heat-
ing oil requirements of home, hospitals, schools, and other regular 
users of this product last winter, the industry had to produce a 
greater volume of distillates than in previous years. To produce this 
additional product i t was necessary to reduce gasoline production by 
a like amount. As a result we were unable to build gasoline stocks to 
levels required to meet the heavy summer gasoline demand. 

2. The extent of the effect of the shortage wil l have on the Nation ? 
Short-term, we must realize that the first effect is a reduction in 

consumption, either voluntary or otherwise. We can easily reach the 
position where consumer rationing might be necessary. A shortage of 
fuels for the transportation industry would have far-reaching effects 
on other industries, the products and commodities of which rely on 
transportation. Our defense system could be seriously -imparled. Last 
but not least, a shortage of petroleum products could have a devastat-
ing effect on agriculture resulting in food shortages, higher food 
prices, and because less food would be exported, a more unsatisfac-
tory balance of payments position. 

Long term. By 1975 we wi l l be 1.5 million barrels per day short 
of crude processing capacity or the equivalent of 10 new 150,000 
barrels per day refineries. This is a shortage of approximately 12 to 
15 percent. Further, we wi l l need to construct 5 new 150.000 barrels 
per day refineries each year for the years 1976 through 1985 to keep 
pace with the demand. 

We wi l l necessarily have to import much greater amounts of 
petroleum and this wi l l have a serious effect on our balance of pay-
ment position. The present cost of imported petroleum is $4 billion 
annually, this could esoailate to $30 billion by 1985. 
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Senator M C I N T Y R E . I am going to have to interrupt you at this 
point in order that I may go to the floor to east a vote. 

[Recess.] 
Senator M C I N T Y R E . The committee will come to order. 
Mr. Morrison, I am sorry for the interruption. 
Mr. M O R R I S O N . Thank you. 
I wil l start with question 8: What impact wi l l the shortage have 

on competition within the industry ? 
We believe that ail segments of the industry are going to continue 

their intensive competition. There wi l l be less emphasis on promo-
tions such as trading stamps, games and giveaways, but competition 
wil l increase as the dealers with reduced amounts of gasoline to sell 
must compensate by increasing their income from their other sales 
of tires, batteries, accessories and services. We believe competition to 
secure the best dealers and obtain a viable share of the market wi l l 
continue at an increased pace because we, and no doubt all of our 
competitors, do not intend to surrender our customers and market 
position. 

•Competition to discover domestic and foreign production and the 
search for foreign supplies of crude and refined products wi l l be at 
an increased rate provided the return on capital employed wi l l justify 
the enormous expenditures. 

Permit me to supplement my written statement at this point with 
a comment. 

The press lias referred to a letter to the President, President Nixon 
from a group of Senators, urging him to start allocating petroleum 
products to keep independents from going out of business. 

The letter was quoted as saying "Independent stations represent a 
significant amount of competition in this industry." 

I hope that this well-organized and vocal group of large chain 
marketers does not cause us to disregard the interest of the many 
more and much smaller independent businessmen who are the indi-
vidual dealers, consignees and jobbers, selling Phillips and other 
major brand products. I trust- that no one is asking the President to 
allocate petroleum products to the so-called .independent marketer or 
chain operator of nonmajor brand outlets at the expense of the small 
independent business handling major products. 

Senator M C I N T Y R E . I do not know i f we have time for you to 
instruct me on how this oil industry is set up. I do not think we 
have. What you are saying is, there are people that see—let's take a. 
brand that I used to have, a friend who always bought it. He would 
go out of gas i f he could not find Cool Motor, predecessor to Cities 
Service. 

Do you mean that there are dealers who are independent, they own 
their own stations, they are not beholden to the company for some 
sort of a 100 percent financing or leasing, they arc independent in 
every sense of the word except they buy in your case Phillips 
Petroleum Gasoline? 

S I R . MORRTSON. He could be a dealer leasing a station from us, he 
could be a dealer leasing a station from another individual, or he 
could be a dealer who owns his own station and buying a branded 
product, from us or some other major company. 
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He has an investment in that service station. I f he owns it, he has 
a substantial investment. I f he owns the inventory and the equipment 
in there, then his investment could be $10 to $20,000. 

But there are a number of independent branded dealers throughout 
the country as well as independent branded jobbers. 

Senator M C I N T Y R E . Y O U are calling my attention to the fact that 
these independents exist in these various forms oveir and above the 
independents that the letter is concerned with, which talks about 
the 20 to 25 percent. 

The only real competitive factor in the marketplace, as we under-
stand it, as I understand it, is the independents out there that are 
not beholden to any particular company such as Phillips or Atlantic 
or whatever they were or are. 

Mr. M O R R I S O N . I am of the opinion that when you have any one 
in the marketplace competing for market penetration, that you have 
competition, competitive factors, whether i t be private brand or 
whether i t be branded, i f he is an individual business man. 

Senator M C I N T Y R E . I cannot compete with you on that. 
Somebody has told me that the big companies just do not really 

compete one with the other, they just sort of get along mutually. I 
can understand what you mean, there is an independent that we 
should not overlook. 

M r . M O R R I S O N . Y e s . 
Senator M C I N T Y R E . A l l right. 
Go on. 
Mr. M O R R I S O N . Question 4 . What steps can and should be taken to 

prevent such shortages and their recurrence? 
Governmental rules and regulations should be designed to encour-

age rather than discourage added investment in exploration and pro-
duction of crude oil and other raw materials as well as new refinery 
construction. 

A rate of return on this invested capital must be sufficient to gen-
erate risk capital in amounts necessary to encourage these endeavors. 

The competitive free enterprise system, which fundamentally allo-
cates resources in the marketplace, should be relied upon to provide 
the energy requirements of the nation. 

I n a free market, the forces of supply and demand insure that the 
price of energy reflects its true value, Market forces, then, wi l l direct 
our limited energy supplies into their moet efficient use, thereby 
eliminating wasteful consumption. And with all forms of energy 
competing for a share of the market, the consumer wi l l be best 
assured of adequate supplies at a reasonable price. 

The Nation's environmental goads should be properly balanced 
with its energy needs. Many environmental actions taken bv govern-
ment and private organizations have limited the current availability 
of energy and restricted efforts to provide for further needs. Some 
moves have actually led to a waste of both energy and capital 
resources. 

Speed up the actions of the courts and Congress when cases of 
national concern such as the Alaskan pipeline, offshore unloading 
facilities, and off short exploration and dri l l ing are challenged. 

Research efforts on alternate sources of energy and mass transpor-
tation are long-term necessities but decisions regarding these efforts 
should be made soon. 
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The price control program as presently structured has a potential 
for aggravating shortages of petroleum products. The function of 
price in improving the ba lance between supply and demand is thus 
restricted i f not nullified by mandatory price controls on the large 
producing and refining concerns. 

5. What impact wil l gasoline shortages have on other products for 
the remainder of this year and on home heating oils next winter? 

Because of the unprecedented motor fuel demand in 1972. the 
industry went into the winter season with distillate stocks lower than 
normal. I n order to have optimum gasoline supply for the summer 
motor fuel season, it wil l be necessary to produce maximum gasoline 
at the refineries which wil l mean entering the winter season with 
lower than desired distill late stacks. 

6. What effect wi l l the recently announced replacement of the quota 
system have on this year's supply of petroleum products? 

Crude Oil : The temporary elimination of tariff duty should en-
courage ful l utilization of import allocations this year. The new 
system wil l not eliminate the problems of supplying Midcontinent 
refiners. 

Gasoline: The 0.5 cent per barrel reduction in fee versus the former 
duty is insufficient incentive for companies without fee-free alloca-
tions to significantly increase gasoline imports. 

The limited supplies of gasoline available for import wi l l lay in at 
costs considerably above domestic prices. I n addition, very little of 
the foreign gasoline wil l meet our specifications. Without the flexibil-
ity to recover these higher costs through price increases, the incentive 
for traditional suppliers to import wil l be limited. 

Heating Oi l : Although foreign heating oil is usually more avail-
able than gasoline, it also commands a considerably higher price than 
domestic oil. Pie re again, ability to recover increased costs would 
determine the degree to which projected shortages are satisfied next 
winter. The new initial security fee of 15 cents per barrel is 4.5 cents 
above the former duty and thus provides no incentive to import. 

Propane: The elimination of duty or fee and the Western Hemis-
phere restriction should encourage propane imports. The problems of 
overseas availability, limited receiving facilities, and high cost 
remain, however. These higher costs must be offset by increased 
selling prices. 

Economic stabilization regulations administered by the Cost of 
Living Council discourage the use of imported petroleum products 
to satisfy the domestic shortage. 

Furthermore, i t may be almost impossible to make a foreign pur-
chase i f it requires a long wait to secure an approved price adjust-
ment from the COLC. Such adjustments should be automatic—not 
negotiated individually with price control authorities. 

Mr. Chairman, that completes my statement. 
[The fu l l statement of Mr. Morrison follows:] 

STATEMENT OF G . J . MORRISON, V I C E PRESIDENT, M A R K E T I N G OF P H I L L I P S PETRO-
L E U M C o . 

1.0 What are the causes behind this gasoline shortage? 
1.1 The gasoliine shortage was caused by four pr ime factors. 
1.1.1 Insufficient ref ining capacity i n the Uni ted States. For the past several 

years new refining capacity has lagged wel l below the increase i n demand 
9 G - 1 S 3 — 7 3 19 
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fo r finished petroleum products. Not a single major refinery is under construc-
t ion at present. 

The pr ime reason for the fa i lu re of ref ining capacity to keep pace w i t h 
demand is the low rate of re turn 011 employed capi ta l i n the refining, d istr ibu-
t ion and market ing segments of the petroleum business, and the h igh costs 
of bui ld ing new capacity. The rate of re turn fo r our company fo r these func-
tions combined was only 0.17% in 1971 and 1.9% in 1972 on capi ta l employed 
ot approximately one bi l l ion dollars. 

Another reason for lack of new refining capacity has been dif f iculty of secur-
ing permits to bui ld refineries because of environmental problems. According 
to published reports, several oi l companies in the past few years have attempted 
to secure permits for new refining construction at several di f ferent locations 
i n this country. These plans were apparently abandoned when the companies 
were unable to secure such permits. 

1.1.2 A shortage of crude o i l supplies, par t icu lar ly the l igh t common low 
sulphur crude needed by most U.S. refineries to produce max imum gasoliine 
yields. 

Here, again, the unacceptable rate of re tu rn on investment has held crude 
oi l explorat ion to levels wel l below that required to find new supplies to meet 
our domestic requirements. 

Several in land refineries that are unable to receive foreign crude oils are 
operat ing at less than capacity due to thei r inab i l i ty to secure adequate 
domestic crude oil. 

1.1.3 Increased gasoline demands due to more automobiles being on the road 
than ever before in our history, and being dr iven more miles. Also, the less 
efficient engines in the late model cars which require more fue l to t rave l the 
same number of miles as the older model cars. A par t of th is inefficiency is 
created by the ant ipol lu t ion devices w i t h which these cars are equipped. Auto-
motive motor fuel usage increased 6% in 1972 over 1971 and th is rate of 
increase is continuing. The Bureau of Mines predicted that May 1973 consump-
t ion would be up 6% f rom May, 1972. 

1.1.4 Increased demand for l ight d ist i l la te fuels. 
The shortage of na tura l gas i n our country has caused many indus t r ia l con-

sumers to switch f rom gas to d ist i l la te fuels. Environmental regulations which 
proh ib i t the use of coal and high sulphur residual fuels i n many areas of our 
country have also caused a switch to the l ighter heating oils. 

Along w i t h these added demands, extremely cold weather i n much of the 
U.S. f r om October to December 1972 caused requirements for heat ing oils to 
exceed industry expectations. Therefore, i n order fo r the petroleum indust ry 
to supply the heating oi l requirements of home, hospitals, schools and other 
regular users of this product last winter , the industry had to produce a greater 
volume of dist i l lates than in previous years. To produce this addi t ional product 
i t was necessary to reduce gasoline production by a l ike amount. As a result 
wTe were unable to bui ld gasoline stocks to levels required to meet the heavy 
summer gasoline demand. 

2.0 The extent of the effect the shortage w i l l have on the nation? 
2.1 Short Term—We must realize that the first effect is a reduction i n con-

sumption—either voluntary or otherwise. We can easily reach the posit ion 
where consumer rat ion ing might be necessary. A shortage of fuels fo r the 
t ransportat ion industry would have fa r reaching effects on other industries, 
the products and commodities of wThich rely on transportat ion. Our defense 
system could be seriously impaired. Last but not least, a shortage of petroleum 
products could have a devastating effect on agr icul ture resul t ing i n food 
shortages, higher food prices, and because less food would be exported, a more 
unsatisfactory balance of payments position. 

2.2 Long Term—By 1975 we w i l l be 1.5 mi l l ion barrels per day short of crude 
processing capacity or the equivalent of 10 new 150,000 barrels per day refin-
eries. This is a shortage of approximately 12 to 15%. Fur ther , we w i l l need 
to construct 5 new 150,000 barrels per day refineries each year fo r the years 
3976 through 1985 to keep pace wTith the demand. 

Nat ional Petroleum Council forecasts the industry w i l l require approximately 
,$174 b i l l ion in investment capital for domestic and foreign expenditures to 
provide us w i th the oi l and gas requirements to 1985. 

We w i l l necessarily have to import much greater amounts of petroleum and 
this w i l l have a serious effect on our balance of payment position. The present; 
cost of imported petroleum is $4 b i l l ion annual ly, th is could escalate to $30 
bi l l ion by 1985. 
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3.0 What impact w i l l the shortage have on competit ion w i t h i n the industry? 
3.1 We believe that a l l segments of the industry are going to continue the i r 

intensive competition. There w i l l be less emphasis on promotions such as trad-
ing stamps, games and giveaways, but competit ion w i l l increase as the dealers 
w i th reduced amounts of gasoline to sell must compensate by increasing their 
income f rom their other sales of tires, batteries, accessories and services. We 
believe competit ion to secure the best dealers and obtain a viable share of the 
market w i l l continue at an increased pace because we, and no doubt a l l of our 
competitors, do not intend to surrender our customers and market position. 
Competit ion to discover domestic and foreign production and the search for 
foreign supplies of crude and refined products w i l l be a t an increased rate 
provided the return on capital employed w i l l j us t i f y the enormous expenditures. 

4.0 What, steps can and should be taken to prevent such shortages and their 
recurrence? 

4.1 Governmental rules and regulations should be designed to encourage 
ra iher than discourage added investment in exploration and production of 
crude oil and other raw materials as wel l as new refinery construction. A rate 
of return on this invested capital must l>e sufficient to generate risk capital in 
amounts necessary to encourage these endeavors. I n par t icu lar , federal regula-
tions of wel l head price of natura l gas going to interstate markets must be 
removed. Federal regulation of these prices is the pr ime cause not only of 
the present natura l gas shortages, but of other shortages, because i t distorted 
prices of a l l energy fields. Congress now has before i t a proposal which would 
provide a tax credit of 7 C / C for unsuccessful domestic exploratory o i l and gas 
wells and a 12r/c tax credit for successful wells. Passage of this proposal would 
fu r ther encourage domestic oi l and gas development. 

4.2 The competitive free enterprise system, which fundamental ly allocates 
resources i n the marketplace, should be relied upon to provide the energy 
requirements of the nation. I n a free market, the forces of supply and demand 
-ensure that the price of energy reflects i ts t rue value. Market forces, then, 
w i l l direct our l imi ted energy supplies in to their most efficient use, thereby 
el iminat ing wasteful consumption. And w i t h a l l forms of energy competing 
for a share of the market, the consumer w i l l be best assured of adequate 
supplies at a reasonable price. 

4.3 The nation's environmental goals should be properly balanced w i th i ts 
energy needs. Many environmental actions taken by government and pr ivate 
organizations have l imi ted the current avai lab i l i ty of energy and restricted 
efforts to provide for f u r l her needs. Some moves have actual ly led to a waste 
of both energy and capital resources. Examples are : the ha l t ing of the Trans-
Alaskan pipeline and consequently the postponement or loss of substantial 
.supplies of oi l when we were beginning to really need them; a near hal t 
to fu r ther Alaskan search for new petroleum reserves; a slowdown in offshore 
oi l and gas lease sales and the blocking of exploration i n the At lant ic Ocean 
(potential ly our greatest fu ture petroleum source) ; the foreclosure of new 
refinery and terminal sites on the East Coast needed to accommodate necessary 
imports, the combination of technology and environmental problems that has 
disrupted the nuclear power program. 

4.4 Speed up the actions of the courts and Congress when cases of nat ional 
concern such as the Alaskan pipeline, offshore unloading faci l i t ies, and offshore 
explorat ion and d r i l l i ng are challenged. 

4.5 Research efforts on alternate sources of energy and mass transportat ion 
are long term necessities, but dceisions regarding these efforts should be made 
soon. 

4.6 The price control program as presently structured has a potential for 
aggravating shortages of petroleum products. The funct ion of price in improv-
ing the balance between supply and demand is restr icted i f not nul l i f ied by 
mandatory price controls on the large producing and refining concerns. I have 
already mentioned the exceedingly low rate of re turn on capital employed 
in this segment of our business. Though adequate prices are necessary to cor-
rect this condition, we are l imi ted to 1.5% price increases on petroleum prod-
ucts. We may not realize addi t ional increases to cover accumulated cost 
increases which we were unable to recover through price increases dur ing 
Phase I I , but can react only to so-called "new cost increases", that is, cost 
increases since March (>. 1073. These UTI recovered accrued costs (amounting to 
almost 3c/c i n our case) were completely wiped out. Other industries are not 
so restricted. We believe that relaxat ion of these controls w i l l avoid fur ther 
aggravation of exist ing shortages. 
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5.0 W h a t impact w i l gasoline shortages have on other products f o r t h e 
remainder of th is year and on home heat ing oils next w in te r? 

5.1 Because of the unprecedented motor fue l demand f o r 1972, the indus t ry 
went in to the w in te r season w i t h d is t i l la te stocks lower than normal . I n order 
to have opt imum gasoline supply f o r the summer motor fue l season, i t w i l l be 
necessary to produce max imum gasoline a t the refineries wh ich w i l l mean 
enter ing the w in te r season w i t h lower than desired d is t i l l a te stocks. 

6.0 W h a t effect w i l l the recently announced replacement of the quota system 
have on th is year's supply of petroleum products? 

6.1 Crude Oi l—The temporary e l iminat ion of t a r i f f duty should encourage 
f u l l u t i l i za t ion of impor t al locations th is year. The new system w i l l not 
e l iminate the problems of supply ing Midcont inent refiners. 

6.2 Gasoline—The 0.5tf per barrel reduct ion i n fee versus the fo rmer du ty 
is insuff icient incentive fo r companies w i t hou t fee-free al locat ions to signif i-
cant ly increase gasoline imports. The l im i ted supplies of gasoline avai lable f o r 
impor t w i l l lay i n a t costs considerably above domestic prices. I n addi t ion, 
very l i t t l e of the foreign gasoline w i l l meet our specifications. W i t h o u t the 
flexibility to recover these higher costs th rough price increases, the incent ive 
f o r t rad i t i ona l suppliers to impor t w i l l be l imi ted. 

6.3 Hea t ing O i l—Al though fore ign heat ing oi l is usual ly more avai lable than 
gasoline, i t also commands a considerably higher pr ice than domestic oi l . Here 
again, ab i l i t y to recover increased costs wou ld determine the degree to wh ich 
projected shortages are satisfied next w in ter . The new i n i t i a l secur i ty fee of 

per bar re l is 4.5$ above the fo rmer duty and thus provides no incent ive to 
impor t . 

6.4 Propane—The e l iminat ion of duty or fee and the Western Hemisphere 
res t r ic t ion should encourage propane imports. The problems of overseas avai l -
ab i l i t y , l im i t ed receiving fac i l i t ies, and h igh cost remain, however. These 
higher costs must be offset by increased sel l ing prices. 

6.5 Economic stabi l izat ion regulat ions as administered by the Cost of l i v i n g 
Counci l discourage the use of imported petroleum products to sat is iy the 
domestic shortage. The h igher cost of impor ted product must be recovered by 
h igher prices on the par t i cu la r impor ted volume. Th is presents an impossible 
s i tuat ion to the sel ler : He is sel l ing his domestical ly produced product at a 
lower price. Wh ich of h is customers w i l l bear the much h igher cost of the 
impor ted volume? The solut ion is to permi t the f i rm to ad jus t the pr ice on a l l 
sales of the product, both domestic and imported, by a small amount, an amount 
sufficient to recover the higher cost of the impor ted mater ia l and the usual 
percentage markup. Fur thermore, i t may be almost impossible to make a 
fore ign purchase i f i t requires a long wa i t to secure an approved pr ice adjust-
ment f r o m the COLC. Such adjustments should be automat ic—not negotiated 
ind iv idua l l y w i t h price contro l author i t ies. 

Senator M C I N T Y R E . Mr. Ilennessy, president of Getty Oil Co.— 
En stern Operations. 

M r . I IENNESSY. Y e s , s i r . 
Senator M C I N T Y R E . Your full statement wil l be included in the 

record. 
Mr. I T E N N E S S Y . I am Thomas Ilennessy, president of Getty Oil Co. 

—Eastern Operations, Inc., a wholly-owned subsidiary of Getty Oil 
Co. I speak only for my company. 

We are an eastern regional refiner and marketer of gasoline and 
related petroleum products for Getty Oil. 

We have a single refinery in Delaware City, Del., and market 
gasoline through some 2.500 retail outlets in 11 northeastern States 
from Maine to Maryland. We sell limited quantities of home-heating 
fuel and other middle distillates in the same States. 

1. The causes of the gasoline shortage. 
For Getty Oil—Eastern, there is a shortage because of (a) Oper-

ational failures in two key units at our refinery; 
(b) The success of our premium-grade-only marketing program 

and increased demand for Getty premium gasoline; and (c) the-
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increase in demand for gasoline caused by the newly installed anti-
pollution devices on late model automobiles and the increasing 
numbers of vehicles on the road. 

Our first two stated reasons may be different- from those experi-
enced by other companies. I n what we hope is a temporary measure, 
Getty Oil—Eastern—last- month started allocating gasoline to all 
of its customers which include distributors, dealers and farm and 
commercial accounts. They were reduced to 92 percent of their pur-
chases based on their first-quarter 1973 volumes. Municipalities which 
render emergency services were not affected. 

2. The effect of the gasoline shortage on the Nation. 
Reduction of gasoline available to the motoring public, of course, 

means less business, less travel, reduced acquisitions of real estate 
and less advertising. There wil l be an adverse impact on hotels, 
resorts and recreational business with diminished travel. 

3. Effect on competition in the oil industry. 
There wil l continue to be intense competition. However, there wi l l 

be a change on where i t takes place. Instead of in the retail market 
place, it will be competition throughout the industry to obtain sup-
plies of refined products. Because of phase I I I , a retailer cannot buy 
from his supplier at a market dictated price but must pay the frozen 
price. This distorts and changes the market forces. 

A t such time in the future as refining capacity catches up witl j 
demand, we can expect a return to keen competition at the retail level. 

4. What steps can and should be taken to prevent gasoline short-
ages and their recurrence? 

A. Gasoline should be allowed to seek its own competitive price 
level, free of artificial restraints, so that supply wi l l be induced to 
meet demand by providing incentive to build new refineries. The 
Federal Power Commission finally recognized the same problem on 
natural gas and for the same reasons is permitting price increases. 

B. A reasonable price for gasoline wil l encourage the building of 
refineries. 

C. Some mutual understaTiding and compromise must be made 
with the environmentalists. The Alaska pipeline, super-ports, offshore 
dril l ing and methods to utilize high-sulfur oils, which have value, 
have been held up. So, also have nuclear powerplants been greatly 
delayed. They would have eased greatly the demand for fuel oils and 
natural gas. While environmental considerations are of paramount 
importance so also are the personal and industrial needs of our 
people. 

5. The impact that gasoline shortages wil l have on other products 
for the remainder of this year and on home heating supplies next 
winter. 

For Getty Oil—Eastern, there wil be no significant impact. We 
wil l make and sell about the ^ame quantity of home-heating fuel as 
last year. Our refinery is running at ful l capacity. 

6. The effect the replacement of the quota system with a tariff 
license fee program will have on this year's supply of petroleum 
products. 

Our Delaware refinery is designed and equipped to handle sour— 
high-sulfur—foreign crude oils, that is the bulk, of our crude slate 
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for this year. Therefore, there wi l l be no immediate effect on Getty 
Oil—Eastern. 

Also, we do not expect much foreign gasoline wi l l be available. We 
do think Mr. Nixon's new program which wil l permit added fuel oil 
to be brought in for use as fuel oil wi l l lessen next winter's fuel 
shortage. 

I n the longrun, however, we wi l l be forced to depend on foreign 
source crude oils unless there are continuing inducements to search 
for new domestic sources offshore on our Continental Shelf as well 
as onshore in Alaska and the other States. 

We believe a central Government office to handle all aspects of 
the energy program would be in our mutual best interest. 

Thank you, that is my complete statement. 
[The ful l statement of Mr. Hennessy follows:] 

S T A T E M E N T OF T H O M A S M . I - I E N N E S S Y , PRESIDENT OF G E T T Y O I L C o . ( E A S T E R N 
OPERATIONS) I N C . 

I am Thomas M. Hennessy, President of Getty Oi l Company (Eastern Opera-
t ions), Inc., a wholly-owned subsidiary of Getty Oi l Company. I appreciate the 
opportunity to appear before this Committee and to express Getty Eastern's 
views on the impact of possible shortages of gasoline and other petroleum 
products on the nation's economy. 

A t the outset I want to emphasize the l imi ted scope of Getty Eastern's opera-
tions and the consequent l imi ted scope of my comments. The Committee has 
received the views of several integrated oi l companies which have operations 
not only in a l l phases of the petroleum business in the United States and 
abroad, but in other forms of energy also. They and others have given the 
Committee a wide range of suggestions for coping w i th what is not merely 
a shortage of gasoline, but on a broader scale an energy crisis. 

Getty Eastern, 011 the other hand, is essentially a regional refiner and 
marketer of gasoline and related petroleum products. We have a single refinery, 
located in Delaware City, Delaware, and w7e market gasoline, pr imar i ly premium 
grade, through some 2,500 service stations and other outlets i n only eleven 
Northeastern States, f rom Maine to Maryland. We also market through Dis-
t r ibutors a l imited quantity of home heating oi l and other middle dist i l lates 
i n the same States. By reason of the l imi ted scope of our operations, I w i l l 
not presume to advance proposals for solving a l l of the problems that might 
be thought to have contributed to the energy crisis generally or to the shortage 
of gasoline in part icular. Nevertheless, I am hopeful that our views w i l l be 
helpful to the Committee. 

Senator Mclntyre's invi tat ion to appear before the Committee outl ined six 
issues in which the Committee was interested and to which our testimony 
should be directed. I w i l l comment briefly on each of these, i n the order l is ted 
in Senator Mclntyre's letter. 

1. T H E CAUSES OF T H E GASOLINE SHORTAGE 

I am f rank to admit that I do not know the magnitude of what current ly 
appears to be a real shortage of gasoline, and I do not know generally who is 
affected by i t or to what extent. I do know that Getty Eastern is short o f 
gasoline to such an extent that wTe cannot meet the demand of our exist ing 
customers and have therefore been compelled to l im i t our customers to 92 
of their purchases dur ing the first three months of 1973. Our customers are 
dealers who resell at retai l to the motoring publ ic: distr ibutors who sell to 
dealers and consumers, and fa rm and commercial accounts such as municipal-
ities, t ruck fleets, etc. Over 99% of our gasoline is sold under the Getty brand 
name or trademark. 

There are two broad, interdependent causes of this shortage. First , demand 
for gasoline has increased substantially by approximately 6% in 1972 over 
1971 and by approximately 6% in the first four months of 1973 over the com-
parable period of 1972. This increase in demand itself has diverse causes. The 
number of cars owned and used by Americans has increased dramatical ly. 
There are more than 86 mi l l ion cars in use today, and some 12 mi l l ion cars 
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f ire expected to be purchased i n 1973 alone. This is significant i n terms of 
demand for gasoline, for because of the addit ion of exhaust emission control 
devices to newer model cars, new cars use considerably more gasoline than 
older cars. Despite this increased consumption, compared to other products 
l isted on the Government's consumer price index, gasoline has not increased 
in price at nearly the same rate. Whi le the consumer price index rose 25% 
f rom 1967 to 1972, the price of gasoline at the pump rose only 13%. Getty 
Eastern has not increased its gasoline Tank Wagon prices since about Novem-
ber, 1970. Gasoline is s t i l l a great buy, especially compared to steak, and a 
Sunday afternoon dr ive is s t i l l a relat ively inexpensive fo rm of recreation for 
the average American fami ly compared w i th many other forms of recreation, 
the costs of which have kept pace w i th the general inf lat ionary trends of 
the past several years. 

On top of these general demand pressures, Getty Eastern's own demand fo r 
gasoline has risen dramatical ly i n the past three years because of our success-
f u l program of market ing only premium gasoline which is sold at a price less 
than the premium gasoline of our competitors. 

Whi le demand for gasoline was increasing, however, the capacity to meet 
that demand was not keeping pace. I n the East, for example, there has not 
been a new refinery constructed since Getty Eastern's refinery came on stream 
in 1957, a fact at t r ibutable not only to local resistance to refineries but to 
uncertainties engendered by the Mandatory Oi l Impor t Program. I n addit ion, 
some older refineries have closed, par t ly because of difficulties i n obtaining 
secure sources of domestic, sweet crude oil, whi le others have deferred possible 
expansions for the same reason. A t the same time, a na tura l gas shortage, 
which is now recognized to exist by even the Federal Power Commission, led 
various ut i l i t ies and indust r ia l users to switch f rom this ar t i f ic ia l ly cheap 
source of energy, gas, to fuel oil. This switch, plus the switch of s t i l l other 
indust r ia l users and ut i l i t ies f rom higher sul fur coal to fuel o i l because of 
environmental considerations, has placed s t i l l another s t ra in on refineries which 
were already producing fuel o i l and gasoline at near capacity. The supply 
base simply has not been able to keep pace w i t h increased demand. 

I n Getty Eastern's case, the immediate cause of our gasoline shortage is 
easy to pinpoint. On February 29, 1972 we suffered a serious fire at our 
Delaware City Refinery, as a result of which the refinery's fluid coker uni t , 
was out of operation un t i l August 9, 1972. The coker provides feed stock f o r 
the catalyt ic cracker and this is par t icu lar ly impor tant i n our manufacture 
of gasoline. Our gasoline production was seriously restr icted at a t ime when 
our demand was increasing. I n order to make up the deficit, we both purchased 
and borrowed gasoline f rom others. We are s t i l l paying back some of the 
gasoline we borrowed w i th the result that we are not yet able to devote the 
f u l l gasoline production of our refinery to the supply of our customers even 
though the coker has been back in service for several months. 

I n February, 1973 we suffered a breakdown in the catalyt ic cracking un i t 
of our refinery, w i t h the result that i t too was out of service for several weeks. 
I should add tha t we are not alone i n refinery troubles. The Ap r i l 2. 1973 
issue of "The Oi l and Gas Journal " referred to the fact that i n March Exxon 
had to shut down a large cat cracker, several months before i ts turnaround 
was due, and mentioned a l ire and explosion which reduced throughput i n a 
crude uni t at a Texaco refinery. These accidents are s t i l l another cause of the 
gasoline shortage. 

Faced w i th a shortage of gasoline to supply our exist ing customers, wTe have 
endeavored to find supplies elsewhere. Bu t the shortage we face is faced br-
others par t ly for the reasons outl ined earlier. Cargoes of gasoline on the 
Uni ted States Gulf Coast are not available at a l l and foreign gasoline, i f 
available, does not meet our specifications. Gasoline costs, including duty, 24c 
tc 26$ per gallon current ly f rom European refineries. 

Moreover, because European refineries have a gasoline yield of only approx-
imately 14%, compared w i th an average gasoline yield of approximately 43% 
for United States refineries, and 60% at our Delaware Refinery, there obvi-
ously is not much opportunity for European refineries to increase their produc-
t ion for the Uni ted States market. Fur ther , the demand fo r gasoline i n Europe 
is i tself increasing. We cannot expect diversion of vast quantit ies of gasoline 
f rom Europe because either the supply and demand forces of the market place 
w i l l dr ive the price to such a point that i t would be more economic to use such 
gasoline i n Europe, or governmental intervent ion can be expected to prevent 
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European consumers f rom suffering shortages whi le European refined gasoline 
is diverted to the United States markets. 

I n any event, i t is uneconomic fo r Getty Eastern to purchase gasoline a t the 
prices at which i t is now quoted fo r European cargoes. Domestic gasoline is 
no t available fo r purchase. As Getty Eastern is subject to the price l im i ta t ions 
imposed by the Price Commission i n i ts Phase I I I program re lat ing to the 
petroleum industry, i f we should purchase foreign gasoline at current ly quoted 
prices, we would be compelled to sell i t fo r substantial ly less than what we 
had paid fo r i t . 

When we finally realized the magnitude of our gasoline shortage and realized 
tha t we could not remedy i t by outside purchases, we were compelled to inst i -
tute a program of al locating gasoline among our various customers, t rea t ing 
them un i fo rmly except to the extent required to accommodate those whose 
purchases were on a seasonal basis to such an extent tha t appl icat ion of the 
base period chosen would have been inappropriate, and those, such as munici-
pali t ies, who must have gasoline for essential public services. 

2. T H E EFFECT OF T H E GASOLINE SHORTAGE OX T I I E N A T I O N 

I f the shortage of gasoline persists, we foresee many consequences. Consump-
t i on w i l l have to be curtailed. This curtai lment could have serious side effects. 
Petroleum companies, including Getty Eastern, might need fewer employees 
for the market ing, refining and transport ing of gasoline, for the acquisi t ion of 
real estate for service stat ion sites, for advertising, and fo r other purposes 
which are related to efforts to increase the consumption of gasoline. We have 
already drast ical ly curtai led our advert is ing expenditures. A substantial cur-
ta i lment of consumption of gasoline by American famil ies could have an 
adverse impact on hotels and motels, restaurants and recreational oriented 
businesses. I n those areas having l imi ted mass t ransportat ion faci l i t ies, a 
cur ta i lment of consumption of gasoline could impede the ab i l i ty of some persons 
to t ravel to thei r places of work, w i t h a consequent adverse effect on economic 
product iv i ty . 

I f consumption must be curtai led then the immediate question becomes, 
who is to decide on the cr i ter ia for curtai lment? I n our view, there is only 
one answer. I t must be the free force of the market place tha t determines who 
w i l l purchase gasoline and how much and at what price. Adherence to this 
pr inciple has kept Americans supplied w i t h adequate sources of gasoline fo r 
decades, and I am convinced tha t such adherence can continue to insure ample 
supply i n the future. I f so, then in the long r un the consequence of the gasoline 
shortage should be that more ref ining capacity w i l l be bu i l t and supplies w i l l 
increase. 

3. EFFECT ON C O M P E T I T I O N I N T H E O I L I N D U S T R Y , 

I am sure there is apprehension among some of the member^ of the Com-
mit tee that a gasoline shortage w i l l lead to less competition. I do not believe 
that to be a real danger. Rather, what has happened and should continue to 
happen is a change of the emphasis on competition. Thus, as we now have our 
customers on allocation, Getty Eastern is not s t r iv ing to induce new customers 
to purchase Getty Eastern gasoline, we are not actively looking for new service 
stat ion sites, and we have curtai led our advertising. Frank ly , I am hopeful 
about supplies for the future, so I do not expect th is condit ion to persist 
indef ini tely. 

On the other hand, there is now keen competit ion among suppliers of gaso-
l ine for any extra supplies that might become available. I n periods of over-
supply, the competit ive emphasis is on finding new customers or reta in ing old 
ones. I n periods of short supply i t is on securing sources of supply. These are 
di f ferent forms of competition, but they are the na tu ra l consequence of the 
free enterprise system and the market place. 

Nor do I believe that competit ion among resellers, such as service stat ion 
operators, w i l l be adversely affected by this shortage. We are in formed tha t 
some service stat ion operators have curtai led hours of operation and/or raised 
prices at the pump. Even i f these are the consequences of the shortage, I 
believe again that they are merely a change of emphasis f rom competing less 
on sales to motorists, to more for supplies f rom refiners and other suppliers of 
gasoline. This, again, should be one of the direct consequences of the free 
enterprise system dictated by the market place. 
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Unfor tuna te ly , because of the Phase I I I P rogram re la t ing to the 23 sellers 
of gasoline, inc lud ing Getty Eastern, th is las t phase of compet i t ion subs t i tu t ion 
is distorted. A service s ta t ion operator who m igh t wTant to purchase gasoline 
a t a h igher pr ice f r o m a seller and marke t i t a t a lower pr ice than h is com-
pet i tors, absorbing some of the increase by a reduct ion of h is marg in of p ro f i t 
i n exchange fo r the h igher volume, may we l l not be able to do so because under 
Phase I I I he cannot pay h is suppl ier wha t the marke t wTould dictate. I t is th i s 
d is to r t ion of marke t forces tha t leads me to Po in t 4. 

4. W H A T STEPS CAN A N D SHOULD BE T A K E N TO PREVENT GASOLINE SHORTAGES A N D 
T H E H I REOCCURRENCE? 

As suggested i n my response to issues 2 and 3, I am convinced tha t gasoline 
must be a l lowed to find i ts compet i t ive pr ice level f ree of a r t i f i c ia l res t ra in ts 
such as imposed by the Pr ice Commission. Given other in f la t ionary pressures,, 
th is may seem a d is taste fu l choice. B u t i t is now general ly recognized tha t i t 
was the Federal Power Commission's ef forts to keep the pr ice a r t i f i c ia l l y l ow 
tha t led to the acute shortage of na tu ra l gas we face i n the Un i ted States today. 

The economic forces tha t determine whether gasoline suppiles w i l l be ade-
quate i n the f u t u r e are ha rd l y di f ferent. I f the pr ice of gasol ine is kept ar t i f i -
c ia l ly low, there w i l l be no incent ive to bu i l d new re f in ing capaci ty or to expand 
ex is t ing refineries. I t is to securing th is compet i t ive f reedom t h a t we should 
address our at tent ion. 

Of course, the whole solut ion is not t h a t simple. Even g iven economic 
incentives, there are s tumbl ing blocks. Wel l -meaning local ci t izens and environ-
menta l is ts may we l l oppose new refineries or pipelines, such as the A laska 
pipel ine or superports wh ich wou ld fac i l i t a te crude o i l del iveries. A t the same 
t ime as they delay construct ion of those fac i l i t ies v i t a l to increasing supplies 
of gasoline and fue l oi l . some of the same people promote exhaust emission 
controls fo r cars wh ich i n t u r n cause cars to use even more gasoline. Others 
have pointed to the need f o r a id i n these areas, and I only add our voice 
to theirs. Env i ronmenta l improvements and controls a re laudable, bu t there 
must be some compromise i f we are to avo id serious gasoline, fue l and other 
shortages. 

5. T H E I M P A C T T H A T GASOLINE SHORTAGES W I L L H A V E O N OTHER PRODUCTS FOR T H E 
R E M A I N D E R OF T H I S YEAR A N D ON H O M E H E A T I N G SUPPLIES N E X T W I N T E R 

Getty Eastern's gasoline shortage w i l l have no s igni f icant effect on any 
other product produced and /o r marketed by Getty Eastern, pa r t i cu la r l y home 
heat ing oi l . W h i l e wTe sell only l im i t ed quant i t ies of home heat ing oi l , we expect 
to have about the same quant i t y f o r sale next w in te r as we d id th is past 
w in te r . I n tha t regard, our ref inery is now operat ing a t i t s m a x i m u m prac t i ca l 
capacity, and is opt imized to manufac tu re gasoline. Even w i t h changes i n our 
crude slate we could not increase our gasoline yields s igni f icant ly . 

President Nixon 's new impo r t p rog ram permi ts the impo r ta t i on of substant ia l 
quant i t ies of fue l o i l f o r resale only as fue l o i l i n D i s t r i c t I ( the Nor theastern 
Un i ted States) commencing A p r i l 1, 1973. Th is measure should tend to he lp 
the supply of heat ing o i l th is coming w in te r . 

6. T I I E EFFRCT T N E REPLACEMENT OF T H E QUOTA S Y S T E M W I T H A T A R I F F L I C E N S E 
FEE PROGRAM W I L L H A V E OX T H I S YEAR'S SUPPLY OF PETROLEUM PRODUCTS 

So fa r as Getty Eastern is concerned, the change i n the impor t p rogram has 
not affected our plans. As the De laware ref inery was especially equipped to 
handle low cost sour (h igh su l f u r ) fore ign crude oils, un l i ke many domestic 
refineries wh ich must have greater quant i t ies of sweet ( low su l fu r ) crude oils, 
we had already programmed the ref inery f o r substant ia l fo re ign crude fo r 
1973. 

As ind icated i n my comments on the cause of the shortage of gasoline, 
I do not believe tha t th is new program w i l l cause substant ia l add i t iona l impor ts 
of fo re ign gasoline, e i ther f o r Getty Eastern or fo r the rest of the indust ry . 

I n closing I wou ld l i ke to stress a final point . W h i l e th is Committee is look-
ing at the gasoline shortage and i ts causes and cures, another Committee of the 
Senate is considering other aspects of the energy crisis, inc lud ing the shortage 
of fuel oil. We do not believe i t f r u i t f u l to f ragment the study of the forms 
of energy suppl ied by the petro leum indust ry . The shortage of gasoline is 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



292 

related to the shortage of na tu ra l gas and fue l o i l and to the swi tch f r o m 
coal to fue l oil, and the causes and cures of any one energy source can only be 
understood and implemented as pa r t of a more comprehensive plan. W e believe 
tha t President Nixon's recently announced energy pol icy recognized the in ter -
re la t ion of these matters and wTe urge th is Committee to do so also. 

Thank you fo r your though t fu l at tent ion. 

Senator M C I N T Y R E . Thank you, Mr. Hennessy. I would like to ask 
Mr. Morrison, in discussing the new tariff system, you state this wi l l 
not eliminate the problems of supply midcontinent suppliers. 

Can you elaborate on this and can you give the committee your 
•suggestions ? 

Mr. MORRISON. I think there are two problems involved here. The 
inability of the refineries to handle the sour crude and the logistics 
problem of getting imported crude into the Midwest. 

Senator M C I N T Y R E . Mr. Morrison, i t is my understanding your 
company has, .and is presently withdrawing your market operations 
from various sections of the country, particularly from New Eng-
land; I know you are familiar with this. This has caused tremendous 
economic hardship and supply dislocation in that area. 

Of particular concern to me is the Phillips jobber in New Hamp-
shire, the Aranco Oil Co., who supplies 37 stations in my State, 
selling over 13 million gallons of gas a year. 

Are you familiar with the particular situation at all? 
Mr. MORRISON. Yes, Mr. Chairman. I do not believe it is appro-

priate for me to discuss that particular situation. My counsel is here 
and has a court order covering the litigation. 

As you know, that is in litigation at present. I f you would like to 
have i t for the record, it could be made available. 

Senator M C I N T Y R E . Is there the litigation against you. 
M r . MORRISON. Y e s , s i r . 
Senator M C I N T Y R E . A l l I have in the letter is they suffered a crush-

ing defeat in the New Hampshire Federal Court. That must be the 
case you are referring to. They do not tell me who the defendant is. 

They are now appealing that. 
Mr. MORRISON. Thank you, sir. 
Senator MC INTYRE. I do not want to get into it. This is one of the 

questions that you fellows are sloughing off. You may be right but 
I don't think so. 

Mr. MORRISON. Let me comment on the withdrawal. We made an 
announcement on June 10, 1972, to withdraw from 10 Eastern States, 
except a small portion of east central Pennsylvania. A t the time we 
made that decision, we had no knowledge of the gasoline shortage, 
now, that we are confronted with. 

Senator M C I N T Y R E . I say to you the same thing I said to the three 
former gentlemen. There have been a lot of factors that brought this 
shortage about, but one of the factors has been stupidity on the part 
of the oil companies in not knowing how to estimate the demand that 
was occurring in this country. 
^ I know you do not want to take any of that blame. Go ahead and 

cite all the things that caused it. 
Mr. MORRISON. I am sure we are to blame to some degree. As has 

been stated by gentlemen before me, over the years we have over-
estimated and we have had more refining capacity than needed. 
There are certain things that took place last fal l that we, in the 
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industry, were not able to anticipate, that being the tremendous 
upsurge in the use or consumption of motor fuel and the early 
extreme cold winter that we had. starting in late September through 
December, plus the fact in the first quarter of 1978 i t appears that 
the motor fuel consumption is going to be up something in excess of 
(> percent over what it was in 1972, so these are things that we. in the 
marketing end of the business, have no control over or we as a com-
pany in making our projections, did not have control over. I do not 
think we can control the weather. We projected our needs, based on 
a normal winter season. 

Senator M C I N T Y R E . When did you make vour announcement, in 
1972? 

Mr. MORRISON. I believe we made that announcement. Senator, on 
June If), 1972. 

Senator M C I N T Y R E . I have figures here for total U.S. stocks, motor 
gasoline, thousands of barrels, year 1971, 1972, and 1973. And I do 
note that the figure starts to decline in March 1972 where it goes 
from 242,804, to 240,744 and it starts declining until we have the 
figure for Apri l , 27, 1973, down to 205,000. So i t was a v e r y oppor-
tune situation. 

Your case is in litigation, but it is this sort of a letter from a 
constituent who says look, these fellows came in and sold me a big 
bill of goods a number of y e a r s ago, you are a good company, we are 
going to give you a hundred percent financing, they took the bait and 
they ran with it—they have 37 stations, they are the biggest inde-
pendent in this State of New Hampshire—the largest jobber, and 
now on May 31, the contract expires and they are down to what the 
Alabama fellow said yesterday, to zero oil. 

I t may be right as Mr. Sellers said, that this shakedown is a good 
idea, to get r id of some of these weak members in the marketing field, 
but it is pretty hard on them. I assure yon of that. I guess you 
realize that. 

Now a question for Mr. Hennessy. On page 10 of your statement 
you urge the congressional committees not fragment the review of 
various forms of energy supplied bv the oil industry. 

Probably, because your company does not produce large quantities 
of heating oil, you may not be aware of this, but this committee, one 
of its subcommittees, lias held fuel oil hearings annually for the last 
5 years, and other witnesses who appeared here earlier could tell you 
this, sir. 

I would like to make it clear that this committee is concerned 
during these hearings with the allocation amendment to the Eco-
nomic Stabilization Act which is clearly within our jurisdiction. 

I do note, too, that Mr. Sellers also said on page 10 of his state-
ment : 

Our current supply problem is aggravated by the fact tha t some of our 
customers both branded and unbranded marketers, whosse contracts have 
expired have been unable to f ind a new supply. 

Tn some instances we have been able to continue to supply some product to 
these customers so tha t they can stay i n business u n t i l they locate a new 
source of supply. 

That is what Oiteo had to say about the problem that T think you 
are contending there with respect to Aranco Oil in New Hampshire. 
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Senator Tower, do you have any questions? 
Senator T O W E R . No questions of this witness. 
Senator M C I N T Y R E . Has your company, Phillips Petroleum, at-

tempted to or constructed a new refinery in the United States in the. 
last 5 years ? 

Mr. M O R R I S O N . NO, we have not. 
Senator M C I N T Y R E . H O W about Getty ? 
M r . H E N N E S S Y . N O , s i r . 
Senator M C I N T Y R E . I t is all because of environmental prohibitions? 
Mr. H E N N E S S Y . NO, sir, our return on investment last year was 2 

percent. I cannot get interested. 
Senator M C I N T Y R E . Your return on investment was 2 percent? 
Mr. H E N N E S S Y . Yes, sir, it was largely caused by operational prob-

lems at our Delaware plant. 
Senator M C I N T Y R E . Getty is getting out of marketing? 
Mr. H E N N E S S Y . Not to my knowledge. 
Senator M C I N T Y R E . That is what they told me yesterday. 
I have got one bad tin ear. 
Thank you very much, gentlemen, for being here. I appreciate 

your coming, particularly at a very difficult time for you, because of 
the changing situation out there. Thank you. 

We call as our next witness Mr. Frank N. Ikard, president of the 
American Petroleum Institute. 

Senator T O W E R . Mr. Chairman, I wouild like to welcome Frank 
Ikard to this committee. He is a fellow Texan of mine. As a matter 
of fact, he was my Congressman for 10 years and is from my home-
town. He was a Democratic Congressman, I might add. 

Senator M C I N T Y R E . Wonderful, at least he had good sense there. 
Senator T O W E R . Since that time we have elected a Republic Con-

gressman from that district. 
I n any case, Frank Ikard is a man who knows his subject extremely 

well and I think is one of the statesmen of the Petroleum Industry 
and I think that the committee wil l have much to learn from his 
testimony here today. I just wanted to express that word of welcome 
to him. 

STATEMENT OF FRANK IKARD, PRESIDENT, AMERICAN 
PETROLEUM INSTITUTE 

Mr. I K A R D . Thank you very much, Senator Tower. 
Mr. Chairman, I will, as you have indicated, paraphrase or sum-

marize my remarks and file my whole statement for the record, i f I 
may. 

Senator M C I N T Y R E . I do appreciate your being here today. We 
realize i t came at a very difficult time for you. Anything you can 
do in the interest of time to condense your statement, we would 
appreciate. 

Mr. I K A R D . I would be very happy to just submit myself for ques-
tioning. 

Senator M C I N T Y R E . That is agreed. 
[Mr. Ikard's fu l l statement follows:] 
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S T A T E M E N T OF F R A N K N . I K A R D , P R E S I D E N T , A M E R I C A N P E T R O L E U M I N S T I T U T E 

My name is F rank N. I ka rd , and I am president of the American Petroleum 
Inst i tute. The Ins t i tu te is a nat ional trade association representing a l l branches 
of the petroleum industry, inc luding refiners and marketers of gasoline and 
other petroleum products. 

I appreciate the opportuni ty to address some of the aspects of th is most 
important question being considered by th is Committee. Before doing so, I 
would l ike to explain tha t I can speak only to those matters which come w i t h i n 
the scope of the Inst i tute 's program. I am not i n a position to discuss any mat-
ters having to do w i t h the competit ive relationships among ind iv idua l compa-
nies, nor w i t h the plans and decisions made by the companies relat ing to thei r 
products. 

Let me begin by touching briefly on some of the causes behind the t ight gaso-
line supply situation. 

Consumer demand for motor gasoline was at an al l-t ime peak in 1972. And 
the growth i n demand i n 1972—some 6.3 per cent over 1971—was the highest 
annual increase since 1955. The Office of Emergency Preparedness estimates 
tha t the rate of increase i n 1973 w i l l again be wel l above five per cent. Data 
available for the first two months of 1973 indicate tha t actual demand has 
exceeded the OEP estimate. 

One reason for the sharp increase in demand for motor gasoline has been the 
exceptionally brisk sale of new cars. For the first quarter of 1973, for example, 
U.S. automobile manufacturers produced nearly 20 per cent more cars than they 
d id over the same period a year earlier. 

A second reason is tha t many of the newer models are gett ing fewer miles 
per gallon than the older cars they are replacing. General George Lincoln, 
short ly before he ret i red as director of the Office of Emergency Preparedness, 
stated that auto emission standards for new-model automobiles "probably cost 
us 300.0(H) barrels a day now, w i t h the consequent impact on an already t igh t 
refinery situation, and may cost us twTo mi l l ion b /d by 1980." 

A t h i r d reason is the public's stepped-up demand for a i r condit ioning (69 
per cent), automatic transmission (90 per cent), and other power-equipment 
options (such as brakes, windows, seats) on their new cars. Use of such 
options also lowers the miles-per-gallon rat io. 

The four th and final reason is that more Americans are seeking away-from-
home vacations. As a result, in recent years the sale of t ravel t rai lers, pleasure 
boats and snowmobiles has risen substantial ly—as has other gasoline-consum-
ing vehicles and equipment. 

On the supply side, the need fo r refineries to produce maximum volumes of 
dist i l late fuels ( tha t is, heating oi l and diesel fuel) throughout this past w in ter 
also had a significant impact on gasoline stocks. 

Admit tedly, refiners have some—though l imi ted—flex ib i l i ty to adjust the i r 
operations and thereby to vary the percentage yield of products such as gaso-
l ine and home heating fuels. I t is obvious, however, tha t increasing the yield 
of one product can only be done by an offsett ing decrease in the yields of other 
products f rom a barrel of crude oil. 

As a result, stocks of motor gasoline for the week ending A p r i l 27, 1972 were 
some 21 mi l l ion barrels below the level of the comparable week of 1972—or 
down about ten per cent. This s i tuat ion has occurred even though motor gaso-
l ine production by U.S. refineries dur ing that period increased by some 36 
mi l l ion barrels above the output for the same period in 1972—an al l- t ime 
record for the first four months of any year. 

Domestic refiners are under great pressure to sustain thei r production of 
gasoline at the max imum level possible. One of the basic problems, however, is 
that there is jus t not sufficient ref ining capacity here i n the United States to 
meet the tota l needs of the American public for petroleum products. 

I ' l l have more to say about th is problem a l i t t l e later. I am also attaching to 
my statement, data on domestic ref ining capacity and on stocks of gasoline, dis-
t i i lates, and jet fuels for every week since the beginning of 1971. 
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The problem of energy supplies goes we l l beyond o i l and o i l products. Shor t -
ages of one energy source place an increased burden on other sources. T h i s 
became pa in fu l l y evident th is past w in te r , when n a t u r a l gas shor t fa l l s i n 
some par ts of the country caused a sharp increase i n demand f o r d i s t i l l a te f u e l 
oils. Oi l , i n effect, has become w h a t m igh t be cal led " t he sw ing fue l . " Coat 
has been ru led out of some markets because of env i ronmenta l rest r ic t ions. 
Nuclear power p lants are not coming on st ream as qu ick ly as ant ic ipa ted o r 
hoped, p a r t l y because of env i ronmenta l rest ra ints . Many la rge users of energy 
have therefore swung over to oi l . 

Nowhere is th is swing better i l l us t ra ted t h a n i n the use of d is t i l la tes by t h e 
electr ic u t i l i t y market . Between 1967 and 1972, demand f o r d is t i l la tes by u t i l i -
t ies increased dramat ica l l y . I n 1967, d i s t i l l a te consumpt ion by u t i l i t i es wTas a t 
an ins ign i f icant level of 8,000 barre ls a day. B y 1970, i t had increased to 68 
thousand bar re ls a day, and i n 1971, to 97 thousand barre ls a day. I n 1972, 
the increase was to a very s igni f icant 186 thousand barre ls a day—w rhich i s 
approx imate ly 80 per cent of to ta l d i s t i l l a te use by a l l o f Amer ica 's r a i l r o a d s 
each day. 

Clear ly , d ivers ion of d is t i l l a te fue l to generate e lec t r i c i t y—an act ion made 
necessary by the i nab i l i t y of u t i l i t i e s to use coal and heavier oils, or to ob ta in 
n a t u r a l gas f o r peak shaving per iods—is an ineff icient and uneconomical use 
of th is fuel . D is t i l l a tes should log ica l ly be used to heat homes, smal l office 
bu i ld ings and schools, and to r u n diesel engines i n f a r m equipment and o the r 
vehicles. 

Ref inery emphasis on product ion of d i s t i l l a te fuels, and consumpt ion o f 
these fuels by electr ic u t i l i t i es and other la rge fue l users, have thus had a 
decided impact on both motor gasoline and diesel fue l supplies. 

A re there answers to th i s and other energy supply problems? W e believe so. 
The answers—both i n the near- term and over the next decade or so—wi l l no t be 
easy to come by, bu t they do exist. 

F i r s t , some possible near- term answers. 
O n e : make m a x i m u m use of the flexibility prov ided i n the Clean A i r Ac t f o r 

achiev ing p r i m a r y a i r qua l i t y standards. Under the Act , the E P A A d m i n i s t r a t o r 
may g ran t a two-year extension to a state i f he determines t h a t " t h e necessary 
technology or other a l ternat ives are not ava i lab le or w i l l not be avai lab le soon 
enough to pe rm i t compliance." To some extent, the cur ren t energy problem has 
been aggravated by regulat ions t ha t p roh ib i t the use of h igher-su lphur fue ls— 
such as coal and h igh-sulphur res idual oi l . 

The Env i ronmen ta l Protect ion Agency announced on May 7 t h a t average 
su l f u r oxides concentrat ions i n 32 Amer ican ci t ies had decreased by about 50 
per cent betv/een 1964 and 1971. Of course, there have been f u r t h e r reduct ions 
since 1971. I n v iew of th is substant ia l progress, i t may we l l be t ha t some 
re laxa t ion of the t imetable fo r achieving much lower concentrat ions is j us t i f i ed 
i f i t can help ease the cur ren t energy s i tuat ion. 

T w o : accelerate the g ran t ing of permi ts to nuclear power p lants to complete 
t he i r fac i l i t ies or to begin on-stream operations. I am cer ta in ly no exper t on 
nuclear power fac i l i t ies, bu t i t is my unders tand ing t ha t nuclear power has 
also suffered to some extent f r o m env i ronmenta l restr ict ions. Accord ing to one 
pub l ic u t i l i t y company, no nuclear construct ion or operat ing permi ts w e r e 
issued i n the Un i ted States between ear ly 1971 and the midd le of 1972. I f a l l o f 
the nuclear un i ts exper iencing any k i n d of delay wTere i n operat ion, the in-
crease i n to ta l electr ic power generat ing capaci ty wou ld be signi f icant. 

I t is obvious t ha t increased ava i l ab i l i t y and use of energy f r o m coal and 
nuclear power w o u l d substant ia l ly rel ieve the unprecedented pressure on 
pet ro leum demand. 

T h r e e : energy conservation. We must a l l place greater emphasis on seeking 
more efficient and wise use of energy. The I n s t i t u t e and i ts member companies 
endorse and suppor t programs to encourage everyone to conscientiously look f o r 
ways to use energy more ca re fu l l y—in the home, i n t ranspor ta t ion , i n busi-
ness and indus t ry , i n agr icu l ture , and i n government. 
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Specif ically w i t h regard to gasoline, several o i l companies, i n recent pub l i c 
messages, have est imated tha t motor is ts wou ld use 11 per cent less gasoline by 
reducing h ighway top speeds f r o m 60 to 50 miles per hour. Gasoline savings 
could also be achieved by keeping car engines proper ly tuned, by using carpools 
where possible, and by avo id ing unnecessary car t r ips. 

Energy savings can be achieved i n many other ways as wel l . The Amer ican 
Petro leum I n s t i t u t e and i nd i v idua l o i l companies are, th rough w r i t t e n and 
broadcast messages, seeking to a le r t consumers to the importance of energy 
efficiency and to ways i n wh i ch they can save on energy consumption. 

Signi f icant energy savings can also be obtained by indus t ry th rough the 
development of technology to more eff iciently convert fue l i n to e lectr ic i ty , and 
th rough t igh ter controls on cur rent p lan t practices. These and other efforts by 
a l l segments of the publ ic can help slow the g row th i n energy demand, and they 
should be v igorously pursued. 

These efforts, however, cannot alone br idge the ever-widening gap between 
consumer requirements and avai lable supplies. Xo r can they be looked upon as 
a subst i tute f o r actions designed to expand explorat ion, product ion, and dis-
t r i bu t i on to consumers of a l l energy sources. 

Le t me now t u r n to some longer- term steps t ha t must be taken now to make 
new and expanded energy resources avai lable to the nat ion's consumers. 

O n e : deregulate the field pr ice of na tu ra l gas. The petro leum indus t ry is 
convinced t ha t leg is la t ion deregulat ing n a t u r a l gas field prices is the best 
means of s t imu la t i ng add i t iona l supplies of th is env i ronmenta l ly desirable fuel , 
and encouraging the use of gas fo r i ts most appropr ia te purposes. 

T w o : take p rompt act ion to b r ing the est imated 10 b i l l i on barrels of crude 
oi l a l ready discovered in Prudhoe Bay to U.S. consumers. Th is wou ld also 
encourage the f u r t h e r search on Alaska's N o r t h Slope to determine whether or 
not other large o i l and gas fields may exist there. Admi t ted ly , N o r t h Slope o i l 
w i l l not be avai lable to consumers u n t i l perhaps 1977, at the earl iest, even i f 
permission to bu i l d the t rans-Alaska pipel ine were granted tomorrow'. Bu t , 
every month tha t passes w i t hou t act ion increases the gap between f u t u r e do-
mestic supply and demand, and f u r t h e r delays mak ing these much-needed 
reserves of o i l avai lable to consumers. 

T h r e e : schedule more f requent and la rger lease sales on the U.S. Outer 
Cont inenta l Shelf, consistent w i t h sound env i ronmenta l considerations. The 
OCS offers the greatest potent ia l source f o r new7 domestic o i l and gas supplies. 
And development of th is source could go a long wTay t owa rd ho ld ing down, i n 
the fu tu re , the nat ion 's g row ing dependence on fore ign sources f o r o i l and gas. 

Qui te obviously, impor ts w i l l have to be increased substant ia l ly over the next 
decade, i f the near- term energy requirements of the Amer ican people are to be 
met. B u t w ê must not a l low dependence on fore ign sources to become over-
dependence—with adverse consequences to the nat ion's economic, m i l i t a r y and 
consumer securi ty. 

F o u r : develop deepwater por ts to accommodate the increased level of impor ts 
and the very large carr iers coming in to ocean service th roughout the wor ld . 
These larger vessels—and many of them are i n the 250,000 dwt . class—are 
designed to reduce the per-barre l t ranspor ta t ion cost of oi l . A n d they offer, as 
wel l , the oppor tun i ty to lessen the chance of an accidental oi l spi l l , by reducing 
the number of t r i ps by tankers i n and out of heavi ly t rave l led harbors, where 
the chance of such an accident is greater. A t present, however, no i>ort fac i l i t ies 
i n the Un i ted States can accommodate these very large carr iers. Several por ts 
on the West Coast are capable of receiv ing vessels up to 150,000 dwt . B u t only 
two ports on the East Coast can handle tankers up to 80,000 dwt.. and only a 
few ports on the Gu l f Coast can accommodate tankers up to 70,000 dwt . Com-
pared to 70,000 dwt . tankers, use of 250,000 dwt . car r iers wou ld reduce the 
number of ship cal ls by 75 per cent. 

F i v e : encourage expansion of domestic re f in ing capaci ty to manufacture the 
increased volumes of gasoline and other products f r o m both fore ign and do-
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mest ie crude oil . B y 1985, consumer requirements f o r o i l products w i l l , i t is 
est imated, reach some 25 m i l l i o n barre ls a day, compared to the approx imate ly 
17 m i l l i on barre ls per day expected to be consumed th is year. There are, i n 
the Un i ted States today, about 250 refineries, w i t h a to ta l capaci ty of j u s t over 
13 m i l l i o n barre ls dai ly . These refineries are operat ing a t the h ighest level 
possible under cur ren t c i rcumstances; many of them are operat ing we l l above 
t h e i r ra ted capacity. 

Substant ia l add i t iona l re f in ing capaci ty is therefore requ i red here i n the 
Un i t ed States. W e w i l l need, by 1985, the equivalent of some 55 new refineries, 
each w i t h an average capacity of 150,000 barre ls a day. 

Some of t h i s increased capacity may be a t ta ined by expanding ex i s t i ng 
refineries, and such expansion is, to some degree, cu r ren t l y t ak i ng place. B u t 
the over r id ing need is fo r new refineries. Yet, none is cur ren t l y under construc-
t i on i n the Un i ted States. 

F o u r m a j o r problems are i n h i b i t i n g the construct ion of new U.S. refineries. 
O n e : s i t ing of these fac i l i t ies , wh i ch has been complicated by env i ronmenta l 

opposit ion. One East Coast state, Delaware, has banned ref inery const ruct ion 
and other heavy i ndus t r i a l ins ta l la t ions a long i ts coast l ine on env i ronmenta l 
grounds, and several other states are consider ing s im i l a r action. Yet , idea l l y 
and pract ica l ly , too, ref ineries should be located near areas of la rge demand 
and close to po r t fac i l i t ies. 

T w o : the sources and k inds of crude o i l to be r u n i n refineries. M a n y people 
may assume t h a t refineries can process any crude oi l . I n fact , each ref inery i s 
designed to process specific types of oi l . A ref inery designed to operate on 
"sweet " ( t h a t is, re la t ive ly l ow-su l fu r ) crude o i l cannot process the " s o u r " 
( t ha t is, h igher -su l fu r ) crude o i l w h i c h is found i n cer ta in fields a round the 

-world. The corrosive h igh-su l fu r crudes could not be processed i n a ref inery 
designed to handle "sweet" crude w i t h o u t damaging the un i ts and p ip i ng i n 
t h a t ref inery. A company p lann ing a newT ref inery therefore needs to knowT w i t h 
cer ta in ty the exact I r ind of o i l i t w i l l be processing. A n d i t must know t h a t such 
o i l w i l l be avai lable i n suff icient quant i t ies. Un fo r tuna te ly , sweet crude supply 
is present ly t i gh t , wor ldwide. A n d even i f a sweet-crude ref inery cou ld over-
come the mechanical problems of processing " sou r " crude, such a re f inery—by 
us ing sour crude—could not meet env i ronmenta l rest r ic t ions on ref inery 
emissions. 

T h r e e : petro leum product specifications. Th i s especially affects ref inery out-
pu t of gasoline. The ref iner today does not know w i t h cer ta in ty j u s t w h a t 
quant i t ies of d i f fe rent types of gasol ine w i l l be requ i red f o r 1975 and 1976 

'cars. P a r t of t h a t uncer ta in ty has to do w i t h the i n t e r i m and longer- term steps 
t h a t w i l l have t o be taken by the automot ive indus t ry to meet federa l standards. 

F o u r : the economics of ref inery construct ion. A large, new ref inery can cost 
over $200 m i l l i o n . T o construct a l l of the needed new domestic ref iner ies over 
the nex t dozen years w i l l requi re an investment of some $11 b i l l i o n . Obviously, 
problems invo lv ing the s i t ing of refineries, sources and k inds of c rude o i l 
avai lable, and uncerta int ies as to product specifications have a negat ive in -
fluence on o i l company decisions regard ing the construct ion of new grassroots 
refineries. There is thus an urgent need to resolve these problems and uncer-

ta in t i es , as we l l as to pe rm i t the recovery of ref inery const ruct ion costs i n the 
marketplace. 

I f re f inery expansion is no t pe rm i t ted and encouraged i n th is coun t ry new 
ref ineries w i l l have to be b u i l t ab road—wi th a consequent loss of Amer i can 

j o b s and a f u r t h e r d r a i n on t h e nat ion 's balance of payments. 
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S u m m a r y of A m e r i c a n P e t r o l e u m I n s t i t u t e s u r v e y of u t i l i z a t i o n a f o p e r a b l e 
r e f i n e r y c a p a c i t y i n t h e U . S . d u r i n g w e e k ended, M a r . 3 0 , 1 9 7 3 

[Barrels of 42 gallons] 
Daily average 

Operable ref inery capaci ty reported to A P I as of Dec. 31, 1972 13, 556, 312 
Operable rof inerv capaci ty reported by respondents to survey ques-

t ionnaire 1 1 12,904,013 
Percent of t o t a l operable capacity 95.^2 

Crude runs reported 12, 036, 558 
Crude runs versus operable capaci ty —867, 455 
Percent u t i l i za t ion of operable capaci ty 93. 3 

Operable capaci ty of companies whose crude runs exceeded capac i t y . 5, 982, 957 
Crude runs repor ted 6, 345, 350 
Crude runs in excess of operable capaci ty + 3 6 2 , 393 
Percent u t i l i za t ion of operable capaci ty 106. 1 

Operable capaci ty of companies whose crude runs were below-
capaci ty 6, 921, 056 

Crude runs repor ted 5, 691, 208 
Crude runs below operable capaci ty — 1, 229, 848 
Pcrccnt u t i l i za t ion of operable capaci ty 82. 2 

Reasons for runn ing below capac i ty : 
(a) Shut down for tu rnaround, mechanical repairs, explosion 

and fire 531, 710 
(b) Lack of crude o i l 238, 685 
(c) Lack of sweet crude o i l 139, 847 
(d) Crude u n i t meta l lu rgy 0 
(e) Necessity of r unn ing grades of crude heavier t han no rma l l y 

u s e d . : 11,168 
(f) Processing oils other t han crude 92, 524 
(g) Downst ream capaci ty l im i ta t ions 58, 610 
(h) Env i ronmen ta l constraints on ref inery operations 15, 000 
(i) Asphal t p lan t shu tdown for seasonal reasons 57, 747 
(j) Repor ted capaci ty overstated 15, 000 
(k) Unava i l ab i l i t y of other raw mater ials 1, 491 

(V* Other reasons: 
(1) F lood condit ions 4,300 
(2) Crude receipt l im i ted pending construct ion of new 

whar f now awai t ing U.S. Government approva l 41, 279 
(3) Weather delayed tanker 6, 800 
(4) Other miscellaneous reasons 15, 687 

T o t a l 68, 066 

Grand T o t a l 1, 229, 848 

Source: Amer ican Petro leum Ins t i t u te , D iv is ion of Stat ist ics and Economics, 
Washington, D.C. , A p r i l 10, 1973. 

90-183—73 20 
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TOTAL U.S. STOCKS—MOTOR GASOLINE 
[Thousands of barrels] 

API end of week Bureau of mines end of month 

Week ended 1971 1972 1973 1971 1972 1£73 

217,414 225,472 213,849 
222,447 227,765 215,186 
225,824 229,547 217,852 
229,459 235,800 219,675 231,836 239,633 221, £23 
230,430 235,176 219,052 
233,188 237,701 219,499 
235,975 237,043 216,825 
238,840 239,118 221, 373 
239,988 242,304 216,672 245,015 249,927 
242,233 240,744 217,042 
243,822 240,324 215,298 
243,095 236,831 215,851 
245,764 237,636 212, 383 245,351 236, 831 
243,891 234,416 209,467 

245,351 
240,102 232,133 208,929 
237,032 227,381 204, 373 
234,928 225,818 205,099 230, 087 225,153 
227,888 221, 571 
225, 590 221,442 
224, 527 222,440 
220,469 216,473 
221,719 216,051 221,439 214,736 
218,493 214,156 

221,439 
217,086 210,027 
214,132 209,631 
211,370 207,554 209,423 200,143 
213,239 207,220 
210,600 205,627 
207,764 203,657 
205,612 201,371 202, 864 200, 710 
208, 367 200,662 

202, 864 

204,937 201,220 
204,097 199,714 
203,985 201,058 
204, 376 197,674 204,069 192,706 
203,951 198,943 

204,069 192,706 
206,018 199,609 
205,865 199,662 
206,440 202,246 207,696 199,690 
206,854 202, 360 
208,376 204,624 
205,690 203,121 
208,975 204,892 
208,062 205,324 208,332 207,776 
207,380 207,237 
204,369 205,752 
207,245 209,428 
209,898 209,453 208,751 208,930 
210,029 209,120 
213,816 209, 536 
215,664 208, 836 
221,868 210, 764 219,125 212,770 

Jan. 5,1973... 
Jan. 12,1973.. 
Jan. 19,1973.. 
Jan. 26,1973... 
Feb. 2,1973... 
Feb.9,1973... 
Feb. 16,1973.. 
Feb. 23,1973.. 
Mar. 2,1973... 
Mar. 9,1973... 
Mar. 16,1973.. 
Mar. 23,1973.. 
Mar. 30,1973.. 
Apr. 6,1973... 
Apr. 13,1973.. 
Apr. 20,1973._ 
Apr. 27,1973.. 
May 4,1973... 
May 11,1973.. 
May 18,1973.. 
May 25,1973.. 
June 1,1973... 
June 8,1973... 
June 15,1973.. 
June 22,1973.. 
June 29,1973.. 
July 6,1973... 
July 13,1973.. 
July 20,1973.. 
July 27,1973.. 
Aug. 3,1973... 
Aug. 10,1973.. 
Aug. 17,1973.. 
Aug. 24,1973.. 
Aug. 31,1973.. 
Sept. 7,1973.. 
Sept. 14,1973. 
Sept. 21,1973. 
Sept. 28,1973. 
Oct. 5,1973... 
Oct. 12,1973.. 
Oct. 19,1973.. 
Oct. 26,1973.. 
Nov. 2,1973... 
Nov. 9,1973... 
Nov. 16,1973.. 
Ilov. 23,1973.. 
Nov. 30,1973.. 
Dec. 7,1973... 
Dec. 14,1973.. 
Dec. 21,1973.. 
Dec. 28,1973.. 
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TOTAL U.S. STOCKS-DISTILLATE FUEL OIL 

[Thousands of barrels) 

API end of week Bureau of mines end of month 

Week ended 1971 1972 1973 1971 1972 1973 

Jan. 5, 1973 192,242 
Jan. 12,1973 179,798 
Jan. 19,1973 169,838 
Jan. 26,1973 161,868 
Feb. 2,1973 151,262 
Feb. 9,1973. 142,459 
Feb. 16,1973 134, 305 
Feb. 23,1973 129,149 
Mar. 2 , 1 9 7 3 . . . . 126,209 
Mar. 9,1973 121,836 
Mar. 16,1973 118,991 
Mar. 23,1973 115,983 
Mar. 30,1973 112, 543 
Apr. 6,1973 112,069 
Apr. 13,1973 112,224 
Apr. 20,1973 114,478 
Apr. 27,1973 115,718 
May 4,1973. 116,196 
May 11,1973 117,163 
May 18,1973 120,426 
May 25,1973 122,700 
June 1,1973. 132,242 
June 8,1973. 143,397 
June 15,1973. 136,823 
June 22,1973 142,445 
June 29,1973 149,434 
July 6,1973 155,706 
July 13,1973 162,301 
July 20,1973. 167,380 
July 27,1973 173,821 
Aug. 3,1973 178,556 
Aug. 10,1973_ 186,183 
Aug. 17,1973 191 014 
Aug. 24, 1973 197,073 
Aug. 31, 1973 201,014 
Sept. 7,1973. 203,603 
Sept. 14,1973. 209,681 
Sept. 21,1973 213,385 
Sept. 28,1973 213,102 
Oct. 5,1973 215,861 
Oct. 12,1973 218,505 
Oct. 19,1973. 220,061 
Oct. 26,1973 222,777 
Nov. 2,1973 226,644 
Nov. 9,1973 224, 896 
Nov. 16,1973 222,139 
Nov. 23,1973 223.395 
Nov. 30,1973 217,406 
Dec. 7,1973. 208,829 
Dec. 14,1973 202,214 
Dec. 21,1973. . 196,400 
Dec. 28,1973 193, 553 

190, 534 154,398 
179.378 149, 541 
170, 731 142,538 
162,843 136, 991 
156,854 131,949 
147,246 128,340 
134,066 125,234 
128,917 118,868 
120,446 116,144 
114,079 113,707 
107,857 114,585 
107,078 113,691 
104,799 110,628 
101,615 108,264 
100,661 108,554 
99,948 108,472 
98,712 110,497 

100,201 
102,928 
103,140 
106,375 
110,393 
115,213 
119.379 
122,854 
129,335 
136,550 
141,338 
143,454 
150,530 
154,920 
161,398 
165,441 
171,197 
173,097 _ 
179,267 
183, 523 
188, 566 
191,316 
192,913 
197,096 
197,608 
197,750 
196, 502 
194, 519 
192,628 
188,391 
186,877 
177,334 
171,403 
165,206 
159,168 

158,677 160,027 130,958 

128.635 

112,812 

113.636 

125,758 

145,744 

172,328 

196,934 

210,095 

122,154 

101,728 

103,558 

112,892 

128,739 

155,557 

174,674 

190,250 

222,926 195, 530 

214,738 190, 584 

190,584 154,284 
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TOTAL U.S. STOCKS—KEROSINE-TYPE JET FUEL 

[Thousands of barrels] 

API end of week Bureau of Mines end of month 

Week ended 1971 1972 1973 1971 1972 1973 

Jan. 5,1973 21,344 21,580 19,876 
Jan. 12,1973 20,969 20,800 20,305 
Jan. 19,1973 20,972 20,720 19,560 
Jan. 26 ,1973. 19,950 20,259 20,042 20,680 19,199 18,861 
Feb. 2 ,1973 20,007 19,195 19,327 
Feb. 9,1973 19,313 19,137 20,208 
Feb. 16,1973 20,134 19,054 20,283 
Feb. 23 ,1973. 19,653 19,060 20,018 
Mar. 2 ,1973. 20,660 19,197 19,692 19,992 18,891 
Mar. 9,1973 20,556 19,944 19,961 
Mar. 16,1973 20,493 19,563 20,788 
Mar. 23,1973 19,630 19,748 20,964 
Mar. 30,1973 20,100 19,681 20,794 20,214 20,181 
Apr. 6,1973 20,124 19,634 21,668 
Apr. 13,1973. 20,623 19,709 23,322 
Apr. 20,1973 20,579 20,113 22,238 
Apr. 27,1973 21,319 20,178 21,696 20,658 21,097 
May 4 , 1 9 7 3 . 22,168 20,271 
May 11,1973. 22,031 20,980 
May 18,1973 21,683 21,636 
May 25,1973 21,359 22,603 
June 1 ,1973. 22,282 22,100 21,822 22,792 
June 8,1973 22,054 21,585 
June 15,1973. 22,251 22,399 
June 22,1973 22,257 23,048 
June 29, 1973.. 22,334 22,552 21,819 22,467 
July 6,1973 22,542 23,506 
July 13,1973 22,033 23,765 
July 20,1973 21,305 24,185 
Jvi\y 27,1973 21,399 24,218 21,645 23,585 
Aug. 3, 1973. 22,198 24,467 
Aug. 10,1973 21,682 24,385 
Aug. 1 7 , 1 9 7 3 . . . . 21,539 24,967 
Aug. 24,1973 21,872 24,131 
Aug. 31,1973 21,880 24,079 21,015 25,132 
cept. 7 , 1 9 7 3 . . . 22,118 24,829 
Sept. 14,1973 23,307 24,052 
Sept. 21, 1 9 7 3 . . . . 22,155 24,671 
Sept. 28,1973 22,327 23,997 21,437 24,448 
Oct. 5 , 1 9 7 3 . . . 21,367 23,944 
Oct. 1 2 , 1 9 7 3 . . . . 21,414 23,825 
Oct. 1 9 , 1 9 7 3 . . . 22,053 23,174 
Oct. 26,1973 21,930 22,896 20,364 22,700 
Nov. 2,1973 20,904 22,855 
Nov. 9,1973 21,758 21,666 
Nov. 16,1973 22,952 21,162 
Nov. 23,1973 21,708 21,548 
Nov. 30,1973. 22,598 20,950 20,934 21,003 
Dec. 7 ,1973 21,758 21,191 
Dec. 14,1973 22,463 20,272 
Dec. 21, 1973. 22,189 19,557 
Dec. 28,1973 21,790 20,001 20,747 19,346 

Senator M C I N T Y R E . Could you supply the committee with a list of 
all oil companies that have attempted to construct new refineries in 
this country within the last 5 years and were denied this because of 
environmental opposition ? 

Mr. I K A R D . We wi l l attempt to get such a list for you, Senator. 
I suspect that i t would be difficult to assure you that Ave can get 

everyone. But I know of several, offhand, that we can furnish. 
We wil l certainly try to do that to the best of our ability (see p. 308). 
Senator M C I N T Y R E . What would be your overall position with re-

gard to whether the President should immediately implement the 
authority granted to him in the Economic Stabilization Act to allo-
cate petroleum products? 

Mr. I K A R D . I n the first place, we have no position on i t as an orga-
nization. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



303 

I would feel that i t would be well not to impose those at this time. 
However. I would agree that consideration and study and possibly 
hearings should be held to determine what might be a reasonable pro-
gram if i t became necessary to implement one. 

Senator M C I N T Y R E . What is your overall impression of the indus-
try today under this sudden switch where suddenly we do not have 
enough oil domestically—what is your overall impression as to what 
is going to happen in the marketing field? 

What is going to happen to these independents, these fellows that 
were in here yesterday, testifying? This is a self-serve station, one 
that does not promote service to a great extent but tries to come in 
with a price on gasoline that is 4, 5. 8 or 6 cents under the brand 
names in that town or in that area. What is going to happen to these 
people ? 

Mr. I K A R D . Senator, as I am sure you understand, in my position, 
I am under all kinds of restraints and inhibitions about commenting 
on marketing and practices as between companies. 

I do think this is a whole new area we are moving into. Short sup-
ply—that is new to the industry, i t is now new to the Government, 
it is new to all the American citizens. 

I think one of the very important things that we all have to under-
stand is we are in a period of short supply and i t wi l l not be short-
range. I t is going to be long. 

There are going to be dislocations. In fact, i t would be just impos-
sible for me to comment about some of these relationships between 
companies and jobbers and things. 

In the first place, I do not have the information, and in the second 
place, the Department of Justice would not like my commenting on it. 

Senator M C I N T Y R E . Does the American Petroleum Institute have 
as its members independents who might be buying excess gasoline? 

Mr. I K A R D . Yes, sir. We have in our organization every element in 
the industry. 

Senator M C I X T Y R E . Not everybody in the oil marketing business is 
a member of your institute? 

Mr. I K A R D . N O ; I did not say that. I say we have every element 
represented. Some are in and some are out. 

We do have members in every segment of the industry. 
Senator M C I N T Y R E . What is your overall impression about this new 

tariff system which has been implemented on May 1 ? 
Do you believe i t wi l l have any appreciable effect on petroleum 

product shortages over the next few years, and particularly what is 
your feeling on the question of gasoline in that regard and home 
heating oil ? 

Mr. I K A R D . I think i t wi l l have a salutary effect. There are many 
other things that are related to it, though, and the fact, as has al-
ready been indicated, the inability of some of the refineries to run 
sour crude is a very basic and important problem. 

The logistics of moving whatever imports that are available into 
some of these areas is important. I think i t is a move that wi l l be 
helpful. But there are many other facets of this problem rather than 
just the import side of it. 

Senator M C I N T Y R E . Y O U have indicated, of course, that we are in 
for some trouble during the interim and the immediate future. 

£ 
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Could you briefly tell the committee here what your recommenda-
tions are on the broad spectrum, the far-reaching spectrum, 10 years 
down the pipeline? Are we going to get after that shale? The year I 
got here, I had heard the distinguished Senator Paul Douglas hist 
talking about the oil up there in the Rockies and the shale. We do 
not seem to have any of that. Are we going to get there now—are you 
fellows going to stop us? 

Mr. I K A R D . We are anxious to get there, Senator, as an industry, 
and I think we wi l l get there. This is a matter of developing tech-
nology. I t is the same kind of technological development that held up 
the development of the breeder reactor. We have not yet developed 
the technology that is economically feasible to get this oil out of this 
shale. There are environmental problems. There is no question that 
all these synthetics wi l l come onstream within the next—I would 
hesitate to name a year—but within the near future, as we measure 
time, 10 or 15 years. 

Senator M C I X T Y R E . D O you think we have been spending enough 
as a nation from the research and development angle to develop this 
shale question of whether oil is up there that can be marketed or 
not? Do you think we have expended over the last years—I got here 
in 1962, I started hearing good shale in 1963. Have we as a nation 
spent enough money to find out the answer to unlock that oil up there 
in the shale of the rockies ? 

Mr. I K A R D . Probably within the climates that existed there have 
been sufficient sums of money. They are not sufficient now until you 
get results. So, now the situation has changed so much that we cer-
tainly should accelerate our research in all these synthetics, including 
shale. 

Just as an individual, and I am not a scientist, I think the area of 
gasification of coal is a lot nearer within our reach or working with 
some of our coal supplies—this is the evaluation of a layman, Senator. 
Let me make that clear, I am not a scientist—I think this is much 
more feasible for immediate relief than going after the shale. 

Senator T O W E R . I f you would yield to me. Mr. Chairman. I have 
seen the briefing given by the Joint Committee on Atomic Energy oil 
the energy crisis, and the indicationt here is even i f we realized the 
fu l l potential of the production from shale, we would still be able to 
meet only a very small percentage of our projected requirements. 

I n other words, that would not be one of our major contributors to 
the resolution of that problem. Is that not right ? 

Mr. I K A R D . Yes. I assume this is implied in what you say, that we 
are going to need in this country all the energy sources we can de-
velop—synthetic petroleum, coal, atomic, all of them, i f we have the 
kind of growth' now that we have had in the past, we are going to 
need every source we can get and we should develop all of them. 

Senator M C I X T Y R E . I don't suppose you know offhand, but you 
probably can find out and furnish i t for the record, I would like to 
know what has been expended in the nature of research, evaluation, 
and development of the shale problem in the past 10 years. 

Mr. I K A R D . Y O U are speaking of what the industry has spent or the 
Government ? 

Senator M C I X T Y R E . Can you get the whole figure for us? 
Mr. I K A R D . I think we can get the whole figure. 
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Senator M C I N T Y R E . I f you can get the whole figure, that would be 
good. 

I f you can't Ave will get the rest (see p. 308). 
Senator M C I N T Y R E . The reason I say that, one of the places I spend 

a lot of time, I call it down in the cellar, we closed the doors and get 
the television boys out of there and we talk about research, develop-
ment, testing, and evaluation of the military. 

We spend money there and goodness knows, I am all for it. I 
think this year the request is something in the vicinity of $8,500 mil-
lion for research and development, testing and evaluation in all of 
the various weapons of defense. I t would be nice to know i f we start 
putting a little zip into this shale whether we could bring i t out of 
the Rockies and maybe the consumer would be the wTinner. 

Senator TOWER. Would the chairman yield at that point? 
Senator M C I N T Y R E . Yes. 
Senator TOWER. The thing is there is so much in the way of re-

search dollars as far as energy is concerned, I think you have to 
address yourselves to priorities. The ful l potential yield from shale 
would now only meet a very, very small percentage of our total 
energy requirement. 

So, i f you think in terms of the research dollar, I think you would 
have to think in terms of priorities. I do not know where those prior-
ities are. 

They may be in solar energy, nuclear what have you. 
Shale is a potential producer of energy and comes down the list in 

terms of total contribution to the energy problem. 
Senator M C I N T Y R E . Are you talking about or taking into account 

what we face, a higher price? 
Senator TOWER. There is no question we are going to face a higher 

price. 
Senator M C I N T Y R E . Wi th the higher prices, doesn't the shale be-

come much more to be sought after? 
Senator TOWER. The higher the price, the more likely you are able 

to get at these expensive fuels. 
Mr. I K A R D . The most effective thing wTe could do is to open up the 

offshore for development and construct the Alaskan Pipeline. These 
are two things that would bring us some immediate relief on this 
supply side—the development of our marine resources and the devel-
opment of the Alaskan resources. 

Senator M C I N T Y R E . H O W long have you had this job as the top man 
in the American Petroleum Institute? 

Mr. I K A R D . About 10 years. 
Senator M C I N T Y R E . Have you been a strong proponent of an energy 

policy for this country? 
M r . I K A R D . Y e s , s i r . 
Senator M C I N T Y R E . Why hasn't your voice been heard on this? 
Mr*. I K A R D . I t has been heard in every forum in which we thought 

we could express it, Senator. We have been continually talking about 
it. I t is important to emphasize that energy policy is something that 
means different things to different people. 

I opposed an energy policy when it had to do with the allocation or 
in-use controls which I now oppose. As to the orderly and proper 
development of our national energy resources, i f that is a policy and 
I think it is, we have been for that a long time. 
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The organization I have been w i t h has been for i t . We have made 
speeches—we have appeared before congressional committees. I would 
say the record showed this view point long before I was associated 
w i t h them. 

Senator MCINTYRE. YOU were born down in Texas ? 
M r . IKARD. Y e s . 
Senator MCINTYRE. YOU knew what oi l was f rom the day you were 

probably hopping around on the grass there. 
M r . IKARD. Y e s . 
I grew up in one of the great oi l parts of this country, nor th Texas, 

where i t has been a very productive area since the very early days of 
this century. 

Senator MCINTYRE. I was born up i n Xew England. We do not 
know what o i l is up there, unless we can f ind i t off the A t lan t i c coast 
some place. I suppose that we have al l been to blame for this. I heard 
about an energy policy when I got here i n 1963 or 1964, under the 
Democrats and nothing happened. 

M r . IKARD. That is r ight . 
Senator MCINTYRE. The President's speech at least indicates an 

awareness, but i t is not a l l as embracing as we would l ike to see i t , 
l ike to have i t , but we are doing so many things wrong—bui ld ing 
bui ldings you cannot open the windows. 

M r . IKARD. That is r ight . I agree w i t h that. I th ink back to your 
or ig inal question here today, I th ink a l l of us are to blame for this. 
I do not th ink we i n the industry have been wi thout some fau l t i n our 
projections, as you have indicated. Bu t I also th ink the Government 
has been very much remiss i n some of the projections they have made. 

I must say they were some of the projections I part ic ipated i n per-
sonally and I though the}' were r igh t at the time, much as we al l do. 
When you project, part icular ly economic questions out over a period 
of years, my observation and experience has been that i t is a very 
difficult t h ing to do. 

The O E P just a few months ago projected demand for their f irst 
quarter of this year and they are way off. They said i t w i l l be around 
5 percent. I t is going to be much higher than that. We al l have that 
problem. I agree w i th you, i t is a f rus t ra t ing th ing when we t r y to 
look ahead and see what our requirements are going to be 12 or 14 
months f rom now. 

Senator MCINTYRE. Aga in I cannot argue w i t h you. One of the 
things I have learned is the Government has to rely on the industry. 

General L incoln was r ight here i n this room in September of 1972 
and there was no shortages i n sight. 

M r . IKARD. September o f 1972 ? 
Senator MCINTYRE. Yes. This is 1973, is i t not? 
Mr . IKAKD. There was a great deal of ta lk about shortages at that 

time. 
Senator MCINTYRE. I suspect you agree w i t h the distinguished gen-

tleman I heard over at the L ib ra ry of Congress here in this seminar 
we had 2 or 3 weeks ago f rom the Fo rd Foundation. I do not agree 
w i th him. He says there is no v i l la in , no v i l l a in i n the energy crisis. 
I have got my vi l la in. 

M r . IKARD. I would hesitate to say there is a v i l la in. I t h ink many 
people have made projections that are not correct. Due to many fac-
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tors that were absolutely impossible to project. For instance, i f I 
might just comment on one. I th ink atomic energy fai ls to move into 
the market in the way that al l of us thought i t would 10 years ago, 
and that has been one of the real contr ibut ing factors to this. There 
are many other factors that have come along that have not been able 
to be bui l t into projections. 

Senator MCIXTYRE. I do not pretend to know what happened to 
atomic energy and nuclear power but I do know that the environ-
mentalists jump up and down because they are sure the place is going 
to blow up. 

I do not have the answer to why i t is not going to blow up. I 
th ink A E C joins the parade of the people who have helped us to get 
into this morass. 

Senator Tower. 
Senator TOWER. M r . Chairman, I would l ike to note at the outset 

that probably what we should be doing is not looking for a scapegoat 
buy t r y ing to arr ive at some solutions to a very pressing problem. 
I th ink probably the gu i l t can be equally spread around among sev-
eral sources. 

I would l ike to ask Mr . I k a r d i f he does not concur w i t h the state-
ment made by the President in his energy message, that we are going 
to have to make some tradeoffs w i t h the environmental standards i f 
we are to arr ive at a solution to this problem? 

Mr . IKARD. NO questions about i t . One very dramatic figure is the 
use of disti l late in the generation of electricity. I n a 5-year period i t 
has gone f rom 8,000 barrels a day to 105,000 barrels a day. This in-
crease represents about 80 percent of the distillates that are used by 
al l the rai lroad engines in this country or about 41 percent of al l the 
diesel trucks, and this is purely on account of environment require-
ments. I t is really very wasteful to use disti l late at that—in that way. 
I t ought to go into home heating, i t ought to go into transportation, or 
into these areas where is is tai lored to be. 

But i t is not. 
Senator TOWER. Could not the same th ing be said of natural gas ? 
M r . IKARD. Y e s . 
We all have great concern about the distil lates at the moment i n 

transportation and in the fa rm machinery and al l that. I t is certainly 
very efficient i n the natural gas situation. 

This does not mean that there w i l l be any violat ion of the principles 
of the environmental acts that have been passed. I t does not mean 
that there w i l l be any jeopardy to health. I t simply means largely 
that the secondary standards w i l l be probably delayed a matter of a 
year or two, un t i l they can get in, unt i l technology can pick up and 
catch up and you can get the practical side of construction of some of 
these plants that can extract sul fur and do the other things that are 
necessary to make these energy sources available. 

Senator TOWER. SO, i n effect, we are just going to have to confront 
the environmentalists directly and insist that economic growth and 
the energy needs of the country may, in some instances have to take 
procedence over certain environmental standards that we would l ike 
to have but are not absolutely necessary for human survival? 

M r . IKARD. Y e s . 
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Senator TOWER. What is our ref ining capacity now compared to 10 
years ago ? 

Mr . IKARD. I really cannot give you that comparison. 
Senator TOWER. There has not been an increase to keep pace w i t h 

the increased demand ? 
Mr . IKARD. Right . I can furn ish the exact numbers. 
Senator TOWER. That would be interesting to have. 
[ M r . I k a r d subsequently submitted the fo l lowing material for the 

record:] 
A m e r i c a n P e t r o l e u m I n s t i t u t e , 

Washington, B.C., May 21, 1973. 
T h e H o n . T h o m a s J . M c I n t y r e , 
U.S. Sen,ate, 
Senate Committee on BankingHousing and Urban Affairs, 
Washington, D.C. 

D e a r S e n a t o r M c I n t y r e : W h e n I t e s t i f i e d b e f o r e y o u r C o m m i t t e e o n M a y 9 , 
you requested tha t I provide some add i t iona l i n fo rmat ion on several mat ters 
related to the energy s i tuat ion. 

I n the ease of two questions—one related to trends i n ref in ing capacity and 
the other to expenditures f o r research and development on o i l sha le—I am 
enclosing separate statements wh ich address these topics. 

Another question related to the impact of envi ronmental opposit ion upon new 
ref inery construct ion. As I indicated i n my fo rma l statement, there have been 
a number of reasons fo r the slow pace of new7 ref inery construct ion. These 
included, i n add i t ion to envi ronmenta l opposition, the lack of assurance t ha t 
the heavy cost of new plants could be recovered i n the marketp lace and uncer-
ta int ies over f u t u re product specifications and government impor t policies. 

I n a paper ent i t led "Trends i n Capacity and Ut i l i za t ion , " issued by the Office 
of O i l and Gas of the Depar tment of I n te r i o r i n December 1972, ten ref inery 
proposals w i t h uncerta in complet ion dates were l isted. I t was noted tha t some 
of them were "blocked by or hav ing dif f icult ies w i t h environmental is ts actions." 
(See Table I I of attached excerpt f r o m OOG Study) . Th is subject is di f f icu l t 
because companies frequent ly do not make publ ic the i r plans fo r such projects, 
pa r t i cu la r l y when they have not received permission to proceed w i t h them. I t i s 
qui te possible t ha t other projects than those l is ted i n the OOG paper have 
either been abandoned or not proposed at a l l because of env i ronmenta l opposi-
t ion encountered a t some stage. We are unable, however, to document any such 
cases a t th is t ime. 

As you have undoubtedly noted, there have been reports i n the press i n the 
past week or so wh ich indicate tha t a number of companies are f o rmu la t i ng 
plans to add to the i r refinery capacity. 

I f we obta in add i t iona l i n fo rmat ion regard ing your question, we w i l l be 
pleased to share i t w i t h you. 

D u r i n g our colloquy we discussed the extent to wh ich the Amer ican Petro leum 
Ins t i t u te has advocated the development of coordinated and cohesive na t iona l 
energy policies. I asked my staff to search th rough our files fo r the last fou r 
or five years. Since November 1969, spokesmen for the Ins t i t u te have test i f ied 
i n favor of such policies before Congressional Committees on 11 separate occa-
sions. On 36 other occasions, I ns t i t u te representatives have spoken before 
public groups i n favor of th is posit ion. Six recent publ icat ions released by our 
organizat ion have also called f o r coordinated nat iona l energy policies. 

I appreciated hav ing the oppor tun i ty to present my views to your Committee. 
I f e i ther I or any member of my staf f can be of fu r the r assistance to you, I 
hope you w i l l feel free to cal l upon us. 

Sincerely, 
F r a n k N . I k a r d . 
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U . S . R e f i n i n g C a p a c i t y 1 9 6 2 a n d 1 9 7 2 

Dur ing the past ten years a gap has widened between U.S. refinery capacity 
and domestic demand for refined products. Refinery capacity has increased only 
83.1% whi le demand has grown by 57.3%. Environmental opposition to pro-
posed refinery sites, lack of assurance that heavy capital investment costs 
could be recovered i n the marketplace, and uncertainties over fu ture product 
specifications and government import policies have tended to discourage new 
plant construction. A t present, some refineries are experiencing diff iculty i n 
operating at peak capacity because of a lack of low-sul fur crude oil. Govern-
ment policies should take account of the need to develop adequate domestic 
sweet crude supplies. 

Year 

Operable refinery 
capacity (barrels 

per day) 
Domestic demand 
(barrels per day) 

Refinery capacity 
as a percentage of 
domestic demand 

1962... 
1972 

10.012.734 
13,324,734 

10,400,079 
16, 354,134 

96.3 
81.5 

NOTE.—Refinery capacities are the average of beginning and end of year capacities, including operating and operable-
shutdown capacity. Shutdown capacity which is not operable without extensive repair is not included. All figures are in 
barrels (42 gallons) per day. 

Source: U.S. Bureau of Mines; American Petroleum Institute. 

O i l S h a l e R e s e a r c h a n d D e l e l o p m e n t 

Oil shale research and development have been underway both in this country 
and abroad for more than a century. A Scottish f i rm produced oi l f rom oi l 
shale as long ago as the 1860's. The problems associated w i t h oi l ishale 
development, coupled w i t h the abundance of cheap energy sources, retarded in-
depth research efforts un t i l af ter the end of the Second Wor ld War . 

Accelerated R&D efforts were begun in the 1960's. The Oi l Shale Corporation 
(TOSCO) was formed i n 1960 by oi l companies for the purpose of br inging oi l 
shale research to the p i lo t p lant stage. Four years later, TOSCO joined w i th 
the Standard Oi l Company (Ohio) and the Cleveland Cli f fs I ron Company to 
fo rm a consortium know7n as The Colony Group. The two Ohio firms wi thdrew 
f rom active par t ic ipat ion i n 1966-67 and TOSCO operated alone un t i l 1969 
when the At lant ic Richfield Company entered the Colony Group as manager of 
the Colony Semi-works P lant at Parachute Creek, Colorado. 

Besides the TOSCO and Colony Group efforts, the U.S. Government through 
the Bureau of Mines, has pursued an active research program. 

Tota l estimated industry investintent i n oi l shale research and development 
since the end of Wor ld War I I ranges f rom $75 mi l l ion to $100 mil l ion. Gov-
ernment investment dur ing that same period is estimated at $20 to $40 mi l l ion. 
A t present, industry is spending around $6 to $7 mi l l ion a year on oi l shale 
development, and the Bureau of Mines about $2*/t> mi l l ion a year. 

Oi l shale development has been slow for three major reasons : 
(1) I t s development does not yet appear at t ract ive in economic terms. The 

Nat ional Petroleum Council estimates that the price of a barrel of shale o i l 
would be $4 to $5. Higher crude o i l prices are l ikely to st imulate increased 
research and development efforts. 

(2) Oi l shale technology faces several environmental problems which must 
be resolved. The process of oi l shale extract ion requires the processing of two 
tons of rock for each barrel of o i l produced using present methods, creating a 
huge shale disposal problem. 

(3) The Federal Government has maintained an inconsistent posit ion regard-
ing leasing of federal lands for oi l shale development. Whi le the official govern-
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ment policy is to encourage development of new energy technology, i t has been 
slow to offer federal land leases fo r o i l shale development because of unre-
solved environmental questions. 

[F rom the U.S. Department of the Inter ior , Office of Oil and Gas—Washington, D.C.] 

T r e n d s i n C a p a c i t y a n d U t i l i z a t i o n , D e c e m b e r 1972 

As the Nation's pr inc ipal conservation agency, the Department of 
the In te r io r has basic responsibil it ies for wTater, fish, w i ld l i fe , min-
eral, land, park, and recreational resources. Ind ian and Te r r i t o r i a l 
af fairs are other major concerns of America's "Department of 
Na tu ra l Resources." 

The Department works to assure the wisest choice in managing 
a l l our resources so each w i l l make i ts f u l l contr ibut ion to a better 
United States—now and i n the future. 

f o r e w o r d 

There has been a v i r t ua l stagnation i n the growth of Uni ted States petroleum 
refinery capacity i n relat ion to the country's demand for petroleum products. 
Concurrently there has been a rap id growth i n offshore refineries designed to 
produce selected petroleum products fo r the Uni ted States market. Th is report 
h ighl ights the extent to which impor tant wor ld ref ining export ing centers are 
par t ic ipat ing i n th is geographical sh i f t , both current ly and i n the near fu ture. 

November 1972. 
G e n e P . M o r r e l l , 

Director, Office of Oil and Gas. 

i n t r o d u c t i o n 

I n August 1971, th is office issued a report ent i t led "Uni ted States Petroleum 
Refinery Capacity and Ut i l izat ion. " Par t of our objective w i t h th is w r i t i n g is 
to refine and update some of the more impor tant in format ion included i n t ha t 
report. I n this case the updat ing has been l im i ted to the overal l summary by 
d ist r ic ts of crude capacity and crude runs w i t h projections through 1975 based 
on knowrn projects for increased ref ining capacity. 

As a complement to this, past performances and trends are presented fo r 
those wor ld ref ining centers w i t h the capacity to export petroleum products to 
other countries and i n par t icu lar to the Uni ted States. I n dealing w i t h certain 
of the export ing centers which are composed of several countries, all countries 
in the area were included i n the balances fo r the sake of completeness even 
though some may have no prospects t o become an exporter. I n th is manner the 
t rue net exportable capacity of the area can be determined af ter allowance fo r 
the area's own consumption. Consumption consists of local demand, interna-
t ional bunkers and refinery fue l and loss. For th is reason, some small countries 
w i t h large ref ining operations show oi l requirements which otherwise might 
have been considered out of l ine. 

Some comment is also made on factors wThich may affect trends i n cer-
ta in of these export ing centers. 

u . s . r e f i n i n g c a p a c i t y t r e n d s 

The outlook fo r expansion i n the Uni ted States petroleum ref ining indust ry 
has not undergone any significant change over the past year or so. There is s t i l l 
a lack of any firm significant projects i n prospect f r om 1973 onward. The last 
large project is the new Mobi l refinery at Jol iet, I l l ino is and this is expected to 
be onstream toward year-end or in early 1973. 

Capacities and crude runs are summarized i n Table I for the past several 
years. Capacities f rom 1972 through 1975 were obtained by adding known 
planned newT capacity (Table I I ) to current capacity. No allowance has been 
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made for shutdowns or retirements, or minor debottlenecking. Table I shows 
the rates of refinery operation required to maintained product imports at thei r 
1971 level. I n Table I I I , crude runs are shown on various bases including poten-
t ia l runs as l im i ted by equipment and required runs for three dif ferent levels of 
product imports. 

Al though capacity of downstream equipment is important, i t controls the 
pattern of the product yields obtained. However, regardless of changes i n down-
stream equipment, crude runs roughly equate to the product volumes obtained 
and therefore is the moist important measure of the overal l ab i l i ty to produce 
petroleum products. 

Examinat ions of data re lat ing to processing intensity i n the United States 
and i n wTorld ref ining export ing centers reveals some interest ing comparisons. 

Percent capacity based on crude capacity 

Cat Cat Hydrogen Alkyla- Therm Therm Hydro-
cracking Ref processes tion ref processing cracking 

United States! 35.0 8.9 37.3 6.3 (2) 11.7 6.4 
Bahamas/Caribbean 7.0 5.1 17.2 .8 0.3 15.3 0 
Middle East 3.0 3.6 9.1 .4 2.9 1.9 1.8 

» U.S. data from Oil and Gas Journal, Mar. 27,1972. 
* Included in thermal processes. 

The differences reflect the wel l -known pat tern over the past years wherein 
United States refiners have concentrated on destruction of residual and maxi-
mizing h igh octane gasoline production. The refinery export ing centers produce 
large volumes of fuel o i l i n simpler units. More detai l is available i n Table IV . 

Based on the rate of increase i n product imports in the past ten years, i t is 
evident that about 1,720,000 barrels per day of ref ining capacity has been 
"exported" to foreign locations over tha t period. Aside f rom the adverse effects 
this contributes to the Uni ted States balance of payments, th is t rend has 
el iminated employment opportuni ty i n the Uni ted States not only i n ref ining 
i tself but i n al l ied and support ing industries as well . 

Dur ing the past decade the average number of employees required i n re-
fineries averaged about 14 men per thousand bbls per day processed. This works 
out to be equivalent to 24,000 jobs el iminated as a result of the "exportat ion" 
of capacity. Gul f Canada recently made a survey which revealed that each 
refinery job creates 3.5 jobs i n closely al l ied service and manufactur ing sectors. 
I n their opinion th is same factor applies to the Uni ted States. This alone is 
equal to 84,000 jobs or a tota l of 108.000 jobs. Considering the average U.S. 
household has 3.2 persons, some 346,000 persons are affected. St i l l fu r ther th is 
does not take into account the employment i n other service areas i n housing, 
food, entertainment, education, roads, c iv i l needs and other "downstream" 
activit ies. 

A n average refinery project requires about two to two and one-half years to 
complete, f rom the day the contract is let to start-up. I t includes some apprecia-
ble t ime for office wrork before ground is broken on the project site. A l l of th is 
must be preceded by a feasibi l i ty study by the refining company, location of an 
acceptable site, clearance f rom local and state authorit ies, environmental im-
pact statements, approval by the refining company's board, preparat ion of job 
specifications, inv i ta t ions for bids, study by the constructing companies and 
preparation of the i r bids and finally the oi l company's study of bids p t io r to 
contract award. These steps take several months pr ior to the two to two and 
one-half year period mentioned above. I n summary, the impl icat ion is that 
nothing signif icant i n terms of new capacity could be realized before 1976. 
Statements have been made by responsible persons i n the industry that a con-
certed effort would have to begin immediately by a l l of the companies to 
restore ref ining capacity to i ts proper posit ion by 1980. 
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TABLE I.—PETROLEUM REFINING CAPACITY AND ACTUAL CRUDE RUNS 

[In thousands of barrels per calendar dayl 

District I District II District I District IV District V Total United States 

Year Capacity1 Runs2 Capacity1 Runs 2 Capacity! Runs' Capacity1 Runs2 Capacity1 Runs2 Capacity1 Runs2 Percent 

1955.. 
1956.. 
1957.. 
1958.. 
1959.. 

I960.. 
1961.. 
1962.. 
1963.. 
1964.. 
1965.. 
1966.. 
1967.. 
1968.. 
1969.. 

1970.. 
1971.. 
1972.. 
1973.. 
1974.. 
1975.. 

1,286 1,163 
1,351 1,231 
1,423 1,296 
1,484 1,199 
1,546 1,215 

1,537 1,220 
1,558 1,223 
1,543 1,214 
1,493 1,246 
1,464 1,216 
1,420 1,200 
1,400 1,259 
1,416 1,267 
1,452 1,307 
1,477 1,309 

1,487 1,290 
1,515 1,330 
1,541 
1,553 
1,553 
1,553 

2,316 2,136 
2,436 2,284 
2,532 2,279 
2,643 2,318 
2,727 2,424 

2, 766 2,422 
2,784 2,433 
2,809 2,463 
2,847 2,541 
2,870 2,578 
2,896 2,645 
2,951 2,790 
3,049 2,849 
3,161 2,967 
3,220 3,013 

3,360 3,154 
3,482 3,230 
3,478 
3,560 
3,642 
3,642 

3,038 2,863 
3,189 3,051 
3,265 2,922 
3.346 2, 779 
3,447 2,925 

3,464 " 989 
3,520 3,026 
3, 584 3,178 
3,671 3,325 
3,805 3,419 
3,864 3,506 
3,906 3,665 
4,228 3,903 
4,581 4,129 
4, 737 4,264 

5,027 4,357 
5,345 4,492 
5,481 
5,499 
5,517 
5,517 

289 255 
296 269 
304 273 
321 266 
330 291 

330 286 
345 284 
360 304 
375 307 
385 320 
386 330 
386 338 
394 344 
413 367 
422 385 

424 393 
424 405 
425 
428 
428 
428 

1,297 1,063 8,226 7,480 90.9 
1,325 1,124 8,597 7,959 92.6 
1,352 1,149 8,876 7,919 89.2 
1,403 1,080 9,257 7,642 82.6 
1,448 1,139 9,498 7,994 84 . 2 

1,488 1,170 9,585 8,067 84.2 
1,515 1,219 9,722 8,184 84.2 
1,519 1,252 9,815 8,410 85.7 
1,555 1,268 9,941 8,687 87.4 
1,589 1,299 10,113 8,807 87.1 
1,600 1,362 10,166 9,043 89.0 
1,649 1,392 10,292 9,444 91.8 
1,707 1,452 10,794 9,815 90.9 
1,770 1,571 11,377 10,312 90.6 
1,875 1,658 11,731 10,629 90.6 

1,974 1,676 12,272 10,870 88.6 
2,081 1,742 12,847 11,199 87.2 
2,179 13,104 11,989 91.5 
2,208 13,248 12,779 96.5 
2,208 13,348 13,570 +100.0 
2,215 13,355 14,360 +100.0 

1 Capacity of operating refineries—average of January 1 in given year and January 1 in following year—U.S. Bureau of Mines 1972 and later obtained by adding known projects, 
a U.S. Bureau of Mines crude runs in year indicated. Projections 1972 and later represent volumes needed to be run to hold product imports to current levels. Demand based on interior Alyeska Study 

with minor updating revisions for the year 1975. 
Source: Hydrocarbon Processing, Oil & Gas Journal and miscellaneous sources. 

OJ 
i—* 
to 
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TABLE II.—NEW REFINERIES OR EXPANSIONS SCHEDULED IN THE UNITED STATES BY PAD DISTRICTS—MILLION 
BARRELS, DAY OF CRUDE DISTILLATION 

Company/Location I II I I I IV V Total 

1972: 
Witco Chemical Corp. (Bradford, Pa.). . . 7. 5 
Mobil (Paulsboro, N.J.) 6.9 
Quaker State (Hancock Co., W. Va.) (new) 10.0 
Ashland Oil Co. (St. Paul, Minn.). 10. 0 
Total Leonard (Alma, Mich.) 5.0 
Alabama Refining Co. (Mobile, Ala.) 4.0 
Murphy Oil Corp. (Meraux, La.). 31.0 
Southland Oil (Lumberton, Miss.) 1.0 
Sage Creek Refinery (Cowley, Wyo.).. 1.0 
Refinery Corp. (Commerce City, Colo.) 4.0 
Chevron Asphalt (Portland, Oreg.) 6.0 
Hawaiian Independent Refinery (Barbers Point, 

Oahu)( new) 35.0 
Mobil (Ferndale, Wash.) 8.1 
San Joaquin Oil Co. (Oildale, Calif.) 6.0 
Douglas Oil Co. (Santa Maria, Calif.) 2.0 

Total 24.4 15.0 36.0 5.0 57.1 137.5 
1973: Mobil (Joliet, 111.1) (new) 164.0 164.0 
1974: None 
1975: Energy Co. (North Pole, Alaska) 15.0 15.0 

Projects which are uncertain or have unknown 
completion dates:2 

Supermarine (Hoboken) 100.0 
Shell (Delaware) 150.0 
Occidental (Machiasport) 300.0 
Atlantic Refining Association (Norfolk) 30.0 
Fuels Desulfurization (Maine). 130.0 
Guardian Oil Refining Co 125. 0 
Northeast Petroleum (Tiverton, R.l.) 65.0 
Georgia Florida Oil & Refining (Brunswick, Ga.). 70.0 
Crown Central Petroleum (Baltimore) 100.0 
Dillingham (Barber's Point, Oahu). 50.0 

Total , 1,070.0 50.0 1,120.0 

1 Expected to be on stream about Jan. 1,1973. 
2 These include some projects blocked by or having difficulties with environmentalist actions. Others have been included 

because they are still in the early planning stages. 

Senator TOWERS. I las ivt a great cleal of the problem been in si t ing 
the refineries? 

Mr . IKARD. Yes, we estimate that there needs to be between now and 
1985, 55 new refineries of at least 150,000 barrel capacity and at t h 
present time there is not one refinery being constructed in the Uni ted 
States, and there has not been since one was completed roughly 6 or 
8 months ago in the Midwest. 

Senator TOWER. YOU spoke of long term incentives, and I th ink that 
while we want to take whatever measures we can to meet our short 
term needs, i n the f inal analysis, we have got to pay attention to our 
projected needs over the next decade or the next 25 years and th ink 
i n terms of long term incentives. Those are long lead t ime items. I f 
we started the Alaskan pipeline now, i t would be 3 years minimal 
before we could realize any benefit f rom that. The same is true of any 
k ind of incentive programs we could engage i n w i t h the possible 
exception of deregulating the price of natural gas at the wellhead. 
That would probably generate a more immediate result than any 
other incentive program, would i t not? 

M r . IKARD. Y e s , s i r . 
Senator Tower. You mentioned deregulation of gas at the well-

head. I would l ike to ask you about some of these other incentives, 
such as has been suggested by the administrat ion and some of us who 
have introduced legislation on the subject. The extension of the tax 
investment credit to new explorations and new secondary recovery. 
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Mr . IKARD. I t h ink i t would be a very he lp fu l th ing i n accelerating 
exploratory efforts and that is what we should be doing. 

Senator TOWER. A n d we should certainly, as the President recom-
mended, retain our present incentives such as intangible d r i l l i ng costs 
and depletion allowances. 

M r . IKARD. Y e s . 
Senator TOWER. Thank you very much, M r . Ikard . 
Senator MCINTYRE. YOU are knowledgeable on the o i l industry. Do 

you th ink the incentives that are i n the President's energy program 
are going to be sufficient to help us in New England ? 

M r . IKARD. Yes, sir, they w i l l develop new sources of supply and I 
th ink that w i l l be he lp fu l to New England and every par t of the 
country. 

Senator MCINTYRE. I t h ink that New England needs a refinery, 
about 250,000 barrels a day. 

M r . IKARD. I th ink that is probably true. 
Senator MCINTYRE. Are the incentives i n the President's program, 

as you know them, sufficient to get us off the ground i n New England ? 
M r . IKARD. I cannot speak for any company but my guess is there 

w i l l be refinery capacity developed i n New England. 
Senator MCINTYRE. I wTent out to Bel l ingham, Wash, on Puget 

Sound, the Canadian border, to see Arco's clean refinery, inc luding 
technology about 10 years ago. Is i t possible for me to say i n New 
England that this is a clean refinery, that this is ecologically satis-
factory ? 

M r . IKARD. I would th ink that any modern refinery—any refinery 
bui l t today w7ould meet a l l the environmental requirements and there 
would be no problem f rom the environmental standpoint. 

Senator MCINTYRE. The burn ing of sul fur and so fo r th ? 
M r . IKARD. Y e s . 
Senator MCINTYRE. Thank you very much, M r . I ka rd . We w i l l 

recess our hearings un t i l 10 tomorrow morning. 
[ A t 12:50 p.m. the hearings wTere recessed un t i l 10 a.m., May 10, 

1973.] 
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PETROLEUM PRODUCT SHORTAGES 

THURSDAY, MAY 10, 1973 

U.S. SENATE, 
COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS, 

Washington, B.C. 
The committee was convened at 10 a.m., in room 530*2, New Senate 

Office Bui ld ing, Senator Thomas J. McIntyre, presiding. 
Present: Senators McIntyre, Johnston, Tower, Bennett, and Brooke. 
Senator MCINTYRE. The committee w i l l come to order. 
Senator TOWER. Wou ld you yield, Mr . Chairman? 
S e n a t o r MCINTYRE. Y e s . 
Senator TOWTER. I had prepared some remarks at the beginning of 

the hearings and I w7as not able to be here. I ask unanimous consent 
that they be put i n the record. 

Senator MCINTYRE. Wi thou t objection, that w7ill be done (see p. 
3). Also we have a statement that Senator Packwood requested we 
put in the record of today's hearing. 

[The statement fo l lows: ] 

S t a t e m e n t o f B o b P a c k w o o d , U . S . S e n a t o r f r o m t h e S t a t e o f O r e g o n 

Mr . Chairman. I should l i ke to take th is oppor tun i ty to extend my regrets to 
the Senator f r o m New Hampsh i re f o r not hav ing been able to at tend ear l ier 
sessions of these hearings i n to the problems associated w i t h petroleum product 
shortages. I have had an oppor tun i ty to rev iew the test imony t h a t has been 
presented to date and wou ld l i ke to commend the Senator f r o m New Hampshi re 
f o r h is leadership i n b r ing ing th is ent i re mat te r to the at tent ion of the 
Committee. 

The i n fo rma t i on we have received and w7ill cont inue to receive i n the f o r m 
of statements and supplementary evidence f o r the record wTill prove to be 
immensely valuable as the Senate and the Congress seek to come to gr ips wTith 
the problems th is na t i on is fac ing today and w i l l face w i t h increasing severi ty 
i n the f u t u r e as our demand fo r energy grows. 

Senator MCINTYRE. We begin today our four th day of hearings on 
the impact of petroleum product shortages oil the national economy. 
On Monday we heard f rom what I would term the large users. They 
were able to test i fy as to the railroads and the waterways and the 
aviation and the truckers, the air people. On the second day, on Tues-
day we heard f rom those small businessmen and users who are feel-
ing the bite of the shortage. 

Then yesterday we had the pleasure of hearing f rom the large com-
panies, the majors, and today I am happy to welcome people repre-
senting the Government of the Uni ted States. 

We have here this morning as our first witness the Honorable 
W i l l i am E. Simon, who is the Deputy Secretary of the Treasury and 
Chairman of the President's O i l Committee. Also at the table w i t h 
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him at the same t ime is Mr . Darre l l M. Trent, Director of the Office 
of Emergency Preparedness. 

I am glad to welcome you here, Mr . Secretary, and Mr . Trent . A t 
this t ime, before proceeding, I hope you w i l l introduce to the com-
mittee those members who are at the table w i t h you for the record. 

Let me say that we have your f u l l statement. I t w i l l be included 
i n the record i n its entirely. A n y time, dur ing the process of reading 
i t , that you can digest i t or make a l i t t le b i t shorter, we w i l l appre-
ciate that. 

I am delighted to welcome you here. 

STATEMENT OF WILLIAM E. SIMON, DEPUTY SECRETARY OF THE 
TREASURY, AND CHAIRMAN, PRESIDENT'S OIL POLICY COM-
MISSION AND DARRELL M. TRENT, ACTING DIRECTOR, OFFICE 
OF EMERGENCY PREPAREDNESS, ACCOMPANIED BY DAVID R. 
OLIVER, FROM THE OFFICE OF OIL AND GAS, DEPARTMENT OF 
THE INTERIOR, AND WILLIAM A. JOHNSON, SENIOR ENERGY 
ADVISER, TREASURY DEPARTMENT 

Mr . SIMON. I am delighted to appear before you today. W i t h me is 
Darre l l M. Trent, Ac t ing Director of the Office of Emergency Pre-
paredness ; Dave Oliver f rom the Office of O i l and Gas, Department 
of the In ter ior , and B i l l Johnson, Senior Energy Adviser, Treasury 
Department. 

I want to discuss the possible shortages of gasoline and other 
petroleum products. As such, I would l ike to focus on the fo l low ing : 

(1) The causes behind these shortages; 
(2) The effect of these shortages; 
(3) The impact that gasoline shortages w i l l have on other prod-

ucts for the remainder of this year and on home heating o i l supplies 
next w in te r ; 

(4) The effect of the new mandatory o i l impor t p rogram; and 
(5) Wha t steps are being taken to prevent such shortages and 

their reoccurrence. 
The f irst th ing to understand is that the demand for energy has 

been increasing continually while our supply has not. W i t h 6 percent 
of the world's population, we are consuming one-third of the world's 
energy. Furthermore, the demand for energy i n this country is grow-
ing at an annual rate of about 4 percent and by 1990, our energy 
needs w i l l be double that of 1970. 

Fur ther , demand for gasoline i n the Un i ted States has been grow-
ing faster in the past several years than at any other t ime i n recent 
histoiy. Since 1968, gasoline demand has risen at an annual rate of 
about 5 percent. Du r i ng the past 2 years the rate of increase has been 
about 6 percent per year. Par t of this rise i n demand can be explained 
by growth in the population, growth in the economy, and the increas-
ing number of cars on the road. 

Bu t demand has also risen significantly because of the many power-
using devices added to cars. These include automatic transmissions, 
air-condit ioning, various safety features and the changes made i n 
automobiles since 1970 i n compliance w i t h E P A regulations issued 
under the mandate of the Clean A i r Act . Producers' compliance w i t h 
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these regulations has led to substantially reduced engine efficiency. 
As more vehicles come on the road equipped w i th safety emission con-
trol , and physical comfort devices, average mileage per gallon w i l l 
decrease fur ther. A n automobile that once got 14 miles per gallon, 
now gets 8 or 9 miles, and i t may get only 6 or 7 miles per gallon i f 
present trends continue. 

Because new automobiles are not gett ing the gasoline mileage ob-
tained by their counterparts 5 and 10 years ago. and because we are 
d r i v ing more, gasoline consumption has risen. We are using 300,000 
barrels per day more of gasoline this year that we d id last year. 

Whi le gasoline demand has been growing at about 6 percent per 
year, the volume of crude oil processed by refiners has risen only 3 
percent per year. We are now extremely short of refinery capacity 
and, at the t ime of the President's energy message, which announced 
the new oi l - import program, no new refineries were under construc-
tion. Furthermore, expansion of existing refineries had ceased. 
Growth in the capacity of the industry had come to an end because 
the industry found that i t was more profitable to invest abroad than 
in the Uni ted States. 

One reason for this is that environmental restrictions have made i t 
increasingly difficult to find acceptable sites for new refineries in 
this ocuntry. Because of resistance to refinery sit ing, i t may take 3 
years to obtain site approvals today, in addit ion to the 3 years re-
quired for construction. Yet, modern refineries can be designed so 
that they do not significantly pollute the environment. I n this regard, 
I would mention a recent t r i p which you. Chairman McIntyre, made 
to inspect a new refinery in the State of Washington. I understand 
that you were impressed by the cleanliness of this refinery and have 
urged your fel low Senators f rom New England to support such a 
refinery in their area. 

Senator MCINTYRE. One of the things that has bothered me, I asked 
the question yesterday, I believe, of Mr . I kard , we saw what was 
known as a clean refinery, the Arco Clean Refinery, but in the bro-
chure they said they were ut i l iz ing technology that was 10 years old. 
What I want to ask you is, is that the sort of refinery that we could 
promote or we could be t r y i ng to get underway i n New England that 
would answer many of the questions that the ecologists raise or have 
they got other questions? Does this satisfy them at all? 

Mr . So iox . I th ink there is a fundamental misunderstanding about 
a refinery. They conjure in their minds the smoke pour ing out of the 
stacks and the t radi t ional way i t does i n the industr ia l areas of this 
country. 

As you saw firsthand, i t just is not that way any longer. We would 
hope that that would answer their questions. Whether i t w i l l or not, 
sir only t ime w i l l tell. 

Senator MCINTYRE. That is certainly true, because you recall we 
accused the Arco people of having nothing happening at the refinery 
that day and they to ld us they put through something l ike 85,000 
barrels w i t h a 5 percent sul fur content crude. 

Mr . SIMON. This is par t of the education process that must take 
place to prove to them that this is indeed a clean refinery and what 
a clean refinery is. That was a major step in that direction. I was 
delighted that you took that t r ip . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



318 

Senator MCINTYRE. I t was a good t r ip . I t was a l i t t le too fast. 
M r . SIMON. O n e d a y ; y e s , s i r . 
Another reason why the industry lias located new refineries 

abroad is that U.S. oi l import restrictions, in the past, created uncer-
tainty as to whether new domestic refineries could obtain sufficient 
imported supplies of crude oil. As long as the Government set im-
proper quotas on a year-to-year and, i n some cases on a month-to-
month basis, no company was assured of the stabil i ty of supply neces-
sary to encourage domestic refinery construction. This impediment 
ended on A p r i l 18 when we terminated volumetric quotas on oi l im-
ports. 

F ina l ly , the tax and other economic benefits available to refiners i n 
the Caribbean and in Canada have been more lucrative than similar 
provisions available in the Uni ted States. For al l these reasons, U.S. 
refinery construction has been standing st i l l while U.S. demand for 
refinery products has been growing. 

To meet the growing demand for gasoline, refiners have been 
changing their mix of products to increase their y ield of gasoline. 
The average yield of gasoline per barrel of crude oi l rose f rom 43.8 
in 1968 to 46.9 percent in 1972. This means, of course, that the yield 
of other products, such as fuel oil, has been reduced. I t is also a 
short-term expedient at best. Whatever the product mix, i t w i l l be 
necessary to increase substantially our overall imports or refinery 
products to avert both a gasoline shortage this summer and a fuel 
oi l shortage next winter. 

Our growing lack of refinery products was driven home to the 
public late i n 1972 w i th shortages of distillates and other heating 
fuels in various parts of the country. Kefineries had to increase their 
percentage of disti l late production and, correspondingly, reduce gaso-
line production. As a result, we are now coming into the summer sea-
son w i th low gasoline stocks. As of A p r i l 20, we had only 240 mi l l ion 
barrels of gasoline in storage. This is down 12 percent f rom last year, 
while demand is up 6 percent. Furthermore, domestic production, 
even today, is not keeping pace consistently w i th demand. We are 
using an average, 47 mi l l ion barrels of gasoline weekly and producing 
only 43 mi l l ion barrels. For this reason^ we are faced w i th the prospect 
of serious l imitations on gasoline supply. 

A n important aspect of the supply problem is the distr ibut ion sys-
tem in this country. Some areas of the country are close to pipelines 
and refineries. Some areas are served by the retai l outlets of the 
major oi l companies. These areas w i l l not feel a shortage as much as 
otner areas which are relatively distant f rom pipelines and not well 
served by the major oi l companies. 

Recognizing the serious nature of the gasoline and fuel o i l short-
age, and that there are regional differences in the intensity of the 
problem, we have established regional subcommittees of the O i l 
Policy Committee, of which I am chairman. These groups consist of 
representatives of the independent segment of the industry serving 
part icular areas of the country. I n addition, we have contacted the 
Governor's office of each State and explained to them the need to 
reach some compatibi l i ty between our energy needs and State en-
vironmetal requirements. 
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As a result, representatives of the Governor's offices are attending 
these subcommittee meetings, and we are able to ident i fy regional 
problems and hopeful ly deal expeditiously w i t h them. Work ing i n 
this way, we arc able to maintain flexibility i n the administration 
of the new oi l impor t program and to be responsive to the special 
problems of part icular areas of the country. 

We are greatly concerned about the independent companies. The 
independent segment of the oi l industry—the indpendent refiners and 
the independent marketers—are faced w i t h related but distinct prob-
lems. The refiners face crude oi l shortages; the marketers, gasoline 
shortages. 

To understand howr these problems developed, i t is important to 
realize that un t i l the early seventies, we had surplus crude oil produc-
t ion capacity in the Uni ted States. This enabled independent refiners 
to buy crude oi l and bui ld refineries to supply, among others, inde-
pendent jobbers, marketers, and other wholesale customers. There 
was also a surplus of gasoline and other products being produced by 
the major oil companies. Independent marketers took advantage of 
this surplus and opened thousands of gasoline stations to sell gaso-
line purchased in the spot market. B y efficient servicing of consumers, 
these marketers were able to sell gasoline for a few cents a gallon 
less than the major oil companies. I believe that these independents 
had a healthy influence 011 the petroleum industry by g iv ing consumers 
a greater choice between price and service. They made it possible for 
consumers to buy gasoline at lower prices. 

The gasoline shortage has h i t these independents hardest. I n the 
first place, independent refineries can no longer get adequate supplies 
of crude oil. They used to obtain domestic crude oil by exchanging 
their import licenses w i t h the major oi l companies. The major com-
panies used the import licenses to import cheaper foreign crude for 
their own use, while prov id ing the independent refiners w i th domestic 
crude oil. I n addition, the so-called sl iding scale method of allocating 
import licenses under the old system gave smaller refineries more than 
proportionate share of the licenses. 

A l l this has changed dur ing the last 2 years. Quoted prices of 
foreign crude oi l are now equal to or higher than prices of American 
crude sold in the same markets. There is a worldwide shortage of 
low-sulfur or sweet crude. As a result, major oi l companies have had 
no economic incentive to trade their domestic sweet crude production 
for imported crude obtained by means of independents' import tickets. 
Further, because of local air qual i ty standards, companies are com-
pelled to use low-sulfur crude even though their plants are designed 
for refining high-sul fur crude. The result is that the independent 
refineries cannot get the crude oi l they need and are operating at less 
than f u l l capacity. 

Independent gasoline marketers are also in a difficult position. The 
wholesale market for gasoline is d ry ing up. Many of the independents 
find i t impossible to purchase gasoline wholesale. Hundreds of inde-
pendent gasoline stations across the country are closing down. Those 
that can obtain gasoline abroad, f ind i t available only at much higher 
prices. This hurts them competitively, since their main selling point 
w i th the public is that they can underprice the major o i l companies. 
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The problems of the independent segment of the industry were 
given considerable attention i n designing the new oi l impor t pro-
gram. Indeed, had i t not been for the independents, the changes in 
the program might have been announced much sooner than they were. 
Our basic objective was to balance the need to preserve the inde-
pendent segment of the petroleum industry w i th the desire to create 
a vigorous domestic industry through incentives for construction of 
new refineries in the Uni ted States and for exploration for new re-
serves of crude oil. We also wanted to eliminate the many exceptions 
bu i l t into the oi l import program and to assure a reasonable stabi l i ty 
of prices. 

Perhaps the major benefit of the new program is the f lex ib i l i ty that 
i t provides to importers. Marketers w i l l be able to shop for supplies 
of oil anywhere in the world. They w i l l no longer be dependent en-
t i re ly on their t radi t ional sources of supply. Moreover, through the 
avai labi l i ty of free-exempt licenses issued by the O i l Impor t Appeals 
Board, independent marketers should have access to products at 
lower cost than their major competitors for the remainder of this 
decade. This should provide the t ime required by the independent 
marketers to make the changes necessary to protect their market 
position. 

Another benefit of the new program is the incentive i t creates fo r 
addit ional output. The independent marketers have depended for 
their economic well-being on the excess refinery capacity of the major 
o i l companies. Excess definery capacity no longer exists, largely be-
cause we, as a Nation, have discouraged refinery expansion and con-
struction. The greatest hope for the independent marketers, i n the 
longrun, w i l l be the incentives provided both independent and major 
refiners to produce addit ional supplies of crude oi l and products. 
This, i n the end, is the only real solution to the problems the inde-
pendent marketers now face. 

Let me discuss at greater length some of the steps we have taken 
to protect the independents. I n the past, the O i l Impo r t Appeals 
Board—OIAB—wou ld not distr ibute import licenses i n cases of hard-
ships unt i l September. 

They had a small " k i t t y " that they would allocate after al l the 
hardship reports came in, and there was an obvious lag and in our 
opinion they were closing the barn door after the horses were let out. 

We change dthat in January of this year and they went ahead and 
they issued their entire year's supply in January of this year, recog-
niz ing that this was not going to be enough we got a Presidential 
proclamation which gave the Oi l Impor t Appeals Board the abi l i ty 
to pass out an unl imited supply to fee-exempt tickets to the inde-
pendent segment of this market. 

That does not mean that the majors can not also go to the O I A B 
and request a hardship, because we can define hardship not only f rom 
the industry but also f rom the people i n this country. 

But , unless the major o i l company, who has used up his impor t 
tickets, which I am to ld lots of them are in the process of using up, 
has cleared the market of the impor t t icket of the independent and 
enabled h im to continue to funct ion as viably as possible dur ing this 
period of shortage, then they w i l l be denied their request by the O i l 
Impo r t Appeals Board. 
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Outstanding import licenses w i l l be honored license fee. Since the 
independents hold a large share of those licenses because of the slid-
i n g scale and past O I A B allocations, this provides some value to 
their tickets where none existed previously. The independents w i l l be 
able to import o i l at lower cost than the majors. As a result, the 
majors should now have greater incentive to trade w i th the inde-
pendents. 

To provide greater value to the independents' tickets, we have 
suspended existing tariffs. H a d we not done this, the independents' 
t icket value would have been lower. I do not know how much lower 
i t can get than zero, but i t would have been lower. The O i l Impor t 
Appeals Board has been given specific responsibility for helping the 
independent refiners and marketers by issuing fee-exempt tickets. 

The Government has begun to allocate its " royal ty o i l " to inde-
pendent refineries in need. Under the term of relatively recent lease 
sales, the Government can collect some of its royalties in cash or in a 
share of the oi l produced on lease lands. I n choosing the latter course, 
i t is, in effect, d iver t ing crude oi l f rom the major to the independent 
refineries. 

Senator MCINTYRE. IS that being done ? 
Mr . SIMON. Yes, sir. I t is. To date, my testimony says 60.000 

barrels, and they are moving this royalty oil, rechanneling i t , I should 
say. We are researching all the various contracts that are out now on 
royalty oil, we hope to have upwards of 200,000 barrels a day redis-
tr ibuted to the independent, segment of the country that deals w i th 
the needy areas. 

Senator MCINTYRE. That was one of the suggestions on Monday 
last. 

I am happy to see that that is being done. That was one of the 
questions I wanted to ask. I realize that is not going to be the b ig 
answer but at least i t is a help. 

Mr . SIMON. Mr . Chairman, as far as the b ig answer is concerned, 
we are h i t t ing a lot of singles. We do not have a homerun ball. This 
power that everybody talks about, g iv ing me to rat ion or allocate, the 
only power that I could have to solve this problem, that would solve 
i t , would be i f I had the abi l i ty to create a barrel of oi l or create a 
barrel of gasoline. 

Senator MCINTYRE. YOU gather al l the singles in you can. 
Mr . SIMON. That is what we are t r y ing to do. 
A l l of these actions are probably not sufficient to assure distribu-

t ion of adequate supplies of refinery products to independent mar-
keters and, especially, adequate supplies of crude oi l to independent 
refiners. 

I t is for this reason that the Government has decided to uti l ize the 
authori ty given i t under the recently-enacted Economic Stabil ization 
Act to allocate both crude oil and products to independents, munici-
palities and other purchasers who have been cut off f rom their 
t radi t ional sources of supply. 

The O i l Policy Committee has been given general responsibility 
for d ra f t ing an allocation program; the Office of O i l and Gas in the 
Department of the Inter ior , responsibility for administering the 
program. The program adopted by the administrat ion relies on vol-
untary compliance w i t h guidelines, set by the Government, cal l ing 
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fo r the supply of no less than the proport ion of 1971 and 1972 sales 
to independents and other customers at prices not to exceed posted 
and rack prices charged by refiners, marketers, distr ibutors and 
jobbers. Our purpose is to apport ion as evenly as possible, any cur-
tai lment in consumption that w i l l result f rom gasoline and dist i l late 
shortages. P r io r i t y w i l l be given to meeting the needs of farming, 
other essential industries and State and local governments. A descrip-
t ion of the allocation plan is attached to my statement as exhibi t A 
(see p. 346). 

The program w i l l apply to a l l segments of the industry. The oi l 
companies' adherence to these guidelnes w i l l be monitored and, i f 
voluntary compliance fails, more stringent measures w i l l be taken 
by the administration. We hope and I believe that this w i l l be un-
necessary. Our prel iminary soundings suggest that the companies are 
aware of the problems created by curtailments and are w i l l i ng to con-
tinue to provide a fa i r share of petroleum products to their estab-
lished customers. 

I have talked to three major companies who basically have pro-
grams l ike this already i n effect. Perhaps the most cr i t ical problem, 
however, is the supply of sweet crude o i l to independent refiners. 
There is, at present, a general shortage of low-sulfur crude oi l brought 
on, i n part , by the requirements of several Eastern States and munici-
palities that refiners use sweet crude o i l to meet air qual i ty standards, 
even though these refineries are designed to take sour or h igh-sul fur 
crude oil. This has diverted sweet crude to the east coast refineries of 
major oi l companies and way f rom in land independent refineries, 
many of whom are unable to handle high-sul fur crude oil. 

A t the same time, the major o i l companies have had l i t t le incentive 
to exchange crude oi l because the price of domestic o i l is now equal 
to or lower than the landed price of foreign oil. Under Cost of L i v i n g 
Council rules, the majors cannot charge the replacement value—so i t 
is no surprise that the majors have been reluctant to swap Uni ted 
States fo r foreign crude oil. 

The administrat ion is t r y i ng to rect i fy these problems. We are 
work ing w i t h the Cost of L i v i n g Council to find a compat ib i l i ty be-
tween maintaining stable prices and prov id ing adequate compensa-
t ion to the major oi l companies that do exchange domestically-
produced oi l fo r imported oil. 

These measures should help to br ing about a more equitable dis-
t r ibut ion of crude oi l and products i n the short run. 

Wha t about the long run? Wha t is being done to solve the basic 
gasoline and disti l late shortages that have created the dist r ibut ion 
problems w i th which we are now concerned? 

We have established a license-fee program for crude o i l and 
product imports. This program removes all volumetric quotas on 
imports and allows free importat ion of crude and product subject to 
a fee of 21 cents and 63 cents a barrel, or one hal f and one and one-
hal f cents per gallon, respectively, after %y2 years. 

This is a longrun system which is designed to spur the construction 
of refineries in the Uni ted States. I t does this by removing obstacles 
to acquir ing an assured supply of crude oi l and by inst i tu t ing a price 
dif ferential between crude and products sufficient to guarantee an 
adequate prof i t f rom domestic refining. I am happy to report that, 
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since the President's energy message on A p r i l 18, a number of com-
panies including Shell, Ashland, the Pittston Corp., and Standard Oi l 
of Cal i fornia have announced that they now plan to bui ld or expand 
refineries in the Uni ted States as long as sites are available. 

We intend to help them in this sit ing problem. 
Others have indicated to us that they are seriously considering 

bui lding refineries here but have not yet made their plans public. I n 
addition, several independent marketers have stated their intention to 
develop their own U.S. refinery capability, a necessary step i f the 
independent marketers are to become a ful l } ' viable entity in the 
industry. 

I n each case, however, the decision to bui ld a new refinery is con-
tingent upon a satisfactory solution to the "s i t ing problem," the 
seemingly chronic inabi l i ty of the industry to obtain approval to 
bui ld new refineries in many parts of the country. 

Senator MCINTYRE. DO .you feel that that is a chronic inabil i ty. I 
have been sort of suspecting that they—I know they have been turned 
down in several areas. I know some States have moved to bar them. 

Mr . SIMON. We have laws in several States. 
Senator MCINTYRE. I wonder i f this has not been sort of a shadow, 

that the oil industry itself has been put t ing out, not really, not a 
substantial thing. Do you know that they have been time and time 
again abandoning plans for refineries? 

Mr . SIMON. I know companies and i f given some time I could get 
you the definitive facts on this. They have purchased land. They have 
paid substantial prices for options on land and they continue to pay 
these option fees, but just one obstacle after another conies up oil the 
environment issue. 

Yes, I do. 
Senator JOHNSON. Would the chairman yield? 
Senator MCINTYRE. Yes. 
Senator JOHNSTON. I th ink that Pittston Refinery that you just 

referred to is having some difficulties, are they not, not only the 
United States but the Canadians as well ? 

Mr . STMON. I was not aware of the Canadian problem. 
Senator JOHNSTON. Isn't i t r ight close to Canada there and the 

Canadians are saying i t is going to ru in their fishing? 
Mr . SIMON. Oh, I have been t ry ing to focus on the American 

problem. 
Senator TOWER. They arc confronted w i th lawsuits in some in-

stances, are they not'( 
Mr . SIMON. Yes, sir, most of them are lawsuits. Just the ones that 

we know of since tie A p r i l 18 energy message are upward of a mil-
l ion and a half barrels a day of production. 1 am 80 percent positive 
the others I talk to would surely add at least that much. 

We have got the desire here. Now, we have to help them in every 
way we can to get the siting, the proper places, and educate the 
public that a refinery is not what i t was 25 years ago or even 10 years 
ago. 

We are also taking actions to solve the domestic crude oil shortage 
by a proposal we are making to the Congress for an exploratory 
dr i l l ing investment credit. This gives a 7 percent tax credit for new 
dr i l l ing, plus a supplementary credit of 5 percent for successful 
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wells. We are confident that this program, i f enacted by the Congress, 
w i l l stimulate crude oi l production and have a significant impact on 
gasoline and fuel oi l supplies. 

Energy conservation can play an important role in stretching gaso-
line supplies and thus reducing the shortage. 

To this end, we w i l l need the cooperation of the Government, indus-
t ry and the public. For example, the public is being encouraged to 
minimize its use of automobiles this summer. 

According to the Automobile Manufacturers Association, about 56 
percent of the cars on the road contain only the dr iver. Th is under-
ut i l izat ion of cars can be reduced in many cases, especially i n metro-
pol i tan areas. Carpools and public transportat ion should be substi-
tuted. where possible, for single-occupant cars. Use of smaller cars, 
w i t h better gasoline mileage performance is another measure the 
public might take to conserve gasoline. 

Add i t iona l measures include reducing the use of the automobile 
air conditioner, keeping tires properly inflated, cut t ing off motors 
wrhen stalled in traffic, and avoiding excessive speeds on the highway. 
I am attaching as exhibit B a l ist of conservation measures that can 
be taken to help reduce the demand for petroleum products. 

I am sure you gentlemen could t r ip le that l ist w i t h ease. 
Some have expressed concern that the price of gasoline w i l l rise to 

astronomical levels. This concern is unfounded. There has been a sub-
stantial rise in foreign crude oi l prices in the last 3 years and we w i l l 
probably experience addit ional price increases i n the future. B u t 
crude oi l accounts for only a small f ract ion of the costs of producing 
gasoline. For instance, i f the crude oi l price were doubled, this would 
increase the price of gasoline by only 8 cents a gallon. 

One of the largest components of the price of gasoline is repre-
sented by Federal and State taxes. I break the components dowrn i n 
that paragraph. 

I t is interesting to note that i n England, the retai l price of regular 
gas is 64.5 cents a gallon. Basically i n Europe al l the prices are much 
higher because 75 percent of i t is i n taxes and not i n the stream of 
producing, refining, and distr ibution. 

Gasoline and other prices w i l l probably increase over time. This 
would provide benefits to the Nat ion: 

I t w i l l help to save some independent gasoline dealers and refiners 
who are otherwise going to go out of business. 

I t w i l l encourage Americans to conserve on gasoline. 
I t would also help to provide the economic incentives needed to 

speed up the construction and expansion of badly needed domestic 
refinery capacity. 

A major effort is being made now, and for the rest of the summer, 
to produce more gasoline. This w i l l have the eifect of reducing the 
yield of fuel o i l below that which was being produced a fewr months 
ago. The question is whether, as a result, we w i l l have adequate stocks 
of fuel o i l for next winter. 

I n January, the President removed al l restrictions on the importa-
t ion of No. 2 fuel oil. Par t l y for this reason, stocks of dist i l late fuel 
oi l are now higher than at this t ime last year. Impor ts of fue l o i l 
continue at h igh levels. We are now impor t ing over 200,000 barrels 
per day. This, combined w i t h domestic production, gives us a tota l 
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projected supply that is adequate to meet our needs this summer and, 
barr ing extremely cold weather, to make i t through next winter. 

I n addit ion to this, we are confident that the recent changes in the 
oi l import program w i l l help us to attain needed levels of imports of 
fuel oil. Ma jo r o i l companies can now br ing in any amount of fuel 
o i l they wish by paying a license fee of 15 cents a barrel. The inde-
pendents can, effectivclv, b r ing in fuel o i l wi thout paving any fee at 
all. 

Further, I believe there is adequate refinery capacity overseas to 
produce the fuel o i l required by the U n i t d Stats, part icular ly i f U.S. 
refineries maximize their yields of gasoline. 

I n conclusion, let me say that I am basically opposed, as I am sure 
are most of the members of this committee, to the needless injection 
of Government regulation and control into any industry, part icular ly 
where there is every evidence of intense and healthy competition. I do 
not want to take any step which would discourage private init iat ive. 

I believe the new oi l import program provides the proper incentives 
for such ini t iat ive. 

Of course, I realize that the new program has not solved al l of the 
problems. We d id not expect that i t would or could because there is 
just no way that any program can create a barrel of oil. I n the long-
run, however, I feel this program w i l l help create a vigorous domestic 
petroleum industry. 

A t the same time, in the shortrun, I th ink we are in a situation in 
which we need to make decisions on priorit ies. We cannot afford to 
let crops go implanted or unharvested for lack of diesel fuel for our 
tractors. We cannot let our v i ta l industries close down. We cannot 
endanger public health or safety. And, f inal ly, we should not let the 
independent segment of the oi l industry, which provides competition 
in the marketplace, be forced to shut down. 

A l l of us here would be delighted to respond to any questions that 
you have. 

Senator MCIXTYRE. Let me say, Mr . Secretary, that is a good, all-
inclusive statement, I th ink. I t looks to me l ike you gentlemen have 
been doing your homework, looking for al l those singles you are t ry -
ing to find. 

I would l ike to ask a few questions. I )o you have any f i rm estimate 
or any good estimate of when you th ink this voluntary program w i l l 
become effective, Mr . Secretary? 

Mr . SIMOX. We w i l l publish this today. You w i l l have testimony to-
morrow f rom Mr . L igon, who is the head of the Office of O i l and Gas 
in the Inter ior Department who w i l l be in charge of the implementa-
t ion of this program. He is prepared to send out the telegrams and 
wires to the various segments of the industry w i t h our government 
guidelines. 

Senator MCIXTYRE. W h y do you th ink a voluntary program w i l l be 
effective? Shouldn't the program also contain some mandatory en-
forcement features to insure that the oi l industry w i l l comply? 

Mr . SIMOX. I th ink the economic stabil ization program gives the 
mandatory flavor to this. I f the voluntary program does not work, 
then more stringent measures could be taken. I would not l ike to 
move to the stringent measures r ight at the outset because you know 
the distortions that creates in the industry. I th ink we can get the 
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job done w i th this policy that we have here. That does not mean we 
are going to solve al l our problems, because i t does not solve the sup-
p ly problem. I do not want to be moving shortages f rom one area of 
the country to the other. I do want to ident i fy p r io r i t y areas. Food is 
certainly a very important th ing and our farmers need their disti l late. 

Senator MCINTYRE. I n order to quiz you pretty thoroughly 011 this 
question, i t would have been helpfu l i f we could have gotten this 
statement a l i t t le earlier than 5 minutes before this hearing started. 

I understand there were some changes and some last-minute 
decisions. 

M r . SIMON. Not only that, I was only put i n charge on Saturday, 
and I made one of my few t r ips last weekend. 

I came back Sunday to work on this. I t looks very simple, just three 
pages, but I want to tel l you the agonies that went into drawing up 
this. 

Senator MCINTYRE. Mr . Secretary, what about the average citizen 
who needs gas for his car, w i l l he be able to get a sufficient supply this 
summer in your opinion? 

Mr . SIMON. There are going to be spot shortages i n the country as 
I explained. 

Our inventories of gasoline are presently 12 percent below a year 
ago. Twelve percent is about 1 mi l l ion barrels of gasoline, which is 
approximately 3 days' supply. 

I f the American people w i l l respond to just some simple conserva-
t ion measures over the next few months as refineries are producing the 
gasoline that is so desperately needed, I believe most Americans w i l l 
be able to get the gasoline that they need. 

I am not suggsting a dr ive f rom the east coast to the west coast. 
This w i l l not alleviate the problems we have due to the d ist r ibut ion 
systems in some areas of the Midwest and the Southeast. 

Senator MCINTYRE. I t is obvious you do not, but do you feel that 
detailed rat ioning w i l l be necessary ? 

M r . SIMON. I d o n o t . 
Senator MCINTYRE. A l l of the evidence that we have had so fa r 

indicates that we have got this immediate problem that you have been 
dealing w i t h and that is this summer, what you have said about Xo. 2 
o i l was hopeful, but I have heard that song before, you know. 

I worry about that. E igh t now, what do you th ink of the summer of 
1974? 

Mr . SIMON. Let me address the f irst question you asked on the dis-
t i l la te for next winter. 

Our present inventories are 12 percent above a year ago. I have to 
wai t one more month, because our inventories r ight now on dist i l late 
are 110 mi l l ion barrels versus 113 i n 1971. 

Then there was a b ig jump in 1971 which brought i t up to 125 
mi l l ion. We feel that imports and production for this next month are 
going to br ing i t close to that figure, and 1971 is the year that we 
must use in our compasion because 1971 we got through going in w i t h 
125 mi l l ion at this t ime of the year. 

So, I am optimistic on next winter. 
As fa r as next summer is concerned, I really could not answer that. 

I t wTould be guesswork on my part , M r . Chairman. 
Senator MCINTYRE. Wha t is the order of allocation ? 
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You have talked about the farmer. 
Mr . SIMON. We d id not attempt to ident i fy an order—if I could 

have thought of a better way than 1 through 8, I would leave i t off 
completely. 

I th ink al l of these priori t ies are important and we are asking the 
refiners and the major integrated companies as well as the marketers 
to focus their attention on these areas of pr io r i ty for our country. 

Senator MCINTYRE. SO they are al l of equal p r io r i t y ? 
Mr . SIMON. I would say certainly—very definitely, because you arc 

going to f ind that farmers in some areas do not have a problem but 
State and local governments do in that area. 

Senator MCINTYRE. I notice you are going to recommend some fur -
ther benefits to the industry to get them going on more exploration 
and all that. 

But I also notice—and, thank goodness you are ta lk ing about the 
independent, that business businessman that we have heard so much 
from—is this going to represent any saving to h im ? Let us take the 
case of Arango Oi l . This is up in New Hampshire. Under Phi l l ips as 
a supplier, 37 stations were put i n over a number of years and this 
became one of his b ig independents—you know, the small type of 
station. 

Suddenly Phi l l ips Petroleum is cutt ing h im off at the end of this 
month. 

He has desperately w i th in the last 2 or 3 months been t r y i ng to f ind 
another supplier. Bu t there have been no takers. 

Is there any help in this allocation for this fellowT, or is he caught? 
He has already been to court and has gotten nowhere. 
Mr . SIMON. We have established a base period and that base period 

is the last quarter of 1971 and the first 9 months of 1972. Where the 
barrel of crude starts in our economy, whether i t is imported or re-
fined, i t must go through the same channels and honor the contracts 
that were in existence at that t ime on a percentage basis, of course, 
not on a volume basis because of the supply problem today. 

Senator MCINTYRE. I n effect, he is given a lease on l i fe. 
Mr . SIMON. Not to the extent that he was, but a percentage of the 

extent that he was; yes, sir. 
Also we deal w i t h the spot market in this, because we had so many 

independents that were i n the spot market entirely and depended for 
their supplies on this economic margin of the industry. People who 
were dealing in the spot market w i l l be put t ing the same percentage 
into that market which they d id i n the base period. 

Senator MCINTYRE. IS this allocation tak ing place today, going 
into effect today ? 

Mr . SIMON. The Office of O i l and Gas w i l l be sending the wires out 
today. This, as I say, is voluntary. I would expect the news of this 
w i l l travel very quickly. 

Senator MCINTYRE. Senator Tower? 
Senator TOWER. Mr . Secretary, on page 4 of your testimony you 

note that the tax and other economic benefits available to refiners i n 
the Caribbean and in Canada have been more lucrative than similar 
provisions available in the Uni ted States. 

Can you tel l me a l i t t le something about those provisions that make 
i t more attractive to bu i ld refineries i n those areas? 
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Mr . SIMON. Wel l , what w7e have done to offset this, of course, is 
Senator TOWER. The investment credit ? 
Mr . SIMON. NO. We are grant ing 75 percent of the through-put of a 

new or expanded refinery license fee tickets for 5 years. 
This is what we believe, and the companies have to ld us, has pre-

cipitated decisions to bu i ld here in this country. I th ink probably the 
major reason that we have been export ing our refinery capacity is the 
s i t ing problem and the delays and the expense involved, as I ex-
plained before. 

There are also tax considerations where, in the Caribbean you pay 
lower taxes for a period of t ime or just lower taxes, period. 

Some have expressed to us that that is offset by having to have 
maybe more laborers in their refinery than the people who would work 
here i n this country on a productive-type basis. 

Senator TOWER. The administration's new tax proposals includes a 
provision to prevent the offset of intangible d r i l l i ng cost against 
income f rom other sources. 

The expl ici t purpose of this provision is to prevent passive investors 
f rom investing i n these types of enterprises purely fo r tax purposes. 

These investors have been the basic source of d r i l l i ng funds i n the 
past and the result of curta i lng this investment wTould seem to be the 
fur ther aggravating of the domestic fuel shortage. 

Wha t is the Administrat ion's program for st imulat ing investment 
i n exploration as an alternative to the present method ? 

Mr . SIMON. I have not had an opportuni ty to ta lk to that many 
independent producers since we announced the program but I have 
talked to several. I do not believe that this has destroyed the incentive 
fo r investors who seek a h igh rate of return i f indeed they are for tu-
nate enough to h i t on an exploratory well. 

I n 1971 and 1972, 83 percent of al l well dr i l led i n the Uni ted 
States were dry holes. Therefore, an investor would in those years be 
able to wr i te off the whole investment. 

I f you put a $100,000 i n a wel l and i t was dry, which the chances 
are 5 to 1 that they are, he would wr i te i t off. 

I f he hits i t is more a postponement of the total intangible d r i l l i ng 
than a negation of i t . 

I t is postponing i t un t i l the income comes in. He s t i l l gets that 
intangible d r i l l i ng credit but i t is applied for equity reasons, as Secre-
t a r y Schultz explained at great length, for equity reasons against the 
oi l income. 

Senator TOWER. I get reports f rom my State that the effect of the 
A p r i l 30 cutoff date for allowable use of the intangible d r i l l i ng cost 
offset against other sources of income is that no one can raise any 
fur ther money f rom passive investors, and d r i l l i ng i n Texas is, i n 
effect, coming to a halt. 

Wou ld the Treasury be w i l l i ng to consider moving the effective date 
of their proposal fo rward to a later t ime un t i l Congress has studied 
these proposals ? 

I t is having a very deadening effect on o i l and gas exploration w i t h 
the A p r i l 30 date i n the proposal. 

M r . SIMON. I would l ike to assess that situation and ta lk w i t h the 
Secretary, Senator. 

Senator TOWER. YOU may supply the answer for the record, i f you 
would. 
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M r . SIMON. Y e s , s i r . 
Senator TOWER. I note that you have made reference to the invest-

ment credit, but w i l l this really b r ing to bear on the exploration 
process these pr ivate funds for smaller d r i l l i ng and exploration 
companies ? 

I can see the investment credit helping the large company which 
can raise funds i n the capital market, but what about the independent 
segment of the industry ? 

Mr . SIMON. I definitely believe i t w i l l . 
I met w i t h an independent producer yesterday. He to ld me that the 

investment credit was the biggest incentive he had seen. He has been 
in the oi l business all his l i fe, and i n your State, Senator Tower. Also 
he pointed out another area that would be good as far as our energy 
problem today is concerned. That is wells that might have been 
capped. They w i l l now go after w i t h that extra 5 percent for a suc-
cessful well. They w i l l be producing more oi l and gas as a result of 
this 5 percent because they w i l l be going to secondary recoveries. 

Senator TOWER. I was not asking you about secondary recovery. 
Does your proposal cover new secondary recovery in the investment 
credit ? 

Mr . SIMON. This is only for exploration 2 miles away f rom an exist-
ing well. 

Senator TOWER. W h y couldn't i t apply also to secondary recovery 
to make that more profitable ? 

Mr . SIMON. Wel l , that was discussed and not taken into considera-
t ion in the f inal analysis. 

Senator TOWER. Wou ld you oppose such a proposal ? 
Mr . SIMON. I would be glad to respond to that i n the same manner 

as your other question, because that is a fundamental policy decision. 
Senator TOWER. Wou ld you supply that for the record ? 
M r . SIMON. Y e s , s i r , I w i l l . 
[The informat ion fo l lows: ] 

Q u e s t i o n s o n T a x L a w C h a n g e s A f f e c t i n g O i l D r i l l i n g t o W i l l i a m E . 
S i m o n b y S e n a t o r T o w e r 

1. It is my understanding that many independent drillers in Texas have sus-
pended their operations because of the proposal by the President to dismantle 
the intangible drilling allowance. and, particularly, the fact that the suspension 
would be retroactive to April SO. Would it not make sense to change the sus-
pension to a later date, notably the date at which the tax reform legislation, 
if passed, is enacted? 

2. Does the 7% tax credit on drilling, with the additional 5% tax credit for 
successf ul wells, not apply to secondary recovery? 

R e s p o n s e t o Q u e s t i o n A b o u t W h e t h e r E x p l o r a t o r y D r i l l i n g I n v e s t m e n t 
C r e d i t A p p l i e s t o " S e c o n d a r y R e c o v e r y " 

I t is impor tan t to dist inguish between a "second e f for t " and "secondary re-
covery." The add i t iona l 5 percent credi t f o r a successful wel l is an ex t ra incentive 
fo r d r i l le rs to undertake a "second e f fo r t " to make a wel l productive, whether 
th rough add i t iona l d r i l l i ng or other techniques. Th is is consistent w i t h the pur-
pose of the credit , wThich is to promote the discovery of add i t iona l reserves. 

"Secondary recovery" is a te rm w i t h var ied meanings. One general ly accepted 
def in i t ion is the use of techniques, such as the in jec t ion of l iqu ids or gases in to 
the o i l reservoir, i n order to move the o i l w i t h i n the reservoir to the producing 
in te rva l f r o m wThich the o i l is being pumped. These techniques can be used early 
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i n the l i fe of the wel l to mainta in pressure in the reservoir and thus to enhance 
the rate of production. Bu t such pressure maintenance is usually dist inguished 
f rom t rue secondary recovery, which involves the application of secondary re-
covery techniques at the t ime when a wel l is approaching, or has reached, the end 
of production under regular production methods. 

The proposed dr i l l i ng credit is l im i ted to exploratory wells and would not 
apply to secondary recovery operations on an exist ing well. We have l im i ted the 
credit to exploratory wells because the most urgent long-term need is to en-
courage the discovery of new domestic o i l and gas reserves and because exist ing 
tax incentives and sources of f inancing are already adequate fo r the less r isky 
product ion wel l that simply extends production f rom a known reservoir. Second-
ary recovery operations, whi le not entirely r isk free, are more analogous to 
production wel l d r i l l i ng than to exploratory wel l dr i l l ing. Moreover, di f f icul t 
administ rat ive problems might arise i n dist inguishing pressure maintenance 
f rom secondary recovery efforts. We would thus oppose extension of the credit 
to secondary recovery operations. 

R e s p o n s e t o Q u e s t i o n R e s p e c t i n g E f f e c t i v e D a t e o f T a x S h e l t e r P r o p o s a l 

As presented on A p r i l 30 to the House Ways and Means Committee, the 
Treasury Department's tax shelter proposal for l im i t i ng to some extent the 
deduction of certain expenses, including intangible d r i l l i ng costs, provided tha t 
i t would be effective w i t h respect to transactions entered in to af ter A p r i l 30, 
1973. Our purpose in proposing that effective date, of course, was to prevent 
investors f rom rushing into transactions before the proposal would become 
effective. Such hast i ly made investments are often uneconomical. Moreover, we 
were concerned that i f the volume of such investments were substantial, they 
might effectively undermine the purpose of the proposal. 

Nonetheless, the proposed effective date was the cause of considerable con-
cern and uncertainty among investors in the affected sectors of the economy. 
On June 1, 1073, Representatives Mi l ls and Schneebeli announced that , i n gen-
eral, they d id not expect any legislation dealing w i t h tax shelters to apply to 
the per iod pr ior to the announcement by the House Committee on Ways and 
Means of i ts decision on such legislation. Subsequently, the Treasury stated 
tha t i t supported tha t announcement. These announcements are attached fo r 
insert ion i n the record. 

D e p a r t m e n t o f t i i e T r e a s u r y N e w s R e l e a s e , J u n e 4 , 1 0 7 3 

The Treasury Department today issued the fo l lowing statement: 
Treasury is pleased w i th the statement issued June i , 1973. by W ibu r D. Mi l ls , 

Chairman of the House Ways and Means Committee, and the Committee's rank-
ing minor i ty member, Herman T. Schneebeli, indicat ing thei r expectation tha t 
the Committee w i l l report a b i l l on tax shelters th is year. 

The Treasury Department had proposed an A p r i l 30 effective date in i ts or ig ina l 
tax proposal for certain l imi tat ions on ar t i f ic ia l accounting losses. However, Mr . 
Mi l l s and Mr . Schneebeli indicate their expectation that the effective date fo r any 
new provisions would not apply before the date of announcement of the Committee 
decisions, and would not affect deductions occurr ing in 1973, subject to possible 
exceptions i f there should be abnormal transactions. That general approach to 
effective dates would be acceptable to the Treasury. The Treasury proposal w i t h 
respect to ar t i f ic ia l accounting losses is accordingly amended to conform to the 
approach outl ined by Mr. Mi l l s and Mr. Schneebeli and to delete the reference 
to an A p r i l 30, 1973 effective date. 

J o i n t S t a t e m e n t o f C o n g r e s s m a n W i l b u r D . M i l l s , C h a i r m a n , a n d C o n -
g r e s s m a n H e r m a n T . S c h n e e b e l i , R a n k i n g M i n o r i t y M e m b e r o f t h e C o m -
m i t t e e o n W a y s a n d M e a n s , R e g a r d i n g t h e E f f e c t i v e D a t e s o f P r o p o s a l s 
D e a l i n g W i t h T a x S h e l t e r s 

The Honorable W i l bu r D. Mi l ls , Congressman f rom the 2nd D is t r i c t of Ar -
kansas, and The Honorable Herman T. Schneebeli, Congressman f r om the 17th 
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Dis t r i c t of Pennsylvania, Cha i rman and Rank ing M i n o r i t y Member, respectively, 
of the Commit tee on Ways and Meaiis, U.S. House of Representatives, today 
issued the fo low ing j o i n t s ta tement : 

We have been in fo rmed tha t the ffect ive dates proposed by the Treasury f o r 
the i r proposals deal ing w i t h the problem of t ax shelters have been a mat te r of 
concern to the indust r ies involved. We thought t ha t to some extent we m igh t be 
able to c l a r i f y the s i tuat ion. 

The Ways and Means Commitee is considering a var ie ty of proposals deal ing 
w i t h the problem of t ax shelters, inc lud ing the proposals presented by the Treas-
u ry Depar tment . We expect t ha t a b i l l w i l l be reported on th is subject th is year. 
Because there are a number of a l te rna t ive ways of deal ing wTith these problems, 
however, any effective date provisions w i l l have to be worked out i n connection 
w i t h the specific provis ions ref lect ing the Commitee's decisions i n these areas. 
Based upon the past practices of the Ways and Means Committee, we wou ld ex-
pect t ha t the effective dates f o r the new provisions general ly wou ld not apply 
before the date of the announcement o f the Commit tee decisions and i n any 
event ( i n the absence of year-end abnormal t ransact ions) probably not i n the 
case of deductions occur r ing i n 1073. However , i f there should be an unusual ly 
large volume of t ransact ions i n the per iod immediate ly ahead, i t m igh t be neces-
sary f o r the Commitee to apply the new provisions to some extent du r i ng th is 
period. 

Senator TOWTER. I t seems to me that is a good source of addit ional 
energy. There should be some incentive to go back and recover some 
of this crude that heretofore has not been economical to recover. 

Thank you, Mr . Chairman. 
Senator MCINTYRE. Senator Johnston. 
Senator JOHNSTON. The tax credit that is outl ined here, does that 

apply to foreign d r i l l i ng as well as to domestic dr i l l ing? 
M r . SIMON. NO, s i r . 
Senator JOHNSTON. That is only for domestic dr i l l ing? 
M r . SIMON. Y e s , s i r . 
Senator JOHNSTON. Mr . Secretary, the In ter ior Committee passed 

out a fuels allocation b i l l today, and i t may, as I understand i t , be 
tagged on to some b i l l this morning or this afternoon for considera-
t ion by the Senate today. 

Now the chief difference that I can ascertain on an economic basis 
between that b i l l and the voluntary program that you are ta lk ing 
about, i n addit ion to the fact that one is voluntary and one is manda-
tory, is the fact that under your program you make the refiner, the 
distr ibutor, and so on, sell to his customers as they existed dur ing the 
base period, the same percentage that he sold to them, whereas under 
the program passed out this morning, i t would require each dis-
t r ibutor to sell to independents i n general the same percentage and 
would give h im some leeway i n choosing which ones to sell to. 

Do you understand the difference? 
Mr . SIMON. I th ink so. Wha t we are attempting to do is not only 

ident i fy classes of trade which are your independent segment, but also 
your classes of customers. Because i n just dealing w i t h the inde-
pendents, i t comes to m ind I would hate to see the product just go to 
independent gasoline stations and have to have the farmers pu l l up 
their tractors and fill i t up w i t h premium gasoline. You know, that is 
happening, M r . Chairman. 

Senator JOHNSTON. There is separate author i ty fo r allocation of 
fuels to farmers, but just dealing w i t h the problem of the independ-
ents, my question is, is i t better to require the refinery, and so on, the 
distr ibutor to deliver to the same independents that he delivered to i n 
proportion, or is i t better to give h im the requirement that he sell that 
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proport ion that he sold dur ing the base period but give h im the lee-
way to pick which independents he wants to sell to ? 

Do you fol low me ? 
Mr . SIMON. There is a very fine distinction there. I would l ike to 

see h im distr ibute to the independent segment of the market. I t shall 
be done on the same basis as dur ing the base period that we chose 
where everyone appeared nearly satisfied. I prefer 011 a voluntary 
basis. You are going to have problems i f you make i t mandatory. I 
just shudder to th ink of the problems i f we take actions which con-
flict w i t h the sanctity of the contracts. That is just the first t h ing I 
can h ink of. I worry about the contracts that are i n existence today, 
and any mandatory power that would attempt to negate the sanctity 
of the contract. 

M r . JOHNSON. When you read the attachment, you w i l l see that 
there is the flexibility bui l t into the system. I t is possible fo r a major 
oil company to exchange obligations w i th another major o i l company 
i f i t fel t that i t could better supply a new customer rather than one of 
i ts old customers. This is especially important i f i t has w i thdrawn its 
retai l outlets f rom a part icular area. 

You must have flexibility. The only intent of this program is to 
have the in i t ia l obligation, at least, rest w i th the supplier dur ing the 
base period, so that supplier, say, a major o i l company would know 
that he had at least p r imary responsibility for securing supplies to 
that independent. 

Senator JOHNSTON. What percentage of your independents now 
have long-term contracts and what percentage of them st i l l rely on 
spot purchases? 

Mr . SIM ox. I don't know that those facts are really available. I 
can give you a guesstimate, Senator, and that is al l i t would be. I 
have met w i t h over a thousand independents since January to better 
understand their problems i n the Treasury Department. I would say 
that spot purchases are i n the major i ty . 

Senator JOHNSTON. I11 the major i ty 4 
M r . SIMON. Y e s , s i r . 

You take the independent component of this industry and I th ink 
i t is a safe statement there are 232,000 gasoline stations i n the country 
and I th ink that that would weigh i t into the major i ty . 

Senator JOHNSTON. W i thou t some k ind of action on the part of the 
Congress or your voluntary program, i f i t works, most of those would 
probably go out of business ? 

Mr . SIMON. Most? 
Senator JOHNSTON. Most of the independents ? 
Mr . SIMON. I would hope that that would not be correct. 
Senator JOHNSTON. I mean wi thout some action. The testimony we 

heard here a couple of days ago said that the only way to get gasoline 
for an independent i f he does not have a long-term contract, is i f he 
has got some supply of crude—that is just about i t , i f he can impor t 
some i n some k ind of way. They said that is just about i t . 

W i thou t some action on our part , those that rely 011 spot purchases 
.would go out of business. 

M r . SIMON. A lot of them wTould, that is correct, and that is why I 
believe that this voluntary program, i f we can get i t into place im-
mediately is best. I feel that a mandatory system, w i t h a l l the regula-
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t ions and bureaucratic morass that you would have to set up under 
it—believe me, in the final analysis would not work. You know what 
controls are l ike. They are just a nightmare. You would have me back 
up here next week, as one Snator said, burn ing me at the stake. I hope 
not w i t h gasoline. 

Senator JOIIXSTOX. Thank you, M r . Chairman. 
Senator MCIXTYRE. Senator Bennett. 
Senator BEXXETT. XO questions. 
Senator MCIXTYRE. Senator Brooke. 
Senator BROOKE. Thank you. Mr . Chairman. 
Mr . Simon, let me first say I am very much impressed w i t h the 

statement that you have submitted and read to the committee this 
morning. I t shows an unusual grasp of the subject. I t h i nk i t is clear 
and I t h i nk i t is comprehensive, and I am very, very pleased person-
a l ly that you have indicated such a h igh sensit ivi ty to the problems 
of the independents. 

I n i t i a l l y , I want to thank you fo r meeting w i t h a group of inde-
pendents, a very successful meeting, and I t h ink i t has been he lp fu l 
to you in understanding some of the problems of the independents. 

i take i t that th is is the administrat ion's p lan to allocate petroleum 
products pursuant to the M c l n t y r e amendment to the Economic 
Stabi l izat ion A c t ; is that a fa i r descript ion of what you have pre-
sented this morning? 

M r . SIMOX. The Eaglet on amendment, sir? 
Senator BROOKE. The Eagleton amendment. 
M r . SIMOX. I am sorry, M r . Chairman. 
Senator MCIXTYRE. The Eagleton amendment as modif ied by the 

M c l n t y r e amendment. Eagleton went al l products. 
Senator BROOKE. YOU should let me say that. 
Senator MCIXTYRE. Cal l i t the M c l n t y r e amendment. 
M r . SIMOX. The M c l n t y r e amendment. 
Senator BROOKE. Senator M c l n t y r e has done a great deal of work 

i n th is whole f ield of o i l that not only th is committee is grate fu l to 
but the Nat ion. 

Certa in ly, we i n Xew Eng land are very g ra te fu l to h i m fo r what 
he has done. 

I n i t i a l l y , th is t r i p tha t you took to the State of Washington wh ich 
you described here and Secretary Simon has spoken relative to the 
refinery there and the unwarranted fears that many of us have i n 
New England, I f ind that very interesting. 

I s there some refinery, say, that Ave could invi te the entire Xew 
Eng land delegation to v is i t tha t m igh t persuade the Xew Eng land 
delegation that a refinery may not be the worst t h i ng i n the wor ld fo r 
New England, because we have had consistent problems, as you wel l 
know, both w i t h the lack of ava i lab i l i ty and the h i gh cost of No. 2 
fuel oi l , gasoline and the l ike. W e had this problem at Machiasport, 
you w i l l remember. 

Then we began to pass the buck around f o rm Maine to Xew Hamp-
shire to Massachusetts, Rhode Is land and Vermont , and none of the 
States real ly wanted to accept a refinery because of conservation 
considerations. 

I just wondered as you and Senator M c l n t y r e had the exchange, 
whether th is m igh t not be a good idea, tha t the technology has 
improved. 
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Senator McIn ty re pointed out that the technology he witnessed was 
10 years old technology, and you indicated that the technology has 
improevd considerably since that time. 

Could we arrange a meeting by the New England delegation and 
others who might want to attend, to v is i t one of your refineries w i t h 
the latest technology so that this might be of some assistance? 

Senator JOHNSTON. I f the Senator would yield, and i f the Sectetary 
would excuse my in ter rupt ion: I would l ike to put i n a p lug to come 
to see Louisiana refineries and along w i t h i t to see some of our off-
shore d r i l l i ng out there on the Outer Continental Shelf. I t h ink that 
is an equally important par t of the energy shortage. I t h ink you w i l l 
find that the fishing industry, for example, when you d r i l l out there 
on the Outer Continental Shelf has actually grown up sharply, seven 
times i n tonnage since the t ime they started d r i l l i ng out there. 

M r . Secretary, I just gave you an idea about how to answer that 
question. 

Senator BROOKE. I certainly appreciate i t . 
I always l ike to come to New Orleans, anyway, personally. 
M r . SIMON. I hope you w i l l take me w i t h you. 
Senator BROOKE. The offshore d r i l l i ng is a very important par t of 

this whole question. 
Senator JOHNSTON. I w i l l set up a t r i p i f you want to put i t together 

w i t h the New England delegation. 
Senator BROOKE. Arrange better weather than you d id when I came 

to the Super Bowl. That is important, because we talked about off-
shore d r i l l i ng of the islands off o f Massachusetts, for example, which 
has created a great st i r up there. I happen to have summered on 
Martha's Vineyard, and i t created a great st i r i n my own m ind very 
f rank ly , about these b ig dr i l ls and al l the problems that one th ink of 
when they th ink of refineries and dr i l l ing . 

This might be a very good suggestion and I hope you m igh t fo l -
low through on that. 

M r . SIMON. Y e s , s i r . 

Senator BROOKE. I have 4 or 5 questions and I w i l l not hold up the 
Chairman, because I know he wants to get back to you. 

I w i l l submit those questions for the record. I do refer you to page 
two of your appendix, as I recall, the paragraph dealing w i t h "The 
Office of O i l and Gas w i l l receive complaints f r o m anyone who feels 
he is not receiving proper allocation of supplies." 

The last one says "The Office of O i l and Gas w i l l ver i f y the accuracy 
of complaints against the supplier and i f justif ied impose mandatory 
allocation on the supplier." 

Could you explain that more i n detail? 
M r . SIMON. This is par t of the Eagleton-Mclntyre amendment tha t 

cites the mandatory program. F i r s t we w i l l hold publ ic hearings— 
arranged by publication i n the Federal Eegister. Then we w i l l make a 
decision af ter comments are received. 

That is the process fo r an ind iv idual or a group of indiv iduals f r om 
an area who are expressing some problems and hardship they want to 
address. 

Senator BROOKE. Le t me submit this question fo r the record. 
F ina l l y , M r . Secretary, we have been hearing and reading i n the 

papers that we have such an energy crisis that the Nat ion should be 
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aware there w i l l be a shortage, i f not a severe shortage, of gasoline i n 
the summer of 1973. Many have reacted to i t , some have even gone 
into hoarding of gasoline. 

Do I understand you clearly that i t is your position that there is no 
serious shortage of gasoline for the summer of 1973 i n this country, 
anywhere i n this country ? 

M r . SIMON. NO, I cannot say that. 
There w i l l be serious shortages i n certain areas of this country. The 

midwest farmers are today experiencing this serious shortage. 
Senator BROOKE. IS that a distr ibut ion problem? 
M r . SIMON. Y e s , s i r , i t i s . 

Senator BROOKE. Can the administration do anything to correct 
that? 

Mr . SIMON. This is one of the processes, going back to your former 
question, in my many testimonies in the last few weeks, I have gotten 
very useful suggestions f rom our friends in the House of Representa-
tives and the Senate as to how better we can do this. 

Senator Ribicoff suggested this appeals mechanism. I t w i l l require 
some time, but i t gives us the abi l i ty to respond to problems as quick-
ly as possible. 

Senator BROOKE. A re the midwest farmers the only ones that i n 
your opinion w i l l experience a shortage this summer? 

Mr . SIMON. NO, sir, we have gasoline problems in the Southeastern 
area of this country, mostly affecting the independent gasoline stations 
there. 

There w i l l be some problems in the Northeast sector. The refineries 
there only produce about 24 percent of the demand in the East. You 
have got a refinery problem and you have got a distr ibut ion problem. 
There is no instant solution to that. A l l you can attempt to do is to 
ident i fy them and move as quickly as possible to distr ibute and share 
the shortage, i f you wi l l . 

Senator BROOKE. Bu t you do believe that w i t h your distr ibut ion 
mechanisms that you w i l l be able to share the shortages nationally ? 

Mr . SIMON. We hope to alleviate the situat ion; yes, sir. That is 
correct, Senator. 

Senator BROOKE. A re we being overly-alarmed by what we have 
been reading, or would you say this is a real fear, a real danger? I 
am t r y i ng to get the degree of i t . 

Mr . SIMON. Let me give you an example. Right at present our gaso-
line inventories are in the low 180 mi l l ion barrel range. Experience 
shows us that somewhere between 180 and 165 mi l l ion barrels of in-
ventory w i l l present problems, spot shortages. 

Any th i ng below that, the problems increase in severity. 
Senator BROOKE. Thank you very much, Mr . Secretary. 
Senator MCINTYRE. Let the record show for the benefit of the 

Senator f rom Massachusetts on that t r i p to Bel lmgham, the Secretary 
was w i th us and also Mr . Wakefield, too, and that the good Common-
wealth of Massachusetts was represented by Congressman Si lvio 
Conte. You know Congressman Conte and myself have been sort of the 
ad hoc chairmen of the whole New England delegation. 

I have a New Englander's concept even in my advanced age of this 
country of ours. A t one t ime somebody said, would you go to Yuma 
to see the Cheyenne Hel icopter; another t ime to Bel l ingham to see 
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the Arco Refinery, and on both occasions, I associated them w i t h the 
Mississippi River. 

Yuma—and I found myself almost paralyzed—it was almost three 
steps f rom Mexico, and Bel l ingham, Wash, is up i n the very north-
eastern corner, 3 or 4 miles f rom the Canadian border. 

I th ink i f they have a clean refinery dowTn i n New Orleans, that 
w i l l be a fa r better place to go to, because that was a long, tough t r i p . 

Senator BENNETT. A t this point, I th ink the record should contain a 
classic story. A f r iend of mine who l ived i n Boston drove out to Salt 
Lake and he was asked how d id you go? He said, " I went by way of 
Dedham." 

Senator BROOKE. Dedham is about 20 miles outside of Boston. 
Senator MCINTYRE. Just a few more questions, M r . Simon. 
Aga in I was coming i n here loaded w i t h the idea that I wanted to 

get down to specifics, but your statement and your plan here is about 
as specific as i t can get. 

On page 2, the next to the last paragraph regarding the establish-
ment of prices. Doesn't this allocation program negate several provi-
sions of the mandatory price control program of the Cost of L i v i n g 
Council by al lowing prices under this allocation procedure to be 
based on new contract prices and this w i l l mean, w i l l i t not, sub-
stantial cost increases? 

Is that true? 
Mr-. JOHNSON. NO, I do not believe so. A l l that the provision there 

about prices states is that there shall be a l im i t on the prices that the 
major oi l companies can charge the independent marketer, and that 
that l im i t w i l l be the price that that major oi l company charges to his 
own retai l outlets. 

Now, the major who is subject to price controls is now allowed to 
increase his prices as long as he doesn't exceed a weighted price level 
for all of his products of 1 percent cost justif ied or an addit ional 0.5 
percent that is also cost justified. I t is quite conceivable that a major 
oil company might decide to put all of that price increase onto his 
sales to the independent marketer. I t is precisely this reason that we 
have included that section there, to restrict the price, so that we do 
not have an excessive price to the independent marketer. 

There is no conflict between the two. 
Senator MCINTYRE. I n answer to a question of Senator Brooke, re-

gard ing shortages, you indicated the Midwest would probably be 
feel ing the effect of some of these spot shortages. 

How about New England ? 
M r . TRENT. M r . Chairman, I might deal w i t h some of the specifics 

i n the numbers that we do have available. 
I n looking at New England and part icu lar ly along the east coast 

where the figures are current!} ' aggregated in dealing w i t h the states 
that extend f rom F lor ida up to Maine, we are very disturbed at th is 
t ime to see that currenly we are 3.1 mi l l ion barrels below i n inventory 
the lowest point of 1972. About a t h i r d of the ref ining capacity that 
is required fo r products i n the east coast is located along the east 
coast. 

The remaining supplies are received f rom pr imar i l y the gu l f coast 
of Texas and the gu l f coast of Louisiana. 
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Unfortunately, i n put t ing together the three different areas, the 
supplies are also low i n terms of inventory in these two areas as well. 
So. as you put the three together, you are about 4.5 mi l l ion barrels 
below the lowest point of 1972 which was reached at the end of Ju ly 
and toward the first of September. 

We are concerned because, as the east coast does have addit ional 
problems in fuel, they w i l l tu rn to two areas that currently do not 
have large inventories to back them up. 

I should also point out that most of the supplies that are used i n 
the summertime come f rom production. We have hoped to encourage 
industry to extend and increase the production of gasoline i n the 
months of A p r i l and May, as they move in to the higher demand 
period. 

Tradi t ional ly , the level of production is about 47 mi l l ion barrels i n 
the month of August. The figures that we have for the month of A p r i l 
indicate that, for the first t ime industry has been moving very quickly 
to increase gasoline production. 2 weeks ago about 47 mi l l ion barrels, 
just this past week at a level of 45.5 mi l l ion barrels. 

Unfortunately, demand at the same time has been going up and we 
are not increasing our inventory at the rate we would l ike to. On the 
basis of statistics, we are concerned, and we are fo l lowing and hope 
that the plan outl ined by Secretary Simon w i l l be a basis for a better 
allocation between the 14 different districts in the Uni ted States. 

Senator MCIXTYRE.. W i l l i t be part of your plan, knowing of this 
weakness that you just described, to t r y to bolster that weakness? 

Mr . SIMOX. I th ink the weakness can be bolstered in a number of 
ways. 

F i rs t , in increasing the production of gasoline, we can rely more on 
imports of disti l late fuel. A long the east coast i t is much easier to 
br ing in dist i l late fuel because some is available in the wor ld market 
and transportation problems are much less into the east coast than 
into the Central par t of the Uni ted States. 

As a part of our plan, we are interested in seeing the different re-
finers, wholesalers, and distributors put the same port ion of their 
supply into the States that they have in the past. We w i l l be watching 
and monitor ing to see that supplies do flow on a State basis as we 
look at the development of the supply and distr ibut ion patterns this 
summer. 

Senator MCIXTYRE. M r . Secretary, sh i f t ing over to heating oil, 
which is one of my constant worries, i t would be appreciated i f you 
would c lar i fy one point of this new important system for the record. 
Several days before the President's tar i f f system was announced, I 
received informat ion f rom what I considered extremely reliable 
sources that section 30 of the oil import regulation dealing w i th home 
heating oil imports into the cast coast would be increased f rom 50,000 
barrels dai ly to 100,000 barrels daily. 

However, when the President's Energy Message was released, the 
home heating oi l impor t allocation remained at the old level of 
50.000 barrels per day. 

Would you explain in detail why the apparent decision was made to 
reverse the earlier decision to increase this import level, or earlier 
informat ion would probably be a better question that I received. 
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Air. SIMOX. The extremely responsible in format ion that you re-
ceived neglected to tel l you about the change that occurred af ter that. 

I am sorry. We wanted to structure a new mandatory o i l impor t 
policy to get stabi l i ty and the abi l i ty for long-range p lanning i n the 
petroleum industry. I n this wTay the industry would know where they 
stand. We wanted to wipe out al l the exceptions that had marked this 
program for so many years. We wanted to t r y and "grandfather ou t " 
every single exception that had been put i n place. A t the end of the 
7-year period dur ing this "grandfather ing" and phasingout period we 
would have a simple system that everyone would understand. 

Now, the New England area received 50,000 barrels a day under this 
special consideration. We had considered, due to your very special 
problems i n that area, going to 100,000. 

I t w7as suggested, perhaps even larger. We were advised by counsel 
that, to just make the one exception—and here we were t r y i n g to k i l l 
the exceptions—the one exception for the New England area, raising 
them f rom 50 to 100, viz-a-viz, the old program wTould leave us open 
to (a) suits, and (b) the very real problem of having everybody else 
come in who had very real problems, saying you d id i t up there, we 
wrant i t here. Wha t wre did, M r . Chairman, was to design the program 
for New England around the O i l Impor t Appeals Board where we 
wTill be able to make up their hardship problems to a greater extent 
very f lexibly and very quickly. 

I th ink wTe w i l l accomplish the same th ing as this stated 100,000, 
because i t is the same license fee exempt tickets that w i l l enable the 
importers to br ing i n fuel o i l next winter at a cheaper level than they 
d id heretofore. 

Senator MCINTYRE. I t is my understanding under the new impor t 
program that holders of impor t tickets for 1973 w i l l be allowed to 
br ing in the same amount for the next four years wi thout hay ing to 
pay a tar i f f on these imports. 

Wha t w i l l be the cost i n loss of Federal revenue, and isn't this loss 
in Federal revenue a w ind fa l l prof i t fo r those importers who had 
1973 impor t privileges? 

Mr . SIMON. We commence phasing out i n 1974, next year. There is 
a s l id ing scale. I n one of my former testimonies I have here, i t goes 
down to zero in 1980. I t is diff icult to estimate a revenue effect. The 
estimate was $90 mi l l ion that the Treasury and the Energy people i n 
the In ter ior Department came up wi th. 

However, these fees w i l l b r ing i n some revenues which w i l l offset 
par t of the revenue loss because of the suspension of the tar i f f . 

The percentage reduction i n in i t i a l exempt allocations, i t runs 10 
percent for the first 2 years, 15 percent for the next 3, 20 i n 1979 and 
then we phase i t out i n 1980. 

Senator MCINTYRE. We would l ike to have the exact figures for the 
record, please. 

M r . SIMON. O f our revenue estimates and how they were arr ived at ? 
Senator MCINTYRE. The question, as asked, the total loss of Federal 

revenue estimate and the w ind fa l l prof i t fo r those importers. 
M r . SIMON. Y e s , s i r . 

[The in format ion fo l lows: ] 
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T H E D E P U T Y SECRETARY OF THE T R E A S U R Y , 
Washington, D.C. May 10, 1913. 

H O N . T H O M A S J . M C I N T Y R E , 
U.S. Senate, 
Washington, D.C. 

DEAR SENATOR MCINTYRE : Dur ing our testimony today you asked what the 
anticipated loss i n revenues w i l l be as a result of the changes i n the Mandatory 
Oi l Impor t Program. We estimate that for the rest of Calendar Year 1973 these 
losses wull to ta l about $90 mi l l ion. We have also made estimates on a fiscal 
year basis. A table containing these estimates for Fiscal Year 1973, 1974, and 
1975 is attached. 

Sincerely yours, 

W I L L I A M E . S I M O N . 

LOSS IN TAXES BECAUSE OF CHANGES IN THE OIL TARIFF SCHEDULE 

Increase in 
license fees 

Reduction in dollars in 
Fiscal year tariffs millions) Loss 

197 3 230 $192 38 
197 4 268 73 195 
197 5 307 183 124 

U . S . T R E A S U R Y , 
Washington, D.C. May 9, 1973. 

H O N . W I L L I A M V . R O T I I , J R . , 
U. S. Senate, 
Washington, D.C. 

DEAR SENATOR ROTH : This is i n response to your letter of A p r i l 18, 1973 i n 
which you requested in format ion concerning the effect on revenues to the 
Federal Treasury as a result of changes i n the Oi l Impor t Program. 

Under the old ta r i f f system i t is estimated that revenues to the Federal 
Government would have been $175 mi l l ion for fiscal year 1973. The new 
Impor t Program w i l l probably result i n a reduction i n revenues of $51 mi l l ion 
or a tota l revenue of $124 mi l l ion. A summary of our estimates are as fo l lows: 

U.S. REVENUES IN MILLIONS OF DOLLARS AS A RESULT OF NEW OIL IMPORT PROGRAM 

Fiscal year 

1973 1974 1975 1980 1985 

Before proclamation 4210. 
After proclamation 4210 

175 
124 

253 
28 

343 
178 

430 
1,270 

526 
1,609 

Net gain,'(loss) - (51) (225) (165) 840 1,083 

We hope these estimates are satisfactory for your needs. 
Sincerely yours. 

W I L L I A M E . S I M O N . 

Senator MCINTYRE. M r . Secretary, is i t correct that this newly 
announced allocation program that you have announced here is going 
over the wires now is based on authori ty granted to the President 
under the amendment to the Economic Stabil ization Ac t dealing w i t h 
shortages of petroleum products ? 

M r . SIMON. Y e s , s i r . 

Senator MCINTYRE. D i d you know that this amendment was op-
posed by the administration? 
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Mr . SIMON. Wel l , basically, this administrat ion abhors Government 
controls as you have heard on many occasions f rom many administra-
t ion witnesses. So, i t is certainly not a surplus. I t is, w i t h a great 
deal of reluctance that I sit here and announce another complicated 
mechanism that tends to confuse the industry in this great free enter-
prise system we have i n America. I refer to my former remarks to 
Snator Johnston, the voluntary versus the mandatory. 

But in the f inal analysis, the President d id sign the bi l l . 
Senator MCINTYRE. Senator Johnston. 
Senator JOHNSTON. NO questions. 
Senator MCINTYRE. Thank you very much, Mr . Secretary, and your 

associates. 

[The complete statement, w i t h attachments, of M r . Simon fo l lows: ] 

S T A T E M E N T OF W I L L I A M E . S I M o x . D E P U T Y SECRETARY OF TIIE T R E A S U R Y 

Mr. Chairman and Members of the Committee: 
I am delighted to appear before you today to discuss the possible shortages 

of gasoline and other petroleum products. As such, I would l ike to focus on 
the fo l low ing : 

(1) The causes behind these shortages; 
(2) The effect of these shortages ; 
(3) The impact tha t gasoline shortages wTill have on other products 

for the remainder of this year and on home heating o i l supplies next 
w i n t e r ; 

(4) The effect of the new Mandatory Oi l Impor t program ; and 
(5) Wha t steps are being taken to prevent such shortages and thei r 

reoccurrence. 

THE GROWTH OF DEMAND FOR ENERGY 

The f i rst th ing to understand is tha t the demand for energy has been 
increasing cont inual ly whi le our supply has not. W i t h six percent of the wor ld 's 
population, we are consuming 33 percent of the world 's energy. Fur thermore, 
the demand for energy i n this country is growing at an annual rate of about 
four percent and by 1990, our energy needs wTill be doubled that of 1970. 

Fur ther , demand for gasoline i n the Uni ted States has been growing faster 
in the past several years than at any other t ime i n recent history. Since 1908, 
gasoline demand has risen at an annual rate of about five percent. D u r i n g the 
past two years the rate of increase has been about six percent per year. Par t 
of this rise in demand can be explained by growth in the population, g rowth i n 
the economy, and the increasing number of cars on the road. 

B u t demand has also risen signif icantly because of the many power-using 
devices added to cars. These include automatic transmissions, a i r condition-
ing, various safety features, and the changes made i n automobiles since 1970 
in compliance w i t h EPA regulations issued under the mandate of the Clean 
A i r Act. Producers' compliance w i t h these regulations has led to substant ial ly 
reduced engine efficiency. As more vehicles come on the road equipped w i t h 
safety, emission control and physical comfort devices, average mileage per 
gallon w i l l decrease fur ther . An automobile that once got 14 miles per gallon, 
now gets eight or nine miles, and i t may get only six or seven miles per 
gallon i f present trends continue. 

Because new automobiles are not gett ing the gasoline mileage obtained by 
thei r counterparts five and ten years ago, and because wTe are d r i v ing more, 
gasoline consumption has risen. We are using 300,000 barrels x>er day more 
of gasoline th is year than last year. 

FAILURE TO BUILD REFINERIES 

Whi le gasoline demand has been growing at about six percent per year, the 
volume of crude o i l processed by refiners has risen only three percent per 
year. We are now extremely short of refinery capacity and. at the t ime of the 
President's energy message, which announced the new oil impor t program. 
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no new refineries were under construction. Furthermore, expansion of exist ing 
refineries had ceased. Growth in the capacity of the industry had come to an 
end because the indust ry found that i t was more profitable to invest abroad 
than in the Uni ted States. 

One reason fo r th is is that environmental restr ict ions have made i t increas-
ing ly di f f icul t to find acceptable sites fo r new refineries i n th is country. 
Because of resistance to refinery siting, i t may take three years to obtain 
site approvals today, i n addi t ion to the three years required for construction. 
Yet, modern refineries can be designed so tha t they do not signif icantly pollute 
the environment. I n th is regard, I would mention a recent t r i p which you, 
Chairman McIntyre, made to inspect a new refinery in the State of Washing-
ton. I understand tha t you were impressed by the cleanliness of this refinery 
and have urged your fe l low Senators f rom New England to support such a 
refinery i n their area. I wholeheartedly agree w i t n you. 

Another reason why the industry has located new refineries abroad is that 
United States oi l impor t restrictions, i n the past, created uncertainty as to 
whether new domestic refineries could obtain sufficient imported supplies of 
crude oil. As long as the Government set import quotas on a year-to-year and, 
in some cases, on a month-to-month basis, no company was assured of the 
stabi l i ty of supply necessary to encourage domestic refinery construction. This 
impediment ended on A p r i l 18 when we terminated volumetr ic quotas on o i l 
imports. 

F inal ly , the tax and other economic benefits available to refiners i n the 
Caribbean and in Canada have been more lucrat ive than simi lar provisions 
available in the Uni ted States. For al l these reasons, U. S. refinery construc-
t ion has been standing s t i l l whi le Uni ted States demand for refinery products 
has been growing. 

To meet the growing demand for gasoline, refiners have been changing their 
m ix of products to increase their y ield of gasoline. The average yield of 
gasoline per barrel of crude oi l rose f rom 43.8 in 1068 to 4C>.9 percent in 1072. 
This means, of course, that the yield of other products, such as fuel oil. has 
been reduced. I t is also a short-term expedient at best. Whatever the product 
mix, i t w i l l be necessary to increase substantial ly our overal l imports of refinery 
products to avert both a gasoline shortage this summer and a fuel o i l shortage 
next winter . 

Our growing lack of refinery products was dr iven home to the public late in 
1072 w i t h shortages of dist i l lates and other heating fuels in various parts of 
the country. Refineries had to increase their percentage of d ist i l la te production 
and, correspondingly, reduce gasoline production. As a result, we are now coming 
into the summer season w i t h low gasoline stocks. As of A p r i l 20, we had only 
204 mi l l ion barrels of gasoline in storage. This is down 12 percent f rom last 
year, whi le demand is up six percent. Furthermore, domestic production, even 
today, is not keeping pace w i t h demand. We are using, on average, 47 mi l l ion 
barrels of gasoline weekly, and producing only 43 mi l l ion barrels. For th is rea-
son, we are faced w i t h the prospect of serious l imi ta t ions on gasoline supply. 

An important aspect of the supply problem is the d is t r ibut ion system in th is 
country. Some areas of the country are close to pipelines arid refineries. Some 
areas are served by the reta i l outlets of the major oi l companies. These areas 
w i l l not feel a shortage as much as other areas which are relat ively distant 
f rom pipelines and not well-served by the major o i l companies. 

Recognizing the serious nature of the gasoline and fuel oi l shortage, and 
that there are regional differences in the intensity of the problem, we have 
established regional subcommittees of the Oi l Policy Committee, of which I 
am Chairman. These groups consist of representatives of the independent 
segment of the indust ry serving part icular areas of the country. I n addit ion, 
we have contacted the Governors office of each state and explained to them 
the need to reach some compat ibi l i ty between our energy needs and state 
environmental requirements. As a result, representativs of the Governor's 
offices are attending these subcommittee meetings, and we are able to ident i fy 
regional problems and deal expeditiously w i t h them. Work ing in this way. 
we are able to main ta in f lex ib i l i ty in the administ rat ion of the new oil import 
program and to be responsive to the special problems of par t icu lar areas of 
the country. 
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THE PROBLEMS OF THE INDEPENDENT OIL COMPANIES 

We are great ly concerned about the independent companies. The .independent 
segment of the o i l indus t ry—the independent refiners and the independent 
marketers—are faced w i t h related but d is t inc t problems. The refiners face crude 
o i l shortages; the marketers, gasoline shortages. 

To understand how these problems developed, i t is impor tan t to real ize t ha t 
u n t i l the ear ly 1970's, we had surplus crude o i l product ion capacity i n the 
Uni ted States. Th is enabled independent refiners to buy crude o i l and bu i l d 
refineries to supply, among others, independent jobbers, marketers, and other 
wholesale customers. There wTas also a surplus of gasoline and other products 
being produced by the ma jo r o i l companies. Independent marketers took advan-
tage of th is surplus and opened thousands of gasoline stat ions to sell gasoline 
purrhased i n the spot market . B y efficient servic ing of consumers, these mar -
keters were able to sel l gasoline fo r a few cents a gal lon less than the m a j o r 
o i l companies. I believe tha t these independents had a heal thy inf luence on the 
petroleum indust ry by g iv ing consumers a greater choice between pr ice and 
service. They made i t possible f o r consumers to buy gasoline a t lowTer prices. 

The gasoline shortage has h i t these independents hardest. I n the first place, 
independent refineries can no longer get adequate supplies of crude oil. They 
used to obta in domestic crude o i l by exchanging the i r impor t licenses w i t h the 
ma jo r o i l companies. The ma jo r companies used the impor t licenses to i m p o r t 
cheaper fore ign crude fo r the i r own use, wh i le p rov id ing the independent 
ref iners wTith domestic crude oi l . I n addi t ion, the so-called "S l i d i ng Scale" 
method of a l locat ing impor t licenses under the old system gave smal ler refin-
eries more than a proport ionate share of the licenses. 

A l l th is has changed du r i ng the Last two years. Quoted prices o f fo re ign 
crude o i l are now equal to or higher t han prices of Amer ican crude sold i n 
the same markets. There is a wor ldw ide shortage of low-su l fu r o r "sweet " 
crude. As a result , ma jo r o i l companies have had no economic incent ive to 
t rade the i r domestic swTeet crude product ion fo r impor ted crude obtained by 
means o f independents' impor t t ickets. Fur the r , because of local a i r qua l i t y 
standards, companies are compelled t o use low-su l fu r crude even though the i r 
p lants are designed fo r ref in ing h igh-su l fur crude. The resul t is tha t the 
independent refineries cannot get the crude o i l they need and are operat ing 
at less than f u l l capacity. 

Independent gasoline marketers are also i n a di f f icul t posit ion. The whole-
sale marke t f o r gasoline is d ry i ng up. Many of the independents find i t 
impossible to purchase gasoline wholesale. Hundreds of independent gasoline 
stat ions across the country are closing down. Those tha t can obta in gasoline 
abroad, find i t avai lable only a t much higher prices. Th is hu r t s them com-
pet i t ive ly , since the i r ma in sel l ing po in t w i t h the publ ic is tha t they can 
underpr ice the ma jo r o i l companies. 

The problems of the independent segment of the indus t ry were given con-
siderable a t tent ion i n designing the new o i l impor t program. Indeed, had i t 
not been fo r the independents, the changes i n the program migh t have been 
announced much sooner t han they were. Our basic object ive was to balance 
need to preserve the independent segment of the petroleum indus t ry w i t h the 
desire to create a vigorous domestic indus t ry th rough incentives fo r construc-
t ion of newT refineries i n the Un i ted States and fo r exp lorat ion f o r new 
reserves of crude oil. We also wai j ted to e l iminate the many exceptions b u i l t 
in to the oi l impor t program and to assure a reasonable s tab i l i t y of prices. 

Perhaps the m a j o r benefit of the new program is the flexibility t ha t i t 
provides to importers. Marketers w i l l be able to shop fo r supplies! of o i l any-
where i n the wTorld. They w i l l no longer be dependent ent i re ly on the i r t rad i -
t iona l sources of supply. Moreover, th rough the ava i lab i l i t y of fee-exempt 
licenses issued by the Oi l I m p o r t Appeals Board, independent marketers 
should have access to products a t lower cost than the i r m a j o r compet i tors 
fo r the remainder of th is decade. Th is should provide the t ime requi red by 
the independent marketers to make the changes necessary to protect t he i r 
marke t posit ion. 

Another benefit of the newT p rogram is the incent ive i t creates fo r add i t i ona l 
output. The independent marketers have depended fo r the i r economic Wtell-
being on the excess ref inery capacity of the ma jo r o i l companies. Excess 
ref inery capacity no longer exists, largely because we. as a Nat ion, have dis-
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couraged refinery expansion and construction. The greatest hope for the inde-
pendent marketers, i n the long run, w i l l be the incentives provided both inde-
pendent and major refiners to produce addi t ional supplies of crude o i l and 
products. This, i n the end. is the only real solution to the problems the 
independent marketers now face. 

TIIE EFFECT OF THE NEW IMPORT PROGRAM AND OTIIEII POLICIES ON TIIE 
INDEPENDENT OIL COMPANIES 

Let, me discuss at greater length some of the steps we have taken to 
protect the independents. I n the past, the Oi l Impor t Appeals Board ( O I A B ) 
would not distr ibute impor t licenses i n cases of hardships un t i l September. 
These licenses were, by and large, distr ibuted to the independent refiners 
and marketers. Ear l y th is year, the O I A B began to allocate tickets immedi-
ately upon application. I t had soon disbursed i ts entire 1973 allocation. Then, 
on March 23, 1973, the President issued a Proclamation grant ing unl imi ted 
allocations to the Oi l Impor t Appeals Board i n an effort to make more crude 
oi l and product avai lable to both the independents and the Nation. F ina l ly , 
on A p r i l 18, i n another Proclamation, the President removed volumetr ic controls 
altogether. 

The new program does several things to help strengthen the short-term 
posit ion of the independent refiners and marketers, enabling them to establish 
themselves on a rilore enduring basis. 

1. Outstanding impor t licenses w i l l be honored free of license fee. Since the 
independents hold a large share of these licenses because of the sl id ing scale 
and past O I A B allocations, this provides some value to their t ickets where none 
existed previously. The independents w i l l be able to impor t o i l at lower cost 
than the majors. As a result, the majors should now have greater incentive 
to trade w i t h the independents, 

2. To provide greater value to the independents' tickets, we have suspended 
exist ing tar i f fs. Had we not done this, the independents' t icket value would 
have been lower. The only other way to create value under the new program 
was to have the consumer pay substantial ly higher prices. 

3. The O i l Impor t Appeals Board has been given specific responsibil i ty for 
helping the independent refiners and marketers by issuing fee-exempt tickets. 
Ma jo r o i l companies may also appeal to the Oi l Impor t Appeals Board, but 
they must demonstrate the i r inabi l i ty to obtain import licenses by exchanging 
w i t h independents or the i r wil l ingness to supply established independent 
marketers and refiners w i t h the same proport ion of crude o i l or products 
supplied i n 1972. 

4. The Government has begun to allocate i ts " roya l ty o i l " to independent 
refineries in need. Under the terms of relat ively recent lease sales, the Gov-
ernment can collect some of i ts royalt ies i n cash or i n a share of the o i l 
produced on lease lands. I n choosing the la t ter course, i t is, i n effect, d iver t ing 
crude o i l f rom the major to the independent refineries. To date, about 60,000 
barrels per day have been allocated i n th is manner to the independents. There 
is a possibi l i ty fo r an addi t ional sharing of royal ty oi l of up to 140,000 barrels 
per day under th is program. 

5. A l l of these actions are probably not sufficient to assure d is t r ibut ion of 
adequate supplies of refinery products to independent marketers and* espe-
cial ly, adequate supplies of crude o i l to independent refiners. I t i s fo r this 
reason that the Government has decided to ut i l ize the author i ty given i t 
under the recently enacted Economic Stabi l izat ion Act to allocate both crude 
o i l and products to independents, municipal i t ies, and other purchasers who 
have been cut off f r o m thei r t rad i t iona l sources of supply. 

The Oi l Policy Committee has been given general responsibi l i ty fo r d ra f t i ng 
an al location p rogram; the Office of Oi l and Gas i n the Department of the 
In ter ior , responsibi l i ty for administer ing the program. The program adopted 
by the Admin is t ra t ion relies on voluntary compliance w i t h guidelines, set by 
the Government, cal l ing fo r the supply of no less than the proport ion of 1971 
and 1972 sales to independents and other customers a t prices not to exceed 
posted and rack prices charged by refiners, marketers, d ist r ibutors and job-
bers. Our purpose is to apportion, as evenly as possible, any curta i lment i n 
consumption tha t w i l l result f rom gasoline and dist i l la te shortages. P r io r i t y 
w i l l be given to meeting the needs of farming, other essential industr ies and 
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state and local governments. A description of the al location plan is attached 
as Exh ib i t A. 

The program w i l l apply to al l segments of the industry. The o i l companies' 
adherence to these guidelines w i l l be monitored and, i f vo luntary compliance 
fai ls, more str ingent measures w i l l be taken by the Admin is t ra t ion. We hope 
and expect, however, that th is w i l l be unnecessary. Our pre l iminary sound-
ings suggest that the companies are aware of the problems created by cur-
ta i lments and are w i l l i ng to continue to provide a fa i r share of petroleum 
products to their established customers. 

6. Perhaps the most cr i t ica l problem, however, is the supply of sweet crude 
oil to independent refiners. There is, at present, a general shortage of low-
su l fur crude o i l brought on. i n part , by the requirements of several eastern 
states and municipal i t ies tha t refineries use sweet crude o i l to meet a i r 
qual i ty standards, even though these refineries are designed to take sour 
or high-sul fur crude oil. Th is has diverted sweet crude to the East Coast 
refineries of major oi l companies and away f rom in land independent refineries, 
many of whom are unable to handle high-sul fur crude oil. 

A t the same time, the major o i l companies have had l i t t l e incent ive to 
exchange crude o i l because the price of domestic o i l is now equal to or lower 
than the landed price of foreign oil. Under Cost of L i v i ng Council rules, the 
majors cannot change the replacement value for domestically produced crude 
oil. but must absorb the losses result ing f rom an exchange. It. is no surprise, 
therefore, that the majors have been reluctant to swap U .S. fo r fore ign 
crude oil. 

The Admin is t ra t ion is t r y ing to rect i fy these probelms. We are work ing 
w i t h the Cost of L i v ing Council to find a compat ib i l i ty between mainta in-
ing stable prices and provid ing adequate compensation to the major o i l com-
panies that do exchange domestically produced o i l fo r impor ted oil. 

SOLUTIONS TO TIIE GASOLINE ANI) DISTILLATE SHORTAGE 

These measures should help to br ing about a more equitable d is t r ibu t ion 
of crude oi l and products in the short run. Wha t about the long run? Wha t is 
being done to solve the basic gasoline and dist i l la te shortages tha t have 
created the d is t r ibut ion problems w i t h which we are now concerned? 

1. We have established a license fee program fo r crude o i l and product 
imports. This program removes a l l volumetr ic quotas on imports and al lows 
free impor ta t ion of crude and product subject to a fee of 21 cents and 
63 cents a barrel, or and 1\<2 cents per gallon, respectively, a f te r ,2y2 years. 
This is a long-run system which is designed to spur the construction of refin-
eries i n the Uni ted States. I t does th is by removing obstacles to acquir ing 
an assured supply of crude oi l and by ins t i tu t ing a price d i f ferent ia l between 
crude and products sufficient to guarantee an adequate prof i t f r om domestic 
refining. I am happy to report that, since the President's Energy Message 
on A p r i l 18, a number of companies, inc luding Shell, Ashland, The Pi t ts ton 
Corporation, and Standard Oi l of Cal i forn ia have announced tha t they now 
p lan to bu i ld or expand refineries i n the Uni ted States as long as sites are 
available. Others have indicated to us tha t they are seriously considering 
bui ld ing refineries here but have not yet made thei r plans public. I n addit ion, 
several independent marketers have stated the i r intent ion to develop thei r own 
U. S. refinery capabil i ty, a necessary step i f the independent marketers are 
to become a fu l l y viable ent i ty i n the industry. I n each case, howTever, the deci-
sion to bui ld a new refinery is contingent upon a satisfactory solution to the 
's i t ing problem," the seemingly chronic inab i l i t y of the indust ry to obtain 
approval to bui ld new7 refineries i n many parts of the country. 

2. We are also tak ing actions to solve the domestic crude o i l shortage by a 
proposal we are making to the Congress fo r an exploratory d r i l l i ng investment 
credit. This gives a seven percent tax credit fo r new dr i l l ing, plus a supple-
mentary credit of five percent for successful wells. We are confident tha t th is 
program, i f enacted by the Congress, w i l l st imulate crude o i l product ion and 
have a significant impact on gasoline and fuel oi l supplies. 

CONSERVATION MEASURES 

Energy conservation can play an impor tant role in stretching gasoline sup-
plies and thus reducing the shortage. To this end, wTe w i l lneed the cooperation 
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of the Government, industry, and the public. For example, the public is being 
encouraged to minimize i ts use of automobiles this summer. According to the 
Automobile Manufacturers Association, about f i f ty-six percent of the cars on 
the road contain only the dr iver. This underut i l izat ion of cars can be reduced 
in many cases, especially i n metropol i tan areas. Car pools and public transpor-
tat ion should be substituted, where possible, for single occupant cars. Use of 
smaller cars, w i t h better gasoline milage performance, is another measure the 
public might take to conserve gasoline. Addi t ional measures include reducing the 
use of the automobile a i r conditioner, keeping t ires properly inflated, cut t ing off 
motors when stalled i n traffic, and avoiding excessive speeds on the highway. I 
am attaching as Exh ib i t B a l is t of conservation measures that can be taken to 
help reduce the demand for petroleum products. 

GASOLINE PRICES 

Some have expressed concern that the price of gasoline w i l l rise to astro-
nomical levels. This concern is unfounded. There has been a substantial rise 
in foreign crude oi l prices in the last three years, and we w i l l probably experi-
ence addit ional price increases i n the future. Bu t crude oi l accounts for only 
a small f ract ion of the costs of producing gasoline. For instance, i f the crude 
oi l price were doubled, this would increase the price of gasoline by only 
eight cents a gallon. 

One of the largest components of the price of gasoline is represented by 
federal and state ta/xes. The breakdown in the reta i l price of a gallon of 
gasoline costing th i r ty -n ine cents is as fo l lows: crude oil—8.1 cents: trans-
portat ion to refinery and refining—5.3 cents; wholesaling and retailing—13.9 
cents; state taxes—7.7 cents ; and federal tax—4 cents. 

I t is interest ing to note that i n England, the reta i l price of regular gas 
is 64% cents a gal lon; i n Germany 79 1/3 cents; i n France 91% cents: and 
in I ta ly , a dollar. W i t h prices l ike these, i t is no wonder that European drivers 
prefer smaller cars. Why are European gasoline prices so high? The answer 
is p r imar i l y the higher taxes paid by motorists i n these countries. I n Europe, 
taxes account for up to seventy-five percent of the reta i l price. By comparison, 
taxes represent only t h i r t y percent of the price in the United States. 

Gasoline and other prices w i l l probably increase over time. This would 
provide benefits to the Nat ion : 

1. I t w i l l help to save some independent gasoline dealers and refiners who 
are otherwise going to go out of business. 

2. I t w i l l encourage Americans to conserve on gasoline. 
3. I t would also help to provide the economic incentives needed to speed 

up the construction and expansion of badly needed domestic refinery capacity. 

FUEL OIL 

A major effort is being made now. and for the rest of the summer, to pro-
duce more gasoline. This w i l l have the effect of reducing the yield of fuel oi l 
below that which was being produced a few months ago. The question is 
whether, as a result, we w i l l have adequate stocks of fuel o i l fo r next winter. 

I n January, we removed a l l restr ict ions on the importat ion of No. 2 fuel 
oil. Par t l y for th is reason, stocks of dist i l la te fuel oi l are now higher than at 
this t ime last year. Imports of fuel oi l continue at high levels. We are now 
import ing over 200 thousand barrels per day. This, combined w i t h domestic 
production, gives us a to ta l projected supply tha t is adequate to meet our 
needs this summer and, bar r ing extremely cold weather, to make i t through 
next winter. 

I n addit ion to this, we are confident that the recent changes in the Oil Im-
port Program w i l l help us to at ta in needed levels of imports of fuel oil. 
Major o i l companies can now br ing i n any amount of fuel o i l they wish by 
paying a license fee of 15 cents a barrel. The independents can. effectively, 
br ing in fuel oi l w i thou t paying any fee at al l . 

Further, I believe there is adequate refinery capacity overseas to produce 
the fuel o i l required by the United States, par t icu lar ly i f U.S. refineries maxi-
mize their yields of gasoline. 

CONCLUSIONS 

I n my. conclusion, let me say that I am basically opposed, as I am sure are 
most of the Members of this Committee, to the needless in ject ion of Govern-
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merit regulat ion and contro l in to any industry, par t icu lar ly where there is 
every evidence of intense and healthy competit ion. I do not want to take any 
step wh ich would discourage pr ivate in i t ia t ive. 

I believe the new oi l impor t program provides the proper incentives for 
such in i t ia t ive. 

Of course, I realize tha t the newT program has not solved a l l of the problems. 
We did not expect tha t i t would, because there is jus t no way tha t any program 
can create a barre l of oil. I n the long run, however, I feel this program wTill 
help create a vigorous domestic petroleum industry. 

A t the same time, in the short run, I th ink we are i n a s i tuat ion i n which 
we need to make decisions on pr ior i t ies. We cannot af ford to let crops go 
unplanted or unharvested for lack of diesel fue l for our tractors. We cannot 
let our v i t a l industr ies close down. We cannot endanger public health or safety. 
And, f inal ly, we should not let the independent segment of the o i l industry , 
wh ich provides competit ion in the marketplace, be forced to shut dowrn. 

Thank you. 

E X H I B I T A . — A L L O C A T I O N OF C R U D E O I L AND R E F I N E R Y PRODUCTS 

The program for al location of crude o i l and refinery products wi l l ' be volun-
ta ry and (1) backed up by guidelines established by the government, (2) a 
mechanism fo r provid ing cont inuing scrut iny of compliance w i t h these guide-
lines, and (3) the threat of imposit ion of more str ingent regulations requir-
i ng real locating crude o i l and products should th is program fa i l . General policy 
direct ion w i l l be vested i n the Oi l Policy Committee; day-to-day admin is t ra t ion 
of the program, i n the Office of Oi l and Gas (OOG). A n o i l al locat ion section 
shal l be established i n OOG to administer the program. 

Under the program, each refiner, marketer, jobber and d is t r ibu tor w i l l agree 
to make available i n each state to each of i ts customers ( inc luding those pur-
chasers i n the spot market ) the same percentage of i ts to ta l supply of crude o i l 
and products tha t i t provided dur ing each quarter of a base period (defined 
as the fou r th quarter of 1971 and the f i rs t three quarters of 1972). 

Under the program, OOG may assign to each refiner, marketer, jobber and 
d is t r ibutor allocations fo r p r io r i t y customers s t i l l unable to obtain needed sup-
plies of crtide oi l and products, not to exceed 10% of any supplier's to ta l sales 
of crude o i l and products dur ing the base period. This assignment bjy OOG 
w i l l be based upon demonstrated need. The basic purpose of the assignment 
is to assure adequate supplies of crude o i l and products to p r i o r i t y users who, 
fo r some reason, are not wrell served under the proport ional al locat ion pro-
gram. I t w i l l be par t i cu la r ly impor tant f o r fu l f i l l i ng the needs of new cus-
tomers tha t have entered the marketplace since 1971-72. 

I n d is t r ibu t ing the o i l f o r OOG allocation, p r i o r i t y w i l l be given to sup-
p ly ing the fo l lowing act iv i t ies or to independent marketers, jobbers, and re-
finers who supply the fo l lowing act ivi t ies : 

1. Farming, da i ry and fishing act iv i t ies and services di rect ly related to the 
cul t ivat ion, product ion and preservation of food. 

2. Food processing and d is t r ibut ion services. 
3. Health, medical, dental, nursings and support ing services except com-

mercial heal th and recreational activi t ies. 
4. Police, fire fighting and emergency a id services. 
5. Publ ic passenger transportat ion, inc luding buses, ra i l , in terc i ty and mass 

t rans i t systems, but excluding tour and excursion services. 
6. Rai l , highway, sea and a i r f re igh t t ransportat ion services, and transpor-

ta t ion and warehousing services not elsewhere specified. 
7. Other state and local government activit ies. 
8. The fue l needs of residents i n states or parts of states not w e l l served 

by major o i l companies and unable to obtain sufficient crude o i l or products. 
Wholesale and re ta i l marketers of gasoline shal l not be deemed p r i o r i t y 

customers unless they supply a substant ial proport ion of the i r product to these 
p r io r i t y users. 

When convenient, var ious companies may exchange supply obligations in-
curred under th is program i n order to s imp l i f y d is t r ibut ion problems. 

The office of Oi l and Gas w i l l receive compliaints f r o m anyone who feels 
he is not receiving a proper al locat ion of supplies. I f i t deems i t necessary, 
OOG may require a public hearing and' submission of data, by supplies, on 
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the i r 1971 and 1972 exchanges and /o r sales of crude oil, unfinished oils and 
products. These data w i l l include the names and addresses of customers, the 
amounts of crude o i l and products sold to them, the legal relat ionship be-
tween major o i l companies and customers, and whatever other in fo rmat ion 
OOG believes necessary to conduct the hearing. The OOG w i l l then ve r i f y 
the accuracy of complaints against a supplier and, i f just i f ied, impose man-
datory al location on the supplier. 

The price at which petroleum products shall be sold to independent marketers, 
wholesale distr ibutors, and other unaff i l iated customers shal l not exceed normal 
refinery rack prices charged by major companies to new contract customers. 
The price which wholesale d ist r ibutors may charge independent marketers shal l 
not exceed normal wholesale prices, or normal refinery rack prices plus a 
normal wholesale markup. 

Where independent refiners have previously received domestic crude o i l i n 
exchange fo r impor t t ickets, the independent refiners w i l l be required to sur-
chasing crude o i l under the program. Where the independent refiners previously 
render license fee exempt quotas i n re tu rn fo r receiving the pr ivi lege of pur-
purchased crude o i l w i thou t surrendering impor t tickets, no license fee exempt 
quotas w i l l have to be surrendered. The price a t wh ich crude o i l shal l be sold 
to independent refiners shal l not exceed posted crude o i l prices plus an appli-
cable pipeline t ransportat ion charge except, however, where crude o i l is sold 
as required based upon previous exchanges of impor t t ickets fo r domestic oi l , 
the major companies may charge a price equivalent to the average landed cost 
of any o i l imported to replace the oi l sold under the provisions of th is program. 

Immediate ly fo l lowing the in i t i a t ion of th is program, the Oi l Pol icy Com-
mittee shall begin hearings to determine any changes tha t may be required to 
make the program equitable to a l l classes of suppliers and purchasers, and 
whether the program should be made mandatory. The Chairman of the O i l 
Policy Committee w i l l designate an ad hoc board to conduct such hearings 
and report i ts findings to the Oi l Policy Committee. The board shal l be com-
posed of representatives of the In ter ior , Treasury, and Commerce Depart-
ments, GSA/OEP, and any other representatives as the Chairman of the Oi l 
Pol icy Committee may feel appropriate. The Chairman of the Oi l Policy Com-
mittee shal l designate the Chairman of th is board. 

The Oi l Policy Committee w i l l also investigate and recommend addi t ional 
measures tha t should be undertaken to encourage allocations by ma jo r sup-
pliers. For example, i t w i l l investigate changes i n Cost of L i v i ng Council rules 
and environmental standards and regulations tha t seem necessary to assure 
efficient u t i l i za t ion and equitable d is t r ibut ion of crude o i l and products. 

E X H I B I T B . — A C T I O N S TO R E D U C E THE D E M A N D FOB P E T R O L E U M PRODUCTS 

1. Consolidate a i r l ine flights to a t ta in higher efficiency per passenger mi le 
and thereby lower fue l consumption. 

2. Encourage mass transportat ion. I n metropol i tan cities, people could be 
encouraged to use buses and trains. 

3. Reduce speed on a l l highways which could save 11% fuel when dr iv ing 
50 instead of 60 mph and 25% fuel when dr iv ing 50 instead of 70 mph. Legis-
la t ion requi r ing 50 mph max imum speed on state highways and interstates might 
be required. 

4. Keep engine i n top shape. A poorly tuned engine reduces mileage by 10%. 
5. Form car pools. 
6. P lan t r ips to storesi—combining vis i ts to cleaners, drug, department and 

grocery stores. 
7. Use car a i r conditioners sparingly. You can save as much as 10% on 

fuel consumption when i t 's not i n use. 
8. Keep t i res properly inflated. Under-inflated t ires affect gasoline mileage 

by approximately one mi le per gallon. 
9. W a r m up engine before dr iv ing. 

10. Use mult i -grade motor o i l i n engine. I t can give you 10% better mileage 
than regular grade oils. 

11. Star t slowly and stop slowly—you save gasoline. 
12. Stagger work ing hours i n metropol i tan cities to ease traff ic jams and 

wastefu l engine id l ing. 

96-183 O - 73 - 23 
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13. W a l k more. 
14. E l iminate or cur ta i l non-essential dr iv ing. 
15. Take vacations by t r a i n or bus. 
16. Lower the thermostat seting by two degrees i n your home i n w in ter or 

raise a i r conditioner sett ing in summer wrhich can save significant volumes of 
fuels. 

17. Add home insulation. 
18. Min imize recreational dr iv ing, flying and boating. 
19. Ship tfnore f re ight by ra i l and water which operate w i t h good fuel 

economy. 

U . S. SENATE, 
C O M M I T T E E ON B A N K I N G , H O U S I N G AND U R B A N A F F A I R S , 

Washington, D.C., May 15, 1973, 
H o n . W I L L I A M E . S I M O N . 
Deputy Secretary of the Treasury, 
Department of the Treasury, 
Washington, D.C. 

DEAR MR. SECRETARY: I would l ike to extentd you the sincere appreciation 
of the Committee for your appearance last Thursday dur ing the hearings on 
shortages of petroleum products and the effect on the nat ional economy. 

I am convinced that the decision by the Admin is t ra t ion to implement the 
al location author i ty contained i n the Economic Stabi l izat ion Act wras a nec-
essary move under the circumstances. I do feel, however, that i t is imperat ive 
tha t the Oi l Pol icy Committee begin immediately to hold the hearings as 
out l ined dur ing your testimony on the issue of mandatory al location of 
petroleum products. 

Whi le I hope tha t the o i l industry w i l l vo luntar i l y cooperate i n your out-
l ined al location procedure, I t h ink i t is necessary tha t fu r the r steps be taken 
to develop a mandatory al location program tha t could be implemented i f i t 
becomes apparent tha t the voluntary system is not achieving i ts purpose. 
Such action, i n my opinion, would make i t clear to the petroleum industry 
that the Federal government intends to take whatever action is necessary to 
assure that needed petroleum products are supplied throughout the country 
and that a meaningful level of competit ion must be maintained throughout 
the industry. 

I t would be appreciated i f I could receive your posit ion and whether as 
Chairman of the President's O i l Pol icy Committee you intend to move to 
develop such a mandatory al location program. Questions have also recently 
surfaced concerning wThether the voluntary al location program complies wTith 
Federal an t i t rus t statutes and whether the present statutory allocation au-
thor i t y contained i n the Economic Stabi l izat ion Act is sufficient to deal w i t h the 
problem of handl ing petroleum product shortages. Your response to these 
issues would also be appreciated. 

Sincerely, 
T H O M A S J . M C I N T Y R E , U . S . S . , 

Chairman, Subcommittee on Financial Institutions. 

T H E D E P U T Y SECRETARY OF THE TREASURY, 
Washington, D.C., May 16, 1973. 

H O N . T H O M A S J . M C I N T Y R E , 
TJ S. Senate, 
Washington, D.C. 

DEAR SENATOR MCINTYRE : T h a n k y o u f o r y o u r l e t t e r o f M a y 15, 1973. I t w a s 
a pleasure for me to appear before your Committee to discuss the possible 
shortages of gasoline and other petroleum products and to present our volun-
ta ry plan fo r the al location of petroleum and petroleum products. 

We believe that th is vo luntary program w i l l result i n an equitable distr ibu-
t ion of these needed supplies. We are confident that producers, refiners, mark-
eters, jobbers and dist r ibutors w i l l a l l respond i n accordance w i t h th is pro-
gram. 

I n order to determine whether the voluntary plan is effective and whether 
a mandatory program is required, the Oi l Policy Committee is in i t i a t ing hear-
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ings immediately. I f we feel tha t a mandatory program is necessary, we have 
adequate author i ty to inst i tu te such a p lan under the Economic Stabi l izat ion 
Act and w i l l do so. 

You have inquired as to whether the vo luntary program complies w i t h 
Federal an t i t rus t statutes. We have received the opinion of the Department 
of Justice that, w i t h some technical changes, which have been made, they 
" f ind nothing i n the p lan as proposed that would violate the an t i t rus t laws, 
provided tha t (a) communications betwreen government officials and ind iv idua l 
companies are on a b i lateral basis and (b) no communications between pr ivate 
companies tha t are hor izontal competitors are involved." 

As out l ined above, we feel we have adequate author i ty to deal w i t h the prob-
lem of petroleum product shortages. The voluntary al location plan, wh ich pro-
vides flexibility to a l l concerned, is an impor tant step i n dealing w i t h th is 
problem and fu r ther legislat ion now should not be enacted. I am enclosing our 
comments on the Emergency Petroleum Al locat ion Act of 1973. 

Sincerely yours, 
W I L L I A M E . S I M O N . 

C O M M E N T S ON THE E M E R G E N C Y P E T R O L E U M A L L O C A T I O N A C T OF 1 9 7 3 

We are opposed to th is b i l l fo r the fo l lowing reasons: 
(1) I t is not necessary. The author i ty to require al location of petroleum 

and petroleum products already exists. 
(2) I t cannot be implemented quickly. A month or two delay could be 

cr i t ica l to smal l o i l jobbers and marketers. 
(3) I t is ambiguous, which could complicate implementat ion and could lead 

to delaying law suits. 
(4) The companies provisions apply only to major companies. 
(5) I t provides the Admin is t ra t ion wTith less flexibility than may be nec-

essary to equitably allocate fu tu re supplies. 
Th is b i l l does not clearly set f o r t h the necessary cr i ter ia fo r administra-

t ion and is ambiguous concerning many details. We have the fo l lowing specific 
comments: 

(1) I t provides no cr i ter ia fo r finding wThich fuels are i n short supply and 
which should be regulated. 

(2) I t provides no cr i ter ia for finding when allocations are no longer nec-
essary and fo r removing controls pr ior to terminat ion of author i ty i n Sep-
tember 1974. 

(3) I t provides no cr i ter ia fo r establishing wha t constitutes an "exorb i tant 
price increase" wh ich would be un lawfu l under the bi l l . 

(4) I t is ambiguous w i t h regard to an effective date. Regulations, plans, 
and p r io r i t y schedules must be published w i t h i n 60 days f rom enactment of 
the Act. Bu t Section 106(a) states tha t the schedules, plans, and regulations 
must be submitted to both Houses of Congress. I t is unclear whether such a 
submission is fo r in format ion purposes only, or whether Congressional ap-
proval of the submitted schedules, plans, and regulations would be required. 

(5) I t is ambiguous w i t h regard to wrho is covered by the bi l l . Section 105 
specifies a procedure fo r al locat ing crude o i l and refined products, but is 
l im i ted to major producers and refiners. Companies such as Coastal States 
Gas Producing Co., Tenneco, Union of Cal i fornia, Marathon, Union Pacific, 
Crown Central, etc. would not be covered by the definit ions i n Section 105(a) 
and 105(b). Section 104 grants author i ty to allocate and dist r ibute "any 
l iqu id fuel, whether crude or processed." Does th is apply only to the type 
fuel to be allocated, or does i t override Section 105 and also grant author i ty 
to allocate and distr ibute products f rom a l l refiners and wholesale jobbers to 
independent marketers? 

To solve our present problems we must have author i ty to allocate supplies 
across the ent i re market ing network, inc luding intermediate sized refiners and 
wholesale d ist r ibutors and jobbers. The larger, major companies, supply rela-
t ive ly few products to wholesale d ist r ibutors and jobbers. Control l ing alloca-
tions of only the major companies w i l l not solve the present d is t r ibut ion 
problems. 

Sections 105(c) and 105(d) ( which deal w i t h compliance, apply only w i t h 
Section 105. Therefore, the Act provides no provisions to compel compliance 
of anyone other than the largest producers and refiners. 
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I n short, S. 1570 does not provide the Admin is t ra t ion w i t h the flexibility 
tha t i t needs to deal w i t h the current problem. I t s ambigui ty and l im i t i ng 
restr ict ions could lead to law suits and t ie the Administrat ion's hands. Since 
we have ample author i ty to deal w i t h the present s i tuat ion under the Eco-
nomic Stabi l izat ion Act, we recommend against passage of S. 1570. 

D E P A R T M E N T OF JUST ICE , 
Washington,, D.C., May 15, 1973. 

H O N . W I L L I A M E . S I M O N , 
Deputy Secretary, 
Department of Treasury, 
Washington, D.C. 

DEAR MR. SIMON: This let ter responds to your i n fo rma l request for an 
opinion as to whether the voluntary allocation plan, attached as Exh ib i t A 
to your testimony before the Senate Committee on Banking, Housing and 
Urban Af fa i rs on May 10, 1973, would involve any v io lat ion of the ant i t rus t 
laws. 

A clear purpose of th is al location plan is to assist independent refiners 
and marketers. However, any voluntary pr ivate action which affects the 
surv ivabi l i ty of independent competitors i n this industry could raise ques-
tions under the ant i t rus t laws. We therefore recommend the fo l lowing changes 
to assure tha t the plan, as proposed, would work to the benefit and not to the 
detr iment of such firms. 

The changes tha t we recommend are. 
(1) I n Pr io r i t y No. 8 on page 2 of Exh ib i t A delete the words, "not wel l 

served by major o i l companies." This would avoid the r isk tha t independents 
in areas served by majors would be denied supplies because of the presence 
of such majors. 

(2) Delete the first paragraph af ter Pr io r i t y No. 8 and substitute the 
fo l low ing : 

"Whenever possible w i thout detr iment to the above pr ior i t ies, preference 
shall be given to independent refiners and marketers (1) i n the car ry ing out 
of such pr ior i t ies, and (2) i n other cases where a l l other conditions are equal 
and a choice must be made between allocation of supplies to an independent 
or to a major company." 

The exist ing paragraph wTould appear unnecessary to af ford p r io r i t y to in-
dependents where the l isted pr ior i t ies are involved and appears to deny them 
any preference i n other cases. 

(3) Delete the second paragraph af ter Pr io r i t y No. 8 which authorizes ex-
change of supply obligations between competitors. 

(4) Delete the first two sentences of the paragraph beginning at the bot-
tom of page 2 and extending to the top of page 3, and the clause of the last 
sentence at the end of that paragraph beginning "however." Those provisions 
would deprive independents who obtain supplies under the al location program 
of thei r impor t fee exemption under the Mandatory Oi l Impor t Program. I t is 
not clear f rom the face of the proposal whether loss of the fee exemption 
would apply to supplies which represent the required min imal percentage of 
sales to independents based on their purchases in the base period. I f i t d id 
apply to such sales, independents could be penalized for cont inuing to deal 
w i t h the same supplier and there could be unresolvable questions of fact as 
to whether continued purchases were under the requirements of this program 
or not. As applied to special p r io r i t y allocations under the plan, presumably 
those would not be made absent a showing of need which would necessarily 
take account of domestic o i l obtained i n exchange fo r imported oil. The oi l 
supplied under the al location plan wrould not be at a subsidy pr ice ; and the 
loss of the impor t fee exemption could defeat the purpose of asisisting in-
dependent companies. 

(5) The Department of Justice should be one of the agencies named to 
the Board that would conduct hearings on possible changes i n the plan to 
assure tha t i t is equi table—part icular ly as i t may affect the avai lab i l i ty of 
supplies to new entrants. 

As amended i n the above respects, we find nothing in the plan as proposed 
tha t would violate the ant i t rus t laws, provided tha t (a) communications be-
tween government officials and ind iv idua l companies are on a b i lateral basis 
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and (b) no communications between pr ivate companies t ha t are hor izontal 
competitors are involved. We do, however, reserve our r igh t to take act ion 
against any i l legal act iv i t ies that might result f r om operations under the plan. 

This advice is based upon our understanding that the proposed p lan is de-
signed to make available to the independents certain min imal quanti t ies of 
crude o i l and refinery products and that i t does not imply any agreement or 
understanding, either between the government and any company, or between 
two or more companies, not to make available quanti t ies i n excess of such 
m in ima l amounts. 

No opinion is expressed w i t h respect to the act iv i t ies contemplated under 
Exh ib i t B . 

Sincerely yours, 
B R U C E B . W I L S O N , 

Acting Assistant Attorney General, 
Antitrust Division. 

Senator M C I N T T K E . Thank you very much for a very fine state-
ment and I hope a program that is going to be very welcome and 
helpfu l not only to the majors but to the l i t t t le guys. 

We now welcome as our next witness, M r . Darre l l Trent. We have 
your statement here. I n so far as you are able to condense i t where 
you can, we would appreciate i t . The statement w i l l be included i n 
the record now in its entirety. I want you to have perfect freedom in 
test i fy ing i n any way you see fit. 

S T A T E M E N T OF D A R R E L M . T R E N T , A C T I N G D I R E C T O R , O F F I C E 

OF E M E R G E N C Y P R E P A R E D N E S S 

M r . T R E N T . Thank you very much, M r . Chairman, for this op-
por tun i ty to discuss the impact of possible shortages of gasoline and 
other petroleum products on the Nation's economy. 

As Chairman of the Jo in t Board on Fuel Supply and Fuel Trans-
port , the Director of the Office of Emergency Preparedness has the 
responsibility to monitor fuel supplies and to assist w i t h problems 
of resource shortages. 
' I n work ing very closely w i t h Secretary Simon, the Office of Emer-

gency Preparedness has part icipated in the structur ing and informa-
t ion available in pu t t ing together the program announced by the Sec-
retary today. We do f ind that the current situation as i t exists creates 
very definite problems that can be foreseen at this stage dur ing the 
sumer. We look very much to private industry as operating and hav-
ing the responsibility in the free market to not only increase produc-
tion, but also to make use of al l the available sources in the wor ld 
at this t ime to provide addit ional sources of crude oi l so that the re-
f ining capacity in the Uni ted States can be operated at a level that 
w i l l meet the demand this summer. We th ink that the steps that 
have been taken by the President at this t ime in sending his energy 
message to Congress offer a basis for a continuation and development 
of a policy of the 1970's and 1980's which is necessary i n the re-
struct ing and development of the organization and posture of the 
oi l industry to meet the demands that are essential in this country. 

Basically, the approach that we have taken is to look to private 
industry and to provide the type of structure w i th in the oi l import 
program that is necessary to give them cont inui ty and to provide a 
basis for their development of planning and bu i ld ing addit ional re-
f ining capacity in the Uni ted States. 
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We th ink that refining capacity, as well as increased production 
and development of energy facilit ies, energy resources of petroleum 
is absolutely necessary to move into the period of the 1970's. The 
Office of Emergency Preparedness is carefully associated staffwise 
w i th the Department of Inter ior and the Department of Treasury 
at this t ime and proceeding on a reasonable analysis of the statistics 
available to us for projecting the demand of gasoline this summer. 

We th ink important steps can be taken to increase the supply. We 
hope that the relaxation of the import restrictions w i l l provide con-
siderable support i n this area. 

We do, also, th ink that a great responsibility rests w i th the con-
sumer. The education process that we have undertaken w i th the De-
partment of the In ter ior in the establishment of a new Office of Con-
servation, together w i th the report of O E P on conservation steps 
that might be practical to point in the direction of the 1970's in edu-
cating the indiv idual consumer as to what he can do to reduce de-
mand. 

We have grown up in a time dur ing the fift ies and sixties where 
energy was considered to be abundant and price was not significant 
in the overall p lanning of corporate development and individual con-
sumer patterns. We th ink i t is extremely important that the con-
sumer be re-educated as well as industry to show that steps be taken 
to reduce demand and provide a basis for wise and careful use of 
the energy that we do have available. 

I th ink basically I would support and substantiate the statements 
made by Secretary Simon this morning and would be glad to take 
your questions on the technical informat ion that we have supplied 
in the process in our assessment of what might happen this summer. 

[The complete statement of Mr . Trent fo l lows:] 

S T A T E M E N T OF D A R R E L L M . T R E N T , A C T I N G D IRECTOR. 
O F F I C E OF E M E R G E N C Y PREPAREDNESS 

Mr. Chairman and members of the committee, thank you for th is opportunity 
to discuss the impact of possible shortages of gasoline and other petroleum 
products on the Nation's economy. 

As Chai rman of the Joint Board on Fuel Supply and Fuel Transport, the 
Director of the Office of Emergency Preparedness has the responsibil i ty to 
monitor fue l supplies and to assist w i t h problems of resource shortages. 

THE CAUSES BEHIND THE GASOLINE SHORTAGE 

Several factors have contr ibuted to the development of the current ly t igh t 
gasoline supply situation. For the last several years gasoline demand has in-
creased a t a markedly faster rate than refinery output. F rom 1968 to 1970, 
gasoline demand rose at an annual rate of about 5%. Du r i ng the next two 
years the rate increased to 6%. This rise i n demand reflects economic and 
demographic growth and record automobile sales. I n addit ion, emission con-
t ro l standards and the growing use of new gasoline-consuming devices such 
as a i r condit ioning, automatic transmissions, power steering and power brakes 
have signif icantly reduced the energy efficiency of the automobile. 

I n an at tempt to keep up w i t h the demand, refineries increased the gaso-
l ine yield per barrel of crude oi l f rom 43.8% i n 1968 to almost 47% in 1972. 

The problem, however, is that wre have reached the l im i ts of our current 
overal l refinery capacity. Only one new7 refinery has been bu i l t i n the Uni ted 
States since 1968 and there has been l i t t l e expansion of exist ing capacity. Gen-
eral ly, industry has found i t more profitable to locate new refineries outside 
the Uni ted States for several reasons: (1) I t has been increasingly di f f icul t 
to find environmental ly acceptable sites for new refineries i n this country, 
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especially on the East Coast; (2) capi ta l costs are h i gh ; and (3) the old 
mandatory o i l impor t quota system created considerable uncertainties as to 
whether companies could obtain assured and sufficient sources of feedstock. 

As a result, refinery capacity grew by only 2.2% last year whi le petroleum 
product demand increased by 7%. 

Given the present shortage of refinery capacity, exist ing refineries can 
main ta in a high gasoline yield only at the expense of other refined products. 
However, exceptionally cold weather i n the f ou r th quarter of 1972 "brought 
an unusual ly sharp increase i n the demand fo r heat ing oil, and refiners were 
forced to increase their y ie ld of that product to record levels. This meant, of 
course, tha t gasoline yields had to be reduced. Consequently, motor gasoline 
inventories were substant ial ly below normal a t the end of the winter . 

As of May 4, U.S. motor gasoline stocks were down 9.2% f rom the same 
period last year. Current ly , we have inventories o f only 201.5 mi l l i on barrels 
of gasoline, which approaches the lowest inventory level of 1972 — 200.7 
reached Ju ly 31st and September 1st. 

Even now some refineries are not operat ing at f u l l capacity because they 
are unable to obtain adequate crude supplies. Par t of this problem originates 
w i t h the declining domestic supply. However, beginning i n the fou r th quarter 
of 1972, a shortage of foreign crude o i l became evident, par t icu lar ly of the 
low su l fu r var iety, which is the only k i nd many of our refineries can use. 

THE EXTENT OF THE EFFECT THE SHORTAGE WILL HAVE ON THE NATION 

Gasoline consumption fo r the ent i re country is expected to run as high 
as 7 m i l l i on barrels per day dur ing the peak demand season th is summer. 
This means that the current inventory shor t fa l l amounts to only about 3 days 
of supply. 

The shortages tha t may occur w i l l most l i ke ly not be major or nat ionwide 
but w i l l tend to be confined to localized geographic areas. The most l ike ly sec-
t ions to be h i t are those served p r imar i l y by smal l independent refiners and 
marketers. The impact of shortages may be greater i n isolated r u ra l areas 
than elsewhere. 

I n addit ion, some cities and other public author i t ies may be unable to ob-
ta in or renew their normal long-term bulk discount contracts fo r gasoline 
and may be forced to purchase supplies on a short term basis and/or a t higher 
prices. 

Most consumers w i l l probably not experience serious problems. I f industry 
product ion remains reasonably close to projected levels although i n a few 
instances, localized shortages may mean having to dr ive fa r ther to the next 
gasoline station. 

IMPACT OF CKASOLINE SHORTAGES ON OTHER PRODUCTS FOR THE REMAINDER 
OF THE YEAR AND ON HOME HEATING OILS NEXT WINTER. 

Maximiz ing gasoline product ion for the spr ing and summer d r i v ing season 
w i l l be largely at the expense of d is t i l la te fuels. I t is dif f icult to assess the 
impact which heavy gasoline product ion th is summer w i l l have on the supply 
of dist i l lates fo r next winter . However, we are now at the end of the heat ing 
season and d is t i l la te stocks appear encouraging compared w i t h the inventory 
levels fo r the same period i n recent years. 

The President's new impor t program has l i f t ed impor t ceilings on these 
products, and th is act ion should fac i l i ta te the bui ldup of inventories. When 
President N ixon temporar i ly removed the ceilings on dist i l la te imports last 
January, imports increased dramat ica l ly and made a signif icant contr ibut ion 
to meeting last winter 's demand. W i t h the new program, there is every rea-
son to believe tha t imports w i l l help meet an even greater share of d is t i l la te 
demand requirements th is winter . 

The new impor t program should also st imulate Caribbean dist i l late produc-
tion. The Caribbean has been our t rad i t iona l source of heavy fuel oils. W i t h 
the uncertaint ies of the quota system now removed, Caribbean refineries should 
be able to adjust the i r product ion to accommodate our d is t i l la te demands. 

Since domestic refineries w i l l be concentrating on gasoline, a larger port ion 
of d is t i l la te demand w i l l have to be met by imports. This change w i l l require 
an adjustment i n d is t r ibut ion patterns and may cause i n i t i a l distort ions i n 
product flow. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



354 

IMPACT OF SHORTAGES ON COMPETITION WITHIN THE OIL INDUSTRY 

The independent companies, tha t is, the smal l nonintegrated concerns, w i l l 
be hardest-hit by the shortages. Independent operators are estimated to ac-
count fo r about 30% of the gasoline market. Normal ly they contract w i t h the 
large, major companies for at least par t of their supplies. They frequent ly 
depend heavi ly on "spot" purchases of available surplus to fill out thei r needs. 
I n the past, a surplus of domestic crude o i l and refinery capacity enabled the 
independents to buy crude and products on the open market. They were able 
to sell thei r products a t a few cents a gallon less than the major o i l com-
panies and thereby helped main ta in competit ion i n the industry. 

Today, however, we no longer have any excess capacity. As a result, the 
independent refiners find i t dif f icult to obtain gasoline supplies for which they 
have no firm contract, and many are denied access to any supplies. Today the 
spot market is almost nonexistent. Moreover, available imports are generally 
sour crudes and foreign crude o i l prices are equal to or higher than American 
crude prices. Therefore, the major o i l companies have had decreased incentive 
to trade thei r domestic crude w i t h the independents for impor t t ickets. 

As a result of these developments, many independent refineries are not op-
erat ing at f u l l capacity. We also have many reports that independent gasoline 
stations have closed and there are indications that an Increasing number w i l l 
be adversely affected. 

WHAT STEPS CAN AND SHOULD BE TAKEN TO PREVENT SHORTAGES AND THEIR 
RECURRENCE? WHAT IS THE EFFECT OF THE NEW IMPORT PROGRAM? 

The Admin is t ra t ion has taken a number of steps to dimin ish potential 
shortages of gasoline and fuel oils. The President has inst i tu ted a series of 
moves to increase imports of crude petroleum and products. Last March he 
authorized the O i l Impor t Appeals Board to make allocations of imports of 
finished products on the grounds of exceptional hardship and to grant ad-
d i t ional allocations i n such instances wi thout regard to the overal l import 
level. I might note i n this connection tha t the Oi l Impor t Appeals Board 
last week granted impor t t ickets for 128 mi l l ion gallons of gasoline to 17 in-
dependent firms i n 10 States. Subsequently, i n his Energy Message, the Presi-
dent ordered a thorough restructur ing of our oi l impor t program. These 
measures should help ease the t igh t supply siuation, par t icu lar ly for the in-
dependents. 

A l l exist ing tar i f fs and quantat ive l imi tat ions on imported crude o i l and 
refined products have been removed. I n their place, the President has insti-
tuted a graduated fee system which became effective May 1. 

Present holders of impor t t ickets may br ing i n foreign petroleum exempt 
f rom fees up to their 1973 quota allocations. Independent refiners, who have 
been par t icu lar ly hard pressed to find crude supplies are now7 better able to 
exchange thei r valuable tickets w i t h major companies for domestic crude. 
Independent marketers are no longer l imi ted to their t rad i t iona l domestic 
sources of supply or occasional foreign sources, and are now able to shop 
fo r petroleum supplies anywhere i n the world. 

The removal of quota restr ict ions opens up the w rorld market for addit ional 
imports of gasoline, d ist i l la te and other products so that companies are now 
able to take advantage of a l l available supplies on the wor ld market. 

There is excess ref ining capacity in both Western Europe and the Caribbean. 
However, i t is not l ike ly tha t these refineries w i l l be able to fill a l l the gaps 
i n gasoline supply tha t could develop, fo r several reasons: (1) there is a global 
shortage of sweet crude; (2) foreign refinery yields of gasoline average only 
about 15% per bar re l ; and (3) these refineries are not geared to produce volume 
quantit ies of gasoline to meet U.S. standards. 

Impor ta t ion of d ist i l la te fuels, which are more readi ly available on the 
wor ld market than gasoline, should al low American refiners to concentrate on 
producing gasoline th is summer. 

The President has also taken steps to make available larger quanti t ies of 
royal ty o i l to supply-short independent refineries. The Federal Government 
obtains royalt ies i n the fo rm of either dollars or crude oi l f rom offshore areas 
wl i ich i t leases to pr ivate companies. To help the short-run situation, the Gov-
ernment has been tak ing the royal ty payment i n the fo rm of petroleum and 
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making th is o i l avai lable to hard-pressed independent refineries. Since January 
of th is year, contracts for approximately 70,000 barrels per day have been 
signed, and we expect another 80 to 100 thousand barrels per day to be made 
available f r om that source. 

I n addi t ion to the new impor t program and the increase of royal ty oil, the 
Jo in t Board on Fuel Supply and Fuel Transport , which the Director of OEP 
chairs, is closely moni tor ing the supply si tuat ion. The Board was established 
i n 1970 as the mechanism to ident i fy emergency fuel problems and to coordinate 
remedial action by the responsible Federal agencies. The Board includes the 
Secretaries of In te r io r and Commerce, and the Chairman of the Council on 
Envi ronmenta l Qual i ty, the Interstate Commerce Commission and the Federal 
Power Commission. The Board has a work ing group, which meets under OEP 
auspices, and field boards which have been established i n the ten Federal 
Regional Council cities. The field boards are chaired by the OEP Regional 
Directors and include representatives f r om other Federal agencies. 

Du r i ng periods of serious shortages, OEP activates an Emergency Operations 
Center. The Center has effective communications and computer l inks w i t h each 
of OEP's 10 Regional Offices which faci l i tates t imely report ing f rom the field 
on fast-breaking developments. The Center is manned on a f u l l or par t - t ime 
basis as required by representatives of the Jo in t Board and appropriate 
agencies. 

The p r imary funct ion of the Emergency Operations Center is to moni tor and 
analyze shortages and to provide in format ion on a nat ional basis which w i l l 
assist the Board i n promot ing a better d is t r ibut ion of available resources. Dur -
ing the shortage of heating o i l th is past w in te r which occurred i n scattered 
par ts of the country, OEP Regional Directors, act ing on behalf of the Board, 
worked w i t h State governments. I n many instances, these contacts resulted i n 
coordinated Federal /State efforts to resolve specific problems. 

I n addit ion, OEP and concerned agencies have kept in close touch w i t h indus-
t r y and have encouraged refiners to increase product ion of seasonally c r i t i ca l 
products. 

As par t of the effort to prepare for any contingency, EPA, i n consultat ion 
w i t h OEP, has developed in ter im guidlines under which temporary variances 
could be granted to permi t the use of h igh su l fu r content fuels i n cases of 
extreme emergency. I wan t to emphasize tha t actions along these lines would 
only take place as a last resort and do not i n any way d imin ish our commit-
ment to protect the environment. 

The Joint Board is also cooperating w i t h the newly established Office of 
Energy Conservation i n the Department of the In te r io r to encourage industry, 
the public, and a l l levels of government to conserve gasoline and use i t more 
efficiently. 

Last fa l l , OEP completed a study on the potent ia l fo r energy conservation 
i n the transportat ion, residential/commercial, indus t r ia l and electric u t i l i t y 
sectors of the economy. We concluded that , i f we adopted a l l the measures wh ich 
our report examined, we could save up to the equivalent of 7.3 mi l l ion barrels 
of o i l per day by 1980. Thus there is a great potent ia l here fo r saving energy 
and e l iminat ing wastefu l consumption. 

I n his recent Energy Message. President N ixon warned tha t we cannot take 
our resources for granted and called for a "nat iona l energy conservation 
ethic." 

As noted earl ier, he has set up an Office of Energy Conservation i n the Depart-
ment of the In te r io r to conduct research and work w i t h consumer groups and 
environmental organizations to keep the public in formed on ways to obtain the 
best re tu rn on their dol lars by using energy efficiently. 

I n addit ion, the Department of Commerce has been directed to develop a 
vo luntary label l ing program for major energy-consuming home appliances. The 
labels wou ld provide in format ion on the energy efficiency of the equipment 
and help the consumer make in formed choices. 

I n a most significant action fo r conservation, the President has asked Congress 
to a l low local officials to use money f rom the H ighway Trus t Fund to finance the 
expansion and development of mass t rans i t systems. This action w i l l not of 
course help th is summer, but i t is impor tant enough to emphasize i ts advantages 
here. This measure would not only reduce gasoline consumption but i t would 
also relieve traff ic congestion, decrease pol lu t ion and help revi tal ize the econo-
mies of our cities. 
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There has been considerable discussion i n recent weeks about the possibil i ty 
of the Government's al locating fue l supplies dur ing periods of shortage i n order 
to ensure an equitable d is t r ibu t ion of fuels at the wholesale and re ta i l levels. 

Br ief ly, these are the authori t ies which the Federal Government has to 
undertake such measures. 

The Defense Production Act authorizes the Director of OEP to implement 
rat iomng, pr ior i t ies and al location schemes according to certain nar rowly 
defined legal cr i ter ia. 

Under Section 101(b) of th is Act, the Director of OEP is prohibi ted f rom 
control l ing the general d is t r ibut ion of materials i n the c iv i l ian economy unless 
two tests are met—one, tha t the mater ia l involved is a scarce and cr i t ica l 
mater ia l essential to the nat ional defense; and two, tha t the requirements of 
the nat ional defense fo r such materials cannot otherwise be met. These require-
ments mean that, i n case of supply disruptions of a cr i t ica l mater ia l such as 
petroleum, the Federal Government has the author i ty to take care of defense 
requirements but i t cannot intervene i n the c iv i l ian economy, except where 
meeting defense requirements would result i n hardship and distort ions i n the 
economy. 

The second author i ty fo r allocations is based upon the Economic Stabiliza-
t ion Act which was jus t signed on Ap r i l 30. Under i ts provision, the President 
may provide for " the establishment of pr ior i t ies of use and fo r the systematic 
al location of supplies of petroleum products including crude oi l i n order to 
meet the esssential needs of various sections of the Nat ion and to prevent 
anti-competit ive effects resul t ing f rom shortages of such products." 

This new author i ty is now under careful study, and we are examining ways 
in wrhich an al location system could best be implemented. Secretary Simon's 
testimony covers the most recent developments. 

The basic problem is the inadequacy of available domestic fue l supplies. 
President Nixon's Energy Message has launched a comprehensive program to 
encourage the rap id development of domestic energy sources and the con-
struct ion of new refinery capacity. I strongly believe the President's program 
w i l l assure t ha t fu tu re requirements are met, and tha t we can avoid shortages 
in the years ahead. 

H E A D OF O E P S E N D S 5 0 GOVERNORS L E T T E R ON E N E R G Y C O N S E R V A T I O N 

Today, Dar re l M. Trent, Act ing Director of the Office of Emergency Pre-
paredness (OEP) , has taken another step i n a governmentwide effort aimed 
at br inging to public at tent ion the urgency of energy conservation, by making 
available to the Governors of the 50 States the assistance and cooperation of 
the President's Jo in t Board on Fuel Supply and Fuel Transport and the Office 
of Emergency Preparedness. 

Mr . Trent has stated over the past two months that due to Jow^er than 
normal gasoline inventories, the Nat ion would be faced w i t h "spot" shortages 
this summer. I n response to th is problem, OEP through i ts Regional Offices 
throughout the U.S., has mobil ized a major support act iv i ty which is reinforc-
ing cooperation between the offices of many State Governors and the Joint 
Board on Fuel Supply and Fuel Transport. These relationships along w i t h 
the stepped up activi t ies of the ten "F ie ld Boards" w i l l continue to be help-
fu l i n keeping both the local State and Federal Government apprised of the 
developing situation. OEP's Regional Offices have been instructed by Trent 
to work closely w i t h State and local officials to assist them i n resolving local 
supply problems. 

Trent observed that, although shortages are l ikely to develop i n some areas, 
he does not anticipate a s i tuat ion requir ing the implementation of a nation-
wide rat ion ing program this year. 
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The new author i ty granted by the Economic Stabi l izat ion Ac t of A p r i l 30, 
1973 offers addi t ional author i t ies fo r al location which are i n the final review 
process. 

Conservation measures suggested fo r consideration by the Governors i n 
ant ic ipat ion of the seriousness of the gasoline shortage, were included i n the 
message sent today. 

The objective of the actions taken by OEP and other concerned government 
agencies is to employ conservation measures as a realist ic and necessary 
ant idote to our mount ing energy deficiencies. 

Recognizing tha t th is is a long-term problem, prompt and deliberate at tent ion 
is also being paid to educating those officials i n industry, government, and the 
public-at-large of the many useful steps the Nat ion can take to conserve energy. 

Mr . Trent also included i n his let ter to the Goevrnors an OEP Survey of Fue l 
and Energy Problems for the Spring and Summer of 1973. This report indicated 
"symptoms" of shortages are already developing i n some areas of the U.S.i— 
wel l before the peak summer d r i v ing season. Some municipal i t ies have been 
unable to obtain or renew long-term contracts and several wholesale d ist r ibutors 
are reducing operating levels. The surplus of gasoline, on which the independent 
marketers base their operations, has already disappeared i n many areas of the 
country. This is evident i n the reported closings of service stations owned by 
independents, which comprise less than one percent of the 220,000 to ta l stations 
i n the Nation. OEP also anticipated a 7 percent increase i n demand for gasoline 
i n the months ahead over last summer's consumption level. 

Mr . Trends letter is one of a series of actions by the Federal Government i n 
support of President Nixon's Energy Message fo r 1973, designed to br ing home 
to officials at a l l levels of government and to the general public the seriousness 
of the U.S. shortage of energy, par t icu lar ly gasoline. 

E X E C U T I V E O F F I C E OF THE P R E S I D E N T , 
O F F I C E OF E M E R G E N C Y PREPAREDNESS, 

Washington, D.G. 
DEAR GOVERNOR : I am w r i t i n g to te l l you of our concern about t igh t gasoline 

supplies i n the coming weeks, and to offer my cooperation and tha t of the 
other agencies of the President's Jo in t Board on Fuel Supply and Fuel Trans-
port, i n your preparations for actions to lessen the impact of any such short-
ages tha t occur. 

As you know, the Jo in t Board monitors the fue l posture of the Nat ion 
and warns of diff icult ies tha t may develop in the d is t r ibu t ion of these v i t a l 
commodities. The Board also coordinates Federal efforts to assist the States 
i n meeting these problems. 

I am grate fu l fo r the very effective relationships established, dur ing the 
period of the fue l o i l shortages last winter , between the offices of many State 
Governors and the Regional F ie ld Boards, which also act on behalf of the 
Jo in t Board. These relationships were inst rumenta l i n keeping both the State 
and Federal Governments informed on the developing situation, and, in many 
instances, resulted i n coordinated efforts to resolve specific problems. I t rus t 
tha t these cooperative relationships wTill continue. 

Gasoline inventories are signif icantly below the levels of last year at th is 
t ime. Th is s i tuat ion wTill be more diff icult th is summer i n viewT of a projected 
5.4 percent increase i n demand. Our projections suggest tha t supplies w i l l be 
adequate for the country as a whole, but tha t spot shortages are l ike ly to 
develop i n some areas. I do not now anticipate, however, tha t rat ion ing by 
the Federal Government would be used this summer to deal w i t h the short-
ages of supply. 

I n the event of a serious localized shortage of gasoline, certain steps could 
be taken by the local author i t ies to mi t igate i ts impact. Some of these steps 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



358 

entai l allocations of fuel to ensure the continuation of essential services of a 
community. Others involve conservation measures which the gasoline user can 
be urged to adopt. Some State governments have already prepared or are pro-
posing legislat ion to take actions i n case of a gasoline supply emergency. There 
may be some States, however, tha t have not begun thei r p lanning and, hence, 
I am enclosing for your consideration, a l is t of possible gasoline conservation 
measures, prepared i n conjunction w i t h the Department of Transportat ion. 

As President N ixon noted i n his message to Congress on energy, a new 
Office of Energy Conservation is being established i n the Department of 
In ter io r to seek means of reducing demands for energy. Tha t office w i l l be 
work ing closely w i t h your State and local officials. 

I n closing, we wish to h ighl ight the activi t ies of the ten F ie ld Boards, which 
are the regional counterparts of the Joint Board. These exist ing F ie ld Boards, 
include representatives of a number of Federal agencies, and w i l l be monitor-
ing the on-going fue l situation, coordinat ing Federal actions, and work ing 
closely w i t h your representatives to assist them in dealing w i t h fuel problems 
occurr ing w i t h i n the State, so tha t essential fue l needs of a l l consumers can be 
met. 

The Fie ld Board i n your area w i l l keep you informed on the nat ional fue l 
and energy s i tuat ion as we approach the high demand period ahead. For your 
informat ion, a copy of the Survey of Fuel and Energy Problems fo r Spring 
and Summer, 1973, which was prepared by the Joint Board, is enclosed. 

Sincerely, 
D A R R E L L M . T R E N T , 

Acting Director. 

SUGGESTED M E A S U R E S FOR C O N S I D E R A T I O N BY S T A T E S IN E V E N T OF SERIOUS 
G A S O L I N E SHORTAGES 

There are a number of voluntary conservation measures that could be 
encouraged by the States. The fo l lowing are l isted as examples: 

1. I n i t i a te State-level TV, radio, and press announcements for conservation 
measures. 

2. Urge commuters to use mass t ransi t or f o r m car pools. (This can be 
encouraged by park ing restr ict ions on cars w i t h no passengers, suspending or 
reducing tol ls fo r f u l l cars, prov id ing express lanes fo r buses and car pools, 
and temporar i ly expanding ci ty t rans i t systems by placing addit ional buses 
or t ra ins i n service or by extending bus lines in to bui l t -up areas not regularly 
served.) 

3. Counsel motorists t o : 
a. Dr i ve at lower speeds on high-speed roadways. 
b. Increase the care and maintenance of the i r cars, and to dr ive conserva-

t ively. 
c. Avoid " jack rabb i t " starts. W i t h automatic transmission, accelerate 

gradual ly. W i t h manual transmission, get into high gear faster. 
d. Use brakes and not acceleration to keep car f rom ro l l ing back when 

stopped on a h i l l . 
e. Dr i ve at steady, moderate pace. 
f. T u r n off engine when stopped for more than a minute at l i f t bridges, 

t r a i n crossings, or i n stalled traffic. 
g. Keep engines properly tuned. 
h. Properly inf late a l l t ires. Under-inflated t ires waste fuel. 
i. Consider the necessity of every t r i p ; p lan t r ips to reduce excessive mile-

age and d r i v i ng ; l ighten cars by removing unnecessary weight f rom t runk and 
l im i t the use of a i r conditioners and other fuel-consuming accessories. 

j . Use the smaller of fami ly cars whenever a choice exists. 
4. Urge commercial truckers to carry max imum loads, to use the most direct 

routes and to tu rn off engines when wa i t ing in terminals or for periods of 
over a minute. 

5. Urge people to wa lk when going short distances. Encourage the use of 
bicycles by constructing bike lanes. (One out of every seven car t r ips covers 
less than a mile. F i f t y - four percent of a l l car t r ips are less than five miles.) 

6. Urge farmers w i t h pr ivate stocks of gasoline to guard against evaporation. 
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SURVEY OF FUEL AND ENERGY PROBLEMS 
FOR SPRING AND SUMMER 1973 

A. Summary Statement 

The P r e s i d e n t ' s J o i n t Board on Fue l Supply and Fue l Transpor t 
has ana lyzed f u e l and e l e c t r i c power supply and requ i rements throughout 
the U n i t e d S t a t e s f o r th e coming months. The J o i n t Board a n t i c i p a t e s 
t h a t s u p p l i e s o f n a t u r a l gas and g a s o l i n e w i l l be v e r y t i g h t i n the 
s p r i n g and summer. Fue l s u p p l i e s f o r e l e c t r i c u t i l i t i e s , however, 
a r e b e l i e v e d adequate . This m a r g i n a l s i t u a t i o n could be s e r i o u s l y 
aggravated by unforeseen i n c i d e n c e s , such as a major breakdown i n 
r e f i n e r y o p e r a t i o n s . 

E l e c t r i c power g e n e r a t i n g c a p a c i t y i s expected to be s u f f i c i e n t 
to meet expected demands over much of the N a t i o n t h i s summer, a l though 
some areas have m a r g i n a l r e s e r v e s . Whi le more g e n e r a t i n g c a p a c i t y 
i s a v a i l a b l e t h i s summer than l a s t , t h e r e s t i l l remain problems of 
d e l a y i n b r i n g i n g a d d i t i o n a l c a p a c i t y on l i n e . Delays i n some 
o f these a d d i t i o n s a re the r e s u l t o f c o n s t r u c t i o n , t e c h n i c a l , 
l i c e n s i n g , or env i ronmenta l problems. I t i s e s s e n t i a l t h a t problems 
r e s u l t i n g i n d e l a y be q u i c k l y r e s o l v e d so t h a t a l l a v a i l a b l e new 
p l a n t s can be brought on l i n e . 

N a t u r a l gas c u r t a i l m e n t s f o r s torage i n j e c t i o n purposes w i l l 
cont inue t h i s summer as i n the prev ious two summers. I t i s expected 
t h a t the c u r t a i l m e n t s w i l l equal or exceed the 555 b i l l i o n cubic f o o t 
l e v e l exper ienced dur ing the A p r i l 1 , 1972 through October 31 , 1972 
p e r i o d . 

Cur rent i n v e n t o r i e s of g a s o l i n e a re w e l l below normal l e v e l s 
f o r t h i s t ime o f y e a r , and i n a n t i c i p a t i o n o f a p r o j e c t e d 5 . 4 percent 
i n c r e a s e i n use i n 1973 over l a s t y e a r , the pe t ro leum i n d u s t r y has 
to produce g a s o l i n e a t a c o n s i s t e n t l y h ig h r a t e i f l o c a l i z e d shor tages 
a re to be avo ided . A l r e a d y the spot market on which surp lus 
g a s o l i n e i s n o r m a l l y s o l d , i n l a r g e p a r t t o the independent m a r k e t i n g 
i n d u s t r y , has d isappeared i n many areas of the N a t i o n . 

Reports have been r e c e i v e d from numbers of users t h a t they a r e 
having g r e a t d i f f i c u l t y o b t a i n i n g c o n t r a c t u a l s u p p l i e s of d i e s e l f u e l . 
D i e s e l f u e l s u p p l i e s a r e r e p o r t e d l y being a l l o c a t e d i n almost a l l 
p a r t s of the count ry and t o a l l c lasses of volume users I n many 
cases, however, the impact of the d i e s e l supply i s o f f s e t by g r e a t e r 
e f f i c i e n c i e s i n the use of d i e s e l i n t r a n s p o r t a t i o n o p e r a t i o n s . 
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I n f a c e of the i n c r e a s i n g l y t i g h t supply o f most f u e l s , the 
J o i n t Board i s u r g i n g programs o f c o n s e r v a t i o n of f u e l and e l e c t r i c 
power. The e r a o f energy abundance has passed. We must e x e r c i s e 
g r e a t ca re i n our use of energy, i f we a r e to cont inue to meet our 
goa ls o f c l e a n e r a i r and water w i t h o u t s u f f e r i n g c r i p p l i n g shortages 
o f f u e l and energy. The J o i n t Board i s c o o r d i n a t i n g a program o f 
energy c o n s e r v a t i o n , r e a c h i n g out i n t h r e e major d i r e c t i o n s : t o the 
g e n e r a l p u b l i c , to th e N a t i o n ' s i n d u s t r i e s and businesses, and t o the 
F e d e r a l , S t a t e and l o c a l government agencies* Conserva t ion o f 
g a s o l i n e t h i s spr ing and summer could a l l e v i a t e any shortages t h a t 
might occur . Conserva t ion o f e l e c t r i c power i s a lso urged, t o ease 
some of the pressure o f t i g h t f u e l supp l i es by decreas ing the amount 
used i n e l e c t r i c power g e n e r a t i o n and to cut down peak load demands. 

B. E l e c t r i c Power Supply S i t u a t i o n 

Current r e p o r t s on the e l e c t r i c power s i t u a t i o n i n d i c a t e t h a t the 
f o l l o w i n g areas have marg ina l c a p a c i t y reserves or a r e dependent upon 
r e l a t i v e l y new and immature u n i t s and could encounter d i f f i c u l t y i n 
meet ing summer peak demands* the V i r g i n i a - C a r o l i n a s a r e a ; p e n i n s u l a r 
F l o r i d a ; the Mid-America I n t e r p o o l Network (MAIN) a rea which covers 
I l l i n o i s , the e a s t e r n p a r t of Wisconsin , the Upper Peninsula of 
M ich igan , and the n o r t h e a s t e r n p a r t of M i s s o u r i ; and the Northwest Power 
Pool a rea of Oregon and Washington. The source of the d i f f i c u l t y i n 
the P a c i f i c Northwest i s the smal l s i z e of the w i n t e r snowpack t h a t 
w i l l a d v e r s e l y a f f e c t t h a t predominant ly h y d r o e l e c t r i c a rea dur ing the 
summer and the f o l l o w i n g w i n t e r . 

At the beg inn ing of the summer, t o t a l g e n e r a t i n g c a p a c i t y i n the 
contiguous Un i ted S ta tes i s expected to be some 399 ,000 megawatts, 
compared t o about 371 ,000 megawatts a t the same t ime l a s t y e a r . 

Th is f i g u r e inc ludes 14 ,863 megawatts, or 3 . 7 percent of t o t a l 
i n s t a l l e d c a p a c i t y , prov ided by 29 n u c l e a r u n i t s . Th is c a p a c i t y l e v e l 
inc ludes some u n i t s which have r e c e i v e d o p e r a t i n g l i c e n s e s but which 
a r e not a v a i l a b l e f o r f u l l load o p e r a t i o n due t o l i m i t a t i o n s imposed 
by env i ronmenta l c o n s i d e r a t i o n s , l i c e n s e r e s t r i c t i o n s , or t e c h n i c a l 
problems. The major problem i n a s s u r i n g a d d i t i o n a l g e n e r a t i n g 
c a p a c i t y i s the de lay i n complet ion of e l e c t r i c g e n e r a t i n g u n i t s 
and h i g h - v o l t a g e t ransmiss ion l i n e s . 

A t o t a l of 35 s t e a m - e l e c t r i c g e n e r a t i o n u n i t s of 300 megawatts 
or l a r g e r s i z e , o r i g i n a l l y scheduled to be i n s e r v i c e by the summer 
of 1973, w i l l be delayed beyond t h a t t i m e . These 35 u n i t s r e p r e s e n t 
30 ,014 megawatts, and inc lude 30 n u c l e a r - f u e l e d u n i t s t o t a l l i n g 
27 ,389 megawatts and f i v e f o s s i l - f u e l e d u n i t s t o t a l l i n g 2 , 6 2 5 megawatts. 
Two of the e i g h t Regional E l e c t r i c R e l i a b i l i t y Counci ls accounted fo r 
almost h a l f of the t o t a l de layed c a p a c i t y . The M i d - A t l a n t i c Area 
Coord ina t ion Agreement (MAAC), which inc ludes systems i n a l l or p a r t s 
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of t h e S t a t e s o f P e n n s y l v a n i a , New J e r s e y , D e l a w a r e , M a r y l a n d , V i r g i n i a , 
and the D i s t r i c t o f Co lumbia , r e p o r t s c o n s t r u c t i o n d e l a y s o f seven 
n u c l e a r u n i t s t o t a l l i n g 7 , 1 2 7 megawat ts . The S o u t h e a s t e r n E l e c t r i c 
R e l i a b i l i t y C o u n c i l (SERC), w h i c h i n c l u d e s systems i n a l l or p a r t s 
o f the S t a t e s o f F l o r i d a , G e o r g i a , A labama, South C a r o l i n a , N o r t h 
C a r o l i n a , T e n n e s s e e , M i s s i s s i p p i , K e n t u c k y , V i r g i n i a and West 
V i r g i n i a , r e p o r t s c o n s t r u c t i o n d e l a y s o f n i n e n u c l e a r u n i t s t o t a l l i n g 
7 , 7 9 3 m e g a w a t t s . 

V i r t u a l l y a l l n u c l e a r u n i t s c o n t i n u e t o s u f f e r s e r i o u s d e l a y s i n 
coming i n t o o p e r a t i o n . O f 29 new n u c l e a r u n i t s w h i c h had been s c h e d u l e d 
t o be i n commerc ia l o p e r a t i o n d u r i n g t h e summer 1972 season , a t l e a s t 
15 a r e s t i l l s u f f i c i e n t l y d e l a y e d t h a t t h e y a r e no t e x p e c t e d t o be i n 
s e r v i c e b e f o r e August 1973 . F o u r t e e n new n u c l e a r u n i t s , t o t a l l i n g 
1 0 , 6 6 8 megawat ts , none o f w h i c h were a v a i l a b l e i n June 1972 , have been 
schedu led t o be a v a i l a b l e f o r power g e n e r a t i o n i n summer 1973 . 

Many f o s s i l - f u e l e d s t e a m - e l e c t r i c u n i t s a r e a l s o d e l a y e d i n m e e t i n g 
e x p e c t e d s c h e d u l e s , and s i g n i f i c a n t d e l a y s a r e b e i n g e x p e r i e n c e d i n 
o p e r a t i o n o f h y d r o e l e c t r i c p r o j e c t s and t r a n s m i s s i o n c i r c u i t s . I f 
e l e c t r i c power f a c i l i t i e s a r e t o be a d e q u a t e t o meet demand i n t h e 
n e x t s e v e r a l y e a r s , t h e problems l e a d i n g t o such d e l a y s must be 
r e s o l v e d as q u i c k l y as p o s s i b l e . 

W i t h r e g a r d t o f u e l s d e l i v e r e d t o e l e c t r i c power p l a n t s i n t h e 
t h i r d q u a r t e r o f 1 9 7 2 , 5 2 . 6 p e r c e n t of t h e h e a t i n g v a l u e was p r o v i d e d 
by c o a l , 30 .A p e r c e n t by g a s , and 1 7 . 0 p e r c e n t by o i l . For t h e t h i r d 
q u a r t e r , t h i s r e q u i r e d d e l i v e r y t o s t e a m - e l e c t r i c p l a n t s o f 9 2 . 3 m i l l i o n 
tons o f c o a l , 1 1 1 . 4 m i l l i o n b a r r e l s o f o i l , and 1 . 1 7 t r i l l i o n c u b i c 
f e e t o f gas . I n g e n e r a l , d e l i v e r i e s o f c o a l i n t h e t h i r d q u a r t e r were 
1 0 . 8 p e r c e n t over t h e q u a n t i t i e s consumed d u r i n g t h e same p e r i o d l a s t 
y e a r , compared t o l a r g e i n c r e a s e s i n t h e d e l i v e r i e s o f o i l , and a 
s u b s t a n t i a l d e c l i n e i n t h e use o f n a t u r a l gas by e l e c t r i c u t i l i t i e s . 
Of the c o a l c u r r e n t l y d e l i v e r e d t o steam p l a n t s , l e s s t h a n 6 p e r c e n t 
c o u l d meet t h e s t a n d a r d o f p e r f o r m a n c e s e t f o r new f o s s i l - f i r e d 
steam g e n e r a t o r s . T h i s e x p l a i n s t h e tendency t o use o i l i n f o s s i l -
f i r e d p l a n t s , as a consequence o f t h e d e c r e a s i n g s u p p l y of n a t u r a l 
gas and o f moves t o r e s t r i c t i t s i n e f f i c i e n t use as a b o i l e r f u e l f o r 
e l e c t r i c power g e n e r a t i o n . 

C. F u e l Supply S i t u a t i o n 

Except f o r p o s s i b l e s h o r t a g e s i n some l o c a l i z e d a r e a s , f u e l s u p p l y 
f o r e l e c t r i c power g e n e r a t i o n a p p e a r s g e n e r a l l y a d e q u a t e f o r the s p r i n g 
and summer months b a r r i n g s e r i o u s i n t e r r u p t i o n s i n f u e l p r o d u c t i o n or 
t r a n s p o r t a t i o n . For uses o t h e r t h a n e l e c t r i c power g e n e r a t i o n , s u p p l i e s 
of some f u e l s may be e x t r e m e l y t i g h t and may r e q u i r e cu tbacks i n use o f 
these f u e l s i n o r d e r t o meet e s s e n t i a l needs. 

96-183 O - 78 - 24 
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Weather throughout the N a t i o n t h i s past w i n t e r , w h i l e c o l d e r 
than the p rev ious y e a r , remained warmer than the 30 year normal . 
The co ld e a r l y w i n t e r was o f f s e t , i n most of the N a t i o n , by a warmer 
than normal p e r i o d i n e a r l y 1973. 

1. Coal 

The weekly r a t e of p roduc t ion of coal i n 1973 has been 
c lose t o t h a t i n 1972, averag ing about 11 m i l l i o n tons. This i s 
c o n s i d e r a b l y below the 13 m i l l i o n tons reached on a number of 
occasions i n 1971 b e f o r e the 44-day work stoppage i n the l a t t e r 
p a r t of t h a t y e a r . The lower p roduc t ion r a t e f o r coa l t h i s year 
may be a t t r i b u t e d t o s e v e r a l f a c t o r s : ( 1 ) d e c l i n e i n p r o d u c t i v i t y 
i n underground mines, r e p o r t e d t o r e s u l t from compliance w i t h 
h e a l t h and s a f e t y r e g u l a t i o n s ; ( 2 ) the c losure of many smal l mines 
unable to comply w i t h the mine h e a l t h and s a f e t y r e g u l a t i o n s ; 
( 3 ) the c l o s u r e of mines producing h i g h - s u l f u r coa l t h a t cannot 
meet f u e l q u a l i t y standards i n t h e i r normal marke t ing a r e a s ; and 
( 4 ) the c l o s u r e of some h i g h - c o s t mines f o r economic reasons. The 
cur ren t p r o d u c t i o n r a t e of steam coa l i s s u f f i c i e n t , however, t o 
meet c u r r e n t requ i rements , b a r r i n g lengthy i n t e r r u p t i o n s to the 
min ing or t r a n s p o r t a t i o n of c o a l . About 60 percent of coal 
p r o d u c t i o n i s u t i l i z e d by the e l e c t r i c u t i l i t y i n d u s t r y . 
Requirements of coal f o r e l e c t r i c power a r e expected t o inc rease 
4 percent i n 1973, to approx imate ly 362 m i l l i o n tons . New c o a l -
f i r e d e l e c t r i c power p l a n t s coining on l i n e t h i s year have ded ica ted 
mining c a p a c i t y to supply them c o a l . 

A l though steam coa l supply i s adequate to meet c u r r e n t 
requ i rements , the supply o f m e t a l l u r g i c a l c o a l , p a r t i c u l a r l y i n the 
low and medium grades, i s t i g h t . These l o w - v o l a t i l e coa ls a re mined 
only i n a l i m i t e d number of areas and a r e necessary to the p roduc t ion 
of m e t a l l u r g i c a l coke, used i n b l a s t furnaces and f o u n d r i e s , as an 
e s s e n t i a l i n g r e d i e n t i n coking c o a l . Approx imate ly h a l f of the U. S. 
l o w - v o l a t i l e c o a l p roduct ion i s used d o m e s t i c a l l y by the i r o n and s t e e l 
i n d u s t r y , and the remainder i s expor ted . Al though supply of m e t a l l u r g i c a l 
coa l i s t i g h t , domestic requi rements and f o r e i g n commitments dur ing the 
spr ing and summer months should be met. The supply o f m e t a l l u r g i c a l 
coke, an e s s e n t i a l f u e l i n b l a s t furnace o p e r a t i o n s , may be a ser ious 
problem. E x i s t i n g coke ovens c u r r e n t l y a re o p e r a t i n g a t maximum 
product ion r a t e s , but output i s not s u f f i c i e n t to meet growing demand 
i n some a r e a s . Some s t e e l companies, f o r example, a r e seeking coke 
abroad. Fac tors r e s t r i c t i n g the adequate supply of coke inc lude h igh 
s t e e l demand, new s t e e l - m a k i n g techniques r e q u i r i n g more coke, env i ronmenta l 
r e g u l a t i o n s impact ing on coke oven o p e r a t i o n , and the poor c o n d i t i o n of 
the coke ovens. Coking c o a l requi rements f o r 1973 a re expected to reach 
90 m i l l i o n tons, 4 m i l l i o n tons above the 1972 l e v e l . 

2 . N a t u r a l Gas 

N a t u r a l gas supp l i es w i l l cont inue very t i g h t , p a r t i c u l a r l y 
i n the Southeast , East Coast , Midwest, and Southwest sec t ions of the 
c o u n t r y . This past w i n t e t saw_the h i g h e s t l e v e l of c u r t a i l m e n t s of 
p i p e l i n e d e l i v e r y y e t e x p e r i e n c e d . D e c l i n i n g f i e l d d e l i v e r a b i l i t y and 
the i n a b i l i t y to c o n t r a c t f o r new s u p p l i e s were expected t o 
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r e s u l t i n c u r t a i l e d volumes of 564 .5 b i l l i o n cubic f e e t d u r i n g the 
per iod from November 1972 through March 1973. These c u r t a i l m e n t 
l e v e l s a re somewhat g r e a t e r than those p r o j e c t e d e a r l i e r i n the 
y e a r , and compare w i t h c u r t a i l e d volumes of 236 .5 b i l l i o n cubic f e e t 
for the same p e r i o d l a s t year., 

Gas t h i s summer w i l l not be f r e e l y a v a i l a b l e f o r a l l uses by 
l a r g e i n d u s t r i e s . As of March 1, 1973, n i n e major p i p e l i n e companies 
were e x p e r i e n c i n g major c u r t a i l m e n t s i n the d e l i v e r y of gas, due to 
d e c l i n i n g supp l i es o f gas a v a i l a b l e f o r t r a n s p o r t . The companies 
a r e : Algonquin Gas Transmiss ion Company, s e r v i n g sec t ions of 
New England; A r k a n s a s - L o u i s i a n a Gas Company, s e r v i n g p a r t s of L o u i s i a n a , 
Arkansas, Texas and Oklahoma; the southern d i v i s i o n of El Paso N a t u r a l 
Gas Company, s e r v i n g markets i n New Mexico, Texas, A r i z o n a , Nevada, and 
southern C a l i f o r n i a ; M i s s i s s i p p i R iver Transmission C o r p o r a t i o n , s e r v i n g 
the S t . Louis and M i s s i s s i p p i R iver V a l l e y a r e a ; Panhandle E a s t e r n Pipe 
L i n e Company, s e r v i n g the m i d - c o n t i n e n t a r e a ; Texas Eas te rn Transmiss ion 
C o r p o r a t i o n , s e r v i n g the N o r t h e a s t ; T r a n s c o n t i n e n t a l Gas Pipe L i n e 
C o r p o r a t i o n , s e r v i n g the East Coast and n o r t h e a s t e r n a r e a s ; T r u n k l i n e 
Gas Company, s e r v i n g the upper Midwest; and U n i t e d Gas Pipe L i n e 
Company, s e r v i n g the Southeast r e g i o n o f the c o u n t r y . Through i t s 
f i v e p i p e l i n e customers, U n i t e d Gas Pipe L i n e Company, which r e p o r t e d 
c u r t a i l m e n t s of 25 percent of p i p e l i n e d e l i v e r y , a f f e c t s the supply 
of the twenty s t a t e r e g i o n east of the M i s s i s s i p p i R i v e r . The p i p e l i n e 
companies w i l l be updat ing t h e i r p r o j e c t i o n s o f gas supp l i es and 
requ i rements f o r t h i s summer a t the end of A p r i l . 

Desp i te the co lder than normal e a r l y w i n t e r season, w i t h c a r e f u l 
management o f s torage balances and peak-shav ing f u e l s , gas u t i l i t i e s 
were a b l e to meet th e c r i t i c a l needs of the h e a t i n g season. Dur ing 
the summer, p i p e l i n e companies w i l l cont inue t h e i r c u r t a i l m e n t programs. 
D e l i v e r i e s of i n t e r r u p t i b l e gas probably w i l l not be any g r e a t e r t h i s 
summer than l a s t w i n t e r . I n some cases, i n t e r r u p t i b l e gas d e l i v e r i e s 
w i l l be f u r t h e r reduced as p i p e l i n e and d i s t r i b u t i o n companies 
i n c r e a s i n g l y i n j e c t summer v a l l e y gas i n t o s to rage t o meet w i n t e r 
demands. 

P r i o r i t i e s of d e l i v e r i e s o f gas dur ing per iods of c u r t a i l m e n t 
by p i p e l i n e companies under F e d e r a l Power Commission j u r i s d i c t i o n were 
issued i n Order No. 467 of the Commission on January 8, 1973. This 
order and subsequent r e v i s i o n s se t f o r t h g u i d e l i n e s for development 
of c o n s i s t e n t c u r t a i l m e n t p lans f o r p i p e l i n e companies. The a c t i o n s 
of the Commission have begun the t r e n d away from use of n a t u r a l 
gas as a l a r g e volume b o i l e r f u e l , when a l t e r n a t e f u e l s can be used. 
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3 . Pet ro leum 

W i t h r e g a r d to pet ro leum, se r ious problems i n o b t a i n i n g 
adequate supply o f some products may be exper ienced d u r i n g the 
s p r i n g and summer months. The d i s t i l l a t e problem which was expected 
a t the end of the w i n t e r d i d not occur as a r e s u l t o f warmer than 
normal w e a t h e r . The p r i n c i p a l a r e a of concern t h i s summer i s 
g a s o l i n e , w i t h d i s t i l l a t e b u i l d u p a c r i t i c a l f a c t o r d u r i n g the 
warmer months. 

As long as import f l o w cont inues unimpeded, no problems 
i n r e s i d u a l f u e l supply a r e a n t i c i p a t e d * Res idua l f u e l demand f o r 
1973 i s expected to r u n about 2 . 8 m i l l i o n b a r r e l s per day, approx imate ly 
t e n percent above 1972 l e v e l s . P o t e n t i a l s t i l l e x i s t s f o r problems 
i n o b t a i n i n g s u f f i c i e n t l o w - s u l f u r r e s i d u a l f u e l o i l to meet b o t h 
demand and env i ronmenta l s tandards . 

Low i n v e n t o r y l e v e l s i n g a s o l i n e w i l l probably r e s u l t i n 
d i s t r i b u t i o n problems i n some areas o f the N a t i o n , c r e a t i n g l o c a l i z e d 
shor tages . The i n v e n t o r y l e v e l a t the end o f the f i r s t q u a r t e r of 
1973, as shown i n F i g u r e 1, i s lower than f o r any comparable p e r i o d 
s ince 1968, even though 1973 demand i s f o r e c a s t to be almost 28 percent 
h igher than i n 1968. 

A l ready t h i s y e a r , the independent g a s o l i n e m a r k e t e r s , 
many of whom base t h e i r o p e r a t i o n s to a c o n s i d e r a b l e e x t e n t on the 
a v a i l a b i l i t y o f l o w e r - c o s t g a s o l i n e on t h e spot market , a r e f i n d i n g 
i t i n c r e a s i n g l y d i f f i c u l t t o o b t a i n adequate s u p p l i e s . Reports of 
independent g a s o l i n e s t a t i o n s c l o s i n g down have been r e c e i v e d from 
a l l s e c t i o n s o f the c o u n t r y . Commercial consumers of g a s o l i n e who 
a r e on l o n g - t e r m d iscount c o n t r a c t s f o r supply w i t h producers or 
d i s t r i b u t o r s a r e be ing p laced on a l l o c a t i o n s , or h e l d t o prev ious 
y e a r ' s l e v e l . Many commercial accounts a r e hav ing d i f f i c u l t y i n 
f i n d i n g b ids f o r c o n t r a c t s as they e x p i r e and have been f o r c e d 
to s h o r t - t e r m supply arrangments a t h igher p r i c e s . O f t e n , r u r a l 
areas a re served p r i m a r i l y by independent m a r k e t e r s ; t h e r e f o r e , 
i t i s l i k e l y t h a t the d i r e c t impact of th e t i g h t n e s s o f the spot 
g a s o l i n e market w i l l be most a c u t e l y f e l t i n those a r e a s . 

The l e v e l to which stocks of g a s o l i n e can f a l l w i t h o u t 
causing problems o f major d i s l o c a t i o n i s d i f f i c u l t to assess. I f 
the present r a t e of g a s o l i n e i n v e n t o r y drawdown cont inues , a d i f f i c u l t 
s tock p o s i t i o n may be reached b e f o r e the h e a v i e s t demand p e r i o d 
of the t h i r d q u a r t e r , when demand i s expected to reach a new h i g h 
of over seven m i l l i o n b a r r e l s per day. Whi le shortages may occur 
i n some areas of the N a t i o n , these a re not expected to be of a 
s e v e r i t y to w a r r a n t r a t i o n i n g by the F e d e r a l Government. 
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I n s p i t e of the f a c t t h a t i n v e n t o r i e s of d i s t i l l a t e o i l s , 
i n c l u d i n g d i e s e l , a r e above l a s t y e a r ' s l e v e l f o r t h i s t ime (see 
P i g u r e 2 ) , c o n t i n u i n g compla ints a r e be ing r e c e i v e d from those 
a t t e m p t i n g t o secure c o n t r a c t supp l i es e i t h e r f o r r e s a l e or f o r 
d i r e c t consumption. I n these cases, d isagreements over p r i c e seem 
t o be a common f a c t o r . Now t h a t the h e a t i n g season has ended, more 
d i e s e l f u e l should be a v a i l a b l e from d i s t i l l a t e p r o d u c t i o n . 

At the c u r r e n t t i m e , d i f f i c u l t i e s i n c o n t r a c t i n g f o r supply 
of d i e s e l f u e l a r e f r e q u e n t l y r e p o r t e d i n the Midwest , a l t h o u g h some 
problems a r e being exper ienced i n the East and West. A t i g h t n e s s 
i n d i e s e l f u e l supply i s be ing exper ienced by sur face c a r r i e r s of 
a l l types: motor f r e i g h t c a r r i e r s east and west of the Rockies; 
r a i l r o a d s i n the East and Midwest; and i n l a n d waterways on the 
M i s s i s s i p p i and Ohio R i v e r s . I n many cases , systems have been 
n o t i f i e d t h a t they may expect cutbacks i n t h e i r f u e l c o n t r a c t s , 
some to t h e i r 1972 l e v e l s , and o thers to a g i v e n percent of t h e i r 
cur rent c o n t r a c t . Those companies t h a t bought f u e l s w i t h o u t a w r i t t e n 
c o n t r a c t a r e f i n d i n g i t d i f f i c u l t , i n many cases, t o o b t a i n s u p p l i e s . 
Some d i f f i c u l t y i n o b t a i n i n g d i e s e l f u e l f o r marine purposes has 
a l s o been r e p o r t e d a t c o a s t a l p o r t s . 

Adequate d i e s e l f u e l f o r farming i s a l s o of concern t h i s 
spr ing and summer. The h i g h wate r content of the s o i l t h i s - s p r i n g 
has r e s u l t e d i n de layed p r e p a r a t i o n of f i e l d s f o r p l a n t i n g . About 
12 percent more acreage i s des ignated f o r crop p roduc t ion t h i s 
season. Because of poor weather Condi t ions l a s t f a l l , much f i e l d 
work was postponed u n t i l the s p r i n g . Th is work w i l l be done w i t h 
l a r g e t r a c t o r s , many of which a re l a r g e consumers of d i e s e l f u e l . 
Fue l needs f o r farming i n 1973 a r e es t imated t o be 2 . 5 b i l l i o n g a l l o n s 
of d i e s e l f u e l and A b i l l i o n g a l l o n s of g a s o l i n e . Farm f u e l demands 
peak sharp ly dur ing s p r i n g and e a r l y summer. 

O v e r a l l , demand f o r d i s t i l l a t e f o r 1973 i s es t imated t o be 
5 . 8 percent g r e a t e r than 1972. H i s t o r i c a l l y , p r o d u c t i o n and i n v e n t o r i e s 
of d i e s e l f u e l exceed demand dur ing the s p r i n g and summer. Th is i s 
the t ime f o r bu i ldup of a l l d i s t i l l a t e i n v e n t o r i e s f o r the w i n t e r . 
T r a n s p o r t a t i o n use of d i e s e l , f o r example, which c o n s t i t u t e s only 
about 30 percent of t o t a l d i s t i l l a t e use, inc reases between A p r i l 
and August, and i s expected to peak i n October . 

Wi th respec t t o r e f i n e r y o p e r a t i o n s , Canadian c o n t r o l s on 
crude e x p o r t s , f i r s t imposed i n March of 1973, have not posed any 
s i g n i f i c a n t problems thus f a r . Current t i g h t n e s s i n a v a i l a b i l i t y of 
"sweet" crude i s r e p o r t e d to be a major cause of domestic r e f i n e r i e s ' 
d i f f i c u l t i e s i n o p e r a t i n g nearer t h e i r r a t e d c a p a c i t y . A l s o , a c c i d e n t s 
and breakdowns i n s e v e r a l r e f i n e r i e s have been r e p o r t e d . 
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D. C o n c l u s i o n 

S h o r t f a l l s i n s u p p l y o f any f u e l o r i n n u c l e a r g e n e r a t i n g 
c a p a c i t y must l e a d t o r e q u i r e m e n t s f o r a l t e r n a t e f u e l s , p r i m a r i l y 
l o w - s u l f u r o i l . When c o a l can no l o n g e r be bu rned due t o e n v i r o n m e n t a l 
r e g u l a t i o n s , r e s i d u a l o i l i s f r e q u e n t l y used. When n a t u r a l gas 
d e l i v e r i e s a r e i n t e r r u p t e d , e i t h e r r e s i d u a l f u e l o i l o r c o a l i s o f t e n 
s u b s t i t u t e d i n l a r g e vo lume b o i l e r f u e l a p p l i c a t i o n s b u t f o r s m a l l e r 
s p e c i a l i z e d uses l i q u i f i e d p e t r o l e u m gases (LPG) o r l i g h t e r o i l s a r e 
o f t e n r e q u i r e d . The a d d i t i o n a l gas t u r b i n e c a p a c i t y i n s t a l l e d t o 
meet peak l o a d r e q u i r e m e n t s on many e l e c t r i c u t i l i t y sys tems uses 
e i t h e r gas o r d i s t i l l a t e o i l . 

The a d d i t i o n a l c o n s t r a i n t s on f u e l use r e s u l t i n g f r o m 
e n v i r o n m e n t a l r e g u l a t i o n s i n c r e a s e t h e t r e n d t o use l i g h t e r , c l e a n e r 
o i l s i n p l a c e o f t h e h e a v i e r o i l s . I n t h i s r e g a r d , i n h i s message 
t o t h e Congress on e n e r g y , P r e s i d e n t N i x o n s p e c i f i c a l l y asked t h a t 
t h e N a t i o n n o t move i n a p r e c i p i t o u s way t o w a r d m e e t i n g t h e seconda ry 
a i r q u a l i t y s t a n d a r d s , w h i l e w e c o n t i n u e o u r c a r e f u l e f f o r t s t o 
meet t h e p r i m a r y , h e a l t h - r e l a t e d s t a n d a r d s . 

I n summary, t h e p r e s s u r e s o f t h e f u e l s h o r t a g e , t h e d e l a y s 
i n n u c l e a r g e n e r a t i n g p l a n t s b e i n g r e a d y f o r o p e r a t i o n , and t h e impac t 
o f e n v i r o n m e n t a l s t a n d a r d s r e s u l t i n an expanded r e q u i r e m e n t t o i m p o r t 
more o f ou r e n e r g y . Under t h e new l i c e n s e - f e e sys tem f o r i m p o r t s , t h e 
f l e x i b i l i t y i s a v a i l a b l e , t o d e a l q u i c k l y and e f f i c i e n t l y w i t h our i m p o r t 
r e q u i r e m e n t s . O b t a i n i n g a d d i t i o n a l i m p o r t s , howeve r , m i g h t p r o v e a 
p r o b l e m , g i v e n t h e t i g h t e n i n g s u p p l y o f " s w e e t " c rude i n t h e w o r l d . 

C o n s e r v a t i o n o f f u e l and ene rgy i s o f c r i t i c a l i m p o r t a n c e , 
p a r t i c u l a r l y w i t h r e g a r d t o d e c r e a s i n g consump t i on o f g a s o l i n e . 

P r e p a r e d By: 

O f f i c e o f Emergency P repa redness 
Government P repa redness O f f i c e 
A p r i l 2 6 , 1973 
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Senator M C I N T Y R E . Y O U are par t of the team that is working; w i t h 
the Secretary to b r ing out this allocation program, are you not ? 

M r . T R E N T . Y e s , s i r . 
Senator M C I N T Y R E . One th ing I want to ask you, i t is my under-

standing that the Office of Emergency Preparedness is to be abolished 
at the end of this month and its functions w i l l be placed around 
several agencies. Does this mean that O E P w i l l no longer have any 
role to play w i t h regard to the petroleum industry and its present 
shortage ? 

M r . T R E N T . I t is my understanding that the o i l and energy staff, or 
at least a par t of i t , has already been moved to the Department of the 
Treasury. The Department of the In ter ior w i l l continue to funct ion 
as a par t of the team. The functions which relate to the Defense Pro-
duction Ac t which provides addit ional author i ty which can be used 
depending on the relationship of any shortages that might arise to 
the defense side of the sector w i l l continue and be transferred to the 
General Services Administ rat ion. 

There w i l l be a cont inuing operation of the Jo in t Board i n the f ield 
which w i l l supply in format ion on ind iv idua l station closings or situa-
tions that develop on a State-by-State basis. The way the operation is 
proceeding at this t ime i n act ivat ing the regional jo in t boards which 
funct ion under the chairmanship of my ind iv idua l directors, i t is cur-
rent ly envisioned that they w i l l continue and w i l l work very closely 
w i t h the State governments and the Governors of the ind iv idua l 
States to provide in format ion and support so that an integrated pro-
gram can be carried forward. 

Senator M C I N T Y R E . Where am I going to f ind the Jo int Board on 
Fuel Supply and Fuel Transport after the end of this month? 

M r . T R E N T . The chairmanship of the Jo in t Board would continue 
w i t h the head of the Office of Emergency Preparedness i n the General 
Services Admin is t ra t ion and w i l l work continually on a very close 
basis w i t h the experts i n the Department of the Inter ior . 

Senator M C I N T Y R E . Over at the GSA? 
M r . T R E N T . Y e s , s i r . 
Senator M C I N T Y R E . Thank you very much fo r your testimony here 

this morning. 
M r . T R E N T . Thank you, M r . Chairman. 
Senator M C I N T Y R E . We w i l l call as our next witness Jerry S. 

Cohen and M r . Charles Binsted, representing the Nat ional Congress 
of Petroleum Retailers. 

We are glad to welcome you here this morning before the com-
mittee. 

' S T A T E M E N T OF J E R R Y S. C O H E N A N D C H A R L E S B I N S T E D , 

N A T I O N A L CONGRESS OF P E T R O L E U M R E T A I L E R S , ACCOM-

P A N I E D B Y J O H N H E M M E R I C K , E X E C U T I V E D I R E C T O R 

Mr . B I N S T E D . M r . Chairman, we have a short statement and we w i l l 
respond to questions. 

I am Charles Binsted, president of the Nat ional Congress of Petro-
leum Retailers. We represent the branded dealers in the Uni ted States 
and Puerto Rico. 
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Jer ry Cohen is our general counsel and John Hemmerick on my 
lef t is our executive director. 

Senator M C I N T Y R E . A re these independent dealers? 
Mr . B I N S T E D . We call them independents in quotes. We are lessee 

dealers of the major oi l companies pr imar i l y on relatively short-
term leases, 6 months to I th ink 3 years you w i l l find is a long-term 
lease. 

Senator J O H N S T O N . Wha t does that mean ? 
Mr . B I N S T E D . T O explain i t briefly, we are the service station 

dealers that fly the major brand flags. 
Most of us lease our property f rom the major o i l companies. 
Senator J O H N S T O N . I t is l ike Gu l f or Exxon, most of those are rep-

resented by you ? 
Mr . B I N S T E D . That is r ight . 
Senator J O H N S T O N . A n d a few of those stations are owned directly 

by the majors ? 
Mr . B I N S T E D . A fewT of them are owned directly by the majors and 

operated by the majors and we w i l l deal w i th the "forward integra-
t ion in our statement, sir. 

Senator J O H N S T O N . O K . 
Senator M C I N T Y R E . W i l l you te l l us how many members you have 

got. 
Mr . B I N S T E D . Approximately 60,000, sir. 
Senator M C I N T Y R E . A l l r ight , sir. Go r ight ahead. 
Mr . B I N S T E D . Crucial changes have occurred in the past few months 

in the ref ining and market ing of gasoline which w i l l have profound 
effects on the consumer motorist. The effect w i l l be higher and higher 
prices at less and less service stations as competition at retai l comes 
under the complete control of the major petroleum companies. 

Pr io r to that t ime the "incremental barrel" at the refinery level 
had governed the practices of the major producers of gasoline. In -
cremental barrel economics is now dead. The major producers and 
refiners instead are moving downstream to retai l ing as a source of 
profi t rather than seeking their profits p r imar i l y at the producing 
and refining level. 

Jerry asked me to give you a short explanation of the incremental 
barrel. I guess Ave a l l feel that everyone i n the industry understands 
i t . I t is the surplus, of course, of products that has been on the market 
i n past years that has been available to the private brand types i n the 
industry. 

Senator M C I N T Y R E . The excess supply ? 
M r . B I N S T E D . Y e s , s i r . 
M r . C O H E N . I might just add to that, Senator, i n terms of the 

economics, and I hasten to add and you w i l l soon learn I am not an 
economist, but the economics of refinery, as we understand i t , for 
instance is that the first 12 or 13 or 14 hours that the refinery runs, 
the barrel is costing, say, $1.50 or $2 a barrel to refine i t , but then at 
that point the cost begins to drop because of the economics of main-
ta in ing the refinery at a f u l l capacity on a 24-hour cycle. 

So, the last 8 hours are a much cheaper barrel. 
I t does not cost as much money to refine that barrel as i t does the 

barrels the first 12 to 14 hours i t runs. I t is that cheap barrel on the 
market that has caused a lot of the pr ic ing problems in the past. 
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I n other words, the refineries needed someone to take that surplus 
and cheap barrel off their hands i n order to keep the refinery running. 

That barrel was available to wholesalers, i t was available to some 
jobbers. 

That is what we refer to as the incremental barrel the surplus and 
cheaper barrel of gasoline. 

M r . B I N S T E D . I m igh t add at this point that M r . Cohen, before 
going into pr ivate practice, was general counsel fo r the Senate An t i -
t rust and Monopoly Subcommittee, and i n that capacity had a good 
deal of experience i n petroleum market ing hearings. 

M r . C O H E N . B u t not answering questions. 
M r . B I N S T E D . Th is change i n concept is producing an upheaval i n 

the market ing of gasoline. 
Among other things i t means the fo l low ing : F i rs t , the independent 

nonbrand distr ibutor and dealer is no longer needed as he was i n the 
past to take the surplus cheap incremental barrels f rom the refiners. 
Second, jobbers, both branded and unbranded, are expendable. Th i rd , 
refiners are integrat ing fo rward into the retai l market by two meth-
ods, secondary branding and self-operation of the choicest stations. 

The result, of course, w i l l be to extend the shared monopoly which 
the majors now have at the producing and refining levels into the 
reta i l ing of gasoline. They w i l l completely control the price of gaso-
l ine f r om wellhead to nozzle. I n the past, the only price competit ion 
has been at the retai l end, between dealers 

B y secondary branding, we mean that you w i l l find many of the 
major producer-refiners that have their own brand of product also 
have a secondary brand. 

Exxon, fo r example, has A le r t that is moving into this area. 
Senator J O H N S T O N . Wha t is the reason fo r that? 
M r . B I N S T E D . Our statement w i l l indicate, I believe, sir, that they 

want to move into a l l segments of the market. I f they are i n the sec-
ondary branding market, they are competing direct ly w i t h the inde-
pendent pr ivate branders. 

Also, as we have indicated here, i f they are operating their own 
stations on a commission or a company-operated brand, they are i n 
competit ion w i t h their own branded dealer. 

B y this method they are or can exercise price control throughout 
the market. 

Senator J O H N S T O N . I n other words, rather than b id and operate a l l 
their own stations, they want to go to, say, A le r t to give a lower price 
than the regular Exxon station? 

Mr . B I N S T E D . Th is would be correct. Th is would be my interpreta-
t ion of i t . Yes, sir. You see, we are captive as fa r as prices are con-
cerned. We buy f rom our branded supplier and we buy at a tank 
wagon price that is established by that supplier. 

We have no other market to t u r n to. 
Senator M C I N T Y R E . I am glad you got that anti-monopoly fel low 

here because some of this stuff scares me to death. 
I cannot imagine being t ied into a b ig company l ike Exxon, have 

some fel low come around every quarter and beat me over the head 
because I am not sell ing enough gasoline and having them runn ing an 
A le r t station 200 yards down the street and I have no protection i n 
my contract. 
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Mr . B I N S T E D . Across the street, Senator. 
Senator M C I N T Y R E . Across the street. That is an element that we 

are not dealing w i t h today. You go ahead and te l l us what is hap-
pening here. 

M r . B I N S T E D . Y e s , s i r . 
Once the same majors take over the retai l ing function, price com-

pet i t ion for a l l practical purposes i n so fa r as the consumer-motorist 
is concerned w i l l be at an end. 

The refusals to deal, which have been occurring, are the ult imate 
anticompetitive weapon and f rank ly , up to now many branded dealers 
have not been unhappy at the curtai lment of gasoline deliveries to 
independents. Our concern has not been that we had to compete w i t h 
independent nonbranded dealers and w i t h both branded and un-
branded jobbers but rather that they have received the same gasoline 
f rom the same suppliers at much lower prices than i t has been sold to 
the branded dealers. 

However, we have dealt w i t h the majors too long not to know that 
the weapons they are using now to destroy independents and many 
jobbers can just as easily be turned upon their own dealers tomorrow. 
Indeed, many of our dealers are presently being required to enter into 
allocation agreements. 

The power to allocate is the power to discipline and control com-
petit ion. I f gasoline must be allocated, and apparently i t must un t i l 
someone gets to the cause of the alleged shortage, that allocation must 
not be le f t i n the hands of the majors themselves. 

Senator M C I N T Y R E . That was one of the b ig arguments that we had 
before this amendment got into this Economic Stabi l ization bi l l . 

I t seemed to me they were the worst people i n the wor ld to do the 
allocating. I come f rom a consuming State, my good f r iend over here 
comes f rom a producing State, he d id not agree w i t h me at all, I am 
sure. 

I just cannot imagine these fellows doing the allocation. 
Mr . B I N S T E D . We were relatively happy to see that there was going 

to be a fairness doctrine this morning i n the allocation of gasoline, 
but we have some reluctance to support a voluntary program unless 
we can see that i t w i l l really work, or i f i t has some teeth i n i t so 
that some remedial action can be taken immediately i f this voluntary 
program is not followed. 

Gasoline should be available to a l l retailers independent and 
branded alike. However, price favor i t ism to the jobber-dealer and 
independent should cease and the allocation of the gasoline should be 
on a historical basis only. 

We do support a program which would allocate gasoline to the 
independents by the producers and refiners who have historical ly sup-
pl ied them in the past, but we believe i n a market where there is no 
longer a surplus, the 4 to 10-cent dif ferential should no longer exist. 

As much as we disfavor the intrusion of the Government into the 
competitive area, this is an instance where Government intrusion is 
needed to preserve the integr i ty of competition. 

However, solving the allocation problem w i l l not solve the competi-
t ive problem except i n the very short run. A t best, i t is only a means 
of delaying the inevitable, namely, the total control and ownership of 
gasoline retai l ing by major petroleum companies. The majors have 
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already w i thdrawn f r o m some sections of the country and expanded 
i n others. The result is that fewer and fewer sources of supply are 
available to consumers i n any given par t of the country. The same 
majors are expanding into the operation of their own stations, by 
sell ing both thei r own brands and their secondary brands at key sta-
tions m major market ing areas. 

B y so doing, the majors can completely control the price of gaso-
l ine i n such areas. 

I f I m ight digress for just a moment to give you an example o f 
what can happen: One company in part icular has w i thdrawn sup-
plies to two independents. They now have plenty of gasoline fo r 
themselves. Apparent ly so much so that their new strategy seems 
to be to abandon their T B A program—tires, batteries, accessories 
and so for th—take back the stations themselves or take back a sub-
stantial number of the stations, themselves, to operate as gasoline 
only outlets that h igh volume. 

This would indicate to me they are tak ing advantage of a short-
age situation. 

The basic solution is to prohib i t refiners and producers f rom in-
tegrat ing fo rward into the reta i l ing of gasoline—no matter which 
subterfuge or device they uti l ize to do so. 

Fur ther , the same majors must be required to divest themselves 
of the stations they presently operate. 

I f divestiture seems too drastic a solution, then at least, gasoline 
dealers-day-in-court legislation should be passed, so that the dealer 
can maintain a degree of pr ic ing independence. 

Incidental ly, a b i l l has been introduced by the Senate just recently. 
Senator M C I N T Y R E . W h a t b i l l is that? 
M r . B I N S T E D . Jerry , can you give me the number? 
M r . C O H E N . I do not know the number. Senator Moss introduced 

i t on May 3. I t is i n the Commerce Committee. 
M r . B I N S T E D . The history of the sorry energy mess in which the 

country now finds itself is the history of too l i t t le, too late. Prob-
lems you are at tempting to solve now were predicted in congressional 
hearings and other sources years ago. Yet the Government has con-
t inued to fo l low policies favor ing the b ig o i l companies at the ex-
pense of the consumers. I t has insured that this crisis would be in-
evitable. 

The final chapter of the petroleum story is now being wri t ten. The 
majors w i t h Government assistance have been allowed to monopolize 
production and refining. They have been allowed to control, but 
not monopolize, retai l markets. The so-called gasoline shortage is 
now being used as the weapon to allow them to complete the process 
of monopolizing the total market ing system. Unless this and other 
congressional committees are w i l l i ng to deal w i t h the problems of 
fo rward integrat ion and dealer independence, retai l competition w i l l 
disappear, and Congress and the administrat ion w i l l once again have 
done too l i t t le too late. 

Senator M C I N T Y R E . F rom the tenor of your statement, I have the 
distinctive impression you are saying that the major o i l companies 
are tak ing advantage of the present shortage situation to destroy a 
substantial par t of the market ing segment of the industry. I s that 
correct ? 
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M r . B I N S T E D . I do not want to paint them al l w i t h the same brush, 
Mr . Chairman, but we have seen i t happen. Apparent ly they are 
tak ing advantage of this situation to forward integrate into retail-
ing, to take over what had been historically dealer-type operations, 
to move w i t h greater speed into secondary branding, to get that 
share of the market and we do have some concern w i th this type 
of operation. 

Senator M C I N T Y R E . On Tuesday of this week, Professor A l lv ine 
testified that, i n order to restore a meaningful level of competition 
in the oi l industry that the crude production part of the industry 
must be severed or divorced f rom the refining and market ing sectors. 

Do you agree w i th that ? 
Mr . B I N S T E D . We have supported functional divorcement, sir, at 

the refinery gate. I do not know exactly what his statement con-
tained. Maybe Jerry would l ike to comment on that. 

M r . C O H E N . I th ink there is some question as to where the divorce-
ment ought to take place. We always fel t there ought to be at least 
a divorcement at the refinery gate, that the most important place 
for divorcement is between refining and retai l ing, that once you have 
refined the product, f rom then on, let a new market handle i t , let 
other competitors deal w i th i t rather than the refiner. 

I f you let that refiner control the output into the retai l market, 
then you let h im also compete w i th his own purchasers, whether they 
be independent or branded, and i t makes i t very difficult to have any 
k ind of meaningful competition. 

Senator M C I N T Y R E . A S I understand i t , you would favor a divorce-
ment between the production end and the market ing end? 

Mr . B I N S T E D . Between production and marketing, r ight . 
Senator M C I N T Y R E . Y O U put ref ining and production of crude into 

one sector and market ing over here. 
Mr . B I N S T E D . We th ink that is the most meaningful. 
I might say personally I also th ink i t is a good idea to have i t 

divorced at the other level, but f rom our interest, the retai l interest, 
we th ink as far as the consumer is concerned, the divorcement at the 
refinery level is the more important. 

Senator M C I N T Y R E . M y understanding is that bi l ls that have dealt 
w i th this problem, perhaps not as you and I have discussed i t , that 
have dealt w i th divorcement generally have been introduced and 
that is about as fa r as they ever got. 

M r . B I N S T E D . That is correct, we have not been successful in that 
area I would say. 

Senator M C I N T Y R E . Maybe a new era is coming about. W i t h this 
shortage we may get some movement. I do not know. Is the gasoline 
that the independent nonbranded dealers have the same as the gaso-
line that the branded dealers have ? 

Mr . B I N S T E D . I would say i t is basically the same, and I th ink 
Senator Hart 's committee, when i t studied the fung ib i l i t y of the 
product indicated that i t was basically the same. 

The Government bought on specifications. We know that there 
is an exchange of product throughout the Uni ted States. I t is true 
that there are different additives. Wha t effect these additives have, 
unfortunately, I am not competent to discuss. I really do not know 
how much good H T A does or T C P or whatever else is in the various 
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gasolines. Bu t basically, I understand that the produce is p r imar i l y 
the same, and I know that there are exchange agreements between 
oi l companies in times of emergency and because i t is economically 
beneficial for them to exchange product. A b i l l was just passed in 
Mary land this year—the Governor has not signed i t yet ; there w i l l 
be a veto hearing on i t on the 14th of this month to determine 
whether or not he w i l l sign i t—which does deal w i t h the exchange 
of product. 

Senator M C I N T Y R E . Senator Johnston. 
Senator J O H N S T O N . When you say there ought to be a divorce-

ment, do you mean that Exxon should not be able to have Exxon 
brand stations w i t h Exxon dealers, or that simply they should not 
be able to direct ly operate those stations ? 

M r . B I N S T E D . F i rs t of al l, I th ink we are opposed to duel distr ibu-
t ion as such, that is, their operating the stations themselves in com-
peti t ion w i t h their dealers, but I th ink, basically i n the long run— 
and I realize the problems inherent in divorcement or divestiture— 
but I th ink i n the long run we would be much better off in a com-
petit ive market i f we allowed the dealers to t r u l y make their own 
independent judgments. 

Senator J O H N S T O N . Wou ld this be w i th an Exxon brand, for ex-
ample ? 

Mr . B I N S T E D . Yes, sir, w i th an Exxon brand, yes, sir. You could 
have an Exxon brand. I do not necessarily believe that we should 
see the demise of a l l the branded products. Bu t our operation now 
is under very short-term lease that the courts have called inherently 
coercive. 

Senator J O H N S T O N . That was my next question. H o w much 
autonomy, how much independence have the branded dealers ever 
had? 

M r . B I N S T E D . I t does not amount to very much. I do not mean to 
be gl ib, sir, but only that which we are allowed, I would say. 

Senator J O H N S T O N . I t is a very short term. I t is what, 6 months 
or a year. 

M r . B I N S T E D . Leases f rom 6 months and some leases w i th some of 
them, and I believe some majors. I am not sure Crown, fo r instance. 
I have seen 30-day leases w i t h them. I do not know whether you 
want to categorize them as a major or not. Bu t w i t h other majors, 
a 6 months' lease is not at a l l unusual. 

A 1-year lease is not unusual and no f irst-term lease is ever wr i t ten 
to my knowledge fo r more than 1 year., 

Senator J O H N S T O N . I am interested i n this Exxon-A ler t business. 
I have never shopped at Alert 's and I d id not real ly know about 
this secondary branding. So, you are going to have to educate me 
f rom the ground up. Wha t is the difference between Exxon and 
Aler t? F i rs t of al l, you do not know whether there is any real d i f -
ference i n the product, is that r ight? 

M r . B I N S T E D . I really do not know. I t has been very hush. I do 
not believe that the product is coming—I have got to take that 
back, I am very sorry, I hate to deal in hearsay. I can only te l l you 
I heard the A le r t product here was coming out of Springfield, but I 
do not know that to be a fact. 

Senator J O H N S T O N . I S that the same refinery that supplies Exxon's? 
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M r . B I N S T E D . That is the same that supplies Exxon's other dealers. 
Senator J O H N S T O N . Is the price different? 
M r . B I N S T E D . Y e s , s i r . 
Senator J O H N S T O N . A re the services offered by the two stations 

different ? 
M r . B I N S T E D . The Aler t - type stations or the secondary brands gen-

eral ly fo l low what we call a Hess pattern, they are gasoline-only 
outlets, h igh volume gasoline only, and provide no other service. 

Senator J O H N S T O N . You do not get your windshield wiped ? 
Mr . B I N S T E D . Y O U may get your windshield wiped. Some do that. 

Some do not. I th ink that depends now on the competition in the 
market. 

Senator J O H N S T O N . They are operated and owned directly by 
Exxon. 

M r . B I N S T E D . I t is my understanding that i t is probably set up as 
a subsidiary corporation, a separate corporation. 

Senator J O H N S T O N . Bu t whol ly owned by Exxon. 
Mr . B I N S T E D . T O the best of my knowledge. Who l l y owned sub-

sidiary. 
Senator J O H N S T O N . They do not have a lease w i th any dealer as 

a brand name dealer would. 
Mr . B I N S T E D . To my knowledge now, they are being company 

operated. 
Senator J O H N S T O N . When you ta lk about divorcement, do you have 

a plan for divorcement as to how far you would go w i th i t , or do 
you just t h ink i n general there needs to be some k ind of divorcement? 

Mr . B I N S T E D . We have had—and I am going to let Jerry respond 
to this—we have had, M r . Chairman, some bi l ls introduced back as 
far as when we had hearings before the Roosevelt committee back in 
1955, which is the first t ime I t h ink we dealt w i t h i t i n the House of 
Representatives. I would l ike to let Jerry respond to this. 

M r . C O H E N . I n the last 3 or 4 years, we have generally supported 
the position, th ink ing that competition makes best sense i f you keep 
the supplier f rom owning outlets in a regional market. I w i l l go a 
step fur ther, i f we had any encouragement anywhere f rom any 
Senator on any committee, we would be delighted to go ahead and 
use the facil i t ies we do have and expertise that we can obtain to 
d ra f t up a divorcement plan. 

Senator J O H N S T O N . I th ink Senator McIn ty re has encouraged you 
tremendously and I am very curious. 

Senator M C I N T Y R E . I T sounds l ike a good idea. 
We ought to take i t out of mothballs and t r y to do i t again. 
Senator J O H N S T O N . We have a brand new problem now that we 

have not had i n the past years. 
M r . C O H E N . Our only point is that the brand new problem makes 

i t even more important to keep that retai l segment independent. 
Wha t the House brand does is to allow the major to control the un-
branded market. I n other words, he is selling his house brand at 
maybe 2 cents below the branded price. So, he has that as his control 
mechanism in the unbranded market. Then by owning key stations 
i n the branded market—by operating key stations, he is able to con-
t ro l the price of that gasoline in his own markets. 
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I n regard to branded dealers, i t is bad enough to have your lease 
canceled, i f you do not go along, but i t is even worse i f you have 
got one of your suppliers' own stations setting a price in your area, 
because there is no way you can vary f rom that price, because you 
are going to lose business directly. 

This is why we have always fel t this was a two-step problem. No. 
1, we wanted a dealer's-day-in-court legislation to give us a l i t t le 
more independence in our pr ic ing and No. 2, this new crisis i t seems 
to us makes i t even more important not to let them integrate fur ther 
wh ich gives them an addit ional method of control l ing not just the 
branded market, but the unbranded retai l market. I t is a two-step 
th ing. 

M r . B I N S T E D . I believe, sir, that the b i l l that has been introduced 
is known as the Fairness-In Petroleum Market ing Ac t and that 
would give the independent branded dealers some relief f r om con-
trols. 

Senator M C I N T Y R E . T O what committee has the b i l l been referred, 
sir? 

M r . B I N S T E D . The Commerce Committer. I t is an amendment to 
the F T C Act . 

Senator M C I N T Y R E . I do not l ike to send any oi l bi l ls to Finance. 
They get shelved quickly. 

M r . B I N S T E D . I t is an amendent to the Federal Trade Commission 
Act . 

Senator M C I N T Y R E . We w i l l take a look at i t after we get through 
these hearings. 

I want to thank you gentlemen. T ime is gett ing short. 
[The complete statement of the Nat ional Congress of Petroleum 

Dealers fo l lows: ] 

S T A T E M E N T OF CHARLES B I N S T E D , PRESIDENT, N A T I O N A L CONGRESS 
OF PETROLEUM R E T A I L E R S 

Crucial changes have occurred i n the past few months i n the ref ining and 
market ing of gasoline which w i l l have profound effects on the consumer-
motorist . The effect w i l l be higher and higher prices at less and less service 
stations as competi t ion at re ta i l comes under the complete control of the ma jo r 
petroleum companies. 

P r io r to that t ime the " incremental barre l " a t the refinery level had gov-
erned the practices of the major producers of gasoline. " Incremental bar re l " 
economics is now dead. The major producers and refiners instead are moving 
downstream to re ta i l ing as a source of prof i t rather than seeking thei r prof i ts 
p r imar i l y at the producing and ref ining level. 

Th is change i n concept is producing an upheaval i n the market ing of 
gasoline. Among other things i t means the fo l low ing : F i rs t , the independent 
non-branded d is t r ibutor and dealer is no longer needed as he was i n the past 
to takfe the surplus cheap incremental barrels f rom the refiners. Second, jobbers— 
both branded and unbranded—are expendable. Th i rd , refiners are in tegrat ing 
f o r w a r d in to the re ta i l market by two methods—secondary branding and self-
operation of the choicest stations. 

The result, of course, w i l l be to extend the shared monopoly which the 
majors now have at the producing and ref ining levels into the re ta i l ing of 
gasoline. They w i l l completely control the price of gasoline f rom wellhead to 
nozzle. I n the past, the only price competit ion has been at the re ta i l end— 
between dealers. Once the same majors take over the reta i l ing function, pr ice 
competit ion fo r a l l pract ical purposes insofar as the consumer-motorist is con-
cerned w i l l be at an end. 

The refusal to deal, wh ich has been occurring, is the u l t imate ant icompeti t ive 
weapon, and f rank ly , up to now many branded dealers have not been unhappy 
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a t the cur ta i lment of gasoline del iveries to independents. Our concern has not 
been tha t we had to compete w i t h independent non-branded dealers and w i t h 
both branded and unbranded jobbers, but ra ther t ha t they have received the 
same gasoline f r o m the same suppl iers a t much lower prices than i t has been 
sold to the branded dealers. 

However, we have dealt w i t h the ma jors too long not to know tha t the 
weapons they are using now to destroy independents and many jobbers can 
j us t as easily be tu rned upon the i r own dealers tomorrow. Indeed, many of 
our dealers are present ly being required to enter in to a l locat ion agreements. 

The power to al locate is the power to discipl ine and contro l competi t ion. I f 
gasoline must be al located—and apparent ly i t must u n t i l someone gets to the 
cause of the alleged shortage—that a l locat ion must not be le f t i n the hands of 
the majors themselves. To do so is to insure tha t r e ta i l compet i t ion w i l l be a 
th ing of the past in the marke t ing of gasoline. 

Gasoline should be avai lable to a l l reta i lers independent and branded al ike. 
However, pr ice favo r i t i sm to the jobber-dealer and independent should cease 
and the al locat ion of the gasoline should be on a h is tor ica l basis only. 

As much as we d is favor the in t rus ion of the Government in to the compet i t ive 
area, th is is an instance where Government in t rus ion is needed to preserve the 
in tegr i t y of compet i t ion. 

However, solv ing the al locat ion problem w i l l not solve the compet i t ive prob-
lem except i n the very short run. A t best, i t is only a means of delaying the 
inevi table, namely, the to ta l contro l and ownership of gasoline re ta i l i ng by 
ma jo r petro leum companies. The majors have already w i t h d r a w n f r o m some 
sections of the country and expanded in others. The result is t ha t fewer and 
fewer sources of supply are avai lable to consumers i n any given pa r t of the 
country. The same majors are expanding in to the operat ion of the i r own sta-
tions, by sel l ing both the i r own brands and the i r secondary brands at key 
stat ions i n ma jo r marke t ing areas. By so doing the majors can completely 
contro l the price of gasoline i n such areas. 

The basic solut ion is to p roh ib i t refiners and producers f r om in teg ra t ing 
f o r w a r d into the re ta i l i ng of gasoline—no mat te r wh i ch subterfuge or device 
they u t i l i ze to do so 

Fur ther , the same majors must be requi red to divest themselves of the sta-
t ions they present ly operate. 

I f d ivest i tu re seems too drast ic a solut ion, then at least, gasoline dealers-
dny- in-Court legis lat ion should be passed, so t ha t the dealer can ma in ta in a 
degree of p r i c ing independence. 

The h is tory of the sorry energy mess i n wh ich the country now finds i tse l f 
is the h is tory of too l i t t l e too late. Problems you are a t tempt ing to solve now 
were predicted i n congressional hearings and other sources years ago. Yet the 
Government has cont inued to fo l low policies favo r ing the b ig o i l companies a t 
the expense of consumers. I t has insured tha t th is cr is is wou ld be inevitable. 

The final chapter of the petroleum story is now being wr i t ten . The ma jo rs 
w i t h Government assistance have been al lowed to monopolize product ion and 
ref ining. They have been a l lowed to control , but not monopolize, re ta i l markets. 
The so-called gasoline shortage is now being used as the weapon to a l low 
them to complete the process of monopol iz ing the to ta l marke t i ng system. 
Unless th is and other congressional committees are w i l l i n g to deal w i t h the 
problems of f o r w a r d in tegra t ion and dealer independence, re ta i l compet i t ion 
w i l l disappear, and Congress and the Admin i s t r a t i on w i l l once again have 
done too l i t t l e too late. 

Senator M C I X T Y R E . We call as our final witness this morning, M r . 
Edward Jason Dryer , representing the Independent Refiners Asso-
ciation of America. 

We are happy to welcome you here this morning, M r . Dryer . We 
have your statement which w i l l be pr inted i n the record i n its en-
t i rety. Those parts of your statement you feel that you can condense 
or paraphrase or state in your own words, that w i l l be fine. 

On the other hand, I want you to feel free to go ahead and read 
the entire statement i f you th ink i t makes a more proper presentation 
of vour position. W i l l you also introduce those at the witness table 
w i t h you ? 
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S T A T E M E N T O P E D W I N J A S O N D R Y E R , I N D E P E N D E N T R E F I N E R S 

A S S O C I A T I O N O P A M E R I C A , A C C O M P A N I E D B Y J . H . P I T T I N G E R 

O F A P C O O I L C O R P . , P R E D S. V I C T O R O P N A T I O N A L C O O P E R A T I V E 

R E P I N E R Y A S S O C I A T I O N , A N D 0 . L . G A R R E T S O N O F P L A T E A U , 

I N C . 

M r . D R Y E R . T O save the committee's t ime by not reading my state-
ment but just summarizing a couple of the key points I w i l l proceed. 

Before doing so, I would l ike to introduce and ident i fy the three 
gentlemen who accompany me. On my immediate le f t is M r . J . H . 
P i t t i ngcr of Apco O i l Co., an independent ref ining company w i t h 
plants having an aggregate capacity of about -37,000 barrels per day. 
The plants are located i n Kansas and Oklahoma. 

On my immediate r igh t is Mr . Fred S. V ic tor of the Nat ional Co-
operative Refinery Association. 

The National Refinery Association is not an association i n a con-
ventional sense. I t is the name of a ref ining company which has a 
capacity of about 52,000 barrels per day at McPherson, Ivans., and i t 
is owned by, and represents i n oi l refining, a number of f a rm coopera-
tives and the interests of some 2 mi l l ion farmers. 

On my fa r r ight is Mr . O. L . Garretson of Plateau, Inc. Plateau is 
an independent ref ining company w i t h a capacity of about 5,200 
barrels per day i n New Mexico. 

Senator M C I N T Y R E . That wTould be a pret ty small refinery. 
M r . D R Y E R . Very small. So we have a variety of sizes and types and 

locations of independent refiners before you to advise you and re-
spond to your questions. 

Senator M C I N T Y R E . There is a vote on the floor. I w i l l be back as 
soon as I can to continue w i t h your testimony. 

[Recess.] 
Senator M C I N T Y R E . The committee w i l l come to order. 
Mr . Dryer , w i l l you proceed to complete your statement, please. 
M r . D R Y E R . Mr . Chairman, I t h ink the most important th ing I can 

do is to dispel any i l lusion which may be based upon Mr . Simon's 
planned assurances to you this morning that everything is real ly 
being done that can be done to protect the independent refiner and to 
provide gasoline for the consumer. 

We believe that these officials are sincere i n their desire to protect 
the independent segment of the industry, but they have not, i n fact, 
done everything that can be done. 

For example^ over 300,000 barrels a day of ref ining capacity i n in-
dependent hands is st i l l unuti l ized. 

We have made specific suggestions to the administrat ion as to 
methods or measures which can be taken w i th in the structure of thei r 
new impor t program which w i l l operate to fill this idle capacity and 
we say that those steps should be taken. 

We attached to our statement a summary of eight steps that w i l l 
work i n that direction. Some may say, well, there are problems i n 
gett ing crude oi l into al l of these independent ref ining plants. 

The short answer to that is that when there wTere incentives i n the 
fo rm of impor t tickets of value, the ordinary interplay of market 
forces operated to get the crude oi l into these plants. 
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Eigh t up to the day the new proclamation came out, deals were 
under negotiation, on the verge of consummation, only wa i t ing a l i t t le 
clarif ication as to what the new impor t program might be which 
would have provided oi l fo r these refining plants. 

So, we say i t can be done, i t can be done wi thout the formal i ty of 
government regulation i f the necessary incentives are provided. 

Senator M C I N T Y R E . One th ing that has come out dur ing these hear-
ings is the fact that many of the independent refineries are not able 
to handle the h igh sul fur content crude. 

So, would your plan revolve around some distortions i n order to 
get you the type of crude you can handle ? 

M r . D R Y E R . NO. I t would involve gett ing the same type of sweet 
crude we have had i n the past several years. We get i t by exchanging 
i t w i th the major o i l company who now owns or controls i t who then 
replaces that domestic crude oi l released to us by an increase i n his 
foreign imports. 

He has given the incentive to do so, because we w i l l exchange w i t h 
h im an impor t t icket which has some value. The trouble w i t h the 
present program is not i n the structure of the program but a few 
things which can be taken care of overnight. 

Instead of bolstering the value of independent refiner's tickets and 
thus restoring and continuing an incentive for these exchanges, which 
has existed fo r 14 years, they have cut those values out overnight by 
authorizing an unl imi ted quanti ty of imports to anyone who wants to 
pay 10.5 cents a barrel. 

Pr io r to this proclamation, whi le impor t t icket values had declined, 
there was an inherent value about 40 cents, no matter what, even i f 
foreign oi l cost more. 

W i t h the fee simple which they have established, they could pre-
scribe by the setting of the fee, the amount of import t icket value. 
Bu t instead of setting i t at 42 cents, which is a penny a gallon and 
had been under consideration r igh t up to the very last minute, they 
cut the fee and therefore cut the value of impor t tickets to 10.5 cents. 

We say that action was unfa i r to independent refiners who had 
come to depend upon the value of their impor t tickets for over 14 
years. We also say that i t is unnecessary. 

Now that action was taken because i t was unnecessary i n terms 
of any interest of the consumer. The impl icat ion there may exist i n 
some of the announcements connected w i t h the new program that the 
administrat ion was motivated by the interest of the consumer i n 
setting a fee of only 10.5 cents instead of 42 cents. But the fact of the 
matter is that almost a l l imports i n 1973 and the bulk of them i n 1974 
w i l l be covered by fee-exempt licenses. 

So, the amount of the fee w i l l not enter into cost fo r the industry 
as a whole at all. I t just represents a transfer of cost w i th in the in-
dustry. Wha t has happened is they have taken away what value the 
independent refiners had over a l l these years and turned i t over to 
the companies who no longer have to get our import tickets. 

So, this is one th ing that they have done that is adverse. There are 
other things that they can do to correct this stiuation and to make 
these values realizable so we can get the oi l to operate these plants at 
capacity. 
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One of the most simple things that can be done, for example, is to 
impose a requirement that the fee-exempt license held by anybody be 
used no faster than 30 percent per-quarter. 

Then the coastal major w i l l have to come to us ratably throughout 
the year to get the tickets that he would otherwise get f r om us and 
which he could otherwise delay p ick ing up un t i l the end of the year. 

H a v i n g regard fo r the independents, both marketers and refiners, 
the administrat ion says we are going to bolster up the O i l - Impor t 
Appeal Board and they can give fee-exempt licenses wi thout l im i t . 
B u t what happened on May 2 when they published the guidelines f o r 
the O i l Impor t Appeals Board? 

The guidelines say that, i f a petit ioner is i n its total o i l operations 
making a profi t , he can not get an award f rom the O i l Impo r t A p -
peals Board. 

Every efficient independent refiner is denied access to the Oi l -
Impo r t Appeals Board, even i f he is r i d ing only at 60 percent of 
capacity. 

We th ink that this is an inadvertent interpretat ion of language i n 
the new guidelines, but as of last Tuesday, the Board confirmed to 
me that that was the way they were interpret ing i t , that the same 
old rules that applied over the last several years of str ict exceptional 
f inancial hardships continued to apply. 

Wha t happened last f a l l when those standards were applied? A 
host of refiners went before the Board and I can cite case after case i n 
which these companies said, i f you give us the award, we have the 
arrangements by which we can get the oil, we can trade i t w i t h a 
crude hold ing major company and get the o i l to operate at capacity. 

I n case after case because the company was not on the verge of 
bankruptcy, the award was turned down, the company cut back i ts 
rate of operations at the very t ime that this shortage was developing. 

This is an aspect of the present program which Mr . Simon himself 
can correct overnight w i t h a letter, because he is i n charge of the 
Impo r t Appeals Board. 

A l l of our suggestions are contained i n the attachment to our state-
ment. W h a t I would appreciate greatly is, i f the Committee could 
ask Mr . Simon and the administrat ion whether, i n fact, there is any 
justi f ication and i f so, what i t is for cut t ing the fee f rom 42 cents to 
10.5 cents, only for this 2-year period, when the only effect can be to 
hur t the independent refiner and to give an i l lusion which is not va l id 
i n fact that they are helping the consumer. 

I th ink , i f we got that explanation, we would f ind that there is 
plenty of reason fo r going back to the 42 centrate now. 

M r . Chairman, that is a l l I wanted to say. I n fact, I d id not expect 
to say quite that much but I have three independent refiners here to 
answer your questions. 

[ M r . Dryer 's f u l l statement fo l lows: ] 

S t a t e m e n t o f I n d e p e n d e n t R e f i n e r s A s s o c i a t i o n o f A m e r i c a 

Mr. Chairman and Members of the Committee: 
My name is Edw in Jason Dryer and I appear as General Counsel of the 

Independent Refiners Association of America. I am accompanied by Mr . O. L/. 
Garretson of Plateau, Inc., Mr . J. H . Pi t t inger of Apco Oi l Corporation, and 
Mr . Fred S. V ic tor of Nat ional Cooperative Refinery Association. Plateau, Inc. 
is an independent ref ining company w i t h a p lant at Bloomfield, New Mexico, 
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having a capacity of about 5200 barrels per day. Apco Oi l Corporation is an 
independent ref ining company w i t h plants in Arkansas City, Kansas, and Cyr i l , 
Oklahoma, having a combined capacity of about 37,000 barrels per day. The 
Nat ional Cooperative Refinery Association is an independent ref ining company 
w i t h a refinery at McPherson, Kansas, having a capacity of about 52,000 
barrels per day. I t is owned by, and represents in oi l refining, a number of 
f a r m cooperatives and the interests of some 2,000,000 farmers. 

We have previously presented to the Senate In ter ior Committee a summary 
of the special problems which independent refiners face i n 1973 i n obtaining 
sufficient crude oi l to run their plants. We pointed to the absurdity of the 
s i tuat ion i n which exist ing ref ining plants, most of them r igh t i n the middle of 
o i l country, are running below capacity whi le the nat ion faces the spectre of 
fuel oi l and gasoline shortages. We presented to the Senate In ter ior Commit-
tee in mid-March a specific survey, ident i fy ing 47 independent refining com-
panies which were operating below capacity and the extent of their crude insuf-
ficiency. We then outl ined to tha t Committee and to oi l policy officials of the 
Admin is t ra t ion certain steps which could be taken to al leviate this situation. 
We mention these things by way of cross-reference, since we w7ill not duplicate 
that testimony here today. 

Instead, we w i l l address ourselves to I tem 6 in the Committee's agenda, 
namely, the effects of the recently announced replacement of the quota 
system w i th a license fee system. The thrust of our testimony w i l l be tha t the 
new program has suddenly, needlessly, a rb i t ra r i l y , and whol ly un fa i r l y de-
stroyed most of the import, t icket values which have been fo r many years 
essential to the independent refiner's survival. One immediate effect of that 
loss in t icket value is that the incentive or leverage whereby independents 
could exchange tickets for domestic oi l for their refining plants, has now dis-
appeared and the supply of cr i t ical ly needed gasoline and fuel oi l f rom these 
independent plants w i l l be reduced accordingly. We shall point out that these 
results need not occur—even w i t h i n the new import program. Measures can 
be taken wThich w i l l restore the independent refiner's t icket values and restore 
his abi l i ty to obtain and process domestic crude oil. We have several specific 
recommendations as to measures which w i l l accomplish this result. 

t w o a s p e c t s o f i m p o r t t i c k e t v a l u e s 

A t the outset we should emphasize tha t there are two important aspects of 
impor t t icket value. One is the inherent foreign-versus-domestic price differen-
t i a l value. When foreign oi l was priced below domestic oil, the r igh t to impor t a 
barrel of oi l was obviously wor th the amount of this difference. I t is t rue that 
th is di f ferent ia l has narrowed and in some instances disappeared i n recent 
t ime. But there is another and very impor tant aspect of t icket value which 
exists even i f foreign oi l costs the same or more than domestic o i l : as long as 
there is some l i m i t on imports, whether by quota, or fee or otherwise, refiners 
using foreign oi l w i l l be w i l l i ng to pay, w i t h i n reasonable l imi ts, to obtain the 
r igh t to import . This minimum, basic value for import t ickets in 1973 was not 
fu l l y determined because exchanges for licenses held by lniand, independent 
refiners in the first three months of the year were relat ively fewT, handicapped 
by uncertainty as to pending changes in the import program. Bu t an inherent 
min imum value of 40<? per barrel or greater was suggested in such transactions 
and discussions as did take place.1 

i m p o r t a n c e o f t h e s e t i c k e t v a l u e s t o i n d e p e n d e n t r e f i n e r s 

For 14 years these import t icket values have been essential to the surv ival of 
most independent refiners. Impor t t icket values assigned on the basis of a 
s l id ing scale preference have played an important, role in correcting competitive 
imbalances and provid ing oi l to independent refining plants. We have explained 
the factors here involved at other times. Here i t should suffice to show con-
cretely the net result i n terms of the role of import t icket vnlues for a typical 
independent ref ining company. I n 1972, a typical, small, independent ref ining 

1 Such a minimum value for an import ticket is further Indicated by the readiness w i th 
•which the oil policy administrators were prepared, until the Inst minute, to impose a 42<* 
per hnrrel fee on crude oil imports. No one has suggested that a per barrel fee 
would discourage or handicap refiners using foreign oil. 
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company (and the figures are obtained f r o m one actua l independent re f in ing 
company) w i t h inpu ts s l ight ly over 10,000 barre ls per day had an i m p o r t al loca-
t i on i n the amount o f about 1,100,00 barrels wh ich i t was able to exchange f o r 
crude o i l and exchange d i f fe ren t ia l values of approx imate ly $1,000,000. A f t e r 
g i v i n g effect to th is $1,000,000 i n t i cke t value, the net prof i t on re f in ing and 
marke t i ng f o r h is company wou ld norma l l y have been about $500,000 (bu t 
fo r special reasons not re levant here the ac tua l p ro f i t was less t han t h a t i n 
t h a t yea r ) . Thus the e l im ina t ion of t i cke t values wou ld convert a n o r m a l 
$500,000 pro f i t to a $500,000 loss. 

One may ask—wasn' t th is company awTare of th is fac t and i t s imp l ica t ions? 
The answer is yes, but th is t yp ica l company's officers and d i rectors and stock-
holders a n d b a n k e r s had to move f o r w a r d on the only tenable assumption, and 
i m p l i c i t representat ion, as to sound government pol icy and f a i r p lay, namely, 
t ha t any changes i n the government's impor t program, wh ich could affect such 
fundamen ta l values, wou ld be decided upon only i n the most del iberate manner 
and i f undertaken, wou ld be effected g radua l l y over a per iod of t ime w i t h 
adequate oppor tun i ty fo r t rans i t ion . B u t th is assumpt ion as to sound pol icy 
and f a i r p lay was betrayed on A p r i l 18, 1973. 

t h e s u d d e n a n d d r a s t i c c h a n g e i n g o v e r n m e n t a l c o u r s e 

On A p r i l 18, 1973, the President announced a to ta l l y new o i l impor t p rog ram 
w h i c h had the immediate effect of reducing t icket values to a m a x i m u m of 
10y 2* per bar re l f o r crude oi l . H e d i d th is by set t ing a fee f o r crude o i l a t 
10y2* per barrel , upon the payment of wh ich anyone may now obta in un-
l i m i t e d licenses to impor t crude oil . T icke t values fo r independent ref iners, 
wh i ch inhered i n the government 's o i l impo r t p rog ram fo r 14 years, were, i n 
large measure, wiped out overnight . 

t h i s a c t i o n w a s n e e d l e s s , a r b i t r a r y a n d w h o l l y u n f a i r 

A t the outset we character ized the Admin is t ra t ion 's act ion as needless, arb i -
t r a r y and who l l y un fa i r . Let us exp la in why. 

Th is act ion was unnecessary. Obviously, the lower the fee, the less incent ive 
fo r domestic o i l exp lora t ion and development, wh ich is one impor tan t na t i ona l 
goal. The very 1owt fee of 10M>*, merely equal to the preexis t ing t a r i f f w h i c h 
was a t the same t ime el iminated, wou ld not serve t ha t goal. Nor was a l ow 
fee necessary to accomplish other governmenta l objectives such as those 
related to the an t i - in f la t ion program. Th is is because t icket values substant ia l -
l y h igher t h a n a 42* fee, wh i ch was i n i t i a l l y under considerat ion, have been 
f o r years a pa r t of ref in ing economics and costs and the i r c o n t i n u a t i o n cannot 
be deemed a new and add i t iona l cost e lement ; indeed at 42* they wou ld repre-
sent a lesser cost element than i n the past. I f the Adm in i s t r a t i on was concerned 
about the r i s i ng cost of fore ign o i l due to pr ice hikes by fore ign governments, 
t ha t problem should have been faced d i rec t ly and dealt w i t h by other means 
ra ther t h a n endangering the whole independent segment of th is i ndus t ry , 
especial ly a t th is t ime and especially i n v iew of the impor tance of the inde-
pendent, long-term, to the interests of the consumer. 

We say t h a t th is act ion was who l l y un fa i r . W e believe th is act ion was 
who l l y u n f a i r because, at the very same t ime t h a t t i cke t values f o r inde-
pendent ref iners wrere drast ica l ly reduced, substant ia l impo r t benefits were 
granted to a select group of i n te rna t iona l ma jo r o i l companies. Fee-exempt 
licenses f o r 2,900,000 barre ls per day of res idual fue l o i l impor ts are now 
author ized, and the preex is t ing t a r i f f of 5y>* has been suspended. Th i s pro-
vides an immedia te w ind fa l l , newly found money compared w i t h the immedi -
ate past, of $55,571,250 per year (2.900,000 b / d X .0525 X 365). B u t t h a t is 
on ly the beg inn ing ! The fee appl icable to res idual f ue l o i l is 15* per ba r re l so 
t h a t the value of these fee-exempt 2,900,000 barre ls per day is rea l ly about 
$165,000,000 per year. Absent the independent ref iner 's compet i t ion, and 
sheltered f r o m a l l other compet i t ion bv the 15* fee w^hich others must pay, can 
one rea l ly expect tha t these savings w i l l be passed on to consumers? 

I n assessing fairness, i t is per t inent t o note t ha t these are the same com-
panies who have led the expor t of our re f in ing capaci ty i n recent years. These 
are the same companies who have enjoyed un l im i t ed access to U.S. marke ts f o r 
the i r fo re ign residual wh i le crude oi l to make such res idual i n U.S. p lants has 
been restr icted. Yet. wh i l e independent ref iner t i cke t values wTere being de-
stroyed, these companies were handed a w i n d f a l l . 
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W e also say th is act ion was a rb i t r a ry . W e say t h a t th is act ion was a r b i t r a r y 
because the drast ic reduct ion f r o m a proposed fee of to 1 0 w a s effected 
at the very last m inu te and w i t hou t f u r t h e r consul tat ion w i t h those d i rec t ly 
affected. I t was at var iance w i t h a l l p r io r discussion on the subject. W e also 
say th is act ion was a r b i t r a r y because i t represented a most serious change i n a 
ma jo r governmental pol icy on wh ich substant ia l businesses had necessari ly 
come to rely, and no signi f icant or real is t ic t rans i t i on per iod was provided. 

A t th is t ime we should emphasize one most impor tan t p o i n t : when we char-
acterize the act ion of A p r i l 18th as we have, we do not in tend to suggest any 
pre jud ice or animus on the pa r t of the o i l pol icy makers. Rather to the con-
t r a r y , we note w i t h appreciat ion the several off icial statements a t the t ime of 
the Proc lamat ion and since, t ha t i t is very much intended to protect the inde-
pendent segment of th is indust ry . We believe these officials are sincere and wTe 
t rus t accordingly t ha t they w i l l recognize where in they may have been mis-
taken or misled, and take correct ive action. 

We may ment ion three basic and mis taken assumpt ions: 
F i rs t , the assumpt ion tha t the independents had al ready lost a l l the i r t i cke t 

values and a 10Vl>c fee would actua l ly serve to improve ra ther t han impa i r 
t i cket values. W h i l e t icket values had admi t ted ly declined, they had not h i t the 
low figures now prescribed. As we described above, there has a lways been, and 
there a lways wou ld be, some m i n i m u m t icket value i n any quan t i ta t i ve sys-
tem of impor t control and th is value was in the order of 40<!' or better. Sig-
n i f icant ly , a fee system of impor t control can e s t a b l i s h t i cket values. B u t in-
stead of establ ishing a f a i r va lue or conf i rming p r i o r values, the new system 
has cut t icket values to 10% or less. 

Second, the assumpt ion tha t a 10%^ fee, r i s ing to 21<£, and coupled w i t h a 
7 year phase-out of fee-exempt licenses const i tutes a reasonable method of 
t rans i t i on to the government's new approach. I t is t rans i t ion , yes, but alto-
gether unreal is t ic hav ing regard fo r p r i o r t i cket values and the impact of the 
present drast ic cut upon independent refiners. As a m in imum, i f the fee is 
going to r i s e i n two years to 21 why not now? 

Th i rd , the assumpt ion tha t the independent ref iners' and marketers ' prob-
lems can be a l lev iated th rough new and special guidel ines and procedures f o r 
the issuance of fee-exempt t ickets by the O i l I m p o r t Appeals Board. The 
t rouble w i t h th i s assumption is t ha t the Board's on-y tool is the issuance of fee-
exempt licenses. By destroy ing most of the va lue i n fee-exempt t ickets, the 
Adm in i s t r a t i on has destroyed most of the help wh ich OTAB can give. Or is i t 
contemplated t h a t the Board w i l l issue vast quant i t ies of t i ckets—for example, 
f a r i n excess of a ref iner's crude o i l capac i ty—jus t to compensate fo r the 
devaluat ion of the commodity i n wh ich i t deals? 

Th is t h i r d assumpt ion wou ld also prove in e r ro r and i l lusory i f the O i l 
I m p o r t Appeals Board continues to apply i t s f o rmer s t r i c t standards o f 
exceptional hardship. We had hoped, and the Admin i s t ra t i on has suggested, 
t ha t OTAB m igh t be a vehicle by wh ich crude-deficit refiners could get needed 
oi l . and thus f u l f i l l the i r ref in ing potent ia l , w i t h o u t need to show tha t they 
were on the verge of bankruptcy. B u t the OTAB guidelines jus t publ ished on 
May 2nd, coupled w i t h the i r i n i t i a l i n te rp re ta t ion to us by the Board, raise 
serious doubts as to whehter the Admin i s t ra t i on rea l ly in tends to prov ide oi l , 
v i a OTAB, to crude-deficit independent re f iners : an OTAB award is p r e c l u d e d 
i f a pe t i t i one rs " to ta l o i l operat ions" are not yet i n the red. Clear ly th is must 
be corrected. 

e f f e c t s u p o n p r o d u c t s h o r t a g e s a n d t h e c o n s u m e r 

The h a r m wh i ch the newT p rogram w i l l impose upon the independent ref iner 
w i l l i n t u r n d i rec t ly affect our present shortages of gasoline and fuel oi ls and 
the long- term interests of the consumer. W i t h t icket values substant ia l ly 
destroyed, independent ref iners have no leverage w i t h wh ich to obta in domestic 
crude o i l by exchange w i t h ma jo r o i l companies and they w i l l cont inue to 
operate we l l below the i r potent ia l capacity. Accord ing to our survey of the 
s i tuat ion i n March, th is represents more than 300,000 barre ls a day of id le 
capacity,8 much of i t i n the midst of o i l country. 

I n the long run, i f the independent ref iner is gone w h a t w i l l be the pr ice of 
pet ro leum products to the consumer? 

2 I n Districts I - I V ; more in Distr ict V . 
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t h e r e a r e r e m e d i e s a v a i l a b l e w i t h i n t h e t w o - t i e r s y s t e m 

There is a way out , however. There are measures wh i ch can be taken who l l y 
w i t h i n , and ent i re ly consistent w i t h , the new t w o t ie r , fee and fee-exempt, 
l icense system. W e have submi t ted to the A d m i n i s t r a t i o n our recommenda-
t ions as to specific measures w h i c h should be taken, and taken now. A copy of 
our recommendations is at tached to th i s statement and we ask t h a t i t be 
inc luded as a pa r t hereof. 

• * * 

I n summary , le t us po in t aga in to the id le re f in ing capacity i n independents' 
hands—whi le we face potent ia l shortages of pet ro leum products. Our recom-
mendat ions w i l l place t ha t capaci ty i n to operat ion, so we can produce the 
add i t i ona l gasoline and fue l o i l we need and preserve the independent ref iner 
as a compet i t ive force. 

I n d e p e n d e n t R e f i n e r s A s s o c i a t i o n o f A m e r i c a — I m m e d i a t e R e c o m m e n d a t i o n s 
o n N e w I m p o r t P r o g r a m 

W e urge t h a t the f o l l ow ing steps be taken by the A d m i n i s t r a t i o n immed ia te ly 
t o moderate the needless, a r b i t r a r y and who l l y u n f a i r reduct ion i n independent 
ref iner t i cke t values now mandated by the new impor t program. These steps 
can be taken who l l y w i t h i n , and ent i re ly consistent w i t h , the new two- t ie r , fee 
and fee-exempt, license system. 

1 . T h e F e e s U n d e r t h e "New S y s t e m S h o u l d B e I n c r e a s e d a n d I n c r e a s e d I m -
m e d i a t e l y , to 42<? f o r O f f s h o r e C r u d e a n d U n f i n i s h e d O i l s a n d f o r 
P r o d u c t s 

The most serious defect i n the new system of impor t controls is the last-
m inu te set t ing of the fee f o r crude and unf in ished oi ls a t 1 0 p e r bar re l , as 
compared w i t h 42$ per bar re l wh ich had been under considerat ion i n the several 
weeks p r i o r to the Proc lamat ion of A p r i l 18th. (There was a corresponding 
reduct ion i n the fee f o r finished products f r o m 84c4 to 52$ w i t h a corresponding 
adverse impac t upon the value of t ickets f o r finished products.) 

The A d m i n i s t r a t i o n has expressly said t ha t the "l icense fees w i l l be re-
assessed f r o m t ime to t ime to assure t ha t the p r i m a r y objectives o f the pro-
g r a m are being met." W e submi t t h a t the t ime f o r such reassessment is n o w 
and the new figures, a t wh ich the fees should be set, f o r o f fshore 1 crude and 
unf in ished o i l and finished products, are the figures w h i c h were under genera l 
considerat ion p r i o r to the aforement ioned hasty, las t -minute change: 42$ f o r 
crude and unf in ished o i l s ; 84$ f o r products. I n support o f t h i s recommendat ion 
we po in t o u t : 

a. T h i s is necessary t o restore t i cke t values to the po in t requ i red t o mod-
erate the adverse impac t of a sudden change i n long- term government po l icy 
a f fec t ing financial fundamenta ls of the independent re f in ing indust ry . 2 

b. Th i s is necessary to prov ide sufficient " leverage" f o r the ob ta in ing o f 
crude o i l and finished products by independent ref iners and marketers. T h e 
A d m i n i s t r a t i o n knows tha t crude and product shortages already plague the 
independents more t h a n the majors . Such leverage w i l l help t o solve t h i s 
problem. 

c. Th i s is necessary, i n terms of fairness, to offset i n p a r t the monumenta l 
w i n d f a l l wh i ch a few ma jo r companies w i l l enjoy i n being able to p rov ide 

1 Ticket values have existed pr imari ly in offshore imports so i t is these imports to 
which our present comments are addressed. As the new Proclamation notes, the fees for 
Imports from Canada and Mexico may be subject to special considerations as to which 
the State Department is to advise the Oi l Policy Committee. 

3 Substantial ticket values have been an inherent and basic part of the quanti tat ive 
system of import controls since their inception. They have been a fundamental financial 
assumption in refinery planning. Significantly, they exist in any system, quota or fee, 
of controls even if foreign oil costs the same or more than domestic oil. But they have 
been almost wiped out overnight by permitt ing unlimited imports for the nominal fee 
of 1 0 % $ per barrel. This was done wi th no advance notice; w i th no transition per iod; 
w i t h no regard for actual impact upon independent refiners' finances—jnst a sudden, 
unexpected and drastic change of governmental course which wi l l destroy most Inde-
pendents. 
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2,900,000 barre ls per day of residual fue l o i l now completely f ree of impo r t 
d u t y and also exempt f r o m the new license fee fo r res idual of 15^ per barrel.3 

d. No vested interests i n the ex is t ing fee schedule have been created inas-
much as there has been a clear and specific statement t h a t fees wou ld be 
reassessed—although licenses already issued on a fee-paid basis wou ld have 
to be honored. 

e. There w i l l be no signi f icant adverse in f la t ionary impact resu l t ing f r o m 
the restorat ion of these t i cke t va lues; t icket values substant ia l ly h igher t han 
the fees here sought have been fo r years a pa r t of re f in ing economics and costs. 
Fur thermore , the h igher fees w i l l , i n the first f ew years, not ac tua l ly be added 
to the cost of much fore ign oi l . No r w i l l a l o w e r fee reduce the cost of much 
fo re ign oi l . Th is is because most impor ts i n i t i a l l y w i l l be covered by fee-exempt 
licenses and the fee w i l l merely establ ish the value of fee-exempt licenses and 
effectuate the same type of cost t ransfers w i t h i n t h e i n d u s t r y wThich wrere 
previously accomplished by the quota system. 

f . A pa r t i a l increase i n these fees ( to 21$ fo r crude o i l ) is a l ready estab-
l ished w i t h i n the new program, except t ha t i t w i l l occur over a two-year 
period. Our recommendat ion is merely tha t the increase be accelerated i n t ime 
and made somewhat, bu t reasonably, larger i n amount. A t t h e v e r y m i n i m u m , 
t h e u l t i m a t e c r u d e o i l f e e of 21$ s h o u l d &e m a d e e f f e c t i v e n o w . W h a t possible 
object ive is served at 10%tf fo r two years—except the r u i n of the independent 
ref iner and a hoax upon the consumer (since, as noted, the fee w i l l merely 
redist r ibute, n o t add to or reduce feedstock costs i n th i s per iod) ? 

2. I n c r e a s e t h e Q u a n t i t y of O f f s h o r e F e e - E x e m p t L i c e n s e s 
f o r I n d e p e n d e n t R e f i n e r s 

The Admin i s t r a t i on can, w i t hou t increasing the to ta l quan t i t y of fee-exempt 
licenses, increase re la t ive ly the quan t i t y of offshore fee-exempt impor ts avai l -
able to independents. Th i s can be done by f u r t h e r use of the s l id ing scale con-
cept to increase the quant i t ies of fee-exempt, licenses i n each of the lower 
quota brackets of the s l id ing scale (brackets up to 100.000 barrels per day in 
D is t r i c ts I - I V and to 30,000 barrels per day in D i s t r i c t V ) . To the extent tha t 
ticket, v a l u e * are permi t ted to be any less than i n the past, an increase in 
t icket q u a n t i t i e s is a necessary offset. 

Our recommendat ion wou ld increase the quant i t ies to independents w i t h o u t 
increasing the to ta l of fee-exempt licenses. I 'nder our recommendat ion a l l 
refiners, both large and small, wou ld share in the increase in fee-exempt 
licenses based upon inputs up to 100,000 barrels per day.4 w i t h such increases 
then offset by reduct ions i n the quota bracket above 100,000 barrels per day. 
Th is is a reasonable approach, hav ing regard fo r the fact tha t two- th i rds of a l l 
ex is t ing ref iner licenses i n D is t r i c t s I - I V , wh ich w i l l now be fee-exempt, a re 
i n the hands of only twen ty of the largest companies. 

The figure of 100,000 barrels per day does n o t represent a d i v i d i ng line-
between the ma jo rs and the independents; some independents are above t ha t 
figure but they also w i l l receive a substant ia l benefit because of the increase 
a t t r ibu tab le to the i r inpu ts up to 100,000 b / d ( i n D is t r i c t s I - I V ) . 

8 . R a t a b l e U s e R e q u i r e m e n t f o r F e e - E x e m p t L i c e n s e s 

There should be imposed immediate ly a requi rement t h a t no holder of a 
fee-exempt license f o r crude and unf inished oils can use his fee-exempt licenses, 
to cover impor ts f o r h is own use at a rate greater than 30% per calendar quar-
ter. Th is wou ld impose no signif icant burden on coastal refiners (wiiose owrn 
fee-exempt t ickets w i l l be insuff icient f o r the i r to ta l feedstock needs f o r the f u l l 
year) but i t w i l l encourage the prompt exchange of i n land refiners' fee-exempt 
t ickets and the release of domestic o i l to these crude-deficit i n land plants. I t w i l l 
encourage the prompt rea l izat ion of whatever value the fee system al lows to 
fee-exempt t ickets—whereas otherwise rea l izat ion of such value by the in land 
independents w i l l be deferred to the year-end. 

3 These are the same companies who have led the export of our refining capacity. These 
are the same comnanies who have enjoyed unlimited access to U. S. markets for their 
foreign residual while crude oil to make such residual in I T . S. plants was restricted. And" 
now they are given a large windfall which, absent the independent refiner's competition 
and sheltered from all other competition by the fee which others must pay, they may 
or mav not pass on to the consumer. 

* Districts I - I V ; 30,000 b/d in District V. 
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4 . M a c h i n e r y t o P o s t p o n e I s s u a n c e of F e e - P a i d L i c e n s e s W h i l e F e e - E x e m p t 
L i c e n s e s A r c O u t s t a n d i n g i n I n d e p e n d e n t R e f i n e r s ' H a n d s 

I n order to encourage rea l izat ion of whatever va lue there may be i n fee-
exempt licenses, i t should be government pol icy to postpone the issuance of 
fee-paid licenses wh i l e fee-exempt licenses are unused i n independents' hands. 
Th is pol icy should be implemented by specific machinery w i t h i n the Office of 
O i l and Gas—a clearinghouse where independent ref iners can repor t t he i r 
unused t ickets and something can be done to see tha t the value of those t ickets 
is real ized before a fee-paid license is issued to an appl icant therefor . A t th i s 
stage, i t may not be possible to prov ide an increase i n ac tua l crude o i l to the 
i n l a n d p lan t bu t the value of the fee-exempt t icket should, as a m in imum, be 
made avai lable by th is means. 

5 . T h e M a c h i n e r y o f , a n d S t a n d a r d s F o l l o w e d b y , t h e O i l I m p o r t A p p e a l s 
B o a r d S h o u l d B e S t r e n g t h e n e d 

The O i l I m p o r t Appeals Board has been assigned p r i m a r y responsib i l i ty , 
under the guidance of the O i l Pol icy Commit tee Chai rman, to a l lev ia te inde-
pendent ref iner and marketer problems, w i t h specific reference not only to 
t r a d i t i o n a l cases of f inancial hardsh ip but also to the need " to assure t h a t 
adequate supplies are avai lable." Th is is construct ive, but un fo r tuna te l y the 
very f i rs t steps taken under the new program appear to f a l l f a r short of the 
auspicious object ives expressed by Admin i s t r a t i on officials. We re fer to the 
O I A B guidel ines publ ished May 2nd. wh i ch requi re tha t the pet i t ioner , to 
qua l i f y fo r an award, "must demonstrate t h a t i t s t o ta l o i l operat ions are no t 
produc ing a reasonable pro f i t . . ." I f appl ied l i t e r a l l y and unless moderated 
by in te rp re ta t i on of other guidelines, th is wou ld mean tha t an efficient and 
prof i table independent ref iner lack ing suff icient crude o i l must cont inue to 
operate below potent ia l capac i t y ! I s th is sound pol icy i n a t ime of p roduc t 
shortage? We believe crude insuff iciency by i tse l f , regardless of i n d i v i d u a l 
company p ro f i tab i l i t y , should qua l i f y f o r O I A B awards to refiners. 

i k a a r e c o m m e n d a t i o n s f o r a c t i o n o u t s i d e t i i e i m p o r t p r o g r a m 

I n add i t ion to the foregoing steps wh ich need to be taken w i t h i n the new 
impor t program, add i t iona l measures outside the impor t p rogram are needed 
to insure f u l l u t i l i za t i on of our ref in ing capacity. I nso fa r as these measures do 
not f a l l w i t h i n the specific province of the Oi l Pol icy Commit tee (deal ing w i t h 
o i l impo r t s ) , they should be dealt w i t h by the recent ly established Na t i ona l 
Energy Office and the Special Commit tee on Energy. We especially urge the 
fo l low ing . 

6. I m m e d i a t e R e m o v a l of P r i c e C o n t r o l on C r u d e O i l a n d P r o d u c t s 

One of the most severe bar r ie rs to independent ref iners get t ing domestic o i l 
f r o m the ma jo r companies, who own and cont ro l i t is the Phase I I I rest r ic-
t ions on pr ice increases by the largest o i l companies. The majors have, obvi-
ously, no incent ive to sell crude o i l to an independent ref iner i f by l a w they 
cannot charge as much as the fo re ign o i l costs, to replace domestic o i l released 
by them, or as much as they can real ize by processing such o i l i n the i r o w n 
re f in ing plants. Removal of pr ice rest r ic t ions wou ld remove th is severe ba r r i e r . 

[ T h i s fac to r is an add i t iona l reason f o r increasing the fee on impor ted crude 
o i l f r o m 10M»<- to 42(\ A h igher va lue f o r fee-exempt licenses w i l l give inde-
pendent ref iners " t r a d i n g stock" (not rest r ic ted by Phase I I I ) wh ich w i l l be 
on va lue and in terest to the i r ma jo r company exchange par tners d u r i n g Phase 
I I I and beyond.] 

7. A l l o c a t i o n of C r u d e O i l 

To the extent t h a t the foregoing measures are not adopted, or f a l l shor t o f 
accompl ish ing the i r objective, then we believe the Adm in i s t r a t i on should take 
necessary act ion to al locate crude o i l to insure supply to a l l crude-defici t 
ref ininir p lants. Th i s w i l l require, of course, admin is t ra t i ve machinery and a 
care fu l l y d r a w n p lan because of the complex i ty of the problem and the* need to 
m in im ize inequ i ty . The complex i ty of the problem is not, however, a reason to 
avoid the issue, bu t ra ther an a f f i rmat ive reason f o r p repar ing plans as soon 
a s p o s s i b l e to take th is action, when and i f i t is necessary. 
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Such a d i s t r i bu t i on of crude o i l to fill ex is t ing re f in ing p lants can be accom-
pl ished, as evidenced by the fac t t ha t i t has been accomplished i n the past 
th rough the no rma l in te rp lay of marke t forces—when there were sufficient 
incentives. Our preceding recommendations are intended, indeed, to bolster 
such incent ives and thus u t i l i ze marke t forces to accomplish t ha t resul t . To 
the extent these recommendations are not adoped or realized, then government, 
by af f i rmat ive a l locat ion as a subst i tu te therefore, must act to accomplish th is 
same resul t . W i t h the Eagleton amendment to the Economic Stab i l izat ion A c t 
Amendments of 1973, the A d m i n i s t r a t i o n now has the necessary au tho r i t y and 
i t wou ld be remiss i f i t does not p lan to use i t when necessary. 

8. F e d e r a l L e a d e r s h i p i n T e m p o r a r y R e l a t i o n of C l e a n A i r 
S t a n d a r d s a n d R e l a t e d M a t t e r s 

Federal and state act ion to re lax clean a i r standards temporar i l y is neces-
sary so t h a t fuels, w i t h specifications wh ich can be produced by ex is t ing plants, 
can be produced and used. We po in t out tha t the federa l responsibi l i ty i n th is 
area goes beyond federa l rules a lone; i t should inc lude af f i rmat ive respresenta-
t ions to state and mun ic ipa l agencies of the need f o r a temporary re laxa t ion 
of s t r ingent a i r qua l i t y and fue l standards i n the overal l na t iona l interest. 
Excessive rest r ic t ions impinge w i t h special impact upon the po ten t ia l produc-
t i on of independent ref in ing plants. 

There are other areas where federal regu la tory leadership is needed. I t 
does not make sense, f o r example, f o r regulatory bodies to e n c o u r a g e the use 
of scarce fue l o i l f o r u t i l i t y use (by an immediate passthrough of whatever 
h igher costs are incur red to buy clean fue l ) wh i le ex t ra costs spent to clean 
up coal (new cap i ta l costs) are at best recovered only over a per iod of years 
and a f te r overcoming regulatory bar r ie rs and delays. 

The foregoing measures w i l l help to move oil i n to independent ref in ing p lants 
now needlessly under-ut i l ized, and to preserve the compet i t ive role of the inde-
pendent ref iner. 

Senator M C I X T Y R E . We wi l l send that over and ask them to re-
spond. You sav all these corrective measures are set forth? 

M r . DRYER. Y e s , s i r . 
Senator M C I X T Y R E . We w i l l say, "Look, we have some refining ca-

pacitv unuti l ized, and here are eight reasons in which we th ink they 
can be util ized. Wou ld you please jus t i fy some of the things that 
you have done?" 

Mr . D R Y E R . One of them can be directly corrected by a letter over-
night. 

Three of them can be taken care of by a regulation. You do not 
have to go to the President for a new proclamation. They would 
have to go to the President to reset the fee scale. 

But thev have always said they w i l l reassess the fees f rom time 
to time. That would be nothing new. 

Senator M C I X T Y R E . I t seems to me that the Federal O i l officials 
rather than increasing traiffs. could implement procedures requir ing 
the orderly exchange of tar i f f tickets to independent refiners for 
domestic crude w i th the major oi l companies. 

A program could be worked out, for instance, where, i f i t were 
shown that major oil companies were refusing to exchange quota 
tickets for domestic crude oil that their own r ight to import foreign 
crude oi l could be reduced. 

Wou ld not this type of program help you ? 
M r . D R Y E R . Something along that line is covered by item 4 in our 

l ist of recommended actions, a machinery to postpone the issuance 
of fee-paid licenses while the fee-exempt licenses which we have are 
st i l l outstanding. We suggest a clearinghouse be set up in the office 
of Oi l and Gas so that an independent refiner who had not been able 
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to exchange his tickets could report that to the office of O i l and Gas 
and they would say to any applicant for a fee-paid license, " W a i t a 
minute, this license is out there, why don't you pick i t up first?" 

Senator M C I N T Y R E . W h y would you say that an enormous increase 
i n tar i f f fees w i l l end up helping the consumer? 

Mr . D R Y E R . For two reasons. F i rs t of al l, the increase in fee w i l l 
have no perceptible effect i n 1973 and very l i t t le effect in 1974 be-
cause, as I have outl ined earlier, there are fee-exempt licenses out-
standing i n 1973 for the probable total volume of imports. 

They are held by coastal refiners and they are held by independent 
refiners .The only funct ion of the fee in this period is to set the 
value which an independent refiner might be able to obtain for 
his fee-exempt ticket f rom a major oil company and that w i l l not 
increase the consumer cost because that is a transfer of costs between 
ref ining companies and does not add to the aggregate of fee-stock 
costs for al l refining companies. 

Wha t they have done now is to effect a transfer back f rom the 
independent refiner to the major o i l company of the amount that 
the major i n the past has paid to the independent for the independ-
ent's t icket. 

No, beginning 2 years f rom now, the program already contemplates 
a fee of 21 cents. We say start i t at 42. I f you are going to reduce i t 
at al l , reduce i t 2 years f rom now to the 21 cents, so at the time that 
the fee actually becomes a charge and cost to the refining industry— 
they have plugged i t at 21 cents. 

Senator M C I N T Y R E . Another alternative would be to establish a 
small business set-aside program on domestic crude oi l for inde-
pendent refiners. The Small Business Act provides for this type of 
procedure and why couldn't i t be implemented for the independent 
refiner? 

M r . D R Y E R . For two reasons. 
F i rs t , the Small Business Ac t and the Small Business Administ ra-

tion's definit ion of small business in the ref ining industry does not 
coincide w i t h the group now known as refiners, independent re-
finers. The independent refiner is defined, i f you wi l l , by his lacking 
crude o i l of his own to any significant degree. This includes refiners 
up to—well , fo r instance, we have two of them here today that are 
over 30,000 barrels a day in capacity— Mr . Pi t t inger w i th two plants 
at 37,000 barrels a day, M r . V ic tor w i t h one plant owned by the 
F a r m Cooperatives w i th 52,000 barrels a day. 

Neither of these companies qualifies under the definit ion of the 
Smal l Business Adminis t rat ion as small business. 

A small business definit ion may be appropriate for g iv ing to a 
select number of companies, very small, the special benefits of that 
act but the independent refiner class, as a whole, is larger than the 
group of companies that are under 30,000 barrels a day. Moreover, 
the larger independents are the ones who most effectively in creat-
ing competit ion and in actually br ing ing to bear in the marketplace 
the advantages of the independent. 

The smaller companies play their role, but almost by definition, a 
larger independent can be more inf luential i n the marketplace. 

Senator M C I N T Y R E . H O W many independent refineries have come 
into existence i n one way or another i n the last 5 years, have either 
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been bu i l t or found themselves independent because they had no 
crude ? 

Mr . D R Y E R . I would be glad to supply that for the record. I have 
an offhand feeling that there are probably a hal f dozen which have 
come into existence by reason of acquiring some plant abandoned by 
a major oi l company. 

That would be the prime way by which new independents have 
come into existence. 

O f course, there have been changes wi th in the corporation or the 
corporate ownership and organization of companies. Perhaps some 
of my independent refiners may have more to say on that subject. 

M r . P I T T T N O E R . I th ink the answer is r ight . 
Senator M C I N T Y R E . H O W many have disappeared, independent re-

finers ? 
Mr . D R Y E R . I n the last decade we have been holding the line pretty 

well w i th only a few disappearing f rom year to year. 
I n the decade before that the number of independents just de-

clined f rom about 220 to about 100 independent companies as such. 
We attr ibute a substantial cause for the survival of the independent, 
the fa i r exchange that the independent has gotten under the oi l im-
port program. 

Senator M C I N T Y R E . Wou ld i t be very costly or would i t be of some 
value at all to take an independent refinery and t r y to add to i t or 
do whatever is necessary so i t could handle the higher sulfur-con-
tent crude oil? Is that worthy of any consideration bv you who own 
i t , or is that just an added investment at a time when you are wor-
ried about the investment that you already have ? 

Mr . V I C T O R . That is a b ig problem that we are al l faced w i th i n 
t r y ing to decide how to get addit ional crude for our refineries. We 
do not have the answer. Somebody is going to have to take the sul-
f u r out of the oil. Whether i t is going to be taken out overseas before 
i t is brought over or whether i t is going to be done here on the gu l f 
coast before a pipeline is bui l t to b r ing offshore oi l into the mid-
continent-Oklahoma-Kansas area or not, we do not know. 

The other alternative is to actually run sour crude at your re-
finery, which is another economic consideration. One of the problems 
in t r y i n g to look at a l l alternatives is what k ind of security of sup-
ply you have. We would l ike to increase our refinery capacity r ight 
now i f we knew where we could get the oil. So, we do not have the 
answer to your question as to what the economics are to get this set 
up to run 10,000 barrels a day of sour crude when we have been 
running 50,000 barrels a day of sweet crude. These are things to 
look at. 

We are al l looking at them carefully but we do not know. 
Senator M C I N T Y R E . Te l l me—do you th ink this new allocation 

program that has been announced today is going to help? 
Mr . V I C T O R . I th ink i t has got some possibilities. We th ink that 

our suggestions that we have presented here today have a lot of 
meri t , and I th ink one of the questions that you had, Senator, and 
you may want to check on i t , yourself, as far as the actual volume 
of import tickets that have been issued already for 1973 that are 
free-exempt, how that number of total tickets compares w i th what 
they th ink w i l l be imported this year. We th ink that i t is about as 
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much as they w i l l get imported and, therefore, this recommended 
figure of 42 cents a barrel which we are ta lk ing about, would be on 
a small percentage of the tota l imports i f a l l the fee-exempt tickets 
were used up first. Bu t i t would give us the bargaining power to get 
the major to trade w i th us. 

One of the b ig problems is t rad ing sour imported crude for sweet 
domestic crude. There is a differential in value. I f we had 42 cents 
to start w i t h on our ticket values, we would be able to give up 
some or a l l of that in order to get the sweetcrude that we need. 

Bu t at 10.5 cents, we do not have enough to ta lk about. They w i l l 
just say we w i l l go and get addit ional tickets, you know, we do not 
need your tickets. This is our whole point. 

Senator M C I X T Y R E . A S a representative of a consuming area, we 
do not care much for those tickets. We w i l l b r ing those suggestions 
to the attention of M r . Simon. Actual ly , as one who has represented 
a consuming area of the country and has been quite confounded by 
the mandatory o i l import policy and has really run up against a 
stone wal l i n t r y i n g to get i t changed, I can just say this, the ad-
ministrat ion, i t d id not matter down here whether I encountered a 
Democratic or Republican administration, that mandatory impor t 
quota policy was there and that is al l i t was. 

Certainly a l l of us who have been ta lk ing w i th the Secretary and 
w i t h his associations seem to f ind a real desire to t r y to help, not 
only the consumer, the small independent, but the independent re-
finery and a l l segments of the business. 

Now, i n the past i t seemed to me they were only concerned about 
the major o i l companies. I know that is a biased opinion that I 
hold. I am entit led to have my bias the same as you are. 

I want to thank you gentlemen for being patient and wai t ing for 
the opportuni ty to come before the committee. We w i l l take your 
cause direct ly to the Secretary. 

We w i l l now recess un t i l tomorrow morning at 10 o'clock. 
[Whereupon, at 12:30 p.m. the committee adjourned to reconvene 

at 10 a.m., May 11,1973.] 
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PETROLEUM PRODUCT SHORTAGES 

F R I D A Y , M A Y 11, 1973 

U . S . S E N A T E , 
C O M M I T T E E O N B A N K I N G , H O U S I N G A N D U U B A N A F F A I R S , 

Washington, D.C. 
The committee was convened at 10 a.m., in room 5302, New Senate 

Office Bu i ld ing, Senator Thomas J. Mc ln ty re , presiding. 
Present: Senators Proxmire and Mcln ty re . 
Senator M C I N T Y H E . The committee w i l l come to order. 
Th is morning we open our fifth and last day of hearings on the 

impact of petroleum product shortages on the nation's economy. 
We are very happy and delighted to welcome as our first witness 

this morn ing the Honorable Stephen A . Wakefield, accompanied by 
M r . Duke L igon, M r . Wakefield being the xVssistant Secretary of the 
In ter ior for Energy and Minerals. 

I f you gentlemen would advance and take your places at the wi t -
ness table, you may proceed w i th your statement. 

You may proceed, M r . Secretary. We have your statement. I t is 
short enough so I th ink the chairman does not need to exercise the 
usual admonit ion this morning. A l l week long I have had to be 
pushing, we have had so many witnesses here. Some of them have 
come as fa r away as Wyoming to testi fy. Bu t your statement is only 
seven pages long so we can sit back and relax this morning. 

S T A T E M E N T O F S T E P H E N A . W A K E F I E L D , A S S I S T A N T S E C R E T A R Y 

O F T H E I N T E R I O R F O R E N E R G Y A N D M I N E R A L S , A C C O M P A N I E D 

B Y D U K E L I G O N , D I R E C T O R , O F F I C E O F O I L A N D G A S 

M r . W A K E F I E L D . I t r ied to summarize i t when I was prepar ing i t , 
M r . Chairman. 

M r . Chairman, and Senator Proxmire, I am happy to have this 
opportuni ty to discuss w i t h the petroleum supply situation in the 
Un i ted States. 

W i t h me this morn ing is M r . Duke L igon, who is the U.S. Office 
of O i l and Gas w i th in the Department of the Inter ior . 

I would l ike to begin my statement w i t h a synopsis of the total 
supply situation in 1973 as we see i t and go on f rom there to address 
the specific questions you requested we cover in this testimony. 

F i rs t , domestic petroleum supply situation in 1973. We anticipate 
i n 1973 that , wi thout conservation efforts, product shortages prob-
ably w i l l occur in some regions of the country, manifest either as 
gasoline shortages this summer, dist i l late shortages next winter, or 
possibly both. 
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Our best estimates of supply and demand, however, indicate that 
the magnitude of the shortages we might experience is not large 
in the context of the total demand for gasoline and distillates. 

I f the petroleum industry operates at maximum levels, and at 
least some effort is made on the part of fuel users to conserve fuels 
this year, supplies should be sufficient to meet a l l consumer require-
ments. On the other hand, i f demands continue to increase rapidly, 
i f there is 110 effort made to practice fuel conservation, i f we ex-
perience some severe weather or other unusual occurrences and i f 
refiners are unable to operate at anticipated rates, then we could 
have a shortage of 2 to 5 percent of demand. 

Given the operations of the industry over the first quarter of the 
year, our predictions f rom this point on show that i f maximum 
feasible operations are attained, demands for gasoline and distillates 
can be met wi thout stocks of product fa l l ing to unworkable levels. 
However, there is l i t t le f lexibi l i ty to respond to any occurrence out 
of the ordinary. I11 a situation this closely balanced, any disruption 
in the normal system of supply w i l l show up as a shortage of product. 
Because of the nature of the industry supply system, which we w i l l 
discuss in more detail later, the most l ikely area to experience supply 
difficulties or shortages is the Midwestern Uni ted States. There w i l l , 
at the same time, be distributors of petroleum products who w i l l be 
short of supplies while others are not. We have already begun to see 
evidence of many suppliers, both majors and independents, who are 
allocating the supplies which they have available. 

I would also l ike to point out that the product supply situation for 
gasoline is intertwined w i th that for distillates. We cannot now 
assure that a shortage w i l l be confined to only one product, or 
whether supplies of both w i l l be affected. 

As the summer progresses and we have the benefit of current in-
formation regarding industry operations, we can better assess the 
l ikelihood for shortages of disti l late this coming winter. 

Now, what are the causes of the current situation? Succinctly 
stated, the demand for petroleum products in the Uni ted States is 
outrunning our capacity to refine crude oil. Whi le the reasons be-
h ind the growth both in demand and the lack of growth in ref ining 
capacity are many and complex, the unavoidable result is that we 
are at the l imi ts of domestic refining capacity. 

There has been much said about the complex interaction of poli-
cies and events which have resulted in the current situation, and I 
w i l l not recount these here. 

Wha t w i l l be the impact of the shortage of the Nation? 
I must reiterate that a shortage this year is not certain, but at the 

same time, probable. We have examined a range of contingencies 
about our forecasts of supply and demand, and we conclude that a 
shortage of 4 to 5 percent of demand—about 250,000 to 300,000 bar-
rels per day expressed as gasoline—is perhaps the very worst we 
might experience. A shortage of 1 to 2 percent is more l ikely. I f a 
1 to 2 percent shortage is experienced, we would expect overall that 
the effect could be classified in terms of an inconvenience to the 
public. 
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As fa r as inconvenience is concerned as to those who are affected, 
i t m ight be much more than inconvenient. Fre ight shipments and 
delivery of goods would be delayed, motorists would find lines at 
some retai l gasoline outlets and closed signs at others. I n this k i n d 
of situation which is certainly not desirable, especially for those 
involved, we would not expect any significant loss to the economy. 
Certain regions may experience some impact while in other areas the 
effect might pass al l but unnoticed. 

However, i f the shortage were in the 4 to 5 percent range, which as 
I mentioned is unl ikely but possible, probably some areas of the 
country would experience problems of a magnitude which could 
cause economic harm. However, i t is impossible to say at what point 
a shortage might grow f rom the size of an inconvenience to one of 
real economic significance. 

I would l ike to emphasize very strongly the impact which even a 
moderate level of fuel conservation would have on this situation. A 
demand suppression of 4 or 5 percent is possible w i t h only very 
minor adjustments in our personal fuel consumption habits. Car 
pooling, increased use of available public transportation, and other 
easily implemented measures could erase our concern i f the public 
would expend but a moderate effort to conserve fuel—not only gaso-
line, but fuel of al l types. The encouragement of conservation prac-
tices should be of top pr io r i ty to al l of us who communicate w i t h 
the public in order to minimize or eliminate the threat of shortages. 

I should point out here, Mr . Chairman, that i f each motorist could 
save only 1 gallon a week of gasoline, then we would not anticipate 
any difficulties. But i t is going to require public awareness and an 
effort on the part of the public to do this. 

Senator M C I N T Y R E . D O you have any plans to get that message out 
to the public, yourself, at In ter ior or are you going to ask the majors 
to do it? They have stated they are going to change their advertising. 

Mr . W A K E F I E L D . I applaud their efforts in doing this and I have 
long personally encouraged them to do this. As fa r as what we 
intended to do in In ter ior , th is week, Monday, Secretary Mor ton an-
nounced a reorganization which, among other things creates an 
Office of Energy Conservation. We are moving very rap id ly to 
establish that office, to staff i t , and we expect to move very strongly 
i n this area, part icular ly in the area of public awareness and publ ic 
informat ion, to get this informat ion out to the consumer, to make 
h im aware of the problem and what they can do to help to alleviate i t . 

Now, what impact w i l l the shortages have on competition i n the 
industry ? 

Over the past 5 or 6 years, spare ref ining capacity i n the Un i ted 
States has steadily dwindled. As a result, considerable pressure has 
been fe l t by those in the industry who were dependent on wholesale 
supplies for their business. There might be some companies who w i l l 
not be able to weather this period of t igh t supply and who w i l l be 
forced out of business. There are others, also in the independent 
sector, who w i l l be able to remain profitable and active. 

I t is not accurate to imp ly that the potential shortages th is year 
are the sole cause for some independents' difficulties. The t rend of 
the past several years has been visible, catching the entire industry 
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between r is ing foreign crude prices, dwind l ing domestic crude sup-
plies and lagging refining capacity. For some, however, this year 
may prove to be the straw that broke the camel's back. 

Many market areas in the country are almost entirely dependent 
upon independent companies fo r supply and the loss of these sup-
pliers could cause local shortages. For that reason we are attentive 
to the situation confront ing the independent, and have taken steps 
in the past and more recently to provide some supplies to these mar-
kets. S l id ing scale import allocations, exchange provisions, special 
quotas, expanding the role of the O i l Impor t Appeals Board and the 
sale of government-owned royalty crude oi l are steps which are 
being taken in the interest of the independent. 

Yesterday Deputy Secretary of the Treasury Simon in his testi-
mony to this committee described a voluntary allocation program 
that has been developed whereby al l suppliers would make available 
for sale on a State-by-State basis the same percentage of total crude 
oi l and refined products to each class of trade that i t received dur ing 
'a base year comprising the last quarter of 1971 and the first 3 
quarters of 1972. 

M r . Chairman, Mr . L igon w i l l outline the steps upon completion o f 
my testimony that we have taken in the Department of the In ter ior 
to implement this program announced by Secretary Simon yesterday. 

Wha t steps can and should be taken to prevent such shortages and 
their reoccurrence? 

F i rs t and foremost we must encourage conservation of fuels. This 
should not be regarded as solely a program of conservation to avert 
a short-term shortage, but a serious reth inking of the way we al l use 
—and waste—energy. Whi le short-term measures to mit igate the cur-
rent problem can be implemented now w i th min imum inconvenience 
to the public, longer term and more difficult conservation practices 
must be encouraged also. We cannot continue to throw away a large 
port ion of our energy supply in inefficient cars, homes and industries 
and expect to maintain a viable economy into the future. 

Secondly, we must provide incentives for domestic energy source 
development, including petroleum supplies and refining capacity i n 
the short term and alternative energy sources longer term. There is 
no way for a new import program or a rat ioning plan or any other 
short-term action to create a new barrel of oil. The solutions are not 
that simple, and they involve thought fu l and careful implementation 
of the President's national energy policy. 

Th i rd , we must come to grips w i th the conflicts in our national 
priorit ies—the relative roles of clean environment, economic 
strengths, national security and adequate energy. 

Wha t w i l l be the impact that gasoline shortages w i l l have on 
home-heating oi l supplies next winter? 

As I mentioned, al l product supplies are basically interrelated. To 
the extent that maximum gasoline production is maintained through 
this year at the expense of bu i ld ing adequate stocks of heating oils, 
then the l ikel ihood of fuel o i l short-apes next winter w i l l be yreater. 
E igh t now, stocks of heating oils are in good shape relative to 
previous years and i f operations go as forecast through the sum-
mer, we can l ikely expect that we w i l l have adequate supplies f o r 
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next winter. A t this point we simply cannot make any f i rm projec-
tions for the reason there are so many variables involved. Even 
though heating oi l supplies, overall, may be adequate, i t appears 
probable that some refiners and some marketers w i l l again encounter 
serious supply problems which w i l l be reflected in their ab i l i ty to 
supply their customers. 

Wha t effect w i l l the recently-announced import program have on 
this year's supplies? 

The l i f t i n g of quantitative restrictions on imports w i l l make 
foreign markets more accessible to U.S. companies in securing sup-
plies. The abi l i ty of foreign markets to absorb the addit ional de-
mand is not certain, however. I t appears, fo r example, that foreign 
product prices w i l l be higher than domestic prices, indicat ing a 
general tightness in wor ld supply. 

There may be environmental difficulties and sul fur restrictions may 
l i m i t certain foreign supplies that might otherwise be available to 
this country. 

However, the fact remains that the changes i n the impor t program 
have at least removed quantitative restrictions on imports, and have 
suspended duties and fees on most of the oil which w i l l be imported 
this year. To the extent that extra costs incurred in impor t ing 
products can be recovered by the importers, we can reasonably ex-
pect imports to rise. 

For the longer term, i t is imperative that we maintain an incentive 
for investment in domestic capacity. I n this connection, M r . Chair-
man, I would applaud your efforts in u rg ing New England to con-
sider the need for refining capacity there and point ing out to the 
members of the congressional delegation f rom New England that 
environmental safeguards are now available so that refineries can be 
bu i l t by an environmentally safe method. 

Our resources of oi l and gas are very large. The diff iculty is that 
they are not being translated into reserves available for immediate 
use at the rate required to meet our demands. 

Wha t is presently lacking is the willingness to make the necessary 
commitments of capital and manpower to accomplish this task and 
the restoration of this willingness was one of the main thrusts of 
the President's energy message of A p r i l 18. I t w i l l take t ime fo r the 
measures he proposed to become effective but the undeniable t r u t h is 
tha t the solution to all our energy problems lies here in our own 
country—quite l i tera l ly under our very feet. 

A t this time. Mr . Chairman, I would l ike to have Mr . L igon o f 
the Office of Oi l and Gas outline the steps that we have taken in the 
last 24 hours to implement the new allocation procedure. 

Senator M C I X T Y R E . Fine, M r . L igon, you may proceed. 
Mr . L T O O X . M r . Chairman, since yesterday when M r . Simon was 

present and gave you the background fo r the voluntary allocation 
plan, we have done several things that might be interesting to you 
this morning1 w i t h regard to how we might implement or begin to 
imnlement the plan itself. 

As I promised you and this committee yesterday, telegrams are 
"feeing sent to crude oi l and refinery products suppliers and producers 
across the Nat ion indicat ing that this new allocation program has 
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been announced. Telegrams are being sent to the t radi t ional classifi-
cations for oi l import licensees which include refiners, petroleum and 
chemical people, fuel terminal operators and al l those eligible to 
apply for O i l Impor t Appeals Board licenses which generally in-
clude independent marketers, refiners, and independent fuel terminal 
operators. 

Senator M C I X T Y R E . Was that same telegram sent to everyone? 
M r . L I G O X . Y e s , i t w a s . 
Senator M C I X T Y R E . D O you have a copy ? 
Mr . L I G O X . Yes, I do. I T is short. I would l ike to read i t to you. 
Senator M C I X T Y R E . I would l ike to include i t i n the record, too. 
Mr . L I G O X . Yes, sir. I would be happy to. The telegram reads: 
"Th is is to no t i f y you of the allocation program announced by Mr . 

W . E. Simon on May 10,1973, before the Senate Committee on Bank-
ing, Housing, and T>ban Affairs. The Government has established an 
allocation program for both crude oi l and refined products. The pro-
gram w i l l rely on voluntary compliance w i t h guidelines set by the 
government cal l ing for the supply of no less than the proport ion of 
1971 and 1972 sales to independents and other customers at prices not 
exceeding posted and rack prices charged by producers, refiners, mar-
keters, distributors, and jobbers. The Office of Oi l and Gas w i l l ad-
minister the program and w i l l assign to each producer, refiner, mar-
keter, jobber, and distr ibutor allocations for p r io r i t y customers s t i l l 
unable to obtain needed supplies of crude oi l and products not to 
exceed 10 percent of any supplier's total sales of crude oil and prod-
ucts dur ing the base period. This assignment by the Office of O i l and 
Gas w i l l be based on demonstrated need. 

"Copy of the program as announced by M r . Simon w i l l be mailed 
to you shortly. Our purpose is to apportion, as evenly as possible, any 
curtai lment i n consumption that w i l l result f r om gasoline and dist i l -
late shortages. 

"P r i o r i t y w i l l be given to meeting the needs of farming, food pro-
duction, essential industries. State and local governments and other 
essential categories. The program which is effective immediately w i l l 
apply to al l segments of the industry. 

" I solicit your support i n this effort which is very essential to our 
national well being." 

I t is signed by the Director of O i l and Gas, Mr . Chairman. I w i l l 
submit i t fo r the record. 

We sent this, as I explained, to the t radi t ional classifications for 
license holders. We have also sent i t to the chairman of the regional 
committees as set up by the Oi l Policy Committee in the five regions 
plus New England. They have agreed to disseminate this informat ion 
as rapid ly as possible to their interested members. 

Also we sent the telegram to various trade associations, and today 
the Washington representatives of al l segments of the industry w i l l 
be encouraged to pick up copies of this telegram in the Office of O i l 
and Gas. 

M r . Chairman, the telegram is being followed-up by a mai l ing of 
more detailed informat ion about the program. This includes a cover 
letter plus Exh ib i t A f rom Mr . Simon's testimony, given yesterday 
before your committee. The mai l ing should be completed this after-
noon. 
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Mr . Chairman, the Office of O i l and Gas w i l l very quickly publish 
i n the Federal Register addit ional informat ion, clarif ication and 
guidelines to faci l i tate the processing of p r io r i t y questons and allo-
cation complaints. These guidelines w i l l be published in the Federal 
Register next week. The staffing of the Office of O i l and Gas Emer-
gency Preparedness Div is ion has now been expanded using the re-
sources that are current ly available and this office w i l l in i t ia l l y per-
f o r m the pr incipal administrative funct ion for this new program. 

Current ly established office of Emergency Preparedness and Office 
of O i l and Gas field offices w i l l be ut i l ized together as local in format ion 
and processing centers across the country in the 10 Federal regions 
and w i l l answer questions and complaints to the extent possible. 

Data and queries w i l l flow f rom the field office to the Office of O i l 
and Gas i n Washington. 

M r . Trent , Ac t ing Director of the Office of Emergency Prepared-
ness is cooperating to see that this is accomplished. A n operation cen-
ter has been established i n Washington to serve as a focal point fo r 
the allocation action. 

Senator M C I X T Y R E . I S this an emergency operation set up simi lar 
to that developed by O E P last year? 

M r . L I G O N . Y e s , s i r . 
Senator M C I X T Y R E . I am glad you have done that. We had testi-

mony yesterday that that was very helpful . Witnesses testified this 
w^eek that such an office is of great assistance to them. I am glad to 
hear that. I also want to compliment you for the alacrity w i t h which 
you have been moving. 

Mr . L I G O N . We are as concerned as you are w i t h respect to the 
supply problems part icular ly and I th ink a l l segments of the indus-
t r y are aware i t is a national problem and not a problem of one seg-
ment of the industry or another. 

Everyone has been very w i l l i ng to help and cooperate. 
One other step, Mr . Chairman, i f I may relate to you that was 

taken yesterday, Mr . Simon and I met w i t h the representatives o f 
the major independent trade associations i n Washington and ex-
plained the best we could what the guidelines were and what i t meant 
to their clients and so for th , and they w i l l pass that in format ion on 
immediately as promised. 

We are to continue to meet w i t h the various subcommittees that M r . 
Simon set up and explain the guidelines to the independent segment 
of the industry as wel l as answer any specific questions that they 
might have as t ime goes along. 

I t also can serve as a forum fo r complaints. That is where Ave are, 
M r . Chairman. 

Senator M C I N T Y R E . I have got a few questions fo r you. Mr . Secre-
tary. I n discussing the impact of shortages on competition, you state 
that this year may prove to be "the straw that broke the camel's back." 

A re you saying that the allocation program announced yesterday 
w i l l not meet the goals as outl ined by Secretary Simon and that even: 
w i t h this allocation program the independent segment of the in-
dustry w i l l s t i l l suffer serious economic harm? Before ansAA-ering this 
question, I Avould l ike to remind you that there are several bi l ls 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



402 

pending i n the Senate r ight now that would make the allocation 
program mandatory rather than voluntary. I f the independent seg-
ment is s t i l l threatened even after yesterday's allocation program, 
then i t might well be that Congress should take addit ional steps be-
yond those outl ined by the Secretary yesterday. 

M r . W A K E F I E L D . N O , I th ink, M r . Chairman, that the actions out-
l ined by the Secretary yesterday, w i l l take care of this problem and 
I th ink the problem that I was referr ing more to here was an eco-
nomic one rather than an allocation one. As you well know, many of 
the independents, part icular ly marketers, have been able to estab-
l ish their market by first purchasing the surplus barrel that was re-
fined and then being able to sell i t at lower prices than the majors 
have been able to. 

I th ink the problem here is perhaps more an economic one than an 
an actual avai labi l i ty one. I am hopeful and I believe that the pro-
gram announced by Mr . Simon yesterday w i l l take care of the avail-
abi l i ty problem but of course you can not guarantee the price at 
which they w i l l be able to purchase the supplies. 

Senator M C I N T Y R E . M r . L igon, in Secretary Simon's outline of 
the allocation program, he stated that the O i l Policy Committee of 
which he is chairman w i l l begin hearings on the program and de-
termine whether i t should not be made mandatory. 

Wou ld you agree that while a voluntary program may well do 
the job, that the Federal Government should proceed at once to 
establish a mandatory allocation program that could be implemented, 
i f i t became clear that the voluntary program was not achieving the 
desired results ? 

Mr . L I G O N . I do hope and th ink that the voluntary guidelines w i l l 
take care and help alleviate the problem in the coming months w i t h 
regard to gasoline shortage this summer as well as any disti l late prob-
lem in the fa l l . 

A l l segments of the industry have indicated their concern and al l 
are w i l l i ng to help. 

Certainly, the voluntary way is the way to go. I am not sure that 
the Government is capable of t r y ing to achieve more efficient results 
than the industry in this part icular case. 

Mr . W A K E F I E L D . Mr . Chairman, i f I might add to that, the O i l 
Policy Committee w i l l commence hearings in the very near future 
in this, and I would expect out of those hearings to come the deter-
mination as to whether a mandatory program would be necessary, 
and i f so, what i t should be. 

Mr . L I G O N . As Mr . Simon indicated to you yesterday, M r . Chair-
man, he w i l l continually monitor the progress of the program to 
see i f i t works or not. He is in constant communications w i th the 
independent parts of the industry, as you are well aware. He is 
quite sincere about finding out whether or not i t is work ing and as 
Secretary Wakefield has indicated, hearings f rom the O i l Policy 
Committee w i l l start r ight away to determine that. 

Senator M C I N T Y R E . Senator Proxmire ? 
Senator P R O X M I R E . M r . L igon, I want to make sure I understand 

how this program w i l l work. As I understand i t , you take the last 
quarter of 1972 and the first quarter of 1973—no ? 
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M r . L I G O N . N O , sir, i t is the last quarter of 1 9 7 1 and the f i rst three 
quarters of 1972. 

Senator P K O X M I R E . Y O U take the last quarter of 1 9 7 1 and the first 
three quatrers of 1972, and then you allocate the available supply, 
based on that d is t r ibut ion at tha t t ime, so you see tha t gasoline 
dealers, the fel lows who fill up your car w i t h gasoline when you pu l l 
in to the stat ion are going to get the same supply they got then i n 
p ropor t ion to the available overall supply, is tha t r igh t? 

M r . L I G O N . E igh t . W e had questions this morn ing on th is very 
th ing , Senator Proxmire , and this does not apply any more to 
ma jor companies than i t does to any other refineries. 

I t applies equally across the board to a l l refiners, producers, 
jobbers and distr ibutors in the country. 

Senator P R O X M I R E . I have run into a number of people i n m y 
State who have complained about this and I am sure T o m has i n 
his State. He has done a marvelous job i n mak ing th is much fa i re r 
al location of gasoline possible and deserves a great deal of credit . 
Suppose these people feel they are not get t ing thei r supply, what 
can they do about i t? W h a t is the i r rocoiirsc? 

M r . L T G O N . The recourses, Senator Proxmire, are to contact the 
O E P or Office of O i l and Gas field office or contact our office d i rect ly 
i n Wash ington and explain what the problem is and we w i l l qu ick ly 
ho ld a hear ing to determine why they cannot get that supply and 
what we can do to get f o r them. , 

Senator P R O X M I R E . W o u l d you be able to act—T A M nil fo r hear-
ings, I believe in them very s t rong ly ; I have argued fo r them con-
sistent ly—but I wou ld t h i nk you migh t get many hundreds of re-
quests i f th is shortage becomes great, and the filling stations are 
not get t ing the i r supply, so would you be able to short-c ircui t t ha t 
to some extent ? 

M r . L I G O N . Yes, we could. 
Senator P R O X M I R E . Could you direct tha t th is be handled quick ly 

and fa i r l y? 
M r . L I G O N . Yes; we can. Senator Proxmire , and we anticipate tha t 

what we w i l l t r y to do quick ly is to b r i ng to the attention of histor ical 
suppliers th is par t icu lar s i tuat ion and hopefu l ly we w i l l not have to 
have the hear ing in i t i a l l y . I was t r y i n g to explain as we went on 
down the road i f we were unable to secure adequate supplies fo r the 
people tha t you are t a l k i ng about and i f the suppliers are just not 
able to do i t f o r one reason or another, hearings then would be held. 

Senator P R O X M T R E . The testimony that we have had p r io r to today 
has been, as I understand i t , that the shortages are l i ke ly to get 
worse as the years go on. that is, i t w i l l be worse i n 1975 and 1976 and 
so for th . Under these circumstances, do we have any long-range ap-
proach to th is k i n d of problem? I t seems to me the President's re-
source message was he lp fu l and maybe tha t w i l l solve the problem 
5 or 10 or 15 years f r o m now, but I t h i n k you w i l l agree i t w i l l take 
a long t ime. 

Meanwhi le, what do we do? Th is k i n d of approach or change i n 
advert is ing or exhortat ion to consumers to use carpools or to r u n 
instead of dr ive, wa lk instead of dr ive, are un l i ke ly to be very effec-
t ive. I wondered i f you have any standby ra t ion ing fo r the motor ist , 
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fo r the consumer, any study of this, any notion the time at which 
this might be considered seriously and be put into effect, l ike in 
W o r l d War I I where you got stamps and the stamps varied depend-
ing on whether you needed to get to work or for pleasure ? 

Mr . W A K E F I E L D . Senator, there has been consideration given to 
this problem. We do not believe that i t w i l l be necessary for this 
summer. I t is diff icult to project whether i t might be next summer 
or the year after that. I th ink in every consideration that has been 
given, this was considered to be the absolute least desirable, the last 
step that would have to be made. 

O f course, there is the possibility as we get down the line that this 
might be required and, as you pointed out, as far as the President's 
energy message was concerned toward gett ing adequate domestic 
supplies, i t is not something that is going to tu rn the situation around 
in 2 or 3 years . 

Senator P R O X M I R E . I t might, not tu rn the situation around. I hope 
i t does. We have had I th ink a demonstration of the ineffectiveness of 
t r y i ng to secure more effective proven oi l reserves, effective explora-
t ion by tax expenditures than almost any policy I can th ink of. You 
have the oil depletion allowance, you have intangible dr i l l ing, you 
have a whole series of incentives, and they have not worked. 

Now, the President seems to be cal l ing to some extent for more of 
the same. I have seen proposals that I am assured by some people 
would be about one-tenth as expensive as these tax advantages, to 
wi t direct subsidy for exploration. 

The argument is then the Congress and the taxpayer could see how 
i t is work ing and the argument that I have seen is that this might be 
a far more effective approach. Has any consideration been given to 
that k ind of an approach? 

Mr . W A K E F T E L D . There has been some consideration. I would l ike 
to respond first to your first point that evidences these and they have 
not worked. I th ink the diff icultv in the past has been that we have 
had many confl icting policies w i th in the Government. 

For example, while we had these policies to encourage the pro-
ducer. we had policies on the other hand to hold down the price of 
natural gas and discourage the producer. 

I n the past we have not made adequate avai labi l i ty of our public 
lands, part icular ly i n the Outer Continental Shelf, and we are t r y i ng 
to change these things now, but i t is going to take a whole series of 
things. I th ink just i n the economic area, that is one important step 
that has to be taken, but there are many other considerations to be 
taken, also. 

Senator P R O X M I R E . I T seems to me, i f you are going to let the price 
of natural gas go up, then the next step—the perfectly logical eco-
nomic step is to let the price of gasoline go up. 

That w i l l have several effects. I t w i l l have the effect of encouraging 
exploration, encouraging development of the supplies and i t would 
have the discouraging effect of using i t . That is the way we solve our 
economic problems i n this country. 

Th is has a very, very serious social effect which concerns me very 
much, too, i t means that people have to pay more for their gasoline. 
I t means you discriminate against the people who have the lowest 
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income. I t means probably a very substantial enrichment of the o i l 
companies. 

I th ink , on both scores, that is very hard to accept. Therefore, i t 
seems to me that some k ind of a tradeoff—if we are going to permi t 
this k ind of increase in natural gas prices and perhaps gasoline prices 
and fuel o i l prices, then we ought to insist that we sharply cur ta i l or 
terminate the tax advantages which amount to bi l l ions of dol lar and 
are viewed by many people as the biggest loopholes we have i n the 
In terna l Revenue Code. 

M r . W A K E F I E L D . I agree w i t h much of what you say. As fa r as the 
depletion allowance is concerned, I would say that is more i n the bai l i -
wick of the Treasury than i t is i n ours. 

I th ink the simple fact is, i f the depletion allowance were removed, 
prices would have to go up or there would be decreasing amounts of 
explorat ion and development. Maybe the prices should go up. Maybe 
that is the answer. I do not consider myself an expert i n the tax field. 

Senator P R O X M I R E . I hope you gentlemen begin to th ink about this 
overal l possibil i ty. We have been to ld by al l the experts that the o i l 
shortage is going to get worse. These short-term approaches just are 
not going to work. 

M r . W A K E F I E L D . I agree w i th you total ly , Senator Proxmire, and 
I hope that the steps that we are required to take i n the short-term 
are not counter-productive to the things that we need to be doing i n 
the longer-range to assure the country of available supplies of energy. 

Senator P R O X M I R E . There w i l l be a terr i f ic battle in Congress and a 
great bitterness i n the public i f you let the prices go up wi thout hav-
ing some k ind of quid pro quo on the tax concessions. I th ink this is 
something that the industry ought to th ink about and I hope you 
fellows th ink about i t , too. 

Speaking of the future a l i t t le b i t , you ta lk about next winter and 
you say you th ink we may have a reasonable balance of supply and 
demand for fuel oi l , but i t may be worse than last winter. 

Last winter we were blessed w i t h a very m i l d winter. A n d yes, i n 
Wisconsin I saw a number of business places that had to be curtai led 
and some homeowners were concerned about i t , fortunately they d id 
not have their o i l curtailed, but they were on the br ink of i t . Wha t are 
we planning to do about that? Do we have any k ind of standby, a 
standby system of assuring that supplies w i l l be available ? 

Mr . W A K E F I E L D . I would assume that this same allocation program 
that we have outl ined here would continue into the disti l late situation. 

Senator P R O X M I R E . That standby situation only applies to the 
dealers. I t does not apply to the users. I am ta lk ing about the possi-
b i l i t y i f the situation becomes sufficiently bad to make sure that the 
homes at least would be heated. 

Maybe you would have to cur ta i l the churches or the schools or 
something of that k ind. 

M r . W A K E F I E L D . A S we move into the situation, I am sure we w i l l 
T)e looking into this. 

I n so fa r as that situation is concerned, our inventories fo r dist i l -
lates r igh t now are higher than they normal ly are. We do not have 
the impor t restrictions we have had in the past. I am hesitant to be 
too sanguine about what the situation may be, part icular ly f o r 
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environmental reasons much of this disti l late is now being consumed 
by electric uti l i t ies. Certainly i f we see the situation worsening, then 
we are going to have to move into a position of looking at what the 
priorit ies of use should be. 

Senator P R O X M I R E . I hope you w i l l be able to do that i n a t imely 
way. We w i l l not have to wai t un t i l next f a l l or next winter. 

M r . W A K E F I E L D . Y e s . 
Senator P R O X M I R E . Has the Justice Department approved the vol-

untary allocation program that was announced yesterday? 
Mr . L I G O N . They have, Senator Proxmire. They are members o f 

the Oi l Policy Committee and they have been conferred w i t h w i t h 
regard to this issue. 

Senator P R O X M I R E . What concerns me especially is whether or not 
this was a possible violation of the Ant i - t rus t laws. D i d they address 
themselves to that possibility? 

Mr . L I G O N . I am sure they d id in consideration 
Senator P R O X M I R E . They specified it? 
Mr . L I G O N . NO, sir. I am not aware of whether they specified i t or 

not. Bu t they d id approve i t in general terms and I assume that they 
looked at the anti trust impl icat ion of i t . 

Senator P R O X M I R E . W i l l you check and find out? 
Mr . L T G O N . I shall be glad to do so. 
Mr . W A K E F I E L D . I believe i t was the anti trust division that was 

involved in our consideration. 
Senator P R O X M I R E . Double check and be sure that they did. 
[The letter f rom the Justice Department to the Treasury Depart-

ment was submitted for the record earlier i n the hearings and is 
pr inted at p. 350.] 

Senator M C I N T Y R E . M r . Secretary, you and I went out to Bel l ing-
ham. Wash., a long ride, but the brochure that the Arco people gave 
me. in reading i t over, i t said that that clean refinery was based on 
technology of 10 years ago. 

As we look toward the question of refineries for New England, 
which I hope w i l l be one of the long-term answers, we are going to 
have a crunch, there is no doubt about it—has not technology im-
proved in 10 years—do we know how to bu i ld a refinery even cleaner 
than the one we saw at Arco? Do you know that or are you a neophyte 
l ike myself, learning i t ? 

Mr . W A K E F I E L D . I am sure technology has improved to some extent. 
I do know, for example, that many of the existing refineries—I have 
toured the Shell refinery i n the Houston area and they have retro-
f i t ted a great deal of this environmental equipment to, among other 
things, make the water that goes back into the Houston Ship Channel 
much cleaner than when i t came out of the Houston Ship Channel for 
use in the refinery. As you know, the refinery we saw is a very en-
vironmental ly clean refinery. 

Senator M C I N T Y R E . We d id not see any black smoke pour ing out of 
i t or anything i n the air. They had a very elaborate treatment plant. 
I am hoping that we can cool some of these ecologists off. 

The other day, Senator Proxmire said, and he probably i n the end 
is r igh t , that we have got to save our world, but I look for some real 
struggles i n the Congress and i n the Government at large fo r these 
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environmental requirements and that is going to be one of the ques-
tions that we are going to have to be bat t l ing out i n the next 2 or 3 
years. 

M r . W A K E F I E L D . I th ink par t of the problem, M r . Chairman, is 
lack of knowledge and I th ink, i f we communicate and get the accu-
rate in format ion to the people as you have t r ied to do i n connection 
w i t h this refinery, that much can be accomplished. 

Senator M C I N T Y R E . M r . L igon, the Independent Refiners Associa-
t ion were the last witnesses to test i fy yesterday, and they testified— 
their testimony was such that they fel t that they would l ike to b r ing 
to Secretary Simon's attention var ious—I th ink they had eight points. 
So, we w i l l be sending those over to the Secretary. 

M r . L I G O N . That w i l l be fine. 
Senator M C I N T Y R E . They fe l t that some of their problems had just 

been overlooked i n the great attempt to i ron out a l l the inequities. 
M r . L I G O N . We would be happy to meet w i t h those people, too, 

Mr . Chairman, and have them discuss those eight points, i f tha t 
would be to their l ik ing. 

Senator M C I N T Y R E . One th ing was wor ry ing me this morn ing com-
ing i n or last n ight going home, I do not know which i t was, and 
that was i f allocation is going to take place, here is a supplier, he is 
going to have to allocate 90 percent based on his base year. So, he is 
going to give 90 percent to his regular customers or to his regular 
brand stations. Over here i n the past he has supplied the excess to 
some of these independents that we are concerned about. 

Now, there was also a very strong dif ferential i n price, was there 
not, that independent out on the fa r perimeter received ? 

M r . L I G O N . There was a wholesale market created by the situat ion 
that you describe, M r . Chairman. 

O f course, the wholesale market was i n essence a spot market and 
the price was certainly less, but i t was not stable. I t vacil lated con-
stantly. There was not a great difference i n price but i t was lower, 
of course. 

Senator M C I N T Y R E . I was th ink ing, wre are not going to make that 
supplier give this independent on the perimeter, the fel low who just 
used the excess—there is no more excess, r ight—he is not going to 
get that same advantage i n pricing? 

M r . L I G O N . N O , he w i l l not. I n M r . Simon's testimony yesterday, i n 
exhibit A , there was some indication that, i f a supplier has to supply 
one of the independents w i t h product that he must replace at a 
higher price—he w i l l be able to pass those costs on i n the market-
place. Therefore, the independent w i l l not always receive the type of 
price advantage that he had i n the past, that is true. 

Senator M C I N T Y R E . Sometimes he may. 
M r . L I G O N . Sometimes he may. 
Senator M C I N T Y R E . I do not see how, wi thout any excess supply. 
Mr . L I G O N . I t would be very difficult. 
Senator M C I N T Y R E . I want to help the independents but I do not 

want to be unfa i r . 
M r . L I G O N . Tha t is r ight . 
M r . W A K E F I E L D . I do not believe we w i l l be able to create another 

spot market this year. 
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Senator M C I N T Y R E . Mr . Secretary, and Mr . L igon, thank you very 
much for appearing this morning. I appreciate your testimony and 
3'our helpfulness to the committee. 

[The statements fo l low: ] 

S t a t e m e n t o f S t e p h e n A . W a k e f i e l d , A s s i s t a n t S e c r e t a r y o f t h e 
I n t e r i o r f o r E n e r g y a n d M i n e r a l s 

Mr . Chai rman, I am happy to have th is oppor tun i ty to discuss w i t h you and 
members of your commit tee the petro leum supply s t iua t ion i n the Un i ted States. 
I wou ld l i ke to begin my statement w i t h a synopsis of the to ta l supply s i tua t ion 
i n 1973 as we see i t , and go on f r o m there to address the specific questions you 
requested we cover i n th is test imony. 

d o m e s t i c p e t r o l e u m s u p p l y i n 1973 

We ant ic ipate i n 1973 tha t w i t h o u t conservation efforts product shortages 
probably w i l l occur i n some regions of the country, mani fest ei ther as gasoline 
shortages th is summer, d is t i l la te shortages next w i n t e r or possibly both. 

Our best estimates of supply and demand, however, ind icate tha t the magni-
tude of the shortages we m igh t experience is not large i n the context of the 
to ta l demand fo r gasoline and dist i l lates. 

I f petro leum indus t ry operates at m a x i m u m levels, and at least some ef for t 
is made on the pa r t of fue l users to conserve fuels th is year, supplies should be 
sufficient to meet a l l consumer requirements. On the other hand, i f demands 
cont inue to increase rap id ly , i f there is no ef for t made to pract ice fue l con-
servation, i f we experience some severe weather or other unusual occurrences, 
and i f refiners are unable to operate a t ant ic ipated rates, then we could have a 
shortage of 2 to 5 percent of demand. 

Given the operations of the indus t ry over the first quar ter of the year, our 
predict ions f r o m th is po in t on show tha t i f m a x i m u m feasible or>erations are 
at ta ined, demands fo r gasoline and d is t i l la tes can be met w i t h o u t stocks of 
product f a l l i n g to unworkab le levels. However, there is l i t t l e flexibility to 
respond to any occurrence out of the ord inary . I n a s i tua t ion th is closely bal-
anced, any d is rup t ion i n the norma l system of supply w i l l show up as a 
shortage of product. Because of the nature of the indus t ry supply system, w i i i ch 
we w i l l discuss i n more deta i l la ter , the more l ike ly area to experience supply 
di f f icul t ies or shortages is the Midwestern Un i ted States. There w i l l , a t the 
same t ime, be d is t r ibu tors of petroleum products who w i l l be short of supplies 
wh i l e others are not. We have already begun to see evidence of many suppliers, 
both majors and independents, who are a l locat ing the supplies wh ich they have 
avai lable. 

I wou ld also l i ke to point out t h a t the product supply s i tuat ion fo r gasoline 
is i n te r tw ined w i t h tha t f o r dist i l lates. We cannot nowT assure tha t a shortage 
w i l l be confined to only one product, o r whether supplies of both w i l l be affected. 
As the summer progresses and we have the benefit of cur rent i n fo rma t ion 
regard ing indus t ry operations, we can better assess the l ike l ihood fo r shortages 
of d is t i l l a te th is coming w in te r . 

w h a t a r e t h e c a u s e s o f t h e c u r r e n t s i t u a t i o n ? 

Succinct ly stated, the demand fo r petroleum products i n the Un i ted States 
is out r unn ing our capacity to refine crude oil . Wh i l e the reasons behind both 
the g r o w t h i n demand and the lack of g rowth i n ref in ing capacity are many and 
complex, the unavoidable resul t is t ha t we are a t the l i m i t s of domestic 
re f in ing capacity. 

There has been much said about the complex in teract ion of policies and 
events wh i ch have resulted i n the cur ren t s i tuat ion, and I w i l l not recount 
these here. 

w h a t w i l l be t h e i m p a c t o f t h e s h o r t a g e o f t h e n a t i o n ? 

I must re i terate tha t a shortage th is year is not certain, but at the same 
t ime, probable. We have examined a range of contingencies about our fore-
casts of supply and demand, and we conclude t ha t a shortage of fou r to five 
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percent of demand (about 250 to 300 thousand barrels per day expressed as 
gasoline) is perhaps the very worst we might experience. A shortage of 1 to 2 
percent is more l ikely. I f a 1 to 2 percent shortage is experienced, we would 
expect overal l tha t the effect could be classified in terms of an inconvenience 
to the public. Fre ight shipments and delivery of goods would be delayed, 
motorists would f ind lines at some reta i l gasoline outlets and "closed'' signs at 
others. I n this k ind of a situation, which is certainly not desirable, we would 
not expect any significant loss to the economy. Certain regions may experience 
some impact whi le in other areas the effect might pass a l l but unnoticed. 

I f the shortage were in the 4 to 5 percent range, which as I mentioned is 
unl ikely but possible, probably some areas of the country would experience 
problems of a magnitude which could cause economic harm. However, i t is 
impossible to say at what point a shortage might grow f rom the size of an 
"inconvenience" to one of real economic significance. 

I would l ike to emphasize very strongly the impact which even a moderate 
level of fuel conservation wrould have on this situation. A demand suppression 
of 4 or 5 percent is possible wTith only very minor adjustments in our personal 
fuel consumption habits. Car pooling, increased use of available public trans-
portat ion, and other easily implemented measures could erase our concern i f 
the public would expend but a moderate effort to conserve fuel—not only gaso-
line, but fuel of a l l types. The encouragement of conservation practices should 
be of top p r io r i t y to al l of us who communicate w i t h the public i n order to 
minimize or el iminate the threat of shortages. 

w h a t i m p a c t w i l l t h e s h o r t a g e s h a v e o n c o m p e t i t i o n i n t t t e i n d u s t r y ? 

Over the past 5 or 6 years, spare ref ining capacity in the U.S. has steadily 
dwindled. As a result, considerable pressure has been fel t by those i n the 
industry who wTere dependent on wholesale supplies for their business. There 
might be some companies who w i l l not be able to weather this period of t i gh t 
supply and who w i l l be forced out of business. There are others, also i n the 
independent sector, who w i l l be able to remain profitable and active. 

I t is not accurate to imply that the potential shortages this year are the 
sole cause fo r some independents' difficulties. The trend of the past several 
years has been visible, catching the entire industry between r is ing foreign 
crude prices, dwind l ing domestic crude supplies and lagging capacity. Fo r 
some, however, th is year may prove to be "the straw that broke the camel's 
back." 

Many market areas in the country are almost ent irely dependent upon inde-
pendent companies for supply, and the loss of these suppliers could cause 
local shortages. For that reason we are attent ive to the si tuat ion confront ing 
the independent, and have taken steps i n the past and more recently to provide 
some supplies to these markets. Sl id ing scale import allocations, exchange pro-
visions, special quotas, expanding the role of the Oi l Impor t Appeals Board, 
and lately the sale of Government-owned royal ty crude oi l are steps which are 
being taken in the interest of the independent. Deputy Secretary of the 
Treasury Simon i n his testimony to th is committee yesterday described a 
voluntary al location program that has been developed wThereby a l l suppliers 
would make available for sale on a State by State basis the same percentage 
of tota l crude oi l and refined products to each classes of trade that i t received 
dur ing a base year comprising the last quarter of 1971 and the first three 
quarters of 1972. 

w h a t s t e p s c a n a n d s h o u l d b e t a k e n t o p r e v e n t s u c h s h o r t a g e s 
a n d t h e i r r e o c c u r r e n c e ? 

F i r s t and foremost we must encourage conservation of fuels. This should not 
be regarded as solely a program of conservation to avert a short term shortage, 
but a serious re th ink ing of the way wTe a l l use—and waste—energy. Whi le 
short term measures to mi t igate the current problem can be implemented now 
wTith m in imum inconvenience to the public, longer term and more diff icult con-
servation practices must be encouraged also. We cannot continue to th row 
away a large port ion of our energy supply in inefficient cars, homes and indus-
tr ies and expect to main ta in a viable economy into the future. 

Secondly, we must provide incentives for domestic energy source develop-
ment, inc luding petroleum supplies and refining capacity in the short term and 
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a l te rnat ive energy sources longer term. There is no way f o r a new impor t 
p rogram or a ra t i on ing p lan or any other short t e rm act ion to create a new 
bar re l of oi l . The solut ions are not t ha t simple, and they invo lve t hough t fu l and 
care fu l imp lementa t ion of the President 's na t iona l energy pol icy. 

Th i r d , we must come to gr ips w i t h the confl icts i n our na t iona l p r i o r i t i es— 
the re la t ive roles of clean environment, economic strengths, na t iona l secur i ty 
and adequate energy. 

w h a t w i l l b e t h e i m p a c t t h a t g a s o l i n e s h o r g a g e s w i l l h a v e o n 
h o m e h e a t i n g o i l s u p p l i e s n e x t w i n t e r ? 

As I mentioned, a l l product supplies are basical ly in terre lated. To the extent 
t ha t m a x i m u m gasoline product ion is ma in ta ined th rough th is year a t the 
expense of bu i ld ing adequate stocks of heat ing oils, then the l i ke l ihood o f f ue l 
o i l shortages next w in te r w i l l be greater. R igh t now, stocks of heat ing oi ls are 
i n good shape re la t ive to previous years, and i f operat ions go as forecast th rough 
the summer, we can l i ke ly expect t ha t we w i l l have adequate supplies f o r nex t 
w in ter . A t th is po in t we s imply cannot make any firm project ions because of 
the many var iables involved. Even though heat ing o i l supplies, overal l , may be 
adequate, i t appears probable tha t some refiners and some marketers w i l l again 
encounter serious supply problems wh i ch w i l l be reflected i n the i r i nab i l i t y to 
supply the i r customers. 

w h a t e f f e c t w i l l t h e r e c e n t l y a n n o u n c e d i m p o r t p r o g r a m 
h a v e o n t h i s y e a r ' s s u p p l i e s ? 

The l i f t i n g of quan t i ta t i ve rest r ic t ions on impor ts w i l l make fore ign markets 
more accessible to U.S. companies i n securing supplies. The ab i l i t y of fo re ign 
markets to absorb the add i t iona l demands is not certain, however. I t appears, 
f o r example, t ha t fo re ign product prices w i l l be h igher than domestic prices, 
ind ica t ing a general t ightness i n w o r l d supply. However , the fac t remains t h a t 
the changes i n the impo r t p rogram have at least removed quant i ta t i ve restr ic-
t ions on imports , and have suspended duties and fees on most of the o i l w h i c h 
w i l l be impor ted th is year. To the extent t ha t ex t ra costs incur red i n i m p o r t i n g 
products can be recovered by the importers, we can reasonably expect impor ts 
to rise. 

Fo r the longer term, i t is impera t ive t h a t we ma in ta i n an incent ive f o r 
investment i n domestic capacity. Our remain ing resources of o i l and gas are 
very large. The d i f f icu l ty is t h a t they are not being t rans la ted in to reserves 
avai lable f o r immediate use at the rate requi red to meet our demands. W h a t is 
presently lack ing is the wi l l ingness to make the necessary commitments of 
cap i ta l and manpower to accomplish th is task, and the restorat ion of th is w i l l -
ingness was one of the ma in thrus ts of the President 's Energy Message of 
A p r i l 18. I t w r i l l take t ime fo r the measures he proposed to become effective, 
bu t the undeniable t r u t h is t h a t the solut ion to a l l our energy problems l ies 
here i n our own count ry—qui te l i t e ra l l y under our very feet. 

I n f o r m a t i o n S u p p l i e d b y D u k e R . L i g o n , D i r e c t o r , O f f i c e o f O i l a n d G a s 

o f f i c e o f o i l a n d g a s t o a d m i n i s t e r v o l u n t a r y p r o g r a m t o 
a l l o c a t e c r u d e o i l a n d r e f i n e r y p r o d u c t s 

The Depar tment of the In te r io r ' s Office of Oi l and Gas w i l l begin immedia te ly 
to administer a vo lun ta ry p rogram f o r a l locat ing crude o i l and ref inery prod-
ucts. Deputy Secretary of the Treasury W i l l i a m E. Simon, who also serves as 
Cha i rman of the O i l Pol icy Committee, announced th is p rogram i n test imony 
before the Senate Commit tee on Bank ing, Hous ing and Urban Af fa i rs . 

Specif ical ly, under the program, each producer, ref iner, marketer , jobber and 
d i s t r i bu to r wou ld make avai lable i n each State to each of i t s customers the 
same p e r c e n t a g e of i t s t o ta l supply of crude o i l and products t h a t i t p rov ided 
du r i ng each quar ter of a base period. The base per iod is defined as the f o u r t h 
quar ter of 1971 and the first three quar ters of 1972. 

Moreover, the Office of O i l and Gas may request t ha t a producer, refiner, 
marketer , jobber or d i s t r i bu to r make special al locat ions for priority customers. 
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These allocations would not exceed 10 percent of any supplier's tota l sales of 
crude oil and products dur ing the base i>eriod. This 10 percent would provide a 
safety-valve whereby pr io r i ty users who. for some reason are not well-served 
under the proport ional al location program, obtain needed oi l or petroleum 
products. I t would be of par t icu lar importance to new customers who have 
entered the marketplace since 1971-72. 

I n d is t r ibut ing the 10 percent "safety-valve," p r io r i ty w i l l be given to supply-
ing the fo l lowing act iv i t ies: 

1. Farming, dairy and fishing act ivi t ies and services directly related to the 
cul t ivat ion, production and preservation of food. 

2. Food processing and dist r ibut ion services. 
3. Heal th, medical, dental, nursing and support ing services, except commer-

cial health and recreational activit ies. 
4. Police, fire fighting and emergency aid services. 
5. Publ ic passenger transportat ion, including buses, ra i l , interci ty and mass 

t rans i t systems, but excluding tour and excursion services. 
G. Rai l , h ighway, sea and air f re ight t ransportat ion services, and transporta-

t ion and warehousing services not elsewhere specified. 
7. Other state and local government activit ies. 
8. The fuel needs of residents in states or parts of states not well served by 

major o i l companies and unable to obtain sufficient crude oi l or products. 
Wholesale and retai l marketers of gasoline w i l l be considered pr io r i t y cus-

tomers i f they supply a substantial proport ion of their product to pr io r i ty users. 
Persons who feel they are not receiving a proper allocation of supplies may 

appeal to the Office of Oi l and Gas. I n such cases, the Office may require a 
public hearing and suppliers may bo asked to submit data on their 1071 and 
1972 d is t r ibut ion of crude oil and products. Such data might include the nnmes 
and addresses of customers, the amounts of crude oil and products sold to them 
and the legal relat ionship between major oi l companies and customers. The 
Office of Oi l and Gas would ver i fy the accuracy of complaints against a sup-
plier and, i f just i f ied, impose mandatory allocations on the supplier. 

The Oi l Policy Committee w i l l begin hearings to determine i f any changes to 
the voluntary program are required to make i t more equitable to suppliers rind 
purchasers, and whether the program should be made mandatory. 

Questions concerning the voluntary program should be addressed to the 
Office of Oi l and Gas, Department of the In ter ior , Washington, I).C. 20240. 
(Tel. 202-343-9417). 

[Telegram] 
This is to not i fy you of the allocation program announced by Mr. W. E. Simon 

nn May 10, 1973, before the Senate Committee on Banking, Housing raid Urban 
Affairs. 

The Government has established an al location program for both crude oi l 
and refinery products. The program w i l l rely on voluntary compliance w i t h 
guidelines, set by the Government, cal l ing for the supply of no less than the 
proport ion of 1971 and 1972 sales to independents and other customers at 
prices not exceeding posted and rack prices charged by producers, refiners, 
marketers, d ist r ibutors and jobbers. 

The Office of Oi l and Gas w i l l administer the program and may assign to 
each producer, refiner, marketer, jobber and d is t r ibutor allocations for p r io r i t y 
customers s t i l l unable to obtain needed supplies of crude oi l and products, not 
to exceed 10% of any supplier's to ta l sales of crude oil and products dur ing the 
base period. This assignment by OOG w i l l be based upon demonstrated need. 

A copy of the program, as announced by Mr . Simon, w i l l be mailed to you 
short ly. 

Our purpose is to apportion, as evenly as possible, any curta i lment in con-
sumption tha t w i l l result f rom gasoline and dist i l la te shortages. Pr io r i t y w i l l 
be given to meeting the needs of fa rm ing and food production, essential indus-
tries, state and local governments, and other essential categories. 

The program, which is effective immediately, w i l l apply to a l l segments of 
the industry. I solicit your support in this effort which is very essential to our 
nat ional wel l being. 

D U K E R . L IGON, 

0(5-183—73 27 
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Senator M C I X T Y R E . We call as our next witness I ) R . John T . Dun-
lop. Director of the Cost of L i v i n g Council. 

We are glad to welcome you here, Mr . Dunlop. You are already 
gett ing experience, I th ink, at the witness table. I hope that you wi l l , 
when you sit down, introduce the gentleman who is accompanying 
you for the record. Before you start your* testimony. Dr . Dunlop. 
Senator Proxmire has requested an opportuni ty to make a brief 
statement. 

So 1 recognize Senator Proxmire. 
Senator P R O X M I R E . Mr . Director, you are here to testify this morn-

ing on problems connected w i th the oil crisis—the prospect and prac-
t ical i ty of control l ing oil prices. I w i l l not take more than a couple 
of minutes of the subcommittee's time but the situation is too urgent 
and your appearance here is too convenient for me to avoid making 
a public plea to you on your overall responsibilities, not just w i th 
respect to oil, but w i t h respect to other prices as well. 

I com me nd to you a ful l-page ad in this morning's Xew York Times 
placed by Business Week. 

This advertisement raises unshirted hell w i t h the fai lure of phase 
I I I , warns of the impending inflation explosion and calls for action— 
r ight now. 

Because this ad comes not f rom a consumer group, not f rom anti-
business government-can-do everything type but because i t comes 
f rom Business Week, a conservative obviously pro business publica-
tion. and since i t expresses the views of those whose interests might 
be hur t by vigorous controls, I commend i t to your attention and I 
w i l l read briefly f rom i t : 

a. n e w i n f l a t i o n 

In f la t ion has exploded again. I t h i t a 6 per cent rate in the f irst quarter and 
i t is going strong in the second. A p r i l wholesale prices were cl imbing at a 12 
per cent annual rate w i th the industr ia l sector gaining at a rate of 15.6 per 
cent. The showing would have been far worse i f f a rm prices had not taken a 
temporary breather af ter increasing at a 60 per cent rate in March. Phase I I I 
is manifestly a fa i lu re and minor changes, such as last weeks' order requir ing 
large companies to give advance notice of price increases, w i l l not save i t . 

I n short, the U.S. is launched on another round of boom and bust. I t was fed 
too much monetary and fiscal st imulat ion in 1071 and 1072. Phase I I controls 
were l i f ted too soon. Inf la t ionary expectations were fanned by too much ta lk 
about voluntar ism and self-policing controls in Phase I I I . 

c o n t r o l s w i t h t e e t i i 

The problem that faces President Nixon now is to br ing the boom under 
control before i t turns into an inf lat ionary explosion. This does not mean peni-
tent ly acknowledging past mistakes, as the President's advisers seem to believe. 
I t means tak ing a realist ic measure of the si tuat ion and devising measures to 
restra in the break-neck pace of the economic expansion. 

There is an al ternat ive to standing pat and let t ing the economy rush ahead 
into disaster. I t consists of a combination of new, tough wage-price controls 
and str ic t fiscal and monetary discipline. I t is a pa in fu l answer and i t involves 
some risk. Bu t i t is the course the Admin is t ra t ion should take. 

t h e f i r s t s t e p 

The first step should be to scrap Phase I I I and go back to wage-price controls 
at least as tough as Phase I I and considerably broader in scope. Price controls 
should apply to a l l f a rm and food products—Not jus t at reta i l but f a r enough 
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back clown the l ine of d is t r ibut ion and production to put effective pressure on 
prices at the point of first sale. The rules on passing through cost increases 
should be tightened. The merry game of tak ing a markup for prof i t on cost 
increases should stop. 

W i t h the new controls must go a s t r ic t program of enforcement. The big 
trouble w i t h Phase I I I has not been i ts rules but the way the rules have been 
ignored. 

They also go into the importance, of course, of fiscal and monetary 
policy. 

That is beyond your area of jur isdict ion but they conclude this way. 
They say: 

Above al l , the Admin is t ra t ion must act now. There is always a lag between 
the t ime a policy is adopted and the t ime i t takes effect. I f the Admin is t ra t ion 
waits, i t w i l l find i tself in the fa ta l posit ion of having i ts toughest restraints 
s tar t to bite at the worst possible moment, a f ter the economy has gone over 
the top and started down the slope into recession. 

I disagree w i t h a few of the details i n this ad, but I th ink the 
thrust is something that reflects the views of the business community 
and certainly the overwhelming major i ty of Americans, since we are 
all consumers. 

Aga in I apologize to the chairman for having taken t ime to ta lk on 
something that is not directly related to the expl ici t purpose of your 
appearance but I could not resist a convenient opportunity. 

Senator M C I X T Y R E . I th ink, doctor, now that Senator Proxmire has 
gotten that off his chest, you go ahead and test i fy, we w i l l quiz you, 
when his t u rn comes Senator Proxmire may wish to proceed fur ther. 

Senator P R O X M I R E . I might just say, I wanted to get i t off my chest 
into your brain. 

S T A T E M E N T O F J O H N T . D U N L O P , D I R E C T O R , COST O F L I V I N G 

C O U N C I L A C C O M P A N I E D B Y C H A R L E S R . O W E N S 

Mr. D U X L O P . Thank you, Mr . Chairman. I am delighted to intro-
duce to you Mr . Owens of the Staff of the Cost of L i v i n g Council who 
is a specialist i n the subject you have invi ted me to test i fy 011 this 
morning and I would hope that he would have the opportuni ty to 
respond to some of the questions you or Senator Proxmire or others 
may choose to put to us. 

I believe I filed w i th you, Mr . Chairman, a statement 
Senator M C I X T Y R E . Yes, you have. 
Mr . D U X L O P [cont inuing]. A n d I have also for you, as the state-

ment indicates, copies this morning of amendments to special rule 
Xo. 1 which are presented to the Federal Register today as set f o r th 
in the statement. I f you do not now have a copy of that legal document, 
I w i l l hand you one i n the course of this morning's hearing, and to the 
other members of the committee. 

The statement is not too long and I might proceed to read i t , ex-
cerpting certain portions of i t . 

Senator M C I N T Y R E . A n y points i n your statement that you can com-
press or condense, we would appreciate i t i n the interest of time. Bu t 
I want you to have the feeling that you are gett ing your points across. 

You can go ahead in any manner that you want. Your statement 
w i l l be included in the record i n i ts entirety. 

Mr . D U N L O P . I w i l l fo l low your instructions. 
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I am pleased to have the opportunity to discuss current petroleum 
price problems and to describe the actions which the Cost of L i v i n g 
Council has taken to avoid inflationary price increases in this vital 
sector of the economy while, at the same time, administering price 
controls so as to encourage the necessary increase in supplies which 
this country must have. 

By the way, I happen to th ink in passing that this area provides a 
good commentary and basis for debate sometime. Senator Proxmire, 
about the use of controls, as this statement makes clear. The problem 
is on the one hand, to be certain that price increases are moderated, 
that they are not unnecessary, that they do not represent undue im-
pact on the American consumer', while, at the same time ensuring 
that they do not interfere unduly w i th the cal l ing-forth of those 
necessary supplies which arc essential as the boom proceeds upward 
in many, many sectors of our economy. 

Now, the Cost of L i v i n g Council is aware that energy prices must 
be allowed in the future to increase somewhat, in order to stimulate 
development of new energy reserves. A t the same time, the Council's 
responsibility is to prevent significant inf lat ionary price increases. 
There is a potential conflict, f rank ly , between (1) al lowing the energy 
industry price flexibility to attract the capital necessary for the devel-
opment of addit ional energy resources and to tap higher cost sources 
011 the one hand; and (2) Preventing significant inflationary price 
increases on the other. 

The stabil ization program rules for the oil industry have been very 
careful ly designed w i th these tw in objectives in mind. 

T th ink I might skip over to the history and your role, Mr . Chair-
man, in br ing ing us to the order which the Cost of L i v ing Council 
issued. 

Increases announced in the price of home heating oi l were among 
the most visible of price increases announced shortly after phase 3 
began. I n January, oi l companies raised wholesale prices for No. 2 
home heating oil by about 1 cent per gallon. The petroleum industry 
is among the nation's largest, and home heating fuel is a part icular ly 
important product. These increases received part icular attention be-
cause of short supply i n the face of severe weather conditions, espe-
cial ly in the early part of the heating season. I t was widely reported 
that the Nat ion continued to face the threat of a home-heating oil 
shortage and we were told that available supplies and the current 
rate of production were inadequate to satisfy demand i f temperatures 
in heating oi l regions again ran below normal for a sustained period 
dur ing the remainder of the winter season. 

I n some parts of the country, this t ight situation caused companies 
to introduce rat ioning and other formulas for allocation among cus-
tomers. A i r quali ty standards had to be relaxed in some localities to 
permit bur ing of lower qual i ty fuels. We also were concerned about 
reports of black market dealings in home-heating oil. 

On January 29, the Cost of L i v i ng Council w i th the cooperation 
of the In ternal Revenue Service, launched an investigation of the 
January heating oil price increases. This involved an extensive re-
view of cost data of three major companies which had increased heat-
ing oil prices. 

On February 7-9, the Council held hearings on oi l pr ic ing policy 
w i th special emphasis on the January heating oi l increases. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



415 

You. Mr . Chairman, came to those hearings and presented views to 
the Cost of L i v i n g Council. The pr imary purpose was to determine 
i f the increases were w i th in the cost justif ication standards of the 
economic stabil ization program. 

Wh i le the focus of the hearings was on fuel prices, i t was obvious 
that price levels could not be divorced f rom supply considerations, so 
the Council received testimony in this area as well. I n addit ion to 
testimony f rom members of both Houses of Congress, the Council 
heard f rom representatives of State and Federal government agen-
cies, consumer organizations and various sectors of the petroleum 
industry. The result was a comprehensive look at price and supply 
conditions in the petroleum industry. 

Fo l lowing our hearings, the Council began an intensive review of 
the materials received dur ing and subsequent to the hearings, as wel l 
as the data gathered by the jo in t Cost of L i v i n g Counci l / In ternal 
Revenue Service investigation of company cost data. 

The in format ion presented at the Council's hearings confirmed that 
the Xat ion faced a petroleum supply problem. A n d i t was clear f rom 
the hearing record that the general price increase for No. 2 heating 
oi l in January was only the first i n a series of anticipated price in-
creases for most, i f not all, petroleum products over the remainder of 
the year in view of the demand-and-supply conditions i n this country 
and abroad. Indust ry representatives were not shy on this matter 
dur ing the course of the hearings. 

A classic demand-pull situation existed in the o i l industry. Demand 
was r is ing rap id ly and supples of petroleum products were inade-
quate f u l l y to satisfy demand at current prices. Addi t iona l supplies 
were not readily available at current prices and production was at 
roughly f u l l capacity. A t our hearings we were to ld that the root 
causes of this imbalance were: 

1. Insufficient domestic crude oi l production, although domestic 
producers are pumping proven reserves out of the ground as fast as 
possible; and 

2. Insufficient domestic refinery capacity, although what is avail-
able is generally running at, or near f u l l capacity. 

A t the time, no major additions to domestic refinery capacity were 
on industry drawing boards, and wor ld supplies of crude oil—espe-
cial ly "sweet," or low-sulfur, crude oi l—and refinery products were 
t ight , as they are now. Nevertheless, this Nat ion has had to t u rn in-
creasingly to the wor ld market for crude and product supplies ancl 
because supplies are t ight , i f not short, we have had to pay higher 
prices. 

There was a consensus at our hearings that, i n addit ion to some 
shortages of home-heating oi l dur ing the remainder of the winter, 
some spot shortages of gasoline would occur this summer. Also, we 
were to ld that for the longrun there are potential shortages of dis-
til lates, generally, as well as gasoline and other products and crude 
oil. too. These shortages, instead of abating, would possibly become 
more acute. 

That is the view that we were presented of what was ahead of us. 
The Cost of L i v i n g Council recognized in this situation a tremendous 
potential for a marked and steady rise in prices for refinery products 
and crude oi l , as customers b id up prices in competition for a rela-
t ively l imi ted short-run supply. I n these circumstances, petroleum 
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product prices could be expected to rise sharply to a degree that 
would neither be acceptable to the Nat ion nor be compatible w i t h the 
standards and goals of the Economic Stabi l izat ion program. 

On March 6, therefore, the Cost, of L i v i n g Council inst i tuted spe-
cial mandatory rules fo r major o i l companies. The rules amended 
Par t 180 of the Cost of L i v i n g Council Phase I I I regulations by 
adding an appendix to subpart K and sett ing f o r t h special rule No. 
1. governing prices fo r the sale of crude petroleum and petroleum 
materials. 

The Council 's action was not a puni t ive measure. Rather than act-
ing under subpart J of the Council 's regulations which allows us to 
challenge actions we believe to be inconsistent w i t h the standards of 
the Economic Stabi l izat ion program, the Council acted under Sub-
part K . 

I want to make this point. Our conclusion, you see. was that there 
was just i f icat ion under the then-exist ing rules fo r the actions that 
the companies took, but Ave Avanted to t ighten those up, and Ave acted 
under subpart K . I th ink I might skip reading subpart K but the 
point is that Ave Avere act ing under a rule Avhich permi t ted the Coun-
ci l to reassert controls over an industry or a par t , and to provide a 
special rule applicable to that section. The Council inst i tuted special 
rule No. 1 fo r two reasons: 

F i rs t to be certain that increasing pressure fo r higher crude oi l 
and petroleum product prices does not lead to inf lat ionary price in-
creases; and 

Second, to assure o i l companies flexibility under phase ITT to re-
spond to market conditions in the Un i ted States and abroad in order 
to mainta in adequate supplies of crude o i l and petroleum products 
in this country, and to make thei r output i n the seasonal patterns that 
go on in order to accommodate the shi f t f r o m heating oi l to petroleum 
products du r i ng the year*. 

Uncer ta in ty about price constraints of the Economic Stabi l izat ion 
program was giA'en by oi l companies as one reason why they Avere 
not expanding refinery capacity or stepping up o i l explorat ion efforts 
i n this country. 

Fo r that reason, among others, the Cost of L i v i n g Counci l deter-
mined that i t would c l a r i f y the Government's pol icy i n app ly ing price 
controls to the oil indust ry so that the indust ry Avould be encouraged 
to commit addit ional capi tal to increase production. 

I t is impor tan t at th is juncture to point out that whi le Ave were 
developing the precepts of special rule No. 1, Ave were aware of the 
impending actions, A v h i c h the Government recently announcd, to in-
crease petroleum supplies. I n par t icu lar . I am ta l k ing about the oi l 
impor t program announced by the President i n his energy message 
to Congress. Indeed, both programs—one deal ing A v i t h price, the 
other Avith supply—Avere developed together and the controls pro-
gram is seen as operat ing i n tandem w i t h Government efforts to 
'increase the overal l supplies of oi l available i n th is country. 

The intent of special rule No. 1 is to a id in assuring an adequate 
supply of oi l fo r this Nat ion at reasonable prices Avithout i n te r fe r ing 
w i t h the ab i l i ty of oi l companies to respond to seasonal variat ions i n 
demand, market conditions both here and abroad, and ind iv idua l 
company circumstances. 
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The action affects the 23 companies which derive more than $250 
mi l l ion in annual revenues f rom the sale of covered items. These firms 
account for approximately 95 percent of industry gross sales of more 
than $80 bi l l ion. 

The products covered by the special rules are: (1) Petroleum prod-
ucts either manufactured or purchased for resale, and (2) crude oi l , 
either produced or acquired domestically, or imported for resale. The 
covered items account for 76 percent of industry gross sales. 

The special rule l imi ts price increases for these products to a 
weighted annual average price increase of 1 percent above base price 
for the year beginning January 11, 1973. Increases above that figure, 
up to 1.5 percent on a weighted annual average basis, must be sup-
ported by new cost justification. New cost justif ication is allowable 
costs incurred after March 6, 1973. Any increases above 1.5 percent 
over base also must be cost-justified and are subject to profit marg in 
l imitat ions and to the prenotification rules of the Council. Term l im i t 
pr ic ing authorizations applicable to firms subject to the special rule 
were terminated by this special rule. 

The Council determined that the companies covered by the order 
had incurred sufficient cost increases to jus t i fy a 1 percent weighted 
annual average price increase for covered items. Hence, covered com-
panies are not subject to profit margin l imitat ions under the 1 per-
cent mandatory standard and there is no maximum for price increases 
on indiv idual product lines, except as is indicated by the overall 
l imi ts of Special Rule Xo. 1. The 1 percent l imi ta t ion includes al l 
price increases insti tuted for covered items since the announcement of 
phase I I I on January 11, 1973, including January price increases for 
Xo. 2 home-heating oil. 

Companies affected by this action are required to report to the 
Cost of L i v i n g Council monthly on posted price movements, cost in-
creases, and supply conditions. These companies w i l l continue to 
report quarterly on realized price movements, cost increases, and 
profits as required under the regulations. 

This morning I have sent to the Federal Register a technical 
amendment to Special Rule Xo. 1. I have copies of that amendment 
for members of the committee. The Council indicated that this 
amendment would be forthcoming when Special Rule Xo. 1 was 
announced on March 6. 

I n other words, at that t ime we indicated that this rule would be 
forthcoming. 

The amendment clarifies definitions under the special rule and 
deals p r imar i l y w i t h accounting treatment of resale transactions and 
exchanges. 

The next several pages are somewhat technical in nature and I 
shall be glad to go over them i f you wish. I f you would rather not, 
I w i l l skip them and come to the point of saying that the purpose of 
this amendment, then, is to allow a wholesaler and retailer of cov-
ered products to pass through to consumers the increased costs which 
lie has incurred and over which he has no control. The Council antici-
pates that this rule, whi le clearing up base price definit ion problems, 
w i l l be sufficient i n encouraging the importat ion of increased foreign 
crude oi l and product supplies to help alleviate the very t igh t supply 
situation the nation now faces. 
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Senator P K O X M I K K . D i d you change that word, yon have "signif i-
cant" in your text. You say "sufficient" now. There is quite a differ-
ence. 

Mr . D I ' N L O P . I meant significant. Significant is the word, Senator 
Proxmire. 

The final section of this amendment defines the proper accounting 
treatment for exchanges of crude oil. Such exchanges are made be-
tween oil companies mainly to acquire the type and qual i ty of crude 
oil needed by a part icular refinery. These exchanges are made at 
posted prices plus transportation and other costs. Of ten several ex-
change transactions—purchases or sales—occur before each party 
has acquired the desired type of crude oil. For example, in 1972 one 
company produced 263,100 ban-els per day but processed 415,900 
barrels per day through its domestic refineries. The difference of 
152.800 barrels per day was acquired by impor t ing 50,400 barrels per 
day and by net domestic purchases of 102,400 barrels per day, as a 
result of purchasing 355,800 barrels per day and selling 253,400 
barrels per day. 

These swaps and exchanges have been an historical feature of this 
industry. 

For internal accounting purposes, these exchanges are recorded by 
the companies as sales and purchases, although they are, in fact, 
barter transactions which net, neither' party any profit or revenues. 
For purpose of Special Rule Xo. 1 this accounting approach only 
becomes a problem when the price of crude oil increases. W i t h an 
increase in the price of crude, exchange sales and purchases show up 
in company records as contr ibut ing to increases in revenues and costs 
equal to the increase in price. This tends to distort the revenue and 
cost picture for Cost of L i v i n g Council purposes because these addi-
tional revenues are not derived f rom consumers, and the addit ional 
costs are not passed on to consumers. 

Consequently, the Council has determined that to the extent that-
crude oil exchanges are for equal dollar value, the additional book 
revenues derived as a result of a price increase1 above base price for 
crude oil should not be included in a firm's total revenues when cal-
culat ing its weighted annual average price increase. 

There are companies in the oil industry aside f rom the 23 major's 
subject to Special Rule Xo. 1, that are subject to the more general 
phase I I I guidelines. As you know, on A p r i l 30, President X ixon 
signed a 1-year extension of the Economic Stabil ization Act as passed 
by Congress. Two days later, he announced new anti inf lat ionary steps 
to strengthen the operation of the controls program. 

T th ink I need not go over- that port ion of the testimony, except to 
point out that those firms w i th sales over $250 mi l l ion are required 
to keep detailed records of costs, price, and prof i t informat ion which 
must be retained by them and must be made available to the Cost of 
L i v i n g Council upon our request. 

I th ink that really summarizes all the rest of that statement, M r . 
Chair-man, since i t w i l l be in the record and I am ready to respond to 
your- questions w i th Mr . Owens. 

[The f u l l statement of Mr . Dunlop fo l lows: ] 
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S t a t e m e n t o f J o i i n T . D u n i . o p , D i r e c t o r o f t i i e C o s t o f L i v i n g C o u n c i l 

Mr. Chairman, I am pleased to have the opportunity to discuss current 
petroleum price problems and to describe actions which the Cost of L i v i n g 
Council has taken to avoid inf lat ionary price increases in this v i tn l sector of 
the economy while, at the same time, administer ing price controls so as to 
encourage the necessary increase in supplies which this country must have. 

The Cost of L i v ing Council is aware that energy prices must be al lowed i n 
the fu tu re to increase somewhat, in order to st imulate development of new 
energy reserves. A t the same time, the Council's responsibil ity is to prevent 
significant inf lat ionary price increases. There is a potential conflict between (1) 
a l lowing the energy industry price flexibility to at t ract the capital necessary 
for the development of addit ional energy resources and to tap higher cost 
sources on the one hand, and (2) preventing significant inf lat ionary price in-
creases on the other. The stabi l izat ion program rules for the oil industry have 
been very careful ly designed w i t h these t w i n objectives in mind. 

As this Committee well knows the present phase of the Stabi l izat ion Program 
is designed to provide a t ransi t ion f rom comprehensive and mandatory controls 
throughout the economy to more reliance on the marketplace and collective 
bargaining. Formal review and approval procedures have been reduced. The 
essential purpose is to transfer much of the responsibil i ty for decision-making 
on ind iv idua l prices and wages f rom the government bureaucracy to the deci-
sion makers in the pr ivate sector. A t the same time, i t is necessary to assure 
that the progress achieved under the stabi l izat ion program w i l l be sustained i n 
a l l sectors. We seek to guard against widespread and abrupt surges of wages 
and prices that may fo l low attempts of firms or workers to br ing wages or 
prices up to levels that might have been renlized wi thout any controls. The 
t ransi t ion to less reliance on a system of wTage and price controls is always a 
dif f icult undertaking, involv ing as i t does a gradual release of whatever pres-
sures for price and wTage adjustments might have been bui l t up by controls 
w i thout damaging confidence in government's resolve to continue i ts efforts to 
reduce inf lat ion. 

Increases announced in the price of home heating oi l were among the most 
visible of price increases announced short ly af ter Phase I I I began. I n January, 
oil companies raised wholesale prices for No. 2 home heating oi l by about l t f 
per gallon. The petroleum industry is among the nation's largest, and home 
heating fuel is a par t icu lar ly important product. These increases received par-
t icu lar attent ion because of short supply in the early par t of the heating season. 
I t was widely reported that the nat ion continued to face the threat of a home 
heating oi l shortage, and we were told that available supplies and the current 
rate of production were inadequate to satisfy demand i f temperatures in heat ing 
oi l regions again ran below normal for a sustained period dur ing the remainder 
of the win ter season. 

I n some parts of the country, this t ight si tuat ion caused companies to in t ro-
duce rat ion ing and other formulas for allocation among customers. A i r qual i ty 
standards had to be relaxed in some localit ies to permit burning of lower 
qual i ty fuels. We also were concerned about reports of black market dealings 
in home heating oil. 

On January 29, the Cost of L i v ing Council w i t h the cooperation of the In ter -
nal Revenue Service launched an invest igat ion of the January hearing o i l 
price increases. Th is involved an extensive review of cost data of three major 
companies w7hich had increased heating oil prices. On February 7-9, the Council 
held hearings on oi l pr ic ing policy w i t h special emphasis on the January heating 
oi l increases. The pr imary purposes was to determine i f the increases were 
w i th in the cost just i f icat ion standards of the Economic Stabi l izat ion Program. 
Whi le the focus of the hearings was on fuel prices, i t was obvious tha t price 
levels could not be divorced f rom supply considerations, so the Council received 
testimony in th is area as well. I n addi t ion to testimony f rom members of both 
Houses of Congress, the Council heard f rom representatives of state and 
federal government agencies, consumer organizations and various sectors of 
the petroleum industry. The result wTas a comprehensive look at price and 
supply conditions i n thej )et ro leum industry. 
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Fol lowing our hearings, the Council began an intensive review of the ma-
terials received dur ing and subsequent to the hearings, as wel l as the data 
gathered by the joint, Cost of L iv ing Counci l / In ternal Revenue Service investiga-
tion of company cost data. 

The informat ion presented at the Council's hearings confirmed that the nation 
faced a petroleum supply problem. And, i t was clear f rom the hearing record 
that the general price increase for No. 2 heating oi l in January was only the 
first in a series of anticipated price increases for most, i f not all, petroleum 
products over the remainder of the year in view of the demand and supply 
conditions in this country and abroad. Industry representatives were not shy 
on this matter dur ing the course of the hearings. 

A classic demand-pull si tuat ion existed in the oi l indust ry. Demand was r is ing 
rapidly and supplies of petroleum products were inadequate fu l ly to satisfy 
demand at current prices. Addi t ional supplies were not readily available at 
current prices and production was at roughly fu l l capacity. A t our hearings we 
wore told that the root causes of this imbalance were: 

1. Insufficient domestic crude oil production, although domestic pro-
ducers are pumping proven reserves out of the ground as fast as possible; 
and 

2. Insufficient domestic refinery capacity, although what is available is 
generally running at, or near f u l l capacity. 

A t the t ime no major additions to domestic refinery capacity were on industry 
drawing boards and wor ld supplies of crude oil—especially "sweet," or low-
sul fur , crude oi l—and refinery products were t ight, as they are now. Neverthe-
less. this nat ion has had to tu rn increasingly to the wor ld market for crude 
and product supplies and because supplies are t ight, i f not short, we have had 
to pay higher prices. 

There was a consensus at our hearings that, in addit ion to some shortages of 
home heating oil dur ing the remainder of the winter , some spot shortages of 
gasoline would occur this summer. Also, we were told that for the long run 
there are potential shortages of disti l lates, generally, as well as gasoline and 
other products and crude oil, too. These shortages, instead of abating, would 
possibly become more acute. 

The Cost of L i v ing Council recognized in this si tuat ion a tremendous poten-
t ia l for a marked and steady rise in prices for refinery products and crude 
oil. as consumers bid up prices in competition for a relat ively l imi ted shortrun 
supply. I n those circumstances, petroleum product prices could be expected to 
rise sharply to a degree that would neither be acceptable to the nat ion nor bo 
compatible w i t h the standards and goals of the Economic Stabi l izat ion 
Program. 

On March 6. therefore, the Cost of L iv ing Council inst i tuted special manda-
tory rules for major oil companies. The rules amended Part 130 of the Cost of 
L i v ing Council Phase I I I regulations by adding an appendix to subpart K 
and sotting fo r th Special Rule No. 1 governing prices for the sale of crude 
petroYum and petroleum materials. 

The Council's action was not a punit ive measure. Rather than acting under 
Subpart J of the Council's regulations, which allows us to challenge fictions 
which we believe are inconsistent w i th the standards of the Economic Stabiliza-
t ion Program, the Council acted under Subpart K. Subpart K provides: 

"Whenever the Council in the course of administer ing the Economic Stabiliza-
t ion Program determines that the goals of the program would be signif icantly 
advanced by reasserting controls over an industry, sector of the economy, or a 
part thereof, i t may issue a special rule providing, on a prospective basis, for 
the stabi l izat ion of prices or wages and salaries on a mandatory basis, in that 
industry, sector of the economy or part thereof." 

The Council inst i tuted Special Rule No. 1 for two reasons: 
F i rs t , to be certain that increasing pressure for higher crude oil and 

petroleum product prices does not lead to inf lat ionary price increases: and. 
Second, to assure oi l companies f lexibi l i ty under Phase I I I to respond to 

market conditions in the Uni ted States and abroad in order to mainta in 
adequate supplies of crude oil and petroleum products in this country. 

Uncertainty about price constraints of the Economic Stabi l ization Program 
was given by oil companies as one reason why they were not expanding their 
refinery capacity or stepping up their oi l exploration efforts in this country. 
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For that reason, among others, the Cost of L i v ing Council determined tha t i t 
would c lar i fy the government's policy i n applying price controls to the oi l 
industry so tha t the industry would be encouraged to commit addi t ional capi ta l 
to increase production. 

I t is impor tant at this juncture to point out that whi le we were developing 
the precepts of Special Rule No. 1, we were aware of the impending a_ctions 
which the government recently took to increase petroleum supplies. I n part icu-
lar, I am ta lk ing about the oi l impor t program announced by the President in 
his Energy Message to Congress. Indeed, both programs—one dealing w i t h 
price, the other w i t h supply—were developed together, and the controls pro-
gram is seen as operating in tandem w i t h government efforts to increase the 
overall supplies of oi l available in this country. 

The intent of Special Rule No. 1 is to aid in assuring an adequate supply of 
oi l fo r th is nat ion at reasonable prices w i thout in ter fer ing w i t h the abi l i ty of 
oi l companies to respond to seasonal variat ions in demand, market conditions 
both here and abroad and ind iv idual company circumstances. 

The action affects the 23 companies which derive more than $250 mi l l ion in 
annual revenues f rom the sale of covered items. These f irms account for 
approximately 05 percent of industry gross sales of more than $80 bi l l ion. 

The products covered by the special rules a re : (1) petroleum products 
either manufactured or purchased for resale, and (2) crude oil, either pro-
duced or acquired domestically, or imported for resale. The covered items 
account for 76 percent of industry gross sales. 

The special rule l im i ts price increases for these products to a weighted 
annual average price increase of 1 percent above base price for the year begin-
ning January 11, 1973. Increases above that figure, up to 1.5 percent, on a 
weighted annual average basis, must be supported by new cost just i f icat ion. 
New cost just i f icat ion is allowable costs incurred af ter March 6, 1973. Any 
increases above 1.5 percent over base also must be cost just i f ied and are subject 
to prof i t marg in l imi ta t ions and to prenotif ication rules of the Council. Term 
l im i t pr ic ing authorizat ions applicable to firms subject to the special ru le wTere 
terminated. 

The Council determined that the companies covered by the order had incur-
red sufficient cost increases to j us t i f y a 1 percent weighted annual average 
price increase for covered items. Hence, covered companies are not subject to 
profi t marg in l imi ta t ions under the 1 percent mandatory standard and there is 
no maximum for price increases on indiv idual product lines, except as is indi-
cated by the overal l l im i ts of Special Rule No. 1. The 1 percent l im i ta t i on 
includes a l l price increases inst i tuted for covered items since the announce-
ment of Phase I I I on January 11, 1973, including January price increases for 
# 2 home heating oil. 

Companies affected by this action are required to report to the Cost of L i v i ng 
Council monthly on posted price movements, cost increases and supply condi-
tions. These companies w i l l continue to report quarter ly on realized price 
movements, cost increases and profits as required under the regulations. 

This morning I have sent to the Federal Register a technical amendment to 
Special Rule No. 1. I have copies of that amendment for members of the 
Committee. The Council indicated that this amendment would be for thcoming 
when Special Rule No. 1 was announced on March 6. The amendment clarif ies 
definitions under the Special Rule and deals p r imar i l y w i t h accounting treat-
ment of resale transactions and exchanges. 

Sections (a) and (b) of the amendment c lar i fy the definit ion of "base pr ice" 
w i t h respect t o : 

1. The sale of products that pr ior to the issuance of Special Rule No. 1 
were subject to term l im i t i ng pr ic ing agreements ; and, 

2. The resale of crude oi l and refinery products at wholesale and/or 
re ta i l ( the reseller ru le ) . 

The reseller ru le is not new. I t is essentially an extension of the Phase I I 
wholesale markup rules for wholesalers and retailers. The rule al lows a com-
pany to purchase product or crude ( foreign or domestic) a t an increased cost 
and to resell tha t product or crude at a price which reflects tha t higher cost 
plus the company's customary i n i t i a l percentage markup (C IPM) w i thout tha t 
increase i n resale price counting against the company's price increase l im i ta t i on 
under Special Rule No. 1. However, i f a company increases i ts customary i n i t i a l 
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percentage markup on resale transactions, that increase i n C I P M does count 
against i ts price increase l im i ta t ion under Special Rule No. 1. 

The purpose of this amendment, then, is to al low a wholesaler and retai ler 
of covered products to pass through to consumers the increased costs which he 
lias incurred and over which he has no control. The Council anticipates that 
this rule, whi le clearing up hase price definit ion problems, wTill be significant in 
encouraging the importat ion of increased foreign crude oi l and product sup-
plies to help alleviate the very t ight supply si tuat ion the nat ion now faces. 

The final section of this amendment defines the proper accounting treatment 
for exchanges of crude oil. Such exchanges are made between oi l companies 
mainly to acquire the type and qual i ty of crude oi l needed by a part icular 
refinery. These exchanges are made at posted prices plus transportat ion and 
other costs. Often several exchanges transactions (purchases or sales) occur 
before each party has acquired the desired type of crude oil. For example, in 
1972 one company produced 263,100 barrels per day but processed 415,900 bar-
rels per day through i ts domestic refineries. The difference of 152,800 barrels 
per day was acquired by impor t ing 50,400 barrels per day and by net domestic 
purchases of 102,400 barrels per clay as a result of purchasing 335,800 barrels 
per day and sell ing 253,400 barrels per day. 

For internal accounting purposes, these exchanges are recorded by the com-
panies as sales and purchases, although they are in fact barter transactions 
which net neither party any profi t or revenues. For purpose of Special Rule 
No. 1 this accounting approach only becomes a problem when the price of crude 
oil increases. W i t h an increase in the price of crude, exchange sales and 
purchases show up in company records as contr ibut ing to increases in revenues 
and costs equal to the increase in price. This tends to distort the revenue and 
cost picture for Cost of L i v ing Council purposes because these addit ional 
revenues are not derived f rom consumers, and the addi t ional costs are not 
passed onto consumers. 

Consequently, the Council has determined that to the extent that crude oi l 
exchanges are for equal dol lar value, the addit ional book revenues derived as 
a result of a price increase(s) above base price fo r crude oil should not be 
included in a firm's tota l revenues when calculat ing i ts weighted annual 
average price increase. 

There are companies in the oi l industry aside f rom the 23 majors subject to 
Special Rule No. 1, that are subject to the more general Phase I I I guidelines. 
As you know, on Ap r i l 30, President Nixon signed a one-year extension of the 
Economic Stabi l izat ion Act as passed by Congress. Two days later he announced 
new ant i - inf lat ionary steps to strengthen the operation of the controls program. 

I n general, these steps call for a system of price report ing and mandatory 
recordkeeping and for an increase of Economic Stabi l izat ion Program staff 
resources. Specifically, the actions include: 

F i rs t , a prenotif ication requirement. This affects major companies who have 
implemented or intend to implement price increases which w i l l result in the 
company's weighted annual average price increase exceeding 1.5% over prices 
authorized or lawfu l l y i n effect on January 10, 1973. 

Second, a system of quarter ly reports on price, cost and profi t data affecting 
some 650 firms wTith sales over $250 mil l ion. 

Th i rd , detailed records of cost, price and prof i t in format ion wTill have to be 
retained by some 2,700 firms w i t h sales over $50 mi l l ion. These records must 
be made available to the Cost of L i v ing Council upon request. 

Fourth, the CLC-2 Form to implement the new reporting, prenotif ication and 
recordkeeping program has been issued. 

And, fifth, the authorized staff levels at both the Cost of L i v ing Council and 
the In terna l Revenue Service are being increased. The Cost of L i v ing Council 
w i l l increase i ts staff complement by about 15% and the In terna l Revenue 
Service w i l l increase i ts stabi l izat ion program resources for fiscal year 1974 
by a th i rd . 

I t is impor tant to emphasize that, i f price increases by a firm or w i t h i n an 
industry war ran t action, the Cost of L i v ing Council has the author i ty to take 
appropriate action. The Council may challenge or suspend price increases which 
are prenotif ied and considered unjust i f ied under these new requirements. 

These changes have been designed to equip the Stabi l izat ion Program w i t h 
more t imely in format ion on price increase developments and to enable the 
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Counci l to fores ta l l behavior wh i ch is unreasonably inconsistent w i t h p rogram 
standards and goals. 

The procedures ensure tha t the Cost of L i v i n g Counci l is aware of problem 
areas as they develop. Moreover, they a l low the Counci l to consider appropr ia te 
act ions on an i nd i v i dua l company or on an indus t ry -w ide basis. Such act ions 
include the use of the Council 's mandatory contro l au tho r i t y and i ts ab i l i t y to 
s t imu la te government and pr iva te act ion to expand supplies. 

Senator M C I N T Y R E . Thank you. 
One issue concerning prices w i th in the oil industry that has been 

raised by a number of witnesses that have testified this week concerns 
the problem of domestic prices versus foreign prices for imported 
petroleum products and crude oil. 

Several witnesses, part icular ly those representing the major o i l 
companies, testified that domestic price controls are severely hamper-
ing efforts to import oi l supplies and that, i n fact, price controls may 
well contribute to the shortages of petroleum products and crude oil. 
Their argument is that while price controls l im i t domestic prices, 
wor ld prices are substantially higher and that these price controls 
inhib i t them f rom impor t ing necessary supplies. 

I )o you feel, Doctor, that the changes that are being published i n 
the Federal Register today w i l l alleviate this problem and at the 
same t ime hold to a min imum inflat ionary pressures? 

Mr . D U N L O P . May I just comment this way, Mr . Chairman, on 
that? We have held a whole series of conferences, one by one, w i t h 
ind iv idual oi l companies, other elements of the petroleum industry, 
really continuously f rom week to week since our Special Order No. 1 
was issued. We were concerned, to be sure, as to the impact of our 
regulation. 

I t is our viewr on the basis of those conferences that this reseller 
rule, which is being placed in the Federal Register as I announced 
this morning, w i l l make a contr ibution to the faci l i tat ion of imports 
of the sort your question referred to and make a contr ibut ion to the 
situation. 

We intend fur ther to keep in touch w i t h the situation, and i n the 
week or two ahead have fur ther meetings scheduled to fo l low up on 
what the impact is and how various elements of the industry view 
the amendments to Special Rule No. 1 which are being put into effect 
as announced this morning. 

We th ink i t w i l l make a contr ibution and I th ink most of the 
industry does, too, sir. 

Senator M C I N T Y R E . I n the last month domestic crude o i l prices 
have increased substantially i n this country w i t h some price increases 
as h igh as 40 cents a barrel. The Cost of L i v i n g Council, as you have 
said, has taken action to examine these and have had many con-
ferences on these crude price increases. 

Is i t your opinion that these increases st i l l stay w i t h i n the 1 percent 
mandatory price standard? 

Mr . D U N L O P . May I ask M r . Owens to answer that? He is a l i t t le 
closer to that. We do have an investigation underway on precisely 
the magnitude of those changes in domestic crude prices to which you 
refer. 

Senator M C I N T Y R E . I n your statement, i t seems to me, i f my mem-
ory is r ight , af ter phase I I I , the petroleum majors announced a 1 
percent increase or something l ike that 
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Mr . D U N L O P . Only on Xo. 2 heating oil. 
Senator M C I N T Y R E . I n your statement, you are indicat ing that you 

felt , after hearing their case, that the increase was justified. 
Mr . D U N L O P . Was "cost-justif ied" under the rules of the Cost of 

L i v i n g Council as they existed when they relied upon those rules to 
put such increases into effect. We, i f you would like, i n the popular-
phrase, "t ightened the rules" thereafter in Special Rule Xo. 1. 

Mr . O W E N S . Fur ther , about a penny increase that they put on heat-
ing oil was included in the 1 percent that we later allowed after 
March 6 under Special Rule Xo. 1. 

I essentially wanted to say on the crude question that we are inves-
t igat ing that and we are nearing a completion of that investigation. 
We have I R S agents in the field checking records of the companies 
who are involved in that increase. 

Mr . D U N L O P . May I , Mr . Chairman, just say a word in addit ion 
to that? 

From an economic point of view, we face serious concern over the 
fact that the international prices have risen, are rising, and may be 
expected to rise, and that a differential has been opened up of 
appreciable proportions between the price of domestic crude and 
the price of comparable grades and qualities of oi l in the interna-
tional markets. The problems of two price systems, wherever you f ind 
them, are certain to raise difficulties for al l buyers and sellers, and 
consequently, are certain to raise problems w i th anyone seeking to 
control prices in this k ind of two-market arrangement. 

This is a matter that has our very serious concern. We arc also 
much concerned in the lumber area. You may remember that the 
differential price between the Uni ted States and Canada on lumber 
represented a k ind of differential which clearly was unavoidable and 
prices rose in the Uni ted States to match the Canadian price in the 
early quarter of the year. 

This differential between domestic crude and foreign crude is a 
matter of very serious concern on the part of the Cost of L i v ing 
Council and its staff. 

Senator M C I N T Y R E . D O you wish to add anything, Mr . Owens 
M r . O W E N S . X O , s i r . 

Senator M C I N T Y R E . I am sure. Doctor, that you would agree that, 
while we must take every step possible to assure that oil shortages are 
minimal to the maximum extent possible this year, that we must also 
make sure that the costs for these products can be justified in a man-
ner compatible w i th our national goal of t r y i ng to reduce inflation. 
Xow, do you feel that the oi l industry has sufficient price f lexibi l i ty 
to meet demand without significantly contr ibut ing to our inflationary 
problem ? 

Mr . D U N L O P . Mr . Chairman, the thought you express in your ques-
t ion is precisely the point of view w i th which I concur, that is, the 
need of seeking the tw in objective of a price structure that gives us 
adequate supply but does not, at the same time, permit the American 
consumer to be taken advantage of by substantial price increases. 
We have designed Special Rule Xo. 1 and the technical amendments 
of today in order to call f o r th the added supply and keep the price 
increases associated w i th that to the minimum. We also bui l t into 
them a flexibility. Instead of setting a price ceil ing on gasoline and 
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011 heating oi l and a whole series of other special products, i t was our 
notion to have a price regulation system which permitted the com-
panies to sh i f t their raw materials among these separate products 
according to the needs of the market and the sh i f t ing seasonal pat-
terns or demand. 

Senator M C I X T Y R E . X O W , this Senator is no economist. As a matter 
of fact, I studiously avoided tak ing any courses in economics for 
fear that I might be gett ing a D or even less. So, I really do not 
want to be unfa i r to any segment of this industry. 

When I th ink of f lexibi l i ty in your discussions, I suppose i t is 
inappropriate for you to consider what the profits of these major oi l 
companies are in the first quarter. 

M r . D U N L O P . The profits of the oi l companies are a matter of 
enormous concern to us, Mr . Chairman. 

Senator M C I N T Y R E . They are? 
Mr . D U N L O P . Indeed, and their base period profits, which are essen-

t ia l to the administrat ion of our cost justif ication rules. As a matter 
of fact, i f a company comes in, as some have, and asks for an increase 
in their prices which should exceed their base period profit margin, 
we tend to tel l them, no, as we have done before. 

M r . OWENS. I n recent days we have taken that action. We had a 
company, Ashland Oi l , that came in and asked for the authorization 
to increase prices up to 2.4 percent over the remainder of the period 
covered by Special Rule Xo. 1. Because that company had violated 
and remains in violat ion of its base-period profits margin, the vio-
lat ion occurred in phase 2. we turned down the request. 

Consequently, we are very concerned and are responding to that 
concern and profits and profit margin. 

Senator M C I N T Y R E . That Xo. 2 Heat ing Oi l , when you raised that 
price, that price went up 1 cent in Xew England. We use an awfu l 
lot of that stuff. IT cost our consumers up there something l ike $40 
mi l l ion. , 

M y staff man says $60 mi l l ion. I t is all pretty tough. 
Let me say for the record. I am reading f rom the I ' .S. Oi l Week 

of A p r i l 30, 1973, on page 6 there is a box which says: 
M a j o r o i l company prof i ts zoomed ahead i n the f i rs t quar ter as shortages 

a l lowed them to charge prices beyond the i r wi ldest dreams. 
Exxon, the "World's largest o i l company, typ ica l l y has posted gains of f r o m 

about 3 to 7 per cent, but now i ts prof i t has jumped 43 per cent to $508 m i l l i on 
i n the first quar ter . 

Mr . D U N L O P . M r . Chairman, may I comment on that matter of o i l 
company profits, because the issue is a more general one as well. 

F i rs t of al l, I would remind you that the Stabil ization Agency does 
separate profits f rom foreign operations f rom profits growing out. of 
domestic operations. I f one simply looks at the published figures for 
profits, one wants to be sure lie is dealing w i th domestic profits i n 
ta lk ing about domestic price and wage policies. I am sure you would 
appreciate the significance of that in dealing w i th companies such 
as those involved here which are international in their operations. 
Xow, the second point to make about this is that the level of profits 
in some industries has risen very sharply, and I , for one, have been 
interested in t r y i ng to separate the extent to which those profits have 
risen by v i r tue of wider prof i t margins per uni t , so to speak, and 
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those which are due to the expansion of output. For American indus-
t r y generally i n 1972—I do not have this breakdown for the first 
quarter yet of 1973—about hal f of the increase in corporate profits 
was the result of margin changes and about hal f of its was the effect 
of volume. 

I t seems to me, in th ink ing about price and about controls, that i t 
is very important to associate the relative impact of changes in volume 
and changes in margins. 

Senator M C I N T Y R E . I grant you that. As a matter of fact, I th ink, 
when I mentioned this U.S. O i l Week article, when the majors were 
here, that several of them were on their feet in the back of the room, 
protesting that i t was not an accurate figure. 

You have answered my question by saying, yes, you do consider the 
profits that the companies are making. I am not against their making 
a profit. I am not against their doing a good job for their stockholders. 
I do not l ike their tak ing too much when i t is costing the consumers 
up in New England and the Midwest out of their pockets. 

There have been several recent news stories indicating that our 
recent gasoline shortage can force prices up to 50 or 60 cents a gallon 
at retail. 

Do you feel that increases of this magnitude can be made by the 
industry and st i l l say w i th in the mandatory price standards of your 
agency ? 

M N D U N L O P . N O . 

Senator M C I N T Y R E . D O you feel that the allocation program an-
nounced yesterday and your action today in amending your price 
rules w i l l have the combined effect of lessening the impact of short-
ages part icular ly of gasoline and home-heating oil this year? 

Mr . D U N L O P . A T the present time my answer to your question is 
yes. I have indicated earlier that we are dealing w i th a complicated 
situation and I would like, as I have been doing, to fol low i t f rom 
week to week. 

Generally the answer at this stage, to your question is yes. 
Mr . O W E N S . May I also say, Senator, that the answer to a short-

age is always addit ional supplies. I f you simply redistribute the short 
supplies you have, you really have not relieved the shortage. 

Consequently, maybe that sort of program in the very near term 
is the best effort, but at the same time, we cannot forget that the 
way to get r i d of the shortage is to increase supply. 

Senator M C I N T Y R E . I th ink Secretary Simon indicated that yester-
day, that he could get this whole problem out of the way i f he could 
just create himself a barrel of crude oil, but he cannot. 

Senator Proxmire. 
Senator P R O X M I R E . Dr . Dunlop, I am not going to get into what 

I believe would be a gross and shocking evasion of the law by the 
Cost of L i v i n g Council's misinterpretation of the Hathaway Dis-
closure amendment. I fought hard for that amendment in the com-
mittee. I fought hard for it on the floor and in conference and we 
succeeded and there was a bit ter fight as you know. There was an 
attempt by those who opposed i t to have the conference report resub-
mit ted and we beat them bv a vote in the Senate. IT is mv feeling that 
we won the battle but we lost the war because of this interpretation. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



427 

I am not going to get into that this morning, because I want to 
get into i t later. We are work ing hard to prepare our position on 
that and at later hearings we w i l l have a chance to get into that. 

I would also l ike to question you at a later time w i th respect to 
your executive compensation position which I have had a chance to 
look at, but that is also not related to this part icular hearing. 

M r . D U N L O P . I would be delighted to respond to questions at any 
time on both subjects. 

Senator P R O X M I R E . On page 11 you say that the purpose of the 
amendment which you announced here is to allow a wholesaler and 
retailer of covered products to pass through to consumers the in-
creased costs which lie has incurred and over which he has no con-
trol. I want to make sure I understand that. Does that mean that 
the new policy would permit a cost to pass through plus the 1 percent 
increase, or does this not apply to the same firms? 

M r . O W E X S . Let me assure you, first, that this is not a new policy, 
as Mr . Dunlop indicated in his testimony. The reseller rule is noth ing 
new. We had almost a picture of the rule in phase I I . I t was just 
named something else. I t was called the wholesale-retail rule. 

Wha t we are ta lk ing about here is there are companies in this 
business who buy products, they do not produce them, or they are 
subsidiaries of larger companies, they do not produce product, they 
simply go out in the market, albeit it is the wor ld market, buy prod-
uct and resell i t , then in areas where most often you w i l l f ind they 
are not part icular ly well served by the major companies. 

These resellers fu l f i l l a v i ta l need in that sense. The prices thev 
have to pay for product they have no control over. Consequently, i f 
the prices they pay go up, for them to maintain the v i ta l service 
they per form of supplying these products, they have to be able to 
pass on those costs that they cannot control. 

Wha t we are simply saying here is that the customary in i t ia l 
percentage markup they put on the cost to themselves must remain 
the same. 

Otherwise, i f that goes up, then i t counts against the total com-
panies i f this is a subsidiary: i t counts against the total company's 
1-percent l imi ta t ion or 1.5-percent l imi tat ion, wherever the company 
stands at that moment. 

Senator P R O X M I R E . What are the exceptions where i t w i l l not count 
against the company's 1-percent increase? 

"Mr. O W E X S . Where the product is purchased and there is an in-
crease in costs that is uncontrolled by the reseller and he puts on the 
price that he then transfers i t to the consumer, i f he puts his cus-
tomary in i t ia l percentage markup on there, that is no increase on the 
cost that he can control himself. 

Then, of course, the increase that the ult imate consumer pays does 
not count against one or the one and a hal f . 

Senator P R O X M I R E . I am t r y i ng to square your statement in which 
you say, " that he had incurred sufficient cost increases to ius t i f v a 
1 percent weighted annual average price increase for covered items." 

You apparently find in this case that is not sufficient. 
Mr . O W E X S . That is not exactlv the case. What we are ta lk ing about 

here is obviously a very volatile—we al l recognize a very volati le 
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situation both i n this country and in the rest of the wor ld, and 
resellers buy product f rom day to day, and they have to be able to 
buy product on a moment's notice. When offered a shipment of 
product, they have to say, I w i l l take it. I f they do not, they w i l l lose 
it. Their business is f inding product to serve their consumers' needs. 

Mr . I ) I : N I X ) I \ I TOW does this apply to the large companies ? 
Mr . O W E N S . This rule applies to the 2 3 companies we have in mind. 

The resellers in this group of 23 companies, there are not that many 
of them to begin wi th, and generally these are subsidiaries of these 
larger companies. 

Senator P R O X M I R E . These large companies by and large are not 
wholesalers or retailers, are they ? Aren' t they pr imar i ly refiners and 
producers ? 

Mr . O W E N S . Y O U are r ight. 
Senator P R O X M I R E . The large companies would get the 1 percent ? 

The passthrough would apply pr imar i ly to wholesalers and retailers 
who are aside and apart f rom the large companies? 

Mr . O W E N S . That is r ight, or subsidiaries of the larger companies 
in some cases. 

Senator P R O X M I R E . A n d that part of the subsidiary is permitted 
a cost passthrough in addit ion to the 1 percent. 

Mr . O W E N S . The 1 percent applies to the entire company. The small 
subsidiary down here that's operating as a reseller, i f it increases its 
customary in i t ia l percentage markup, that contributes and works 
against the 1 percent. 

Senator P R O X M I R E . I would l ike to ask you. I ) r . Dunlop, as a dis-
tinguished economist at whose feet I sat way back a few years ago 
when you were at Harvard, a k ind of philosophical question but also 
a fundamentally economic question. As I view it what tlie oil deple-
t ion allowance and intangible d r i l l i ng provision in the Internal 
Revenue Code and other provisions for tax advantages for oi l 
companies—subsidize the motorist, the consumer, whether it is the 
motorist or the householder, at the expense of all the taxpayers. 

That may be justified. I t is one way of explaining why instead 
of permi t t ing supply and demand to operate, and treat oil companies 
like everybody else on a tax basis, we give them an advantage which 
encourages them to explore for oil. that tax advantage is very costly 
to the Treasury, bil l ions of dollars when you consider all of the tax 
advantages, and it means that the motorist pays less for his gasoline, 
the householder pays less for his fuel oil. 

Is that the economic effect on the assumption that of course, you 
have an overall open access to the oi l business and you have a compe-
t i t ive situation in which the returns are reasonably moderate over 
the years? 

Mr . D U N L O P . Senator, I am no expert on the depletion allowance. 
I am sure we could get to you al l kinds of specialists and experts on i t . 

M y l imi ted understanding about i t is that the fundamental purpose 
has to do w i t h the question of st imulat ing output—the fundamental 
purpose of the provisions of the tax law have been to t r y to stimulate 
the output of part icular products; in this case, the d r i l l i ng of o i l 
wells. 

Out of the so many oi l wells that are driven, only so many w i l l 
produce. 
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Senator P R O X M I R E . Wha t I was gett ing at, is this is one way of 
doing i t . Another way is simply the old supply-and-demand situation 
of le t t ing the price go up. Obviously, i f you d id not have these tax 
concessions, the price of gasoline and the price of oi l for a l l purposes 
would rise and you would get an increase, at least an increase in 
encouragement for supply that way. 

M r . D U N L O P . I t does not fol low that the supply would be the same. 
You see the question you are asking, i t seems to me, is that there is 
a simple transference between a rise in the price level and the deple-
t ion allowance. The depletion allowance is an attempt—whatever its 
merits are—to concentrate upon the st imulation of supply. 

Now, I would agree w i th you that there could be conceivably a 
sufficiently higher price that could act as a stimulant to supply, but 
what the tradeoffs are between the price form of st imulation versus 
the depletion allowance fo rm of st imulation is not quite a simple 
matter. 

Senator P R O X M I R E . Y O U are r ight . 
I t is not simple. I t may be a rough purpose that is served by either 

permi t t ing the prices to rise or by having tax concessions. 
I agree you cannot say i t is one for one. 
Mr . O W E N S . Imp l i c i t in your question is the suggestion that while 

we are a l l taxpayers, we are not al l energy users. 
I gathered what you were saying is we allow these special tax 

breaks to satisfy the needs of only special consumers. 
Senator P R O X M I R E . That is exactly the case. 
We are al l energy users to one degree or another. Bu t some use it a 

great deal more than others. Those who use i t a great deal are sub-
sidized, r igh t l y or wrongly. 

I t may be a good policy. Wha t I am gett ing at is this. 
One of the purposes of the regulation is to prevent significant-

inf lat ionary price increases. 
Bu t i t seems to me that we have a serious long-term situation here. 

I n the first place, you have the long-term increase in the use of auto-
mobiles, a long-term increase in the use of electricity, increased long 
term use of fuel oil and gas for housing. 

Everybody says that these are all going to increase, demand is 
going to be up, i t is going to be more serious in 1975 and 1970 than 
now. 

This is a special situation. This is not true, I th ink in most of the 
other areas. We do not have this shortage of resources by and large. 
I n other areas we anticipate that in future years we w i l l have a better 
relation rather than a more adverse relationship w i th respect to supply 
and demand. 

When you take a look at supply, on that side i t is much less l ikely 
to increase. The domestic supplies including Alaska and offshore 
supplies, are l imi ted at best. 

They are much more slowly going to expand than demand. The 
world supply, because of the dollar devaluation and because wor ld 
demand is increasing even more rapid ly than here—the automobile 
has much farther to go in European countries. The wor ld supply 
is now becoming increasingly more l imi ted because the Arab coun-
tries are unif ied and because the Arab countries are recognizing how 
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much i t is to their interest to l im i t their export of oi l and how they 
are going to deplete the great economic resources they have got. 

So, for al l these reasons, it seems to me you have got quite a differ-
ent ballgame that requires a different k ind of approach and whether 
i t is an approach that should consider the possibil ity of permit t ing 
prices to rise and some k ind of a tax tradeoff, I don't know. I cannot 
th ink of anything less popular than to advocate at this t ime an 
increase in the price of gasoline or oi l and I suppose i t is not pol i t i -
cally possible whether i t is r ight or not. 

iY lo th ink, i t is a different situation requir ing some quite different 
approach. 

I t is a way of decontroll ing—getting out of controls, while at the 
same time recognizing when you do that, that the price is probably 
going to rise. 

Do you have any thoughts now on this? 
M r . D U N L O P . Y e s . 

I t seems to me that one must distinguish the short term stabi l iza-
t ion problems winch are the immediate concerns of the Cost of 
L i v i n g Council, f rom the longer-run matters that are the subject 
of the remarks you made in the first part, of your statement a moment 
ago. I t does seem to me also that for the long run we do not yet know 
enough about what an economist would call the elasticity of supply of 
the total energy situation and the various components of i t . 

I f we put our minds to that over a period of a decade, while there 
are constraints there, I th ink we may be able to f ind ways of keeping 
those cost increases f rom being as h igh as some people have estimated 
they w i l l go. 

So, i t seems to me that your concern about the long run is thor-
oughly justif ied and public policy has been more and more directed 
into that- area, I th ink. 

On the other hand, in the short period of 1978, the year ahead, i t 
seems to me our problem, as I stated at the very outset of this state-
ment, is to balance, on the one hand, you might almost say, the 
min imum necessary price increases and price f lexibi l i ty to get the 
output so that we do not have undue shortages, and on the other 
hand, without permi t t ing the companies involved at all levels price 
increases and profit rates which jack up the very—what is i t , about 
$100 bi l l ion, which the country spends in this area. I would be the 
first to confess to you that how to walk that l ine is a diff icult 
problem. 

Senator P R O X M I R E . D O you have any knowledge of any studies 
that you know of that are going on to determine what would happen 
i f we simply had no controls, let the price rise and supply and 
demand adjust ? 

Mr . D U N L O P . I n the petroleum area? 
Senator P R O X M I R E . I t has some very serious problems as far as 

the consumers are concerned. F rom the environmental standpoint i t 
might be desirable. I t would force people into car pools more than 
anything else. I t would result in people conserving their gasoline 
usage. Aga in i f i t is too extreme, obviously, the country w i l l not 
stand that k ind of shock. I f there is a study that indicates that the 
price rise might be moderate, that might be something else. 
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M r . DUNLOP. There are a l l k inds of energy studies go ing on. I 
t h i n k the outside l i m i t fo r 1973 is not h a r d to figure out. I T is the 
w o r l d price. 

Senator P R O X M I R E . H O W does tha t translate at the gas pump? 
W o u l d tha t be a 10 percent increase? 

M r . O W E N S . Y O U must determine the d i f ferent ia l , of course, between 
the w o r l d pr ice and the domestic price of crude. 

T h a t varies up and down. Le t us say i t is 75 cents. 
M r . D U N L O P . A S the di f ferent ia] . 
Senator PROXMIRE. F o r what ? 
M r . OWENS. Seventy-five cents is the d i f ferent ia l per bar re l between 

domestic crude and foreign. There is a s tandard ax iom tha t says a 
25-cent increase i n the price of crude is equal to a penny at the pump. 

Senator PROXMIRE. W h a t happens to tha t 75-cent difference? 
M r . DUNLOP. One comment. I t happens that we are deal ing w i t h 

a dynamic s i t ua t i on—I am sure you wou ld agree—in the sense that 
there is a rather t i g h t supply s i tuat ion in the wor ld . 

I f we go out in to those markets and buy, that w i l l force prices up 
higher. 

Secondly, I need not perhaps emphasize the fact tha t there are 
s t i l l negot iat ions go ing on wh ich have effects upon the w o r l d price. 
So, the calculat ions wh ich you have made I t h i nk , are rough ly cor-
rect as to a given, static s i tuat ion at th is moment. W h a t obviously 
concerns us—and, I am sure, everyone else—is the course of these 
prices both d u r i n g 1078 and fo r the longer per iod to wh ich you 
referred i n wh i ch these other dynamic elements are l i ke ly to be 
operative. 

Senator P R O X M I R E . D O you have any idea as to the amount o f 
increase i n the price of gasoline, the percentage increase tha t m igh t 
necessitate a s tepping in w i t h f a r more serious measures l ike ra t ion-
i n g f o r motor is t and so f o r t h ? 

M r . DUNLOP. The way we look at i t I t h i n k is th i s— 
Senator PROXMIRE. As I undestood you to exp la in i t , we do not 

know wha t is go ing to happen th is summer and we have notions. IT 
depends on wha t happens to the w o r l d price. IT depends on what 
happens to the supplies we have available. IT depends on how the 
companies respond. There is no way of te l l ing. The price m igh t go 
up very sharp ly . 

Some people indicate tha t i t m i g h t go up to 50 cents. Others say 
tha t is an exaggerat ion. 

M r . DUNLOP. I wou ld agree tha t there is some uncer ta in ty in the 
s i tuat ion. W e do not know the precise amount of f inished product 
of imports . W e do not know the precise rate o f capacity o f a l l the 
refineries i n the country . 

These are smal l var iat ions. W e do not know precisely the magni -
tude o f demand th is summer. B u t , as I responded to Senator 
M c I n t y r e a wh i le ago, the masrnitude of pr ice incrense tha t was 
ment ioned o f 50 cents and so f o r t h , I answered tha t I d i d not see 
that . 

Moreover, i t is absolutely clear tha t before tha t could take place 
these companies wou ld have to come back to us to ask fo r increases 
i n the i r pr ice leve ls—from us—because i n order to get those prices 
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they wou ld exceed the i r percent or percent and a ha l f m a r g i n 
Senator P R O X M I R E . Except the regulat ion you ta lked about th is 

mo rn i ng tha t you pu t in to effect is aside and apar t f r o m tha t V/ 2 
percent i t seems to me. 

M r . D U N L O P . These are marg ina l amounts wh ich get combined 
in to the very large volume that is already there. 

Senator P R O X M I R E . Can you assure the subcommittee tha t there is 
no prospect of any th ing l i ke a 15- or 20-percent increase i n the cost 
of gasoline th is summer and th is regulat ion w i l l not permi t that? 

M r . O W E X S . The reseller' ru le deals i n fact w i t l i a very smal l pa r t 
of the indust ry . I n fact, i n to ta l revenues relat ive to the covered 
products, i t contr ibutes maybe 2 percent of those tota l revenues and 
that is s t retching i t some. 

A t the same t ime you are t a l k i n g about the i r hav ing to b r i n g i n 
such a volume of fo re ign supplies or buy ing a volume in th is coun-
t r y . A n d clear ly tha t volume is not available, a volume of such a 
large magni tude as to be able to increase the price on i t to affect the 
overal l average price. I just do not t h i n k the volume is available. 

Senator P R O X M I R E . Y o u can give us the assurance tha t i t w i l l not 
go up to tha t ? 

M r . D U N L O P . Not as a result o f the resellers rule. 
Senator P R O X M I R E . Y O U say i t may go up but not as a result of 

tha t ru l ing . 
Th is is qui te cruc ia l w i t h respect to the pol icy the Congress may 

adopt. 
M r . D U N L O P . Le t me respond categorical ly to your question: I t is 

my considered judgment tha t no such rise is possible w i thou t the 
companies coming to the Cost of L i v i n g Counci l f o r advance approval . 

1 do not know what the w o r l d w i l l b r ing . I can conceive now of 
no circumstances i n wh ich such approva l wou ld be for thcoming. 

Senator P R O X M I R E . I do not see how you can give a better assur-
ance than that . 

Thank you, M r . Chai rman. 
Senator M C I N T Y R E . I n your statement you ta lk about tha t pass-

th rough amendment. 
The purpose of this amendment is to al low a wholesaler and retai ler of 

covered products to pass through to consumers the increased costs which he 
has incurred and over which he has no control. 

Have you made any estimate at a l l of wha t t ha t wou ld mean to 
the consumer or what the cost wou ld be to the consumer ? 

M r . O W E N S . W e are t a l k i n g here again of m a x i m u m cont r ibu t ion 
to the covered revenues of possibly 2 percent. 

The impact on the consumer we wou ld feel wou ld essentially go 
unnoticed. There is the possibi l i ty tha t prices i n th is area could 
increase at the rate tha t they are increasing i n terms o f the cost of 
fo re ign supply and tha t wou ld s t i l l be the case. 

M r . D U N L O P . The answer is, " m i n i m a l . " 
Senator M C I X T Y R E . I wan t to thank you, D r . Dun lop , and M r . 

Owens, f o r being here th is morn ing. 
W e appreciate your very fine statement and your answers to our 

questions. 
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W e cal l as our final witness, M r . A l a n S. W a r d , D i rec to r of the 
Bureau o f Compet i t i on of the Federal T rade Commission. 

I t is a pleasure to have you appear before the committee today, 
M r . W a r d . Before you begin your test imony, I woud l i ke to say 
the Federa l T rade Commission and the Federa l Government sus-
ta ined a substant ia l loss w i t h your recently-announced depar ture 
f r o m the F T C . D u r i n g your service w i t h the Federa l T rade Com-
mission you have impressed me and a number o f m y colleagues on 
the H i l l w i t h your dedicat ion to the publ ic interest and your ac t i v i t y 
w i t h the F T C . 

Unde r your leadership, the Bureau of Compet i t ion has moved i n 
a number o f areas to ma in ta in and develop compet i t ion w i t h i n our 
economy and I can on ly hope tha t your successor w i l l cont inue to 
aggressively enforce the Federal Trade Commission A c t and serve 
as wel l as you have. 

S T A T E M E N T O F A L A N S. W A R D , D I R E C T O R , B U R E A U O F C O M P E T I -

T I O N , F E D E R A L T R A D E C O M M I S S I O N ; A C C O M P A N I E D B Y 

R O B E R T E . L I E D Q U I S T , A S S I S T A N T D I R E C T O R , B U R E A U O F 

C O M P E T I T I O N ; M I C H A E L L . G L A S S M A N , C H I E F , D I V I S I O N O F 

E C O N O M I C E V I D E N C E , B U R E A U O F E C O N O M I C S ; W A R R E N 

G R E E N B E R G , E C O N O M I S T , B U R E A U O F E C O N O M I C S ; A N D 

H E N R Y M . B A N T A , C O U N S E L , B U R E A U O F C O M P E T I T I O N 

M r . WARD. T h a n k you very much, M r . Cha i rman. T h a t is a very 
h igh compl iment . 

I wou ld l i ke to begin by in t roduc ing my colleagues f r o m the 
Commission. M i k e Classman f r o m the Bureau o f Economics, Robert 
L iedquis t f r o m the Bureau of Compet i t ion, W a r r e n Greenberg, f r o m 
the Bureau of Economics, and H e n r y Banta, f r o m the Bureau of 
Compet i t ion. 

They have al l been w o r k i n g on invest igat ions and other wo rk 
i nvo l v i ng the o i l indust ry and have been w o r k i n g w i t h me on the 
preparat ion of m y remarks th is morn ing. 

I appreciate very much the oppor tun i t y to appear before th is com-
mittee today to discuss the impact of possible gasoline shortages on 
the Nat ion 's economy. M y statement is based upon work be ing done 
at the Federal Trade Commisison wh ich deals d i rec t ly w i t h com-
pet i t ion in the o i l indust ry . 

I wan t to emphasize at the outset tha t m y conclusions reflect 
analysis by the Commission's Bureaus o f Compet i t ion and Economics 
and do not consti tute an official statement f o r the Federa l T rade 
Commission or any Commissioner. The Commission has nei ther re-
viewed nor approved m y test imony. I n th is connection, I have w i t h 
me a let ter f r o m the Honorable Lewis A . Engman , Cha i rman o f the 
Federa l T rade Commission, expressing the concern of the Commis-
sion i n connection w i t h i ts s ta tu tory l aw enforcement responsibi l i t ies 
about the problems wh i ch are the subject o f th is committee's hear-
ings. W i t h your permission, I wou ld l i ke to read Cha i rman Engman 's 
letter. 
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Dear Senator Mc In t y re : 
The present shortage of gasoline appears to be creating problems which are 

of special concern to the Federal Trade Commission because of i t s responsi-
b i l i ty for the maintenance of free and fa i r competition. For the past year the 
staff has been conducting an intensive investigation into the petroleum industry. 
Because of the development of the present shortage, thei r efforts have been 
intensified and the Commission has asked the staff to report their recommenda-
tions on an accelerated schedule. 

Signed. Lewis A. Engman, Chairman. 

A s Cha i rman Engman's letter indicates, our pend ing invest igat ion 
of compet i t ive problems i n the o i l indust ry has not been completed. 
The Commission has not determined tha t compet i t ion among o i l 
companies has been restrained by any i nd i v i dua l company or by a 
group of companies and I am not here to suggest tha t charges are 
l ike ly . W e have, however, reached a stage in our invest igat ion where 
I believe tha t we can respond he lp fu l l y to some of the questions 
Senator M c I n t y r e posed i n his M a y 1, 1973, let ter i n v i t i n g me to 
test i fy . Ou r work i n th is indust ry should contr ibute to understanding 
and I hope solut ion of the current emergency si tuat ion. 

I am not prepared th is mo rn ing to answer a l l of the questions 
posed i n Senator Mc ln t y re ' s letter. The Commission staff has not yet 
studied i n any depth the causes of the gasoline shortage. W e have 
not gotten any statistics or* any other data ref lect ing the l i ke ly scope 
of the shortages in the months ahead, either fo r companies or geo-
graphic areas. W e do believe that suspension of the oi l impor t quota 
system w i l l tend to increase supplies of petroleum products but we 
cannot now make in fo rmed judgments about compet i t ive and other 
ramif icat ions o f the new system. 

I w i l l confine my discussion th is morn ing , therefore, to the com-
pet i t ive significance of the predicted shortages, and to a review of 
action wh ich m i g h t be taken now to forestal l the worst predictable 
effects of such shortages, and later to forestal l any s imi lar crisis in 
the fu ture. 

I wou ld l i ke to make some br ie f p re l im ina ry observations about 
current and predicted shortages. 

F i r s t , the supp lv shortage is a crisis p r i nc ipa l l y f o r the non-inte-
grated sector o f the o i l indust ry . Some marke t ing and d i s t r i bu t i ng 
companies, large and small , may be forced out of business. I n con-
trast, there are no f i rm indicat ions that ma jor in tegrated firms face 
a business crisis. The first effect o f the shortage on several of the 
majors was a sharp increase i n the i r profi ts. 

Second, i f the supply crisis does seriously weaken nonintegrated 
marketers or force any signif icant number of them out of business, 
the damage to o i l i ndus t ry compet i t ion w i l l be extremely grave. Inde-
pendent marketers have exerted a beneficial inf lunce upon o i l indus-
t r y compet i t ion tha t is d isproport ionate to the i r actual representation 
w i t h i n the indust ry . They are innovators of d i s t r ibu t ion methods and 
t rad i t i ona l l y have been t h e ' p r i m a r y agents i n t rans la t ing efficiencies 
into lower consumer prices. The i r role i n keeping o i l markets com-
pet i t ive, flexible and dynamic has been v i ta l . 

As a consequence, I wou ld regard any substantial weakening of the 
independent sector of the o i l indus t ry as disastrous fo r competi t ion. 
Even i n the short run , the result wou ld probably be sharp ly h igher 
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consumer prices. I n the long run, I wou ld ant ic ipate the increased 
unresponsiveness to market condit ions and deter iorat ions i n product 
qua l i t y and service characterist ic o f noncompet i t ive markets. Once 
a r r i ved at such a po int , remedial al ternat ives are extremely l im i ted , 
d i rect government regulat ion, or s t r ingent an t i t rus t re l ie f , corporate 
d ivest i ture or dissolut ion. 

The possib i l i ty of such serious compet i t ive consequences i f supp ly 
shortages are not amel iorated fo r independent marketers, makes ne-
cessary broad consideration of a l l avai lable prevent ive enforcement 
possibil i t ies. W e are now do ing that . 

The Comission's invest igat ion of the st ructure and performance of 
the oi l i ndus t ry of course was undertaken before the cur rent crisis 
arose. A s the chairman's letter indicates, we are exped i t ing t ha t inves-
t i ga t ion and are d i rec t ly consider ing product supply problems. W e 
have scheduled invest igat ional hearings beg inn ing M a y 21 and w i l l 
seek test imony f r o m executives of the ma jo r o i l companies on th is 
specific problem and other subjects W e have also consulted w i t h the 
A n t i t r u s t D i v i s i on of the Depar tment o f Just ice and are w o r k i n g 
w i t h them to develop a coordinated and effective approach to the im-
mediate compet i t ive problems of the nonintegrated sector o f the 
indust ry . 

I wan t to stress, once again, that we are s tudy ing the possibi l i t ies 
f o r an t i t rus t enforcement action. W e have not made f i r m judgments 
and we have not recommended tha t any cases be fi led. 

O u r basic ant i t rus t statutes, section 5 o f the Federal T rade Com-
mission A c t and the Sherman A c t , enforced by the U.S. Depar tment 
of Justice, prov ide power fu l weapons to deal w t i h a l l variet ies of 
ant icompet i t ive practices and condit ions. I f i t should develop tha t 
the ma jo r companies enjoy adequate supplies as a result o f restr ic t ive 
arrangements w i t h each other, or as a consequence of del iberately 
acquired and main ta ined market dominance, refusals to make prod-
uct avai lable to the independent sector wou ld require an t i t rus t en-
forcement action. P re l im ina ry in junc t i ve re l ief could be sought to 
assure independent marketers of un in te r rup ted product supply . 

I t wou ld be wrong, however, to i n fe r tha t an t i t rus t enforcement 
offers a sure remedy fo r the immediate emergency tha t seems to face 
the independents. There are s igni f icant l im i ta t ions on our ab i l i t y to 
deal w i t h such serious compet i t ive problems on a crisis basis. The 
l ike l ihood of ge t t i ng adequate p re l im ina ry re l ief is not easy to pre-
dict i n any case and depends heav i ly on specific facts and charges. 
Fac tua l var ia t ions re la t ing to companies, markets and conduct wou ld 
raise pract ica l obstacles to ga in ing broad p re l im ina ry re l ie f af fect ing 
many companies. A t our current stage i n the invest igat ion, I cannot 
assure you tha t recourse to the courts w i l l rel ieve the independent's 
immediate supp ly problems. 

I emphasize th is po in t th is mo rn i ng because i t is an impor tan t rea-
son w h y other avai lable al ternat ives should be thorough ly considered. 

I f supplies wh i ch are vo lun ta r i l y made avai lable by the ma jo r o i l 
companies are insufficient to ma in ta in a compet i t ive independent mar -
ke t i ng segment of the indus t ry , other act ion to force f a i r a l locat ion 
of avai lable supplies m i g h t be f u l l y just i f ied. Whether or not ex is t ing 
law is an adequate basis f o r such act ion is a question I have not 
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studied, and on wh ich I express no opinion. I wou ld note, however, 
i n th is connection tha t an impor tan t l im i t a t i on on the effectiveness of 
a histor ical al locat ion fo rmu la is the fact tha t the ma jo r interna-
t iona l o i l companies have not t rad i t i ona l l y dealt d i rec t ly w i t h inde-
pendent marketeers. A l loca t ion according to tha t type fo rmu la wou ld 
thus min imize the impact of the al locat ion requirements on the com-
panies wh ich control the dominant share of avai lable supply. 

These br ie f observations underscore the g rav i t y of the compet i t ive 
problems wh ich may be caused i f current shortages damage independ-
ent marketers. I t u r n now to some br ie f comments on the causes o f 
the gasoline shortage, and thereafter to a general review of our cur-
rent invest igat ion. 

I t is impor tan t to understand the causes of the current gasoline 
shortage not only so we can deal effectively w i t h the shortage now, 
but so we can prevent s imi la r occurrences in the fu ture . Our work at 
the Commission, as I have noted, has not sought to f ind out what 
caused the shortages, but some signif icant causes can be readi ly 
identi f ied. 

Governmental in tervent ion i n areas such as p ro ra t ion ing of crude 
oi l , deplet ion allowances and oi l impor t quotas may a l l have had 
admirable long- term ends, but a l l have had some detr imenta l effects 
on competi t ion. P ro ra t i on ing was inst i tu ted to conserve and ma in ta in 
order ly product ion of crude; i t has, however, restr icted supply. The 
deplet ion allowance has supposedly encouraged crude oi l explorat ion ; 
i t has, however, tended to discourage new ent ry at the ref in ing level. 

The crude o i l impor t quota was rat ional ized as necessary to pro-
tect th is country f r o m dependency on fo re ign crude sources, i t has, 
however, cur ta i led supply sources f o r independent renniers and mar-
keters and encouraged h i g h prices. Beyond that , our invest igat ion 
s t rongly suggests that major company contro l o f ref inery capacity 
and pipel ines has contr ibuted in a major way to the present p l i gh t 
of the independent marketers and constitutes a p r i m a r y compet i t ive 
problem i n the o i l indust ry . W h e n our i nqu i r y has been concluded, 
we w i l l know w i t h greater precision what caused the present crisis, 
but cer ta in ly these factors a l l contr ibuted. 

O u r current invest igat ion, as the committee may be aware, was 
author ized by the Commission late i n 1971. F o l l o w i n g some pre l im i -
nary work , subpenas were issued early i n 1972 to a group of ma jo r 
oi l companies. I wou ld note tha t the subpenas were carefu l ly d ra f ted 
to seek a qui te l im i t ed number of documents, f o r we were m i n d f u l 
of the probable need to seek a considerably greater document pro-
duct ion at a later stage of the invest igat ion. 

Despite the narrowness of our request, there were p romp t indica-
tions tha t most companies wou ld refuse to produce the documents 
sought. I n l i g h t of other experience w i t h subpena enforcement de-
lays, we w i t hd rew those i n i t i a l subpenas and di f ferent invest igat ion 
tactics have since then been pursued. Documents and i n fo rma t i on were 
obtained on a vo lun ta ry basis f r o m a substant ial number of independ-
ent, companies. 

W e have now once again issued subpenas to several ma jo r inte-
grated o i l companies. F o r several reasons, we has issued subpenas ad 
test i f icandum rather t han subpenas fo r documents. W e in tend to 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



437 

develop necessary factua l i n f o rma t i on p r i m a r i l y th rough test imony 
o f knowledgeable corporate officials. Th i s procedure w i l l p robably 
result i n a more prot racted invest igat ion, wh i ch is un fo r tuna te in the 
face of the emergencj* supply s i tuat ion. W e hope to obta in cooperat ion 
f rom the subpenaed companies, obviously, i n order to expedite i ts 
conclusion. 

A t th is stage of our invest igat ion, we can isolate key determinants 
of the independent marketer 's present p l i g h t tha t seem to be symp-
toms of fundamenta l compet i t ive i l l s i n the o i l indust ry . Most- im-
por tant , the independents have been unable to obta in rel iable sources 
of supp ly of refined gasoline. The largest ma jo r oi l firms, we find, 
have not been i n recent years impor tan t direct sources of gasoline to 
independent marketers. Instead, the independents have re l ied chiefly 
upon the product o f independent re f in ing companies and smaller 
integrated o i l producers. O u r invest igat ion suggests tha t the ma jo r 
o i l firms have been able to substant ia l ly influence the amount of gaso-
line avai lable to independents f r o m these sources i n several ways. 

The ma jo r o i l companies as you know are also th is country 's ma jo r 
crude oi l producers and impor ters and over the years have increased 
thei r ab i l i t y to impo r tan t l y influence the amount of crude o i l avai l -
able to independent refiners and therefore, the amount of gasoline 
avai lable to independent marketers. The to ta l supply of crude oi l 
avai lable to a l l refiners, wh i ch was l im i t ed i n the 1930's by State1 pro-
ra t i on ing programs, was f u r t h e r d ramat ica l l y cur ta i led i n 1959 by 
the impos i t ion of a s t r ingent mandatory impo r t quota. Independent 
refiners, thus, were l im i t ed i n the i r ab i l i t y to obtain increased sup-
plies of crude oi l ei ther f r o m abroad or t h rough add i t iona l domestic 
product ion and increasingly came to depend upon ma jo r company 
r iva ls f o r adequate supplies of raw mater ia l . I n add i t ion the ma jo r 
companies' contro l of pipel ines affected the ava i lab i l i t y o f crude o i l 
to the independent refiners. 

Since they became so dependent on the majors, i t is not su rp r i s ing 
tha t some independent refineries adopted a course of behavior wh i ch 
paral le led t ha t o f the in tegrated o i l firms. 

I n pa r t i cu la r these independent refiners have dealt cautiously w i t h 
independent marketers. I n some cases, they have been reluctant to sell 
to marketers who have exhib i ted considerable pr ice aggressiveness. 
Moreover, the independent refiners, ei ther f o r m a l l y or i n f o r m a l l y , 
have on occasion entered in to processing agreements w i t h ma jo r o i l 
companies. Unde r these arrangements, the ref inery receives needed 
crude o i l f r o m a ma jo r company i n exchange f o r supp l y ing ref ined 
gasoline to the ma jo r company's re ta i l outlets. Where processing 
agreements are i n force, even less o f the product of independent re-
finers is avai lable to independent marketers. 

The amount of crude o i l avai lable to independent refiners is also 
l im i t ed by exchange agreements among the ma jo r companies. I t is 
t rue tha t exchange agreements can, under cer ta in circumstances, pro-
vide a more efficient geographical a l locat ion of crude oi l . I t is also 
true, however, t ha t such agreements can exclude independent refiners 
f r o m needed raw mater ia l . Unde r exchange agreements, ma jo r com-
panies t rade or bar ter crude o i l w i t h one another, sometimes irrespec-
t ive of the needs of independent refiners located i n close p r o x i m i t y 
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to the majors ' surplus crude. Aga in , the fate of independent refiners 
is dependent upon the behavior o f the i r ma jo r r ivals, mak ing h i gh l y 
un l i ke ly any s t rong all iance between independent refiners and inde-
pendent marketers. 

O r d i n a r i l y , i t m i g h t be expected tha t the demand f o r gasoline by 
independent marketers m igh t encourage the b u i l d i n g of new inde-
pendent refineries induced to enter the market by r i s ing prices f o r 
refined gasoline. I n fact , however, ent ry in to the ref in ing level o f the 
indust ry has been severely l im i ted . The reasons fo r th is are clear. 
F i rs t , the capi ta l cost of bu i l d i ng a m i n i m a l l y efficient refinery, wh i ch 
we define at approx imate ly 100,000 barrels per day—the cost of bu i ld -
i ng tha t size ref inery is enormous. 

A recent estimate is tha t the cost of a new and efficient ref inery 
would be $250 mi l l i on . 

Second, i t appears that a combinat ion of h i g h crude oi l prices and 
low prices of refined products have kept marg ins wh ich refiners can 
expect to earn to such a low level tha t new independent entry in to 
ref in ing has not been encouraged. 

Indeed the oi l deplet ion allowance creates f o r the majors an addi-
t ional incentive to h i g h crude prices and smal l ref inery margins since 
a do l la r o f ref inery products w i l l always be taxed at a h igher rate 
than a do l lar o f crude o i l prof i ts. 

Since the combinat ion of Cleveland refineries i n 1871, concentration 
of ownership of re f in ing capacity has been of c r i t i ca l significance to 
the competitiveness of the petroleum indust ry . The crises ar is ing at 
the crude, re f in ing or marke t ing levels of the indus t ry are, more of ten 
than not, symptoms of the control expressed at the refinery stage of 
product ion. 

Presently the major integrated oi l companies clearly dominate oi l 
ref in ing i n the U n i t e d States. The si tuat ion i n the eastern and g u l f 
coast regions of the U n i t e d States is i l lus t ra t ive. There we are refer-
r i ng to the petro leum distr ic ts 1 and 3 where almost 50 percent o f a l l 
gasoline is consumed. 

The eight largest in tegrated refiners have more than 65 percent of 
al l refinery capacity. Since 1950. the demand fo r gasoline has just-
about doubled. Despite the r ap id g r o w t h of the indust ry , concentra-
t ion has remained pract ica l ly unchanged. 

V i r t u a l l y no new ent ry has taken place. I n a rap id l y g row ing in-
dust ry , one o rd ina r i l y expects tha t increases i n demand w i l l raise 
prices and elevate prof i ts so tha t new f i rms at t racted by enhanced 
p ro f i tab i l i t y w i l l enter the indust ry . A s a result, concentrat ion nor-
mal ly w i l l d im in is t and so w i l l the market power of leading pro-
ducers. I n the eastern region, d is t r i c t 1, on ly 1 independent refinery 
has been bu i l t since 1950. i t was a 2,000-barrel-a-day ref inery i n 
F lo r i da . O n the G u l f Coast, d is t r ic t 3, on ly 1 ref inery, Sunt ide. has 
entered the indus t ry since 1950 w i t h capacity greater than 10,000 
barrels a day. 

I n fact , there is reason to believe tha t the majors ' re f in ing domi-
nance is greater t han our statistics indicate. Th i s belief is based on 
two considerations. F i r s t , i t is usual ly t rue tha t ma jo r o i l companies 
operate nearer 100 percent of capacity than do independent refiners 
so i f concentrat ion could be measured i n terms of product ion rather 
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than capacity, the share of the majors wou ld be greater than 65 
percent. 

Second, as I have already indicated, at least some of the product ion 
of independent refiners is contro l led by the majors t h rough di rect 
and ind i rec t processing agreements so tha t the i r market posi t ion is 
enhanced by th is factor as wel l . 

W h e n crude o i l wTas re lat ive ly abundant, independent marketers 
were able to obta in gasoline f r o m independent refiners and the smal ler 
in tegrated o i l producers. Even then there was l i t t l e or no m a r g i n f o r 
g row th and expansion of these marketers beyond the i r then market 
penetrat ion. Despite the fact t ha t independent marketers were sel l ing 
the i r products at prices we l l below those posted at ma jo r company 
stations, the independent share of to ta l gasoline sales grew s lowly i f 
at al l . The prob lem was pa r t i cu la r l y severe i n the Northeast p a r t l y 
because of absence of independent refiners to supply independnt mar-
keters. 

Beg inn ing i n the late 1960's, the supp ly of crude o i l became in-
creasingly t i g h t re lat ive to the r a p i d l y g r o w i n g demand f o r petro-
leum products. The f i rs t f i rms to feel the pressure of re la t ive ly short 
supplies were the independent refiners. The i r d iscomfor t was qu ick ly 
t ransmi t ted to independent retai lers. F i n a l l y i n 1973, the s i tua t ion 
has become so severe tha t some independent marketers have been cut 
off f r o m gasoline or face severe supply restr ict ions. No longer is the 
independent sector merely l im i t ed i n i ts size. The independent sector 
beg inn ing i n 1972 has been faced w i t h forces tha t seem to inev i tab ly 
forecast a severe contract ion of i ts importance i n the petro leum 
indust ry . 

I have already al luded to the complex issues wh ich h inder p r o m p t 
resolut ion o f the immediate supp ly crisis. The longer range competi-
t i ve problems are even more di f f icul t . The greater ava i lab i l i t y o f 
crude o i l t ha t seems to be assured by the President's recent actions 
w i l l be he lp fu l , but probably has l im i t ed significance f o r preserv ing 
or increasing compet i t ion. The need fo r f u r t h e r ant i t rus t remedies, 
i nc l ud ing such far - reach ing measures as d ivest i ture of refineries, or 
f o r tha t mat ter , marke t ing organizat ions or crude product ion, is 
being g iven careful study. 

W e are i n a per iod of great nat ional concern about th is country 's 
energy resources. I n our efforts to assure efficient development and 
management of avai lable energy resources, we must be at tent ive to 
the importance of preserving compet i t ion. A l l o f our past experience 
w i t h economic regulat ion justif ies an enormous presumpt ion i n favor 
of compet i t ion over* Government regulat ion. Th i s is pa r t i cu la r l y t rue 
f o r th is indus t ry whose compet i t ive character is so crucial to the 
progress and economic wel l -being of the Amer i can and the w o r l d 
economy. T h a n k you. 

[ T h e complete statement of M r . W a r d f o l l ows : ] 

S t a t e m e n t o f A l a n S. W a r d , D i r e c t o r s , B u r e a u o f C o m p e t i t i o n , 
F e d e r a l T r a d e C o m m i s s i o n 

Thank you, Mr . Chairman, fo r the opportuni ty to appear before this Commit-
tee today to discuss the impact of possible gasoline shortages on our nation's 
economy. My statement is based upon work being done at the Federal Trade 
Commission wh ich deals directly w i t h competit ion in the o i l industry. 
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I want to emphasize at the outset that my conclusions reflect analysis by 
the Commission's Bureaus of Competit ion and Economics and do not constitute 
an official statement fo r the Federal Trade Commission or any Commissioner. 
The Commission has neither reviewed nor approved my testimony. I n this con-
nection, I have w i t h me a letter f rom the Honorable Lewis A. Engman, Chair-
man of the Federal Trade Commission, expressing the concern of the Com-
mission in connection w i t h i ts statutory law enforcement responsibilities about 
the problems which are the subject of this Committee's hearings. W i t h your 
permission, I would l ike to read Chairman Engman's letter. 

As Chairman Engman's letter indicates, our pending investigation of com-
peti t ive problems i n the oi l industry has not been completed. The Commission 
has not determined that competit ion among oi l companies has been restrained 
by any indiv idual company or by a group of companies, and I am not here to 
suggest that such charges are l ikely. We have, however, reached a stage i n our 
investigation where I believe we can respond helpful ly to some of the questions 
Senator Mc ln ty re posed in his May 1, 1073, letter inv i t ing me to test i fy. Our 
work in this industry should contribute to understanding and solution of the 
current emergency situation. 

I am not prepared this morning to answer a l l of the questions posed i n 
Senator Mclntyre 's letter. The Commission staff has not yet studied i n any 
depth the causes of the gasoline shortage. We do not have statistics or other 
data reflecting the l ikely scope of the shortages in the months ahead, either for 
companies or geographic areas. We do believe that suspension of the oi l import 
quota system w i l l tend to increase supplies of petroleum products, but we can-
not now make informed judgments about competit ive and other ramifications 
of the new system. 

I w i l l confine my discussion this morning, therefore, to the competit ive 
significance of the predicted shortages, and to a review of action which might 
be taken now to forestal l the worst predictable effects of such shortages, and 
later to forestal l any s imi lar crisis i n the future. 

Some brief pre l iminary observations about current and predicted shortages 
w i l l assist our analysis. 

First , the supply shortage is a crisis pr incipal ly fo r the nonintegrated sector 
of the oi l industry. Some market ing and d is t r ibut ing companies—large and 
small—may be forced out of business. I n contrast, there are no f irm indica-
tions that major integrated firms face a business crisis. The first effect of the 
shortage on several of the majors was a sharp increase i n their profits. 

Second, i f the supply crisis does seriously weaken nonintegrated marketers 
or force any significant number of them out of business, the damage to oi l 
industry conij iet i t ion w i l l be extremely grave. Independent marketers have 
exerted a beneficial influence upon oi l industry competit ion that is dispropor-
tionate to their actual representation w i t h i n the industry. They are innovators 
of d ist r ibut ion methods and t rad i t ional ly have been the pr imary agents i n 
t ranslat ing efficiencies into lower consumer prices. Their role in keeping oi l 
markets competitive, flexible and dynamic has been vi ta l . 

As a consequence, I would regard any substantial weakening of the inde-
pendent sector of the oil industry as disastrous for competition, l iven in the 
short run, the result would probably be sharply higher consumer prices. I n the 
long run. I would anticipate the increased unresponsiveness to market condi-
tions and deteriorations i n product qual i ty and service characteristic of non-
competitive markets. Once arr ived at such a point, remedial alternatives are 
extremely l imi ted—direct government regulation, or str ingent ant i t rust rel ief, 
corporate divest i ture or dissolution. 

The possibil i ty of such serious competit ive consequences i f supply shortages 
are not ameliorated for independent marketers, makes necessary broad con-
sideration of a l l available preventive enforcement possibilities. We are now 
doing that. 

The Commission's investigation of the structure and performance of the oi l 
industry, of course, was undertaken before the current crisis arose. As the 
Chairman's let ter indicates, we are expedit ing tha t investigation and are 
direct ly considering product supply problems. "We have scheduled investiga-
t ional hearings beginning May 21, and w i l l seek testimony f rom executives of 
the major oi l companies on this specific problem and other subjects. We have 
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also consulted w i t h the An t i t rus t Div is ion of the Department of Justice and 
are work ing w i t h them to develop a coordinated and effective approach to the 
immediate competit ive problems of the nonintegrated sector of the industry. 

I want to stress, once again, that we are studying the possibil it ies fo r ant i -
t rust enforcement action. We have not made firm judgments, and we have not 
recommended that any cases be filed. 

Our basic ant i t rus t statutes, Section 5 of the Federal Trade Commission Act, 
and the Sherman Act, enforced by the United States Department of Justice, 
provide power fu l weapons to deal w i t h a l l varieties of ant icompeti t ive practices 
and conditions. I f i t should develop that the major companies enjoy adequate 
supplies as a result of restr ict ive arrangements w i t h each other, or as a conse-
quence of deliberately acquired and maintained market dominance, refusals to 
make product available to the independent sector would require ant i t rus t 
enforcement action. Pre l iminary in junct ive rel ief could be sought to assure 
independent marketers of uninterrupted product supply. 

I t would be wrong, however, to in fer that ant i t rus t enforcement offers a sure 
remedy fo r the immediate emergency that seems to face the independents. There 
are signif icant l imi ta t ions on our abi l i ty to deal w i t h such serious competit ive 
problems on a crisis basis. The l ikel ihood of gett ing adequate pre l iminary 
rel ief is not easy to predict in any case, and depends heavily on specific facts 
and charges. Factual var iat ions re lat ing to companies, markets and conduct 
would raise pract ical obstacles to gaining broad pre l iminary rel ief affect ing 
many companies. A t our current stage in the investigation, I cannot assure 
you that recourse to the courts w i l l relieve the independents' supply problems. 

I emphasize th is point this morning because i t is an impor tant reason why 
other available alternatives should be thoroughly considered. I f supplies wh ich 
are vo luntar i l y made available by the major oi l companies are insufficient to 
mainta in a competit ive independent market ing segment of the industry, other 
action to force fa i r al location of available supplies might be fu l l y just i f ied. 
Whether or not exist ing law is an adequate basis for such action is a question 
I have not studied, and on which I express no opinion. I would note, however, 
i n th is connection, tha t an impor tant l im i ta t ion on the effectiveness of an 
histor ical al location formula is the fact tha t the major in ternat ional oi l com-
panies have not t rad i t ional ly dealt direct ly w i t h independent marketers. Alloca-
t ion according to that type formula would thus minimize the impact of the 
al location requirements on the companies which control the dominant share of 
avai lable supply. 

These br ief observations underscore the grav i ty of the competit ive problems 
which may be caused i f current shortages damage independent marketers. I 
t u rn now to some br ief comments on the causes of the gasoline shortage, and 
thereafter to a general review of our current investigation. 

I t is impor tant to understand the causes of the current gasoline shortage not 
only so we can deal effectively w i t h the shortage now. but so we can prevent 
s imi lar occurrences i n the future. Our work at the Commission, as I have noted, 
has not sought to find out what caused the shortages, but some signif icant 
causes can be readi ly identified. 

Governmental intervent ion in areas such as prorat ioning of crude oil, deple-
t ion allowances and oi l impor t quotas may a l l have had admirable long-term 
ends, but a l l have had some detr imental effects on competition. Prora t ion ing 
was inst i tu ted to conserve and mainta in orderly production of crude; i t has, 
however, restr icted supply. The depletion allowance has supposedly encouraged 
crude o i l explorat ion; i t has, however, tended to discourage new entry at the 
ref ining level. The crude oi l impor t quota was rat ional ized as necessary to 
protect th is country f rom dependency on foreign crude sources: i t has, how-
ever, cur ta i led supply sources for independent refiners and marketers and 
encouraged high prices. Beyond that, our investigation strongly suggests tha t 
major company control of refinery capacity and pipelines has contr ibuted in a 
major way to the present p l ight of the independent marketers and constitutes a 
p r imary competit ive problem in the oi l industry. Wrhen our inqu i ry has been 
concluded, we w i l l know w i t h greater precision what caused the present crisis, 
but certainly these factors a l l contributed. 

Our current investigation, as the Committee may be aware, was authorized 
by the Commission late in 1971. Fol lowing some prel iminary work, subpoenas 
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were issued ear ly i n 1972 to several ma jo r o i l companies. I wou ld note tha t the 
subpoenas were care fu l ly d ra f t ed to seek a qui te l im i t ed number of documents, 
fo r we were m i n d f u l of the probable need to seek a considerably greater docu-
ment product ion a t a la ter stage of the invest igat ion. Despite the narrowness 
of our request, there were prompt indicat ions t ha t most companies wou ld 
refuse to produce the documents sought. I n l i gh t of other experience w i t h sub-
poena enforcement delays, we w i t hd rew those i n i t i a l subpoenas and d i f ferent 
invest igat ion tact ics have since then been pursued. Documents and in fo rma-
t ion were obtained on a vo lun tary basis f r om a substant ia l number of inde-
pendent companies. 

We have now once again issued subpoenas to several ma jo r integrated o i l 
companies. Fo r several reasons, we have issued subpoenas ad t e s t i f i c a n d u m 
ra ther than subpoenas fo r documents. We in tend to develop necessary fac tua l 
i n fo rmat ion p r i m a r i l y th rough test imony of knowledgeable corporate officials. 
Th is procedure w i l l probably resul t i n a more pro t rac ted invest igat ion, wh i ch 
is un fo r tuna te i n the face of the emergency supply s i tuat ion. We hope to obta in 
cooperation f r o m the subpoenaed companies, obviously, i n order to expedite the 
proceedings. 

A t th is stage of our invest igat ion, we can isolate key determinants of the 
independent marketer 's present p l igh t tha t seem to be symptoms of funda-
mental compet i t ive i l l s i n the o i l indust ry . Most impor tant , the independents 
have been unable to obta in re l iable sources of supply of refined gasoline. The 
largest ma jo r o i l firms, we find, have not been in recent years impor tan t d i rect 
sources of gasoline to independent marketers. Instead, the independents have 
rel ied chiefly upon the product of independent ref in ing companies and smaller 
integrated o i l producers.1 Our invest igat ion suggests tha t the ma jo r o i l firms 
have been able to substant ia l ly influence the amount of gasoline avai lable to 
independents f r o m these sources in several ways. 

The ma jo r o i l companies, as you know, are also th is country 's ma jor crude 
o i l producers and importers, and over the years have increased the i r ab i l i t y to 
impor tan t l y inf luence the amount of crude oil avai lable to independent refiners, 
and, therefore, the amount of gasoline avai lable to independent marketers. The 
tota l supply of crude o i l avai lable to a l l refiners, wh ich was l im i ted in the 
1930's by state p ro ra t ion ing programs, was f u r t he r d ramat ica l l y cur ta i led i n 
1959 by the impos i t ion of a str ingent mandatory impor t quota. Independent 
refiners, thus, were l im i ted i n the i r ab i l i t y to obta in increased supplies of crude 

1 The smaller integrated oil firms typically have not hnd fully developed marketing 
systems and have, as a consequence, sold this surplus gasoline to the independents, 
oil e i ther f r o m abroad or th rough addi t iona l domestic product ion and increas-
ingly came to depend upon ma jo r company rivals fo r adqeuate supplies of r aw 
mater ia l . I n addi t ion, the ma jo r companies' control of pipelines affected the 
ava i lab i l i t y of crude o i l to the independent refiners. 

Since they became so dependent on the majors, i t is not surpr is ing tha t some 
independent refineries adopted a course of behavior wh i ch paral le l led tha t of 
the in tegrated o i l firms. I n par t i cu la r , these independent refiners have dealt 
cautiously w i t h independent marketers. I n some cases, they have been very 
re luctant to sell to marketers who have exhib i ted considerable pr ice aggres-
siveness. Moreover, the independent refiners, e i ther f o rma l l y or i n fo rma l l y , 
have on occasion entered in to processing agreements w i t h ma jo r o i l companies. 
Under these arrangements, the ref inery receives needed crude o i l f r om a ma jo r 
company i n exchange fo r supply ing refined gasoline to the ma jo r company's 
re ta i l outlets. Where processing agreements are i n force, even less of the product 
of independent refiners is avai lable to independent marketers. 

The amount of crude o i l avai lable to independent refiners is also l im i t ed by 
exchange agreements among the ma jo r companies. I t is t rue tha t exchange 
agreements can, under cer ta in circumstances, prov ide a more efficient geo-
graphical a l locat ion of crude oil . I t is also true, however, tha t such agreements 
can exclude independent ref iners f r o m needed r a w mater ia l . Under exchange 
agreements, ma jo r companies t rade or bar te r crude o i l w i t h one another, some-
t imes i r respect ive of the needs of independent refiners located i n close p rox im i t y 
to the majors ' surplus crude. Again, the fa te of independent refiners is de-
pendent upon the behavior of the i r ma jo r r iva ls , mak ing h igh ly un l ike ly any 
strong al l iance between independent refiners and independent marketers. 
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Ord ina r i l y , i t m i g h t be expected t h a t the demand f o r gasol ine by independent 
marketers m i g h t encourage the bu i l d ing of new independent ref ineries induced 
to enter the marke t by r i s ing pr ices f o r ref ined gasoline. I n fact , however, 
en t r y i n to the re f in ing level of the i ndus t r y has been severely l im i ted . The 
reasons f o r t h i s are clear. F i r s t , the cap i ta l cost of bu i ld ing a m i n i m a l l y effi-
c ient ref inery (approx imate ly 100,000 barre ls per day) is enormous. A recent 
est imate is t h a t the cost of a new and efficient ref inery wou ld be $250,000,000.a 

Second, i t appears t h a t a combinat ion o f h igh crude o i l prices and low pr ices 
of ref ined products have kept marg ins wh ich ref iners can expect to earn to 
such a l ow level t ha t new independent ent ry i n to re f in ing has not been en-
couraged. Indeed, the o i l deplet ion al lowance creates fo r the ma jo rs an 
add i t iona l incent ive to h igh crude prices and sma l l ref inery marg ins since a 
do l la r of ref inery products w i l l a lways be taxed a t a h igher ra te t h a n a do l la r 
of crude o i l prof i ts. 

Since the combinat ion of Cleveland refineries i n 1871, concentrat ion of owner-
ship of re f in ing capaci ty has been of c r i t i ca l signif icance to the competi t iveness 
of the pet ro leum indus t ry . The crises a r i s ing a t the crude, ref in ing, or marke t -
i ng levels o f the i ndus t r y are, more o f ten t han not, symptoms of the con t ro l 
expressed a t the ref inery stage of product ion. Present ly, the m a j o r in tegra ted 
o i l companies c lear ly dominate o i l re f in ing i n the Un i ted States. The s i tua t i on 
i n the eastern and gu l f regions of the Un i ted States is i l l us t ra t i ve . (P.A.D.3 

Dis t r i c t s 1 and 3, where almost 50% of a l l gasoline is consumed.) The 8 largest 
in tegra ted ref iners have more t han 65% of a l l ref inery capacity.4 Since 1950, the 
demand f o r gasol ine has j us t about doubled. Despi te the rap id g r o w t h of the 
indus t ry , concentrat ion has remained prac t ica l l y unchanged.5 

V i r t u a l l y no new ent ry has taken place. I n a rap id l y g row ing i ndus t r y , one 
o rd ina r i l y expects t h a t increases i n demand w i l l raise prices and elevate 
prof i ts so t h a t new firms a t t rac ted by enhanced p ro f i tab i l i t y w i l l enter the 
indus t ry . As a result , concentrat ion w i l l d im in i sh and so w i l l the marke t power 
of lead ing producers. I n the eastern region ( D i s t r i c t 1) only one independent 
ref inery has been bu i l t since 1950; i t was a 2,000 bar re l a day ref inery i n 
F lor ida.6 On the Gu l f Coast ( D i s t r i c t 3) only one ref inery, Suntide, has entered 
the i ndus t r y since 1950 w i t h capacity greater t han 10,000 barrels a day. 

I n fact , there is reason to believe t h a t the majors ' re f in ing dominance i s 
greater t h a n our stat ist ics indicate. Th i s bel ief is based upon two considera-
t ions. F i r s t , i t is usual ly t rue t h a t ma jo r o i l companies operate nearer 100% 
of capaci ty t h a n do independent ref iners so t h a t i f concentrat ion cou ld be 
measured i n terms of p roduc t ion ra the r t h a n capacity, the share of the ma jo rs 
wou ld be greater t h a n 65%. Second, as I have a l ready stated, a t least some of 
the p roduc t ion of independent ref iners is contro l led by the ma jo rs t h rough 
d i rect and ind i rec t processing agreements so t h a t the i r m a r k e t pos i t ion is 
enhanced by th i s fac to r as wel l . 

W h e n crude o i l was re la t ive ly abundant, independent marketers were able to 
obta in gasoline f r o m independent ref iners and the smal ler in tegra ted com-
panies. Even then, however, there was l i t t l e or no m a r g i n f o r g r o w t h and 
expansion of these marketers beyond the i r then marke t penetrat ion. Despi te 
the fac t t h a t independent marketers were sel l ing t he i r products a t pr ices w e l l 
below those posted a t m a j o r company stations, the independent share of t o t a l 
gasoline sales grew s lowly, i f a t a l l . The problem was pa r t i cu l a r l y severe i n 
the Nor thwes t p a r t l y because of the absence of independent ref iners to supply 
independent marketers . 

Beg inn ing i n the la te 1960's, the supply o f crude o i l became increasingly t i g h t 
re la t ive to the rap id l y g row ing demand fo r pet ro leum products. The first firms 
to feel the pressure of re la t ive ly shor t supplies were, of course, the independent 
refiners. T h e i r d iscomfor t was qu ick ly t ransmi t ted to independent reta i lers. 
F i n a l l y , i n 1973, the s i tua t ion has become so severe t h a t some independent 
marketers have been cu t off f r o m gasoline or faced severe supply rest r ic t ions. 

a Wall Street Journal, April 17, 1973, p. 15. 
3 The initials P.A.D. stand for "Petroleum Administration for Defense." 
*U.S. Department of Interior, Bureau of Mines, Mineral Industry Surveys Petroleum 

Refiners in the United States and Puerto Rico, January 1, 1972. Table 2, pp. 4-12. 
5/Md!. 1950-1972. n Ibid. The new refinery in Florida was, therefore, approximately 1 /50 the size of a 

minimum refinery. 
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No longer is the independent sector merely l im i ted i n i ts size. The independent 
sector beginning i n 1972 has been faced w i t h forces tha t seem inev i tab ly to fore-
cast a severe contract ion of i ts importance i n the petroleum indust ry . 

I have already al luded to the complex issues wh ich hinder p rompt resolut ion 
of the immediate supply crisis. The longer range competi t ive problems are 
even more diflicul/t. The greater ava i lab i l i t y of crude o i l tha t seems to be 
assured by the President's recent actions w i l l be helpfu l , but probably has 
l im i ted significance fo r preserving or increasing competit ion. The need fo r 
f u r the r an t i t rus t remedies, inc lud ing such far-reaching measures as d ivest i ture 
of refineries, or fo r tha t mat ter , marke t ing organizat ions or crude product ion, 
is being given care fu l study. 

We are i n a per iod of great nat ional concern about th is country 's energy 
resources. I n our efforts to assure efficient development and management of 
avai lable energy resources, we must be at tent ive to the importance of preserv-
ing competit ion. A l l of our past experience w i t h economic regulat ion jiystifies 
an enormous presumpt ion i n favor of competi t ion over government regulat ion. 
Th is is par t i cu la r l y t rue for th is indust ry whose competi t ive character is so 
crucia l to the progress and economic well-being of the Amer ican and the w o r l d 
economy. 

Senator MCINTYRE. M r . W a r d , d u r i n g the hearings we have had 
this week several witnesses discussed the fact tha t several o f the 
major o i l companies recently began to market gasoline under sec-
ondary b rand names, f o r example, E x x o n has i ts secondary b rand 
gasoline known as A le r t . The witnesses representing the Nat iona l 
Congress f o r Pet ro leum Retai lers i n t es t i f y i ng yesterday made the 
po in t tha t the reason why the majors were do ing th is was to develop 
contro l over prices at the unbranded level. 

I s the F T C invest igat ing th is move by the majors i n secondary 
market ing? 

M r . WARD. Those developments are being taken in to consideration 
i n the invest igat ion tha t is ongoing. There is no specific invest igat ion 
at the Federal T rade Commission of the development of the A l e r t 
stations and the other new brands of the ma jo r companies. 

I believe there is a specific invest igat ion of some of those new pro-
grams being conducted by the Depar tment of Justice. 

Senator M C I N T Y R E . I d i d not know about tha t secondary market -
ing, and E x x o n is not the only one. There are several others. I do not 
know the names; Swan, B lue Goose arc some of the names. 

M r . WARD. I n a way they are f o l l ow ing the innovat ion of the inde-
pendent marke t ing sector and are mov ing to d i rect compet i t ion w i t h 
them. 

Senator MCINTYRE. Several witnesses have testif ied th is week i n 
order to develop mean ing fu l compet i t ion i n the domestic o i l i ndus t ry 
tha t the various funct ions should be divorced or separated. 

Some have urged the divorcement take place between the produc-
t i on of crude o i l and the re f in ing of the product . Other witnesses have 
urged tha t the re f in ing segment of the indus t ry be divorced f r o m the 
marke t ing segment. 

D o you have any views on th is question, M r . W a r d ? 
M r . W A R D . I wou ld not want to predict the conclusion tha t we w i l l 

u l t imate ly come to i f we were to determine tha t some rel ief such as 
tha t is necessary. There are a good many d i f ferent opinions even on 
the Commission's staff. 

Cer ta in ly , the divorcement o f crude wou ld prov ide increased in-
centives to lower the pr ice of crude. I believe i t wou ld tend to estab-
l ish more crude markets wh i ch wou ld increase the competitiveness o f 
tha t pa r t of the indust ry . 
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Dives t i tu re of some re f in ing assets or complete d ivest i ture o f re-
fining assets wou ld make the ma jo r o i l companies bo th net sellers o f 
crude and net buyers of gasoline. I f the majors were dependent on 
the re f in ing segment as the i r customers and suppl iers, t ha t w o u l d 
probab ly open up a great deal more compet i t ion i n the o i l i ndus t ry . 

D ivesture of marke t i ng fac i l i t ies i n many respects is the least 
a t t rac t ive a l ternat ive, bu t there are advantages tha t m i g h t possibly 
be gained by tha t type of approach. 

D ives t i tu re of the crude wou ld also require d ivest i ture of the p ipe-
lines wh i ch contr ibute a great deal to the cont ro l tha t is exercised a t 
tha t stage o f the indust ry . 

Senator MCINTYRE. Page 3 o f you r statement, you indicate one 
effect o f the supp ly shortage has been a sharp increase i n the pro f i ts 
o f the ma jo r o i l companies. 

I n your invest igat ion, have you developed any evidence i n d i c a t i n g 
tha t the ma jo r companies are t a k i n g advantage of th is shortage t o 
l i m i t compet i t ion and increase the i r prof i ts? 

M r . WARD. A t th is t ime our invest igat ion is not at a po in t where I 
could reach tha t conclusion. 

Senator MCINTYRE. F r o m your statement I get the impression t h a t 
i f the independent marke t i ng segment o f the o i l i ndus t r y is severely 
damaged or destroyed tha t the consumer w i l l be the u l t ima te v i c t i m ; 
does th is mean t h a t the ma jo r o i l companies do not engage i n p r i ce 
compet i t ion among themselves ? 

I f so, isn ' t i t an an t i t rus t v io la t ion i n and of i tse l f? 
M r . AVARD. The independent marketers are the or ig inators o f m u c h 

o f the pr ice compet i t ion i n the re ta i l markets f o r gasoline. The ma jo rs 
na tu ra l l y respond to tha t , and f r o m t ime to t ime they may o r ig ina te 
pr ice compet i t ion themselves. 

I t h i n k some of the p r i c i n g systems tha t are i n effect i n the U n i t e d 
States seem to stabi l ize prices i n a way t ha t is questionable under the 
an t i t rus t laws. B u t the p r i m a r y prob lem tha t we face now is the 
preservat ion of the independent marketers, the preservat ion o f the 
compet i t ive influence they exert. I t h i nk , i f they wTere not to exert t h a t 
influence, the consumer cer ta in ly wou ld pay a good deal more f o r 
gasoline. 

Senator MCINTYRE. Several independent marketers have u rged t h a t 
the F T C d u r i n g th is shortage per iod, develop a type of p r o g r a m — 
some type so as to closely mon i to r compet i t ion and supp ly at the 
wholesale and re ta i l level. So, I wonder, is your agency consider ing 
developing a task force tha t wou ld be able to move s w i f t l y to correct 
any compet i t ive imbalances tha t develop d u r i n g th is shortage per iod? 

M r . WARD. I wou ld have to rep ly i n the negative. W e have a la rge 
staff o f lawyers and economists w o r k i n g on the o i l invest igat ion now. 
I do not have sufficient staff resources to create tha t k i n d of a task 
force. 

Senator M C I N T Y R E . Y O U are aware, I am sure, tha t a v o l u n t a r y 
a l locat ion p rog ram was announced yesterday by the admin i s t ra t i on 
i n an a t tempt to insure tha t needed supplies of petro leum products 
can be obtained d u r i n g th is shortage per iod. 

D o you feel t ha t a vo lun ta ry a l locat ion system w i l l w o r k o r w i l l 
i t be necessary to make i t mandatory ? 

O n page 9 of your statement you indicate tha t the ma jo r o i l com-
panies have i n the past refused to cooperate i n your agency's examina-
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t i on o f compet i t ion w i t h i n the o i l indust ry . I f they refused to do so, 
why wou ld we have any reason to believe they wou ld cooperate w i t h 
a vo lun ta ry al locat ion program? 

M r . W A R D . I am not prepared to say, Senator, t ha t the o i l compa-
nies wou ld not cooperate. Cer ta in ly , I wou ld t h i n k i t wise to have the 
contingency p lan ready i f cooperation is not fo r thcoming. 

Senator M C I N T Y R E . T h a n k you. 
Senator Proxmi re . 
Senator P R O X M I R E . M r . W a r d , I understand you resigned f r o m the 

posi t ion as D i rec to r o f the Bureau of Compet i t ion? 
M r . W A R D . Y e s . 
Senator P R O X M I R E . Y O U are leav ing the Government when? 
M r . W A R D . M a y 2 5 . 
Senator P R O X M I R E . Y O U on ly have a couple of weeks ? 
M r . W A R D . Y e s . 
Senator P R O X M I R E . The reason I ask is at the bot tom of page 1 you 

say " T h e Commission has not determined whether compet i t ion among 
o i l companies has been restrained by any i n d i v i d u a l company or 
group o f companies and I am not here to suggest t ha t such charges 
are l i ke l y . " 

Now give me your personal feelings. Y o u are not go ing to be the 
head of th is organizat ion f o r very long. I take i t you are not go ing 
to be the new secretary o f some of these Cabinet offices tha t are com-
i ng up so fast. 

S i r . W A R D . T h a t rea l ly is a very di f f icul t question f o r several rea-
sons, bu t the p r i m a r y reason w h y I cannot indicate m y personal opin-
ion is tha t m y knowledge of the invest igat ion is a good deal less t han 
the knowledge tha t m y colleagues have. I am general ly aware of the 
facts tha t are being uncovered. Cer ta in ly , the present supply situa-
t i on looks as though the ent i re b run t of the shortage w i l l f a l l on the 
price compet i t ive segment. T h a t indicates there are serious competi-
t ive problems i n the indust ry . Whether there w i l l be a sufficient basis 
f o r an t i t rus t act ion a f te r the invest igat ion has been completed, I 
cannot predict . 

Senator P R O X M I R E . Y O U are accompanied by outs tanding experts 
who have been h i red by the Government i n the Bureau o f Compet i -
t ion. I presume the job of you and your advisers is to do your best 
to provide—as you say i n your eloquent summat ion "Compet i t i on is 
one way to help to prov ide f o r reasonable prices i n a free system." 

Can I ask any o f the other gentlemen who are here i f you can give 
me any answer to th is question of whether or not compet i t ion among, 
the o i l companies has been restrained by any i n d i v i d u a l companies or 
group o f companies? 

M r . L I E D Q U I S T . I w i l l say we real ly have to stand by M r . Ward ' s 
opinion. W e have not completed our evaluat ion o f the mater ia l we 
have obtained about our f i le searches. 

Senator P R O X M I R E . H O W l ong has th is invest igat ion been go ing on ? 
M r . W A R D . Since October 1 9 7 1 or November. 
Senator P R O X M I R E . Th i s is very discouraging. T h i s is M a y of 1 9 7 3 . 

T h a t is 18 months. W e are losing an eminent and experienced head 
of an agency. Somebody else is coming in. A f t e r your replacement has 
been i n 18 months, is he go ing to te l l us tha t they are s t i l l l ook ing 
at i t? 
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M r . WARD. Senator, I have to say, I am as discouraged as you are 
t h a t these invest igat ions take as l o n g as they do. One t h i n g I w o u l d 
have to men t ion is t h a t the B u r e a u o f Compet i t ion 's t o t a l budget f o r 
a l l the w o r k we do, i n v o l v i n g no t on l y the o i l i n d u s t r y bu t a l l the 
other indust r ies i n the compet i t ive sector is a round $3 to $4 m i l l i o n . 

Senator PROXMIRE. H O W many people do you have i n the o i l sector ? 
M r . WARD. W e have devoted a t remendous amount o f resources t o 

th i s invest igat ion. I suppose at one t i m e or another we have h a d 15 
to 20 people w o r k i n g on i t . 

T h a t is no t f u l l t ime. W e have 60 cases t h a t we have got to deal 
w i t h t h a t are pend ing. W e have a number o f o ther invest igat ions. 

Senator PROXMIRE. Can y o u g ive us an idea when i t w o u l d be 
p roper f o r Congress to expect a conclusion? 

M r . WARD. T h e Bu reau w i l l make i ts recommendat ion th i s summer, 
I believe, bu t I have to make one qual i f ica t ion. W e have hear ings t h a t 
are go ing to begin i n M a y . W e are go ing to ask the o i l companies 
questions. W e i n tend to proceed w i t h t h a t as expedi t ious ly as we can. 

Senator PROXMIRE. I f the repo r t is not i n by September 20, the last 
day o f summer, any day a f te r t h a t you w o u l d be del inquent or t a r d y , 
is t h a t f a i r ? 

M r . WARD. I w o u l d say t h a t is ce r ta in ly r i g h t , you cou ld say t ha t . 
Senator PROXMIRE. Y O U say on page 4 : 

Once a r r i ved at such a point, remedial a l ternat ives are extremely l im i t ed— 
direct government regulat ion or s t r ingent an t i t r us t re l ief , corporate d ives t i tu re 
or dissolut ion. 

W h e n you say " s t r i ngen t an t i t r us t r e l i e f , " I presume y o u mean 
someth ing l i ke d isso lut ion o f the companies or at least the k i n d o f 
t h i ngs t h a t you have ou t l i ned i n terms o f p reven t i ng i n teg ra t i on and 
so f o r t h , is t h a t w h a t you have i n m i n d ? 

M r . WARD. Y e s , s i r . 
Senator PROXMIRE. T h a t k i n d o f t h i n g on the basis o f a l l o f ou r 

experience does take many , m a n y years to be able to achieve i t . C a n 
you t h i n k o f any m a j o r i n d u s t r y where t h i s has been done i n the last 
50 years? 

M r . WARD. F i f t y y e a r s — I cannot recal l . I k n o w the S t a n d a r d O i l 
case was i n 1911. I do no t k n o w when the d ives t i tu re was accom-
pl ished. 

Senator PROXMIRE. T h a t is more t h a n 60 years ago. 
M r . WARD. Someth ing was done i n the A l coa case, the A l u m i n u m 

case, i n 1953. 
Senator PROXMIRE. Y O U w o u l d have to t h i n k l o n g and h a r d and 

you are one o f the rea l experts i n t h i s field. 
M r . WARD. I w o u l d say there have not been many m a j o r d ivest i -

tures o f t h i s so r t—bu t i n t h a t p a r t o f m y remarks, I was t a l k i n g 
about w h a t w o u l d happen i f the independent sector ac tua l l y is 
destroyed. 

Senator PROXMIRE. I t sounds rea l l y p r e t t y hopeless to re ly on th i s , 
does i t not , on the basis o f experience? I am not so sure the $3 m i l l i o n 
is g i v i n g us any th ing . 

M r . WARD. I t ough t to be a great deal more. 
Senator PROXMIRE. I do not know. W e cou ld waste $3 m i l l i o n . W e 

cou ld waste $15 m i l l i on . 
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M r . WARD. W h e n you contrast what we spend f o r an t i t rus t en-
forcement w i t h wha t we have to spend fo r regulat ion, when tha t sort 
o f ac t i v i t y becomes necessary— 

Senator P R O X M I R E . I am a l l f o r enforcement. I t jus t shows such 
meager results. 

W h e n I ask i f there has been any ma jo r deconcentrat ion i n any 
ma jo r indus t ry , you cannot cite any indust ry . 

M r . WARD. U n d e r ant imerger enforcement there cer ta in ly have been 
many divesti tures. 

Senator P R O X M I R E . I S t ha t the result o f your agency or the result 
o f the Justice Depar tment? 

M r . WARD. Both . B o t h agencies have gotten d ivest i ture of corporate 
assets under section 7 of the C lay ton Ac t . W h a t I t a l k about here i n 
th is pa r t o f m y statement and also what may be appropr ia te remedy 
under the invest igat ion we have ongoing is a s l i gh t l y d i f ferent type o f 
corporate divest i ture, tha t is t rue, but i t cer ta in ly is not beyond the 
capabi l i ty o f the Federal T rade Commission or the courts i n actions 
by the Just ice Depar tment . 

Senator PROXMIRE. O n page 3 you have a very interest ing statement 
tha t had not occurred to me at a l l before. W e have discussed the de-
p let ion allowance on the floor of the Senate. Y o u state the "dep le t ion 
allowance has supposedly encouraged crude o i l exp lorat ion." W h y 
d i d you pu t tha t "supposedly" in? 

D o you t h i n k i t has not ? 
M r . W A R D . I wou ld answer tha t i n two ways. 
"Supposed ly" encouraged is meant to question whether there was 

not other encouragement tha t was jus t as possible. Y o u r colloquy 
w i t h D r . D u n l o p suggested there were other ways o f accompl ishing 
that end t han the deplet ion allowance. I t h i n k tha t there is a real 
question about whether i t has worked. As a mat ter of fact , I wou ld 
go the other way. I wou ld say there is a st rong presumpt ion tha t you 
m i g h t have had more efforts at discovery of crude o i l w i t h norma l 
market forces. 

Senator P R O X M I R E . Y O U have no qual i f icat ion at a l l , however on the 
next assertion w i t h respect to the deplet ion allowance. Y o u say, the 
deplet ion allowance "has, however, cur ta i led supp ly sources fo r inde-
pendent refiners and marketers and encouraged h i g h prices." 

T h a t surprises me. W e have never argued tha t the deplet ion a l low-
ance has encouraged h i g h prices or has had a l i m i t e d effect on inde-
pendent refiners and marketers. H o w does tha t w o r k out? 

Y o u wou ld t h i n k the deplet ion allowance wou ld have the effect o f 
encouraging independent wi ldcatters. They are the ones tha t the in -
dus t ry argue tha t have the p r i nc ipa l incent ive to explore more and 
to b r i n g i n more proven o i l reserves. I f you had a greater supply o f 
o i l , w h y wou ldn ' t th is def in i te ly discourage h i g h prices? 

M r . GLASSMAN. I t h i n k the first pa r t of the answer is, we are deal-
i n g w i t h an indus t ry wh i ch has at least f r o m the th i r t ies had supp ly 
l i m i t restr ict ions imposed on i t by var ious Government agencies. So, 
i n a sense, wha t you mean by the deplet ion al lowance encouraging 
add i t iona l exp lora t ion is rea l ly h a r d to understand. 

Senator P R O X M I R E . Y O U mean the State regu la t ion o f product ion i n 
Texas and Lou is iana and so f o r t h wThere they on ly permi t ted pump-
i n g the o i l f o r what—10 days a month? 

M r . GLASSMAN. O r at some percentage of capacity. 
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Senator PROXMIRE. W h a t does the deplet ion al lowance have to do 
w i t h that? 

M r . GLASSMAN. W h a t I am saying is, I t h i n k i t is impo r t an t f i rs t 
to look at i t i n the envi ronment of the other Government regulat ions 
and to wonder wha t i t means to encourage ext ra p roduc t ion w h i c h 
tends to lower prices i n an atmosphere where there are regulat ions, 
i nc l ud ing pro- ra ta ra t i on ing and i m p o r t quotas wh i ch operate i n the 
opposite d i rect ion, namely, to restr ic t supp ly and push the pr ice up. 

Senator PROXMIRE. B y i tse l f the deplet ion al lowance wou ld have 
the effect o f increasing supply , ho ld i ng down prices and m a k i n g sup-
p l y more avai lable to the ent i re indus t ry , wou ld i t not i f you have 
these other elements wh ich you are absolutely r i g h t about, the i m p o r t 
quotas and the pro- ra ta ra t i on ing wh i ch tends to ho ld the supp ly 
down. 

M r . GLASSMAN. E i g h t , bu t the way th ings work , the deplet ion al-
lowance we have argued, and i t is i n the statement at a la ter po in t , 
i n fact , encourages the ma jo r o i l companies to seek h i g h crude prices 
because the effect o f the deplet ion al lowance is to reduce the tax bur -
den at the crude level. 

I f you are an in tegrated f i rm , you can increase you r raw mate r ia l 
prices to your own refineries w i t hou t any real effect on your overa l l 
p ro f i t ab i l i t y . W h a t i t means is you repor t your prof i ts there at the 
crude level ra ther t han the ref inery level. B u t , because o f the deple-
t i o n al lowance crude prof i ts are taxed at a lower rate t han ref inery 
prof i ts. I t is to the advantage of ma jo r companies to get as h i g h an 
i n p u t pr ice as possible f o r crude o i l , get the i r prof i ts at the ref inery 
level down and the i r prof i ts at the crude level h igh. 

I f they are able i n fac t to do th is , one of the effects is, o f course, 
to reduce average marg ins at the ref inery level and i f ref inery mar -
gins are reduced, then i t is un l i ke l y t ha t independent refiners who do 
not have crude o i l and cannot use the same tax methods w i l l enter 
the indus t ry . I t is not prof i table under those situations. T h a t is w h y 
we said i n a sense i t is rest r ic t ive and exclusionary f o r the independ-
ent sector. 

Senator PROXMIRE. W i l l you g ive me a memorandum, as deta i led 
as you want , on th is and supp ly i t to the committee, because I t h i n k 
th is is something t ha t I have not heard expla ined before? I t is ve ry 
he lp fu l . I cannot assimilate i t and consider i t i n deta i l now. I do 
not wan t to take the t ime of the committee to do that . 

M r . W A R D . I w i l l s u b m i t i t . 
[ T h e f o l l o w i n g i n f o r m a t i o n was subsequently received f o r the 

record : ] 

F e d e r a l T rade Commiss ion, 
W a s h i n g t o n , D . C . , M a y 1 8 , 1 9 7 3 . 

Hon. W i l l i a m B. P roxm i re , 
C h a i r m a n , S u b c o m m i t t e e on F i n a n c i a l I n s t i t u t i o n s , C o m m i t t e e o n B a n k i n g , 

H o u s i n g a n d U r b a n A f f a i r s , U . S . S e n a t e , W a s h i n g t o n , D . C . 
D e a r M r . C h a i r m a n : D u r i n g the quest ioning f o l l ow ing the statement of A l a n 

S. W a r d , D i rec to r of the Bureau of Compet i t ion of the Federa l T r a d e Com-
mission, before the Bank ing , Hous ing and U rban A f f a i r s Committee, you asked 
about a pa r t i cu l a r c la im regard ing the impact of the o i l deplet ion a l lowance 
upon crude o i l prices and en t ry of ref iners i n to the petro leum indus t r y . Th® 
pa r t i cu la r sentence of in terest to you w a s : "The deplet ion al lowance has sup-
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posedly encouraged crude o i l exp lo ra t ion ; i t has, however, tended to discourage 
new ent ry a t the re f in ing level." Mr . W a r d asked me to respond to your question 
and I suggested t h a t the deplet ion al lowance creates an incent ive f o r ma jo r 
in tegrated o i l firms to seek higher crude o i l prices because of the tax advantage 
realized. I f u r t h e r argued t ha t the h igher the crude pr ice a t ta ined by the 
majors , other th ings equal, the smal ler w i l l be ref inery p ro f i t margins. Th is is 
so, of course, because crude o i l is an impo r tan t cost element i n the manufac ture 
of ref ined o i l products. I f p ro f i t marg ins are reduced, then the probab i l i t y of 
ent ry in to re f in ing by a non- integrated firm is reduced. You asked me to sup-
plement my answer by p rov id ing you w i t h a "memorandum fo r the record." 

I am very happy to comply w i t h your wishes, and I have attached five copies 
of a short statement e laborat ing upon my ora l presentat ion of May 11, 1978. 
I have, as you w i l l see, at tempted to reduce th is problem to simple terms and 
have ignored many of the complexi t ies t h a t abound i n the petro leum indus t ry 
and wh ich are per iphera l to the issue a t hand. I hope th is e laborat ion is he lp fu l 
to you. I appreciate the oppor tun i ty to be of assistance to you and to Senator 
Mc ln t y re ' s Committee. 

Sincerely yours, 
M i c h a e l L . G l a s s m a n , 

C h i e f , D i v i s i o n of E c o n o m i c E v i d e n c e . 

M e m o r a n d u m o f M i c h a e l L . G l a s s m a n , C h i e f , D i v i s i o n o f E c o n o m i c 
E v i d e n c e , B u r e a u o f E c o n o m i c s , F e d e r a l T r a d e C o m m i s s i o n 

A t the request of Senator Proxmi re , I am submi t t i ng th is memorandum as a 
supplement to the statement of A l a n S. Ward , D i rec tor of the Bureau of Compe-
t i t i o n of the Federa l T rade Commission. Mr . W a r d del ivered his statement to 
the Bank ing, Hous ing and Urban A f f a i r s Committee of the Un i ted States Senate 
w i t h Senator Thomas J. Mc In ty re , Chai rman. 

D u r i n g the quest ion of Mr . Ward , Senator P roxmi re asked fo r an explanat ion 
of the statement, " T h e deplet ion al lowance has supposedly encouraged crude 
o i l exp lo ra t ion ; i t has, however, tended to discourage new ent ry at the ref in ing 
level." M r . W a r d asked me to answer Senator Proxmi re 's question. Senator 
P roxm i re asked me f o r a w r i t t e n e laborat ion of my ora l response " f o r the 
record." The fo l l ow ing is an ampl i f icat ion and elaborat ion of my answer. 

The o i l deplet ion al lowance may d i rec t ly encourage the exp lorat ion fo r and 
exp lo i ta t ion of domestic crude o i l sources, bu t i t may ind i rec t l y b r i ng about 
results wh i ch l i m i t the supply of ref ined petro leum products by res t ra in ing 
ent ry i n to the re f in ing segment of the indus t ry by nonintegrated firms. Th is 
resul t may occur because the o i l deplet ion al lowance creates an incent ive to 
higher crude o i l prices. H ighe r crude prices, however, mean higher costs and 
lower pro f i t marg ins f o r nonintegrated refiners. Bu t . lowrer pro f i t rates imp ly 
less ent ry i n to the indus t ry . Fu r the r , w i t h fewer refiners, other th ings equal, 
the demand f o r crude o i l w i l l be reduced so t h a t any incent ive the o i l depletion 
al lowance created fo r the expansion of crude supply w i l l be offset, a t least 
i n par t . 

To demonstrate these conclusions, le t us posit a s impl i f ied w o r l d i n wh ich a 
few in tegra ted firms contro l a l l domestic crude product ion and a l l ref inery 
capacity. Suppose f u r t h e r t ha t impor ts are e l im ina ted by a quota or pro-
h ib i t i ve ta r i f f . Assume tha t the pr ice and quan t i t y exchanged of refined prod-
ucts is determined by supply and demand and tha t the pr ice per bar re l o f 
refined product is $1.00 and the to ta l demanded is 100 barrels. Assume the cost 
of recover ing a ba r re l of crude o i l is 30^ and tha t the cost of ref in ing a bar re l 
of crude o i l i n to a ba r re l of refined product is 40<*. Assume tha t the corporate 
income tax ra te is 50 percent and t ha t the o i l deplet ion al lowance is 20 percent 
of gross crude o i l receipts. F ina l l y , le t us abstract f r o m any quant i ta t ive 
l i m i t a t i o n on the appl icat ion of the deplet ion al lowance and f r o m the special 
depreciat ion provis ions wh ich apply to the o i l indust ry . These abstract ions do 
not inva l ida te the f o l l ow ing arguments. 

Assume tha t the o i l companies i n the first instance do not repor t income at 
each level f o r t ax purposes. Suppose tha t the firms t rans fe r crude o i l f r o m the 
we l l to the ref inery a t the t rue cost (30d) of recover ing tha t product. The 
combined pro f i t and loss statement fo r the o i l firms wou ld look l i ke Table 1. 
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T a b l e 1 

T o t a l revenue ($1X 100 barrels) $100 

Crude recover}' costs (30 cents X 1 0 0 barrels) 30 

Ref in ing costs (40 cents X 100 barrels) 40 

T o t a l costs 70 

Gross income before taxes 30 Deple t ion allowance ('20 percent of crude receipts) 6 

Gross prof i ts before income tax 24 

Income tax (50 percent of prof i ts before taxes) 12 

Ne t prof i ts af ter taxes 12 

Real net prof i ts (net prof i ts plus deplet ion allowance) $18 Ra te of re tu rn on revenues—$18/100 = 18 percent. 

Under th i s accoutning t rea tment the o i l f i rms earn $18 of rea l prof i ts, and 
a f te r - tax p ro f i t as a percent of t o ta l revenue is 18 percent. 

Now, however, asume t h a t the o i l firms choose a pr ice of crude o i l such t h a t 
ref inery prof i ts taken separately are reduced to zero. I n th i s model the firms are 
c lear ly f ree to do th is since the crude o i l pr ice is s imply a t rans fe r or account-
i ng pr ice since no crude o i l is sold i n any m a r k e t ; i t is s imply t rans fe r red f r o m 
one d iv is ion to another by an in tegrated firm. Table 2 shows the pro f i t and loss 
statements f o r the o i l firms under these new assumptions. 

T a b l e 2 
Crude o i l d iv is ion: 

T o t a l revenues $60 
Cost of crude recovery 30 

Gross income before taxes 30 
Deple t ion al lowance (20 percent of crude receipts) 12 

Gross prof i ts before taxes 18 
Corporate income tax 9 

N e t prof i ts after taxes 9 

Refiner}" d iv is ion: 
T o t a l revenues $100 

Crude o i l costs 60 
Ref in ing costs 40 

T o t a l costs 100 
Gross income before taxes 0 

N e t prof i ts af ter taxes 0 

Real net prof i ts (net prof i ts plus deplet ion allowance) 21 
Rate of r e tu rn on revenues $21 /$100=21 percent. 

Under th i s account ing a l te rnat ive the o i l firms earn $21 of rea l a f te r - tax 
prof i ts, and a f te r - tax prof i ts as a percent of t o ta l revenue is 21 percent. Thus, 
i t is clear t h a t the o i l deplet ion al lowance creates an incent ive to h igher crude 
o i l prices and smal ler ref inery margins. I n the example provided, an increased 
crude pr ice leads to_a 16-2/3 percent increase i n net prof i ts. 

Le t us now i n stages make our marke t more l i ke the real wTorld. F i rs t , assume 
tha t the in tegrated firms cont inue to own a l l domestic crude o i l but only o w n 
one-half of the refineries. The rema in ing refineries can be termed " independents." 
The independents must buy crude o i l f r o m the majors. Surely the ma jo rs con-
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t inue to have a tax incent ive to obtain h igh crude prices. However, the ma jo rs 
must not choose a crude pr ice so h igh tha t the independents go out of business 
as a resul t of earn ing zero prof i ts, f o r i f independents shut down, the ma jo rs 
w i l l lose customers fo r one-half of the i r crude product ion. Rather , the ma jo rs 
w i l l select a crude o i l pr ice wh ich permi ts ref inery prof i t marg ins to be large 
enough to induce the present independents to stay i n the marke t but w i l l no t 
be large enough to induce new independents to enter the indus t ry , increase the 
supply of refined product, and cause prices and prof i ts i n the o i l i ndus t ry to 
decline. Thus, the o i l deplet ion al lowance induces a ref inery marg in "squeeze" 
wh ich retards entry. 

F ina l l y , suppose tha t the majors no longer contro l the ent i re supply of crude 
o i l and tha t independent crude producers wou ld react to h igher crude prices by 
exp lor ing fo r new crude and by expanding output of previously discovered 
crude. The o i l depletion al lowance s t i l l provides an incent ive to higher crude 
prices fo r the majors (and other crude producers fo r tha t m a t t e r ) , but w i l l the 
ma jors be able to obtain a h igher marke t pr ice fo r crude oi l? A t first glance, 
the answer appears to be, "no." H igher crude prices w l i l e l ic i t greater supplies, 
wh ich w i l l , i n tu rn , cause prices to f a l l to previous levels. However, the ma jo rs 
may be able to contro l crude supply and thereby br ing about the desired higher 
prices. They may rest r ic t crude supply by (1) res t r ic t ing access to crude 
gather ing l ines and pipelines, (2) convincing state governments to impose pro-
ra t i on ing programs, (3) persuading the U.S. Government to adopt s t r ic t impo r t 
quotas, and /o r (4) squeezing refinery marg ins so much t ha t crude producers 
have only a l im i ted market fo r the i r product. A l l of these strategies have been 
fo l lowed at one t ime or another by the majors i n the real wor ld . Therefore, 
apparent ly the majors c a n cont ro l crude supply and can real ize higher crude 
prices. 

I t appears, then, tha t the deplet ion al lowance has two impacts upon crude 
supply. F i r s t , i t tends to encourage greater crude product ion a t any given 
pr ice since i t constitutes a subsidy to crude o i l production. Second, however, i t 
creates an incent ive to higher crude prices fo r tax reasons. Bu t , i n order to' 
realize higher crude prices, the supply of crude o i l must be restrained. Thus, 
the st imulus to greater crude o i l explorat ion and product ion prov ided by the 
o i l deplet ion al lowance may be very smal l or v i r t u a l l y non-existent. 

S e n a t o r PROXMIRE. I n y o u r s t a t e m e n t y o u s a y " A r e c e n t e s t i m a t e i s 
t h a t t h e cos t o f a n e w a n d e f f i c ien t r e f i n e r y w o u l d be $250 m i l l i o n . " 
H o w b i g a r e f i n e r y w o u l d t h a t be? 

M r . WARD. O v e r 100,000 b a r r e l s a d a y . I c a n n o t r e m e m b e r f o r s u r e . 
T h a t w a s a r e c e n t s t a t e m e n t b y M o b i l O i l C o . 

S e n a t o r PROXMIRE. W h a t w o u l d t h a t m e a n i n t e r m s o f t h e N a t i o n ' s 
s u p p l i e s ? 

I I o w m a n y b a r r e l s a d a y d o w e r e f i n e ? 
T h e s t a f f h e r e says 13 m i l l i o n b a r r e l s a d a y . 
M r . WARD. W e s a i d 15 m i l l i o n . 
S e n a t o r PROXMIRE. T h a t w o u l d b e a v e r y s m a l l p e r c e n t a g e i n c r e a s e 

a n d i t i s $250 m i l l i o n . 
M r . WARD. Y e s . 
S e n a t o r PROXMIRE. I h a v e b e e n v e r y c o n c e r n e d a b o u t t h i s as I 

t h i n k a l l p e o p l e w h o h a v e l o o k e d a t t h i s a t a l l h a v e been . 
T h e l i m i t o n r e f i n e r y . W h a t d o y o u s u g g e s t w e c a n d o a b o u t t h a t ? 
M r . W A R D . R e m o v a l o f s o m e o f t h e a r t i f i c i a l d i s t o r t i o n s o f t h e m a r -

k e t p l a c e w h i c h w o u l d a l l o w t h e r e f i n i n g e n d o f t h e b u s i n e s s t o m a k e 
a p r o f i t m o r e o r less o n i t s o w n r a t h e r t h a n as p a r t o f a n i n t e g r a t e d 
o p e r a t i o n m i g h t be v e r y e f f e c t i v e i n e n c o u r a g i n g t h e c o n s t r u c t i o n o f 
n e w r e f i n e r i e s . 

T h e r e o b v i o u s l y a r e m a n y p r o b l e m s — p o l l u t i o n p r o b l e m s o n d c a p i -
t a l cos t . B u t t h e r e a l p r o b l e m a b o u t h a v i n g a n y n e w i n d e p e n d e n t r e -
f i n i n g c a p a c i t y b u i l t i s t h a t t h e r e t u r n s — a n d I t h i n k t h i s h a s b e e n 
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test i f ied to th is week—the returns on tha t k i n d of investment have 
not been at t ract ive enough to encourage construction. 

Senator PROXMIRE. The only way to set tha t re tu rn more at t rac-
t i ve ly is to let the pr ice go up, is i t not ? 

M r . WARD. I t may indeed be necessary f o r prices to go up to en-
courage construct ion of new refineries. I wou ld have to admi t tha t . 

Senator P R O X M I R E . Y O U wou ld have to be out of your m i n d other-
wise to pu t up a ref inery i f you cannot get a better price. 

M r . WARD. B u t the present al locat ion of p ro f i t we t h i n k is ar t i f i c ia l 
and i t is pa r t l y a r t i f i c ia l 

Senator PROXMIRE. The present what? 
M r . WARD. A l loca t ion of pro f i t i n d i f ferent segments o f the i n -

dust ry . 
The encouragement to take the pro f i t at the crude level is at least 

p a r t l y because of governmental pol icy. T h a t could be changed. 
Senator PROXMIRE. The final question is on the last page, " I n our 

efforts to assure efficient development and management o f avai lable 
energy resources, we must be at tent ive to the importance o f preserv-
i n g compet i t ion." 

The immediate question tha t comes to m i n d of almost anyone look-
i n g at tha t is to say you have a lo t o f companies here, you do not 
have three or four as you have i n the automobile company, you have 
23 majors, you have got how mail}7 independents—hundreds, I guess, 
many independents at any rate, you say they are a very impor tan t 
element i n the compet i t ion. Under these circumstances i t just does 
not seem at least a p r i m a facie case o f monopoly. 

M r . WARD. I wou ld have to revise those numbers a l i t t l e b i t , Sena-
tor . I t h i nk , i f you look at par t i cu la r markets, 23 majors do not 
account fo r over 65 percent o f the re f in ing capacity i n the two petro-
leum distr ic ts tha t I mentioned. E i g h t companies do. The i r percent-
age share is h igher t han 65 percent. Cer ta in ly , at the re f in ing level 
you do not have hundreds of independents. I cannot give you the 
exact number. B u t i t is a good deal smaller than that . I n the crude 
area, you do have a greater number of independent uni ts invo lved 
than you do at the re f in ing level. B u t our studies indicate tha t the 
concentrat ion of crude ownership, f o r example i n Texas, rises t o 
substantial levels. 

One prob lem I have i n responding completely to your question is 
tha t the ava i lab i l i t y o f i n f o r m a t i o n on wh ich we could make posi t ive 
judgment has been very l im i ted . 

Senator PROXMIRE. Th i s is because of lack o f cooperation by the 
indus t ry ? 

M r . WARD. I t is not i n f o rma t i on tha t is publ ic and we have not 
gotten i t yet. As soon as I have i t , w h y I w i l l be g lad to give you an 
accurate, f u l l y accurate report . B u t th is is not an indus t ry tha t is 
characterized by loose control . 

Senator PROXMIRE. One other f u r t h e r mat ter wh i ch does not make 
a p r i m a facie case: Senator Russ L o n g and others who are very 
eloquent and persuasive i n defend ing the indus t ry , argue tha t th is 
is an indus t ry i n wh ich the prices have not rea l ly gone up as much— 
at least they used to argue that—as much as prices have risen gen-
eral ly . The cost o f l i v i n g has gone up faster since 1950 or 1955 than 
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the cost o f o i l . H a v e you made any a t tempt to determine the rate at 
wh i ch prices have gone up i n th is i ndus t r y compared to others? 

M r . WARD. W e have not made any extensive study. Cer ta in l y , 
w i t h i n the last few years, prices i n th is i ndus t ry have increased sub-
s tant ia l ly . 

Senator P R O X M I R E . I wou ld t h i n k t ha t w o u l d be one o f the b i g 
elements and an element tha t wou ld be re la t ive ly easy to get the 
figures on. Y o u could get them f r o m the Census, could you not. Y o u 
could make a phone ca l l and i n 24 hours you w o u l d have them i n 
f r o n t o f you. I wou ld t h i n k th is wou ld be a considerat ion and a very 
impo r tan t one i n assessing the necessity f o r act ion as f a r as competi-
t i on is concerned. 

There are supp ly problems tha t are go ing to force a h igher price. 
A s f a r as compet i t ion is concerned, you have had rough l y the same 
s i tua t ion over the past 20 years and the pr ice has been more stable 
here t han i t has i n some of these other areas. 

M r . WARD. T h a t wou ld not be the on ly basis on w h i c h a j udgmen t 
could be made. I n other words, th is i ndus t r y m i g h t have achieved 
much greater efficiencies than some other industr ies. I t m i g h t have 
been able to save money. 

Senator PROXMIRE. B u t to get a balanced and f a i r p ic ture, you 
w o u l d wan t to take a look at tha t , too. 

M r . W A R D . Y e s . 
Senator PROXMIRE. T h a n k you. 
Senator MCINTYRE. T h a n k you, M r . W a r d and you r associates f o r 

coming here today to he lp us. I appreciate i t very much. Unless there 
is object ion, we w i l l ho ld the hear ing record open f o r a per iod o f 
10 days u n t i l M a y 21, 1973. 

W i t h t ha t we conclude these hearings. 
[ A t 12:45 p.m. the committee ad journed. ] 
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A P P E N D I X 

A D D I T I O N A L S T A T E M E N T S A N D D A T A 

T h e W h i t e H o u s e , A p r i l 1 8 , 1 9 7 3 . 

E x e c u t i v e O r d e r 1 1 7 1 2 — S p e c i a l C o m m i t t e e o n E n e r g y a n d 
N a t i o n a l E n e r g y O f f i c e 

Th is Adm in i s t r a t i on is determined to cont inue to develop a more compre-
hensive, in tegrated na t iona l energy pol icy to meet the emerging energy chal-
lenge. Many steps have been taken t owa rd t ha t end, i nc lud ing measures to 
increase domestic product ion of a l l fo rms of energy w i t h o u t v io la t ing our 
n a t u r a l environment, to conserve the energy wTe produce, to better u t i l i ze our 
cur ren t resources, and to use our vast scientif ic and technological capacities to 
develop new sources and new forms of energy. I have now determined tha t i n 
order to protect and promote the interests of the people of the Un i ted States as 
energy users, and to coordinate the policies of the executive branch i n th is area, 
i t is necessary to establ ish a Special Commit tee on Energy and a Na t iona l 
Energy Office. 

Now, therefore, by v i r t ue of the au tho r i t y vested i n me as President o f the 
Un i ted States by the Const i tu t ion and statutes of the Un i ted States, i t is hereby 
ordered as fo l l ows : 

s p e c i a l c o m m i t t e e o n e n e r g y 

Sec t ion 1. Three Assistants to the President, John D. Ehr l i chman, Henry A . 
Kiss inger , and George P. Shultz, shal l const i tute a Special Committee on 
Energy. The D i rec tor of the Na t iona l Energy Office shal l pe r fo rm his funct ions 
under th is order i n accordance w r i th policies and guidance prov ided h i m by the 
Special Committee. 

e s t a b l i s h m e n t o f t h e o f f i c e 

Sec. 2. There is hereby established i n the Execut ive Office of the Presi-
dent a Na t iona l Energy Office. The Office shal l be under the immediate super-
v is ion and d i rect ion of a D i rec to r who shal l be designated by the President. The 
D i rec to r sha l l repor t to the President th rough the Special Committee on 
Energy. 

f u n c t i o n s o f t h e d i r e c t o r 

Sec. 3. ( a ) . The D i rec to r shal l advise the President, t h rough the Special 
Committee on Energy, wTith respect to a l l Federa l energy programs, act iv i t ies, 
and related matters. 

(b) The D i rec to r sha l l recommend policies and guidel ines per ta in ing to 
energy mat ters f o r a l l energy re la ted programs w i t h i n the Execut ive Branch. 
To the m a x i m u m extent permi t ted by law, Federa l officers and Federal depart-
ments and agencies sha l l cooperate w i t h the D i rec to r i n ca r r y i ng out h is func-
t ions under th is Order. 

(c) I n addi t ion, the D i rec to r sha l l— 
(1) assure the development of comprehensive plans and programs to 

insure the ava i l ab i l i t y of adequate and dependable supplies of energy; 
(2) assure t h a t Federa l energy pol icy is proper ly coord inated; 
(3) evaluate a l l such p rog rams ; 
(4) advise the heads of departments and agencies of h is findings and 

recommendations, when appropr ia te ; 
( 4 5 5 ) 
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(5) make recommendations to the D i rec to r of the Office of Management 
and Budget concerning proposed fund ing of energy programs and ac t i v i t i es ; 

(6) const i tute a clearinghouse f o r the p rompt considerat ion of energy 
problems brought to h is a t ten t ion by Federa l depar tments and agencies and 
by other publ ic and p r i va te enti t ies, organizat ions, agencies, or i n d i v i d u a l s ; 
a n d 

(7) report , th rough the Special Commit tee on Energy, f r o m t ime to t ime, 
to the President concerning the foregoing. 

R i c h a r d N i x o n . 

T h e W h i t e H o u s e , A p r i l 18 , 1 9 7 3 . 

M o d i f y i n g P r o c l a m a t i o n 3279 , R e l a t i n g t o I m p o r t s o f P e t r o l e u m a n d 
P e t r o l e u m P r o d u c t s , P r o v i d i n g f o r t h e L o n g - T e r m C o n t r o l o f I m p o r t s o f 
P e t r o l e u m a n d P e t r o l e u m P r o d u c t s T h r o u g h a S y s t e m o f L i c e n s e F e e s 
a n d P r o v i d i n g f o r G r a d u a l R e d u c t i o n o f L e v e l s o f I m p o r t s o f C r u d e O i l , 
U n f i n i s h e d O i l s a n d F i n i s h e d P r o d u c t s , 4 2 1 0 

b y t h e p r e s i d e n t o f t h e u n i t e d s t a t e s o f a m e r i c a 
a p r o c l a m a t i o n 

The Cha i rman of the O i l Pol icy Commit tee ma in ta ins a constant survei l lance 
of impor ts of pet ro leum and i ts p r i m a r y der ivat ives i n respect to the na t i ona l 
secur i ty. 

H e i n fo rms me tha t , i n the course of h is survei l lance, he has rev iewed the 
status of impor ts under Proc lamat ion 3279, as amended, of pet ro leum and i t s 
p r i m a r y der ivat ives i n the i r re la t ion to the na t iona l secur i ty and t h a t f u r t h e r 
Pres ident ia l act ion under section 232 of the T rade Expans ion A c t of 1962, as 
amended, is required. 

H e recommends, a f te r consul ta t ion w i t h the O i l Pol icy Commit tee, t h a t the 
method of ad jus t i ng impor ts of petro leum and petro leum products be modi f ied 
by immedia te ly suspending ta r i f f s on impor ts of pet ro leum and pet ro leum 
products and by sh i f t i ng to a system whereby fees fo r licenses cover ing such 
impor t s sha l l be charged and whereby such fees may be ad justed f r o m t ime to 
t ime, as requ i red i n order to discourage the impor ta t i on in to the Un i ted States 
of pet ro leum and petro leum products i n such quant i t ies or under such c i rcum-
stances as to threaten to impa i r the na t iona l secur i t y ; to create condi t ions 
favorable, i n the long range, to domestic product ion needed fo r pro jected 
na t iona l secur i ty requ i rements ; to increase the capaci ty of domestic ref iner ies 
and petro-chemical p lants to meet such requ i rements ; and to encourage invest-
ment, explorat ion, and development necessary to assure such g rowth . 

The Cha i rman in fo rms me fu r t he r , t h a t the levels of impor ts heretofore 
fixed i n calendar year 1973, w r i th respect to D is t r i c t s I - I V , D i s t r i c t V, and 
Puer to Rico, reflect app l icat ion of the establ ished pol icy t h a t f o r each such 
area the m a x i m u m level of impor ts shal l be the dif ference between est imated 
supply and est imated demand, and tha t he finds tha t such levels of impor ts 
should be cont inued to be permi t ted w-ithout payment of the fees otherwise 
prov ided f o r i n th is proc lamat ion. 

I agree w i t h the recommendations of the Chai rman, and I deem i t necessary 
and consistent w i t h the na t iona l secur i ty objectives of the T rade Expans ion 
Ac t of 1962, as amended, t h a t prov is ion be made fo r a g radua l t r ans i t i on f r o m 
the ex is t ing quota method of ad jus t ing impor ts of petro leum and pet ro leum 
products to a long- term program fo r ad jus tment of impor ts of pet ro leum and 
petro leum products th rough the suspension of ex is t ing ta r i f f s and the i n s t i t u t i o n 
of a system of fees appl icable to impor ts of crude oi l , unf in ished oils, and fin-
ished products, wh i ch fees may be adjusted f r o m t ime to t ime. 

Now, therefore, I , R ichard N ixon, President of the Un i ted States of Amer ica , 
ac t ing under and by v i r t u e of the au tho r i t y vested i n me by the Cons t i tu t ion 
and laws of the Un i ted States, inc lud ing section 232 of the T rade Expans ion 
A c t of 1962, do hereby proc la im tha t , effective as of th is date, t h a t po r t i on o f 
Proc lamat ion 3279, as amended, beginning w i t h section 1 thereof, is hereby 
amended to read as f o l l ows : 

"Sec. 1 ( a ) I n D is t r i c t s I - I V , i n D i s t r i c t V, and i n Puer to Rico, no crude o i l , 
unf in ished oils, or finished products may be entered f o r consumpt ion or w i t h -

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



457 

d r a w n f r o m warehouse fo r consumption, except (1) by or f o r the account of a 
person to whom a license has been issued by the Secretary of the I n t e r i o r pur-
suant to an a l locat ion made to such person by the Secretary i n accordance w i t h 
regulat ions issued by the Secretary, and such entr ies or w i t h d r a w a l s may be 
made only i n accordance w i t h the terms of such license, or (2) as author ized by 
the Secretary pursuant to paragraph (b) of th is section, or (3) as to f inished 
products, by or fo r the account of a department , establ ishment, or agency of the 
Un i ted States, wh i ch shal l not be requi red to have such a license but wh i ch 
shal l be subject to the provisions of paragraph (c) of th is section, or (4) as 
prov ided i n paragraph (c) of th is section, or (5) as otherwise prov ided i n th i s 
proclamat ion. 

(b) The Secretary of the I n te r i o r may, i n his discret ion, author ize entr ies, 
w i t hou t a l locat ion or license, of smal l quant i t ies of crude oi l , unf inished oils, 
o r finished products. 

(c) I n D is t r i c t s I - I V , D i s t r i c t V, and i n Puer to Rico, no department, estab-
l ishment, or agency of the Un i ted States shal l w i t hou t p r i o r payment of the 
fees prov ided fo r i n th i s proclamat ion, impor t finished products i n excess of 
the respective al locat ions made to them by the Secretary of the In te r io r . Such 
al locat ions shal l , except as otherwise prov ided i n th is proclamat ion, be w i t h i n 
the max imum levels of impor ts established i n section 2 of th is p roc lamat ion : 

(d ) The Secretary may, by regulat ion, provide tha t no a l locat ion or license 
sha l l be required i n connection w i t h the t ranspor ta t ion to the Un i ted States by 
pipel ine th rough a fo re ign country of crude oi l , unf inished oils, or finished prod-
ucts produced i n the customs t e r r i t o r y of the Un i ted States or, i n the event of 
comming l ing w i t h fo re ign oi ls of l i ke k i n d and qual i t ies inc identa l to such 
t ranspor ta t ion, of quant i t ies equivalent to the quant i t ies produced i n and 
shipped f r om such customs te r r i t o r y . " 

Sec. 2 ( a ) Except as otherwise prov ided i n th is proc lamat ion, the m a x i m u m 
level of imports, f r o m sources other than Canada and Mexico wh ich may be 
made w i t hou t p r i o r payment of the fees prov ided i n th is proclamat ion, of crude 
oi l , unf in ished oils, and finished products (other than res idual fue l o i l to be used 
as fue l ) shal l be : 

(1) fo r D is t r i c t s I - I V , 1,992,000 average barre ls per day per calendar y e a r : 
P r o v i d e d , That , i n add i t ion to the foregoing, there may be impor ted in to D i s t r i c t 
I an average of 50,000 barrels per day of No. 2 fue l oi l , manufac tured i n the 
Western Hemisphere f r o m crude o i l produced i n the Western Hemisphere under 
al locat ions made by the Secretary, pursuant to regulat ions of the Secretary, to 
deepwTater t e rm ina l operators cur ren t l y receiving al locat ions and who do not 
have crude o i l impo r t al locat ions in to D is t r i c t s I - I V ; P r o v i d e d F u r t h e r , Tha t , 
whenever the Cha i rman of the O i l Pol icy Committee f inds that , because of sup-
ply, price, or other considerations, the requirement tha t No. 2 fue l o i l be manu-
fac tu red i n the Weste rn Hemisphere f r o m crude o i l produced i n the Western 
Hemisphere is undu ly res t r i c t ing the ava i lab i l i t y of such o i l f o r impo r ta t i on 
in to D i s t r i c t I and is not requi red f o r the na t iona l securi ty, he sha l l so advise 
the Secretary who shal l then suspend such requirement by appropr ia te regula-
t ion. No such suspension shal l be renewed except upon a new finding by the 
Cha i rman as requi red by the preceding sentence; P r o v i d e d F u r t h e r , Tha t , the 
Secretary may, by regulat ion, prov ide t ha t a holder of an a l locat ion fo r the 
impor ta t i on of No. 2 fue l o i l may impo r t crude oi l produced i n the Western 
Hemisphere i n l i eu of No. 2 fue l oi l , ba r re l f o r barre l , and exchange such 
crude o i l f o r No. 2 fue l oil. 

(2) f o r D i s t r i c t V, 670,000 average barre ls per day per calendar year. 
(3) f o r Puer to Rico 227,221 average barre ls per day per year commencing 

A p r i l 1, 1973; P r o v i d e d , T h a t no person who manufactures i n Puer to Rico 
No. 2 fue l o i l f r o m crude o i l produced i n the Western Hemisphere shal l incur a 
reduct ion of an a l locat ion or be deemed to have v io la ted a condi t ion of an 
a l locat ion by reason of a shipment of such o i l to a person who holds an alloca-
t i on of impor ts of No. 2 fue l o i l i n to D i s t r i c t I and who does not have a crude 
o i l impo r t a l locat ion i n to D i s t r i c t I ; P r o v i d e d F u r t h e r , Tha t , th i s l im i t a t i on 
sha l l not apply to long- term al locat ions of impor ts in to Puer to Rico. 

(4) f o r D i s t r i c t I , 2,900,000 average barrels per day per year, commencing 
A p r i l 1,1973, of res idual fue l o i l to be used as fuel . 

(5) fo r D i s t r i c t s I I - I V , 42,000 average barrels per day per calendar year 
o f res idua l fue l o i l to be used as fuel . 
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(6) f o r D i s t r i c t V , 75,600 average bar re ls per day per ca lendar year of 
res idua l f ue l o i l to be used as fuel . 

(b ) Impo r t s of asphal t , ethane, propane, and butanes sha l l not be subject to 
the levels establ ished i n th i s p roc lamat ion no r shal l any a l locat ion or l icense 
be requ i red f o r the i r impor ta t ion . 

(c) Crude o i l may be impor ted i n to D i s t r i c t I to be topped f o r use as burner 
f ue l under such condit ions as the Secretary may, by regulat ion, provide. T h e 
quant i t ies of crude oi l , unf in ished oils, and finished products t h a t may be 
impor ted i n to the Un i ted States under the provis ions of th is p roc lamat ion 
sha l l no t be reduced by reason of impor ts of crude o i l used as f u e l under 
th i s paragraph. 

(d ) (1) Except as otherwise prov ided i n th i s proc lamat ion, the m a x i m u m 
levels of impor ts f r o m Canada of crude o i l and unf in ished oi ls to w7hich l icense 
fees are not appl icable shal l be : 

(1) f o r D i s t r i c t s I - I V , 960,000 average barre ls per day per calendar y e a r ; 
P r o v i d e d , Tha t , the Secretary may, w i t h i n the l i m i t s establ ished by subpara-
g raph (1) of paragraph (a ) of th is section, increase the quan t i t y of crude 
oi l , unf in ished oils, and finished products w h i c h may be impor ted f r o m Canada 
so long as such increase is consonant w i t h the purposes of th is proc lamat ion. 

( i i ) f o r D i s t r i c t V, 280,000 average barre ls per day per calendar y e a r ; 
P r o v i d e d , Tha t , the Secretary may, w i t h i n the l i m i t s establ ished by sub-
paragraph (1) of paragraph (a ) of th i s section, increase the q u a n t i t y of 
crude oi l , unf in ished oils, and finished products w h i c h may be impo r ted f r o m 
Canada so long as such increase is consonant w i t h the purposes o f th i s 
proc lamat ion. 

(2) En t r ies f o r consumption o f impor ts f r o m Canada by p ipe l ine may be 
made u n t i l m idn igh t January 15 of the calendar year f o l l o w i n g the calendar 
year i n w h i c h any license au tho r i z ing such impor ts f r o m Canada was issued. 

(e) Except as otherwise prov ided i n th i s proc lamat ion, the m a x i m u m level 
of impor ts f r o m Mexico of crude o i l produced i n Mexico and unf in ished oi ls 
and finished products produced i n Mexico who l l y f r o m Mex ican crude o i l 
sha l l be 32,500 average barre ls per day per calendar year. 

( f ) The level established, and the t o t a l demand re fer red to, i n t h i s section 
do not inc lude f ree w i t h d r a w a l s by persons pursuant to section 309 of the 
T a r i f f Ac t of 1930, as amended (19 U.S.C. 1309), or pet ro leum suppl ies f o r 
vessels or a i r c r a f t operated by the Un i ted States between points re fe r red to 
i n said section 309 (as to vessels or a i r c ra f t , respect ively) o r between any 
po in t i n the Un i t ed States or i t s possessions and any po in t i n a fo reg in 
coun t ry . " 

"SEC. 3 ( a ) Ef fec t ive May 1, 1973, the Secretary shal l , by regulat ion, estab-
l i sh a system of fees f o r licenses issued under al locat ions of impor t s of crude 
oi l , unf in ished oils, and finished products, over the above levels of impor ts 
establ ished by section 2 of t h i s proc lamat ion. Such regulat ions sha l l require, 
among other appropr ia te provisions, t h a t such fees sha l l be : 

FEE SCHEDULE 

[Cents per barrel! 

May l f Nov. 1, May 1, Nov. 1, May 1, Nov. 1 , 
1973 1973 1974 1974 1975 1975 

C r u d e . . 
Motor Gasoline 
Ail other finished products and unfinished oils (ex-

cept ethane, propane, and butanes) 

\ m 13 15 H 18 21 21 
52 5 4 ^ 57 5 9 K 63 63 

15 20 30 42 52 63 

P r o v i d e d , Tha t , l icense fees pa id f o r impor ts of crude o i l or unf in ished oi ls 
w i l l be re funded to the extent t h a t such crude oi ls or unf in ished oi ls have been 
incorporated in to petro-chemical or finished products subsequently expor ted or 
t ha t asphal t as defined i n th is p roc lamat ion was produced f r o m the impor ted 
feedstocks. 

(b) Except f o r a l locat ion and licenses to w h i c h the license fee is no t ap-
plicable, appl icat ions f o r al locat ions of impor ts of crude oi l , unf in ished oils, 
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or finished products shal l be accompanied by the appl icant 's cert i f ied check or 
a cashier's check payable to the order of the Treasurer of the Uni ted States 
i n the appropr iate amount chargeable pursuant to th is section. Appl icat ions 
not acompanied by a cert i f ied or cashier's check i n the amount required shal l 
not be considered. 

(c) (1) A l l monies received by the Secretary under the terms of paragraph 
(b) of th is section shal l be held by the Secretary of the In te r io r i n a suspense 
account and may be d r a w n upon by the Secretary for the payment of any re-
funds of refundable license fees and for payments to Puerto Rico of sums 
collected by way of license fees fo r impor ts in to Puerto Rico. Balances re-
main ing i n such suspense account not required for payment hereinabove pro-
vided shal l be deposited a t the end of each fiscal year i n the Treasury of the 
Uni ted States and credited to miscellaneous receipts. 

(2) Refunds pursuant to subparagraph (1) of paragraph (c) of th is sec-
t ion shal l be made w i thou t interest ." 

"SEC. 4 ( a ) The Secretary of the I n te r i o r is hereby author ized to issue 
regulat ions fo r the purpose of implement ing th is proclamation. 

(b) (1) W i t h respect to the al locat ion of imports of crude o i l and un-
finished oils in to D is t r i c ts I - I V and in to D is t r i c t V, such regulat ions shal l 
provide fo r a f a i r and equitable d is t r ibu t ion of al locations of imports fo r 
wh ich license fees are not applicable among el igible persons hav ing refinery 
capacity i n re la t ion to ref inery inputs or i n re la t ion to storage capacities of 
such al locat ion holders. The Secretary may, by regulat ion, also provide fo r 
the mak ing of allocations, of impor ts fo r wh ich license fees are not applicable, 
of crude o i l and unf inished oi ls in to D is t r i c ts I - I V and in to D is t r i c t V to 
persons hav ing petrochemical p lants i n these d is t r ic ts i n re la t ion to the out-
puts of such plants or i n re la t ion to i npu t to such plants. Provis ion may be 
made i n the regulat ions fo r the mak ing of such al locations on the basis of 
graduated scales. No tw i ths tand ing the levels prescribed i n section 2 of th is 
proclamation, the Secretary may also by regulat ion make such provisions as 
he deems consonant w i t h the objectives of th is proc lamat ion fo r the mak ing 
of al locations of impor ts of crude o i l and unfinished oils to wh ich the license 
fee is not applicable in to D is t r i c ts I - I V and in to D i s t r i c t V to persons who 
manufacture f r o m crude o i l and unf inished oi ls and wTho export finished 
products and petrochemicals, subject to such designations as the Secretary 
may make. Notw i ths tand ing the levels established i n section 2 of th is procla-
mat ion the Secretary may make al locations to wh ich license fees shal l not be 
applicable to new, expanded, or react ivated ref inery capacity and petrochemical 
p lants f o r a period of five years f r o m the date such fac i l i t y comes on stream. 
Such al locations shal l not exceed 75 percent of est imated ref inery inputs or 
the percentage of petrochemical p lan t inputs applicable. 

(2) Such regulat ions shal l provide fo r the al locations of impor ts w i t h re-
spect to wh ich license fees are not applicable of crude o i l and unfinished oi ls 
in to Puerto Rico among persons hav ing ref inery capacity i n Puerto Rico i n 
the calendar year 1964 on the basis of the al locat ion of crude and unfinished 
oi ls received by such persons fo r the al locat ion per iod commencing A p r i l 1, 
1973; P r o v i d e d , That , i n respect of impor ts fo r wh ich license fees are appli-
cable, license fees pa id fo r impor ts of crude o i l and unfinished oils in to Puerto 
Rico w i l l be refunded to the extent tha t such crude o i l or unfinished oi ls have 
been incorporated in to finished products consumed i n Puerto Rico or petro-
chemicals or finished products exported therefrom. 

(3) Except fo r crude o i l or unf inished oils impor ted under license or 
licenses fo r wh i ch a fee has been charged, or pursuant to specific re l ie f 
granted pursuant to section 5, such regulat ions shal l require tha t impor ted 
crude o i l and unfinished oils be processed i n the licensee's ref inery or petro-
chemical p lant , except tha t exchanges for domestic crude or unfinished oils 
may be made, i f otherwise lawfu l , i f effected on a current basis and reported 
i n advance to the Secretary, and i f the domestic crude or unf inished oils are 
processed i n the licensee's ref inery or petrochemical plant. 

(4) W i t h respect to the al locat ion of impor ts of finished products (other 
than residual fue l o i l to be used as fue l ) i n respects of wh ich license fees 
are not applicable in to Puerto Rico, such regulat ions shal l provide, to the 
extent possible f o r a f a i r and equitable d is t r ibu t ion of impor ts of such finished 
products among persons wi io were importers of such finished products in to 
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Puerto Rico dur ing a l l or par t of the calendar year 1958, or such higher level 
as the Secretary may have determined to be required to meet demand i n 
Puerto Rico for finished products tha t would not otherwise have been met, 
dur ing the calendar year 1973. 

(5) W i t h respect to the al location of imports to wh ich license fees are not 
applicable of residual fue l o i l to be used as fuel i n Puerto Rico, such regula-
tions shall, to the extent possible, provide for a f a i r and equitable dist r ibu-
t ion of imports of residual fuel o i l to be used as fuel among persons wi io were 
importers of that product into Puerto Rico dur ing a l l or par t of the calendar 
year 1958. I n addit ion, the Secretary by regulat ion may, to the extent possible, 
provide fo r a fa i r and equitable d is t r ibut ion of imports of residual fue l o i l 
to be used as fuel, the max imum sulphur content of wh ich is acceptable to 
the Secretary ( i ) among persons who are i n the business i n the respective 
distr ic ts or Puerto Rico of sell ing residual fuel o i l to be used as fue l and who 
had inputs of that product to deepwater terminals located i n the respective 
distr ic ts or Puerto Rico and ( i i ) among persons who are i n the business i n 
the respective distr icts or Puerto Rico of sell ing residual fue l o i l to be used 
as fuel and who have throughput agreements (warehouse agreements) w i t h 
deepwater terminal operators. W i t h respect to the al location of imports in to 
D is t r i c t I of residual fuel o i l to be used as fuel, such regulat ions shall, to 
the extent possible, provide for a fa i r and equitable d is t r ibut ion of imports 
of residual fuel o i l to be used as fue l ( i ) among persons wTho are i n the busi-
ness i n D is t r i c t I of sell ing residual fuel o i l to be used as fue l and who have 
had inputs of tha t product to deepwater terminals located i n D is t r i c t I , and 
( i i ) among persons who are in the business i n D is t r ic t I of sell ing residual 
fue l o i l to be used as fuel and have throughput agreements (warehouse agree-
ments) w i t h deepwater termina l operators. W i t h respect to the al locat ion of 
imports of residual fuel o i l to be used as fuel into D is t r i c t I , D is t r ic ts II—IV, 
D is t r i c t V, and Puerto Rico, such regulations shall also provide, to the ex-
tent possible, for the grant ing of allocations of imports of residual fue l o i l 
to be used as fuel i n accordance w i t h procedures established pursuant to 
section 5 of th is proclamation. 

(c) Such regulations may provide for the revocation or suspension by the 
Secretary of any allocation or license on grounds re la t ing to the nat ional 
security, or the v io lat ion of the terms of th is proclamation, or of any regula-
t ion, al location, or license issued pursuant to th is proclamation. 

(d) For the balance of the calendar year 1973, notwi thstanding the levels 
established i n section 2 of th is proclamation and the provisions of paragraph 
(b) of th is section, the Secretary may provide by regulat ion fo r addi t iona l 
allocations of imports i n respect of wh ich license fees are not applicable of 
crude oi l and unfinished oils to persons i n D is t r i c t I - I V , and D is t r i c t V who 
manufacture i n the Uni ted States residual fue l o i l to be used as fuel, the 
max imum sulphur content of winch is acceptable to the Secretary, i n consulta-
t ion w i t h the Secretary of Health, Educat ion and Welfare. These allocations 
to each of such persons shal l not exceed the amount of such residual fue l 
o i l manufactured by that person." 

"Sec. 5 (a ) The Secretary of the In te r io r is authorized to provide fo r the 
establishment and operation of an Appeals Board to consider pet i t ions by 
persons affected by the regulations issued pursuant to th is proclamation. The 
Appeals Board shal l be comprised of a representative each f r o m the Depart-
ments of the In ter ior , Justice, and Commerce to be designated respectively by 
the heads of such Departments. 

(b) The Appeals Board may be empowered, subject to the general direc-
t ion of the Chairman of the Oi l Policy Committee, (1) w i t h i n the l im i t s of 
the max imum levels of imports established i n th is proclamation, to mod i f y 
on the grounds of error any al location made to any person under such regula-
t ions ; (2) w i thout regard to the l im i ts of the max imum levels of impor ts 
established i n th is proclamation, ( i ) to modi fy , on the grounds of excep-
t ional hardship, any al location w i t h respect to wh ich license fees are not 
applicable made to any person under such regulat ions; ( i i ) to grant alloca-
tions of imports to which license fees w i l l not be applicable of crude o i l and 
unfinished oils i n special circumstances to persons w i t h impor t ing histories who 
do not qua l i f y for allocations under such regulat ions; and ( i i i ) to grant alloca-
tions of imports, to which license fees shal l not be applicable, of finished prod-
ucts on the grounds of exceptional hardsh ip ; and to assure tha t adequate sup-
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pl ies of crude oil, unf inished oils, and finished products are made avai lable to 
independent refiners or established marketers who are experiencing excep-
t iona l hardship or i n emergencies requir ing, i n i ts judgment, the g ran t of al-
locations to them, and (3) to review the revocation or suspension of any 
al locat ion or license. The Secretary may provide tha t the Board may take 
such act ion on pet i t ions as i t deems appropr iate and tha t the decisions by the 
Appeals Board shal l be final. 

(c) Effect ive A p r i l 30, 1980, the ju r i sd ic t ion of the O i l I m p o r t Appeals 
Board shal l expire." 

"Sec. 6. Persons wTho apply fo r al locations of crude oil , unf inished oils, or 
finished products, persons to whom such al locations have been made, and per-
sons who hold such al locations shal l f u rn i sh to the Secretary of the In te r io r 
such in fo rmat ion and shal l make such reports as he may require, by regula-
t ions or otherwise, i n the discharge of his responsibi l i t ies under th is proclama-
t ion." 

"Sec. 7 The Cha i rman of the Oi l Pol icy Committee shal l provide policy di-
rection, coordination, and survei l lance of the o i l impor t contro l program, in-
c luding approval of regulat ions issued pursuant to th is proclamation. He shal l 
per form those funct ions a f te r receiving the advice of the O i l Pol icy Com-
mit tee and i n accordance w i t h guidance f r o m the Assistant to the President 
w i t h responsibi l i ty i n the area of economic af fa i rs." 

"Sec. 8 The O i l Pol icy Committee shal l consist of the Deputy Secretary of 
the Treasury, as Chairman, and the Secretaries of State, Defense, In te r io r , 
and Commerce, the At torney General, and the Cha i rman of the Counci l of 
Economic Advisers, as members. The President may, f r o m t ime to t ime, desig-
nate other officials to serve as members of the Committee. The Cha i rman 
may create subcommittees of the Committee to study and report to the Com-
mittee concerning specified subject matters." 

"Sec. 9 The Oi l Pol icy Committee shal l consult wTith and advise the Chai rman 
on o i l impor t policy, inc lud ing the operat ion of the contro l program under 
Proclamat ion 3279, as amended, and on recommendations fo r changes i n the 
program by the issuance of new proclamations w i t h respect to i t , or otherwise." 

"Sec. 10 The Cha i rman of the Oi l Policy Committee shal l f r om t ime to t ime 
and as, i n his judgment is required, review the status of impor ts of petroleum 
and i ts p r i m a r y der ivat ives i n respect to the nat iona l security, and, a f te r 
consultat ion w i t h the Oi l Pol icy Committee, he shal l i n f o r m the President of 
any circumstances which, i n the Chairman's option, m igh t indicate the need 
for fu r the r President ia l act ion under section 232 of the Trade Expansion Ac t 
of 1902 (19 U.S.C. 1862), as amended. I n the event prices of crude o i l f o r i ts 
products or der ivat ives should be increased a f te r the effective date of th is 
proclamation, beyond the l im i t s contemplated by the Cost of L i v i n g Council, 
such review7 may include a determinat ion as to whether such increase or in-
creases are necessary to accomplish the nat ional securi ty objectives of section 
232 of the Trade Expansion Act of 1962, as amended, and th is proclamat ion." 

"Sec. 11 Annual ly , beginning May 1, 1974, the m a x i m u m levels of impor ts 
subject to al locat ion and license, to wThich license fees shal l not be applicable, 
shal l be reduced as fo l l ows : 

For the year commencing May 1, 1974, the m a x i m u m levels of such impor ts 
shal l be n inety percent (90%) , i n barrels per day, of the levels established 
dur ing the calendar year 1973 ; 

For the year commencing May 1, 1975, the m a x i m u m levels of such imports 
shal l be eighty percent (80%) , i n barrels per day, of the levels established 
dur ing the calendar year 1973; 

For the year commencing May 1, 1976, the m a x i m u m levels of such im-
ports shal l be sixty-f ive percent (65%) , i n barrels per day, of the levels 
established du r i ng the calendar year 1973; 

For the year commencing May 1, 1977, the m a x i m u m levels of such impor ts 
shal l be fifty percent ( 50%) , i n barrels per day, of the levels established 
dur ing the calendar year 1973; 

For the year commencing May 1, 1978, the m a x i m u m levels of such impor ts 
shal l be th i r ty - f i ve percent ( 35%) , i n barrels per day, of the levels estab-
l ished du r ing the calendar year 1973; 

For the year commencing May 1, 1979, the m a x i m u m levels of such impor ts 
shal l be twenty percent ( 20%) , i n barrels per day, of the levels established 
dur ing the calendar year 1973. 
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Effective A p r i l 30, 1980, the system of issuing allocations and licenses not 
subject to license fee shal l be abolished; 

Provided, That , w i t h respect to any al location period expi r ing pr ior to May 
1, 1974, such al location period shall be extended to A p r i l 30, 1974, and the 
Secretary shal l issue appropriate regulations to issue addi t ional o i l impor t 
Licenses to reflect such extension. 

"Sec. 12(a) Commitments and obligations contained i n long-term alloca-
tions heretofore made of imports of crude o i l in to Puerto Rico shall be un-
impaired by th is proclamation or regulations issued thereunder. 

(b) Commitments and obligations contained i n tha t certain al location made 
to Hess Oi l and Chemical Corporat ion of imports of finished products in to 
Dist r ic ts I - I V , dated December 12, 1967, effective January 1, 1968, shal l be 
unimpaired by th is proclamation or regulations issued thereunder." 

"Sec. 13 The Secretary of the In ter io r may delegate, and provide fo r suc-
cessive redelegation of, the author i ty conferred upon h im by th is proclama-
tion. A l l departments and agencies of the Executive Branch of the Govern-
ment shal l cooperate w i t h and assist the Secretary of the In te r io r i n carry-
ing out the purposes of this proclamation." 

"Sec. 14 Executive Order 10761 of March 27, 1958, ent i t led "Government 
Purchases of Crude Petroleum and Petroleum Products" (23 F.R. 2067) is 
revoked." 

"Sec. 15 As used i n this proclamat ion: 
(a) "Person" includes an indiv idual , a corporation, firm, or other busi-

ness organizat ion of legal ent i ty, and an agency of a state, t e r r i t o r i a l or local 
government, but does not include a department, establishment, or agency of 
the Uni ted States. 

(b) "D is t r i c t I " means the states of Maine, New Hampshire, Vermont, 
Massachusetts, Connecticut, Rhode Island. New York, New Jersey, Pennsyl-
vania, Mary land, Delaware, West Vi rg in ia, V i rg in ia, Nor th Carolina, South 
Carolina, Georgia, Flor ida, and the D is t r i c t of Columbia. 

(c) "D is t r i c ts I I - I V " means a l l of the states of the Uni ted States except 
those states w i t h i n D is t r i c t I and Dis t r ic t V. 

(d) "D is t r i c ts I - I V " means the D is t r i c t of Columbia and a l l of the states 
of the Uni ted States except those states w i t h i n D is t r i c t V. 

(e) "D is t r i c t V " means the states of Arizona, Nevada, Cal i forn ia, Oregon, 
Washington, Alaska, and Hawai i . 

( f ) "Crude o i l " means a m ix tu re of hydrocarbons that existed i n na tu ra l 
underground reservoirs and which is l i qu id at atmospheric pressure a f ter 
passing through surface separating processes and does not include na tu ra l gas 
products. I t includes the i n i t i a l l i qu id hydrocarbons produced f rom tar sands, 
gilsonite, and o i l shale. 

(g) "F in ished products" means any one or more of the fo l lowing petroleum 
oils, or a m ix tu re or combination of such oils, or any component or compnents 
of such oils wThich are to be used wi thout fu r ther processing by any one or 
more of the processes described i n subparagraphs (1) through (3) of paragraph 
(h) of th is section, and which, as of January 1, 1973, under the Ta r i f f Sched-
ules of the Uni ted States, were not subject to a duty of more than one cent 
($0.01) per pound of the hydrocarbons therein contained: 

(1) The term "l iquefied gases" means the fo l lowing liquefied or l iquefiable 
gases, namely, ethane, propane, butanes, ethylene, propylene, and butylenes 
wThich are derived by ref ining or other processing of na tura l gas, crude oil, or 
unfinished oils. 

(2) "Gasoline" means a refined petroleum dist i l la te, inc luding naphtha, je t 
fuel or other petroleum oils (but not isoprene or cumene having a pu r i t y of 50 
percent or more by wTeight or benzene w7hich meets the A S T M d is t i l la t ion 
standards for n i t ra t ion grade) derived by ref ining or processing crude oi l or 
unfinished oils, i n whatever type of p lant such ref ining or processing may occur, 
and having a boi l ing range at atmospheric pressure f rom 80° to 400°F. 

(3) "Kerosene" means any je t fuel, diesel fuel, fuel oi l or other petroleum 
oils derived by ref ining or processing crude oi l or unfinished oils, i n whatever 
type of p lant such ref ining or processing may occur, wThich has a boi l ing range 
at atmospheric pressure f rom 400° to 550° F. 

(4) "D is t i l l a te fue l oi l ' means any fue l oil, gas oil, topped crude oil, or 
other petroleum oils, derived by ref ining or processing crude o i l or unfinished 
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oils, i n whatever type of plant such ref ining or processing may occur, which has 
a boi l ing range at atmospheric pressure f rom 550° to 1200° F. 

(5) "Residual fue l o i l " means a petroleum oil, which is ( i ) any topped crude 
or viscous residuum of crude or unfinished oils or one or more of the petroleum 
oils defined i n subparagraphs (2) through (4) of this paragraph (g ) , which has 
a viscosity of not less than 45 seconds Say bolt Universal at 100° F. to be used as 
fuel w i thout fu r ther processing other than by mechanical blending or ( i i ) 
crude oi l to be used as fuel w i thout fu r ther processing other than by blending 
by mechanical means. 

(6) "Asphal t " means a solid or semi-solid cementitious crude o i l or deriva-
t ive of crude oil, 50 percent or more of the constituents of which are bitumins, 
which is not to be used as fuel and which is to be used w i thout fu r ther process-
ing except a i rb lowing or blending by mechanical means. 

(7) "Lubr ica t ing o i ls" means any lubr icant containing more than 50 percent 
by volume of refined petroleum dist i l lates or specially treated petroleum 
residuum. 

(8) "Na tu ra l gas products" means l iquids (under atmospheric condit ions), 
including natura l gasoline, which are recovered by process of absorption, ad-
sorption, compression, refr igerat ion, cycling, or a combination of such processes, 
f rom mixtures of hydrocarbons that existed in a reservoir and which, when 
recovered and wi thout processing i n a refinery or other plant, f a l l w i t h i n any of 
the definitions of products contained in clauses (2) through (4) of th is para-
graph (g) . 

(h) "Unfinished oi ls" means one or more of the petroleum oils l isted i n 
clauses (1) through (4) and clause (8) of paragraph (g) of this section or a 
mixture or combination of such oils, or any component or components of such 
oils, which are to be fu r ther processed i n one or more of the fo l lowing ways: 

(1) By d is t i l la t ion w i t h a result ing yield of at least two dist inct finished 
products or unfinished oils, two of which must be equal to not less than 10 
percent of the tota l charge of such imported unfinished oils to a d is t i l la t ion uni t . 
Different grades or specifications of finished products or unfinished oils w i l l not 
constitute dist inct finished products or unfinished oils for purposes of th is sub-
paragraph. D is t i l la t ion of petroleum oils which have been reconstituted by 
blending of two or more finished products or unfinished oils does not constitute 
processing for the purposes of this subparagraph. 

(2) By catalyt ic or thermal conversion i n process uni ts such as alkylat ion, 
coking, cracking, hydrofining, hydrodesulfurization, polymerization, isomeriza-
tion, dehydrogenation, or refining. 

(3) By physical separation established by means of solvent dewaxing, sol-
vent deasphalting, solvent extraction, or extract ive dist i l la t ion. 

( i ) As used i n paragraphs (g) and (h) of this section, the term "petroleum 
oi l " includes only hydrocarbons derived f rom crude o i l or natura l gas. 

( j ) The term " impor ts f rom Canada" as used i n th is proclamation, means 
entries for consumption or w i thdrawals f rom warehouse for consumption of 
the fo l lowing items which have been transported in to the Uni ted States f rom 
Canada, by overland means (pipeline, ra i l , or other means of overland trans-
portat ion) or over waterways other than ocean waterways, t o -w i t : crude oi l 
produced i n Canada, unfinished oils which have been derived f rom crude oi l or 
natura l gas produced i n Canada, and finished products which have been pro-
duced i n Canada f rom crude oi l produced in Canada. 

( k ) The expression "long-term al locat ion" means: 
(1) Tha t certain al location made to Commonwealth Oi l Refining Company, 

Inc., of imports of crude and unfinished oils in to Puerto Rico dated May 10, 
1968—effective January 1, 1968 (as amended). 

(2) Tha t certain al location made to Phi l l ips Petroleum Company of im-
ports of unfinished oils into Puerto Rico—dated December 23, 1965—effective 
January 1, 1966 (as amended). 

(3) Tha t certain al location made to Sun Oi l Company of imports of crude 
oi l into Puerto Rico—effective Ap r i l 18, 1968 (as amended). 

(4) Tha t certain allocation made to Union Carbide Corporation of imports 
of crude oil and unfinished oils into Puerto Rico—dated A p r i l 19, 1968— 
effective Ap r i l 19, 1968. 

(5) That certain al location made to Hess Oi l and Chemical Corporation of 
imports of finished products into Dis t r ic ts I - I V — d a t e d December 12, 1967— 
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effect ive January 1, 1968 (Hess O i l and Chemical Corporat ion now Amerada-
Hess) . 

(1) The t e r m " impo r t s " includes both en t ry f o r consumpt ion and w i t h d r a w a l 
f r o m warehouse f o r consumption." 

"Sec. 16 Ef fect ive as of May 1, 1973, t a r i f f s upon impor ts of pe t ro leum and 
petro leum products l is ted i n Schedule 4, P a r t 10—"Petro leum, n a t u r a l gas, and 
products der ived the re f rom" of the T a r i f f Schedules of the Un i ted States sha l l 
be and are suspended." 

I n witness wi iereof , I have hereunto set my hand th is 18th day of A p r i l , i n 
the year of our L o r d nineteen hundred seventy-three and of the Independence 
of the Un i ted States of Amer ica the one hundred ninety-seventh. 

R i c h a r d N i x o n . 

T h e W h i t e H o u s e , A p r i l 1 8 , 1 9 7 3 . 

T h e P r e s i d e n t ' s E n e r g y M e s s a g e 
b a c k g r o u n d 

The President has fo rwarded to the Congress h is second Energy Message. 
Th i s message presents a comprehensive p rogram to prov ide f o r the Nat ion 's 
cu r ren t and f u t u r e energy needs. The President 's p rog ram provides f o r in-
creased domestic product ion of fuels to m in im ize r isks to the na t iona l secur i ty 
of supply in ter rupt ions. The program balances these na t iona l secur i ty considera-
t ions w i t h concern fo r cont inued protect ion of the env i ronment and f o r pro-
v id ing adequate supplies of energy a t reasonable prices. 

The energy p ic ture has changed s igni f icant ly i n the past several years. 
Domest ic product ion of fossi l fue ls—crude oi l , n a t u r a l gas and coal—has 
peaked. The Un i ted States no longer has excess shut- in crude produc t ion ca-
paci ty . Env i ronmenta l concerns have resul ted i n delays i n s i t i ng o f energy 
fac i l i t ies and great ly increased the need f o r scarce low su lphur fuels, d isp lac ing 
h igh su lphur fuels, inc lud ing coal. Unless the demand fo r energy is a r t i f i c i a l l y 
restr ic ted, s igni f icant ly greater quant i t ies of fo re ign crude o i l mus t be im-
por ted i n the next few years. There may also be temporary shortages of fue ls 
under local ized condit ions. 

I n the mid- term, there w i l l be increased domestic product ion of clean f u e l s ; 
i n the longer term, the development of new technologies f o r p rov id ing essential-
ly po l lu t ion- f ree energy w i l l be avai lable. 

The President has ins t i tu ted a number of changes and recommended legis la-
t i on to prov ide fo r increased domestic supplies i n a manner compat ib le w i t h 
the envi ronment. The President has a l ready f o rwa rded several energy-re lated 
legis lat ive proposals to the Congress th is year—the E lec t r ic Fac i l i t ies S i t i ng 
Ac t and the Mined Areas Protect ion Act . H e has also a l ready submi t ted legis-
la t i ve proposals to remedy the cur ren t r igh t -o f -way di f f icul t ies w i t h the A laska 
pipel ine (M ine ra l Leasing Ac t amendments and Bureau of L a n d Management 
organic leg is la t ion) . Today, three add i t iona l legis lat ive proposals wrere fo r -
warded to the Congress. T h e N a t u r a l Gas Supply Ac t w i l l enable increased 
supplies of n a t u r a l gas to be produced because of compet i t ive p r i c i ng of new-
product ion of n a t u r a l gas and new dedicat ions of n a t u r a l gas to in te rs ta te 
commerce. The Deepwater Po r t Fac i l i t ies Ac t w i l l enable more env i ronmenta l l y 
acceptable and more economical shipment of o i l impor ts to th is count ry t h rough 
appropr ia te ly s i ted and operated deepwater ports. The t h i r d b i l l resubmits a 
proposal made to the 92nd Congress to have the Federa l Government repurchase 
the th i r t y - f i ve o i l leases i n the Santa Ba rba ra channel. I n addi t ion, the President 
w i l l soon f o r w a r d a proposal fo r the creat ion of a Depar tment of Energy and 
N a t u r a l Resources ( D E N R ) , i n order to bet ter focus and d i rect the Federa l 
programs. Th is is a modi f icat ion of his previous proposal fo r the Depar tmen t of 
N a t u r a l Resources ( D N R ) , p lac ing a greater emphasis on the need f o r a com-
prehensive organizat ional focus on energy. 

Besides these legis lat ive proposals, the President has also under taken a num-
ber of execut ive actions, inc lud ing among others, m a j o r changes to the Manda-
to ry O i l I m p o r t Program and accelerated leasing o f the Outer Cont inen ta l 
Shelf . 

The President 's revised o i l i m p o r t p rogram provides f o r increas ing the 
incent ive f o r f u t u r e domestic p roduct ion of crude o i l and re f in ing capac i ty 
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through phased imposit ion of license fees on imports of crude oi l and products 
above the 1973 levels. D r i l l i ng of new wells, opening of new mines and develop-
ment of domestic ref ining capacity w i l l require three to five years. I n an effort 
to minimize the impact on the consumer dur ing this period, the President has 
el iminated current tar i f fs on crude oi l and products. Thus, imports at tbe 1973 
level w i l l enter the country duty- f ree; however, these duty-free impor t r ights 
w i l l be phased out over seven years, and an increasing license fee imposed. 

The President's program covers v i r tua l l y a l l energy policy areas. Specific 
in format ion regarding the various components are presented i n succeeding 
sections of this fact sheet. 

b a s i c u . s . e n e r g y d e m a n d a n d s u p p l y 

Over the years, U.S. gross energy consumption has increased steadily at a 
rate sl ight ly less than the growth of our economy. From 1947 to the early 
1960's, energy demand grew at an average annual rate of about 3%. Dur ing 
the period 1965-1971, our tota l energy demand has accelerated rapidly to an 
average annual rate of 4.8%. I n 1972, consumption by major consuming sectors 
was fa i r l y evenly div ided as fo l lows: industr ia l , 28.8% ; electr icity generation, 
25.0% ; transportat ion, 25.0% ; and household and commercial, 20.6%. 

Fossil fuels have histor ical ly supplied the vast major i ty of our energy i n the 
United States. Un t i l 1947, coal supplied more than ha l f the fuels consumed. 
But for the last decade, petroleum and natura l gas have increased to around 
75% of total, gross energy consumption. Al though nuclear power current ly sup-
plies only 1% of current energy. I t is expected to provide a very large share of 
fu ture energy growth—up to 60% of electr icity generation and 30% of to ta l 
energy by the end of the century. 

The major sources of domestic energy dur ing 1972 were: 

Petroleum (including natura l gas l iquids): 
M i l l i on barrels J 5, 960 
Tr i l l ion B t u 32, 812 
Percent 4.6 

Natura l gas: 
Bi l l ion cubic feet 22, 607 
Tr i l l ion B t u 23, 308 
Percent- 32 

Coal (bituminous, anthracite, and l igni te) : 
Thousand short tons 517, 053 
Tr i l l i on B t u 12, 428 
Per cent 17 

Hydropower: 
Bi l l ion ki lowatt-hours 280. 2' 
Tr i l l ion B t u 2, 937 
Percent 4 

Nuclear power: 
Bi l l ion ki lowatt-hours 56. 9 
Tr i l l ion B t u 606 
Percent 1 

To ta l gross energy t r i l l ion B t u 72, 091 

Domestic product ion of fossil fuels has remained relat ively constant fo r 
several years and has not expanded adequately to meet r is ing demand. 

New discoveries of natura l gas have decreased dur ing the past several 
years, but increased sl ight ly i n 1972 probably due in large par t to efforts by 
the Federal Power Commission to provide higher production prices and to 
opt imism about fu tu re changes i n regulation. However, since 1966 proven 
reserves have decreased 21%, whi le consumption has increased 37%. We are 
now producing and consuming about twice as much natura l gas each year 
as wTe are finding and adding to proved reserves. 

Production of domestic crude o i l and natura l gas l iquids peaked in Novem-
ber, 1970 and deceased in 1972 to an average of 11.6 mi l l ion barrels per day, 
down approximately 5% f rom the peak. Continued delay of the Alaska pipe-
l ine w i l l result i n denial of addi t ional U.S. product ion of up to 2.0 mi l l ion 
barrels per day. 
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I n 1972 to ta l U.S. bi tuminous coal and l ign i te product ion is estimated at 
590 m i l l i on tons, down f r om 603 mi l l i on tons i n 1970. The use of coal has 
been great ly hampered by competit ion f r om lower cost and less po l lu t ing 
al ternat ive fuels, p r imar i l y imported residual fuel o i l i n the mid-60's and 
low priced, regulated na tu ra l gas. Product ion is current ly being restr icted 
due to actual and anticipated constraints on the product ion and consumption 
of coal. 

I n 1967 imports to the Uni ted States exceeded reserve capacity, thus the 
U.S. was no longer self-sufficient. I n 1972, the U.S. reached essentially 100% 
production (no reserve or shut- in capacity) and foreign petroleum imports 
totaled 4.7 mi l l i on barrels per day, accounting fo r 29% of the to ta l o i l supply. 

The projections are fo r large increases i n imported crude o i l and products, 
par t icu lar ly dur ing the next three to five years, p r imar i l y f r om the Middle East. 
I n 1972, only about 1.4 m i l l i on barrels per day ,or about 30% of to ta l o i l im-
ports came f rom the Eastern Hemisphere. This amounted to only 8% of the 
to ta l o i l supply. B y 1985, i f present trends were al lowed to continue, the U.S. 
would have to impor t f r om 50 to 60% of i ts to ta l o i l supply and 30 to 40% of 
this may have to be f rom Eastern Hemisphere sources. The President's energy 
in i t ia t ives can greatly reduce fu tu re foreign imports. 

c o m p e t i t i v e p r i c i n g o f n a t u r a l g a s 

The President announced today tha t he w i l l submit legislat ion to amend 
the Na tu ra l Gas Act so tha t prices paid by interstate pipelines to producers 
fo r new supplies of domestic na tu ra l gas wTill be determined by the com-
peti t ive forces of the market system rather than by the Federal Power Com-
mission. Th is proposal would st imulate new explorat ion and development of 
domestic gas resources whi le mainta in ing current prices on present inter-
state supplies and e l iminat ing any possibi l i ty of un fa i r gains at the expense 
of the consumer. The legislat ion includes provisions fo r the Secretary of the 
In te r io r to moni tor the price of new supplies of na tura l gas, and impose a 
ceil ing i f circumstances should demand such action. 

The Na tu ra l Gas Act of 1938 was passed i n order to a l low the Federal 
Power Commission to regulate the t ransportat ion and sales fo r resale of 
natura l gas by the interstate pipelines. The Act specifically precludes Federal 
regulat ion of the local d is t r ibut ion and product ion or gather ing of na tu ra l 
gas. However, i n 1954, the Supreme Court held i n the Phillips case tha t the 
Na tu ra l Gas Act also applied to sales by producers i n interstate commerce. 
The Congress twice passed legislat ion to effectively deregulate na tu ra l gas, 
once i n 1950 and again i n 1956, which were vetoed by both President T ruman 
and President Eisenhower. 

A f te r unsuccessful attempts to regulate producer prices on a case-by-case 
basis, i n 1960 the Federal Power Commission decided to establish cei l ing 
prices fo r na tu ra l gas on an area-wide basis. The first area rate proceeding 
for the Permian Basin area was begun i n 1961, completed i n 1965, and aff irmed 
by the Supreme Court i n 1968. This proceeding and a l l subsequent proceedings, 
was based p r imar i l y on the rate base and cost of service approach to regula-
tion, wrhich had been developed over the past ha l f century fo r rate regula-
t ion of monopolistic, low-r isk public ut i l i t ies, such as gas pipelines and elec-
t r i ca l power companies. 

Consumption of na tura l gas i n 1973 is estimated to be 37% higher than i n 
1966. Low regulated prices have discouraged development of a corresponding 
amount of new reserves, so tha t proven reserves have fa l len by 21% since 
1966. As a result, the ra t io of reserves to product ion has fa l len by 44%. 

(trillion 
cubic feet) Percept 

(trillion 
cubic feet) Percent Ratio Percent 

1966 . 16.9 . 286 16.4:1 
1972 . . . . 23 .8 . 238 10.0:1 . 
1973 estimate 23.0 + 3 7 227 - 2 1 9 .2 :1 —44 

Note—Estimated total potential reserves, 850 to 2,100 trillion cubic feet. 

Dur ing the past year, 15 of the nation's largest interstate pipelines wrere 
forced to cur ta i l the i r sales of natura l gas in an amount equal to about 7% 
of thei r to ta l sales. I n many communities today, owners of new homes and 
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apartments are deprived access to th is clean burn ing and efficient fuel 
because of inadequate supplies. Moreover, an increasingly larger share of 
new natura l gas supplies is being purchased w i t h i n the intrastate market, 
which is not regulated by the Federal Power Commission, because interstate 
pipelines are unable to offer competit ive prices for new supplies. Well-head 
prices i n the int rastate market are up to twice as h igh as i n the FPS regu-
lated interstate market. I n many markets today, na tura l gas, the most desir-
able fossi l fuel, is sell ing for less per comparable heating un i t than do al-
ternat ive and less desirable fuels. A t the same time, costs have increased 
signif icantly. I t costs approximately ten times as much to d r i l l a wel l i n 
Alaska and six times as much to d r i l l a we l l offshore as compared to onshore 
histor ical costs. 

The increased field price of natura l gas w i l l result i n very modest increase 
at the home for the average consumer. Because the pipelines and local distr ib-
utors w i l l remain regulated and because the new supplies of natura l gas w i l l 
be only a small percentage of the to ta l supplies of the interstate pipelines 
for several years into the future. A t the current time, the price paid to the 
producer for gas supplies is approximately 10—20% of the u l t imate price paid 
by the homeowner i n most areas. 

The President's proposed legislation provides tha t the FPC be granted rate 
jur isd ic t ion over the direct indust r ia l sales of pipelines. This action w i l l a l low 
the Federal Power Commission to assure that indust r ia l customers, who use 
na tura l gas, are paying a f a i r and equitable share of the costs of obtaining 
this premium fuel. However, the President's action today does not alter state 
and local author i ty over intrastate pipelines and natura l gas distr ibutors. 

The President's proposed legislation w i l l al low the competit ive forces of the 
market system, through arms length negotiations between producers and pipe-
lines, to determine the price of new supplies of na tura l gas. I t w i l l also al low 
the interstate pipelines to compete w i t h the intrastate pipelines for new gas 
supplies and lead to a more desirable d is t r ibut ion and usage of this premium 
fuel. On balance, the action taken by the President today is expected to pro-
vide consumers more supplies of na tura l gas at a lower cost than any other 
alternative. 

o u t e r c o n t i n e n t a l s h e l f ( ocs ) 

The President announced today tha t he has directed the Secretary of the 
In ter io r to take steps to t r ip le the acreage leased on the Outer Continental 
Shelf for d r i l l i ng for o i l and gas by 1979. 

He also announced tha t leasing would begin i n new f ront ier areas including 
beyond the 200 meter isobath, and beyond the Channel Islands in the Pacific 
i f the environmental impact statements indicate i t can be done safely. He di-
rected the Council on Envi ronmental Qual i ty, i n cooperation wTith the Na-
t ional Academy of Sciences and other government agencies, to complete studies 
w i t h i n one year on the environmental sui tabi l i ty of d r i l l i ng on the At lant ic 
OCS and the Gul f of Alaska. By 1985, th is accelerated OCS leasing schedule 
could increase annual production by approximately 1.5 b i l l ion barrels of oi l 
(approximately 16% of our projected requirements) above what would be 
expected i f the current lease schedule were maintained. 

The offshore areas of the Uni ted States are estimated to contain 186 bi l l ion 
barrels of crude o i l and over 844 t r i l l i on cubic feet of na tura l gas resources, 
which are recoverable w i t h exist ing technology. These amounts represent ap-
proximately 40% of the nation's to ta l undiscovered o i l and gas reserves 
and offer promising opportunit ies since most onshore areas have already been 
explored and developed. 

The Federal Government has leased OSC lands since 1954. Current ly, leases 
in the OCS are producing over 400 mi l l ion barrels of o i l and about 3 t r i l l i on 
cubic feet of na tura l gas annually. 

I n 1969 regulations of the Department of the In ter io r governing leasing 
and operations by lessees on the Outer Continental Shelf (OCS) were ex-
tensively revised and strengthened af ter the problem in the Santa' Barbara 
Channei. Since then, improvement of these standards fo r safety and pollu-
t ion control has been a continuing effort covering a wide range of operations 
including d r i l l i ng procedures, wel l abandonments, wel l completion procedures, 
pol lut ion and waste disposal, and procedures for the insta l la t ion and operations 
of p lat forms and pipelines. 
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Inspection procedures have been standardized and a stat ist ical basis fo r 
inspection strategy has been developed. The OCS field inspection staff has been 
t r i p led since 1969. Six fu l l - t ime helocopters are i n use and a radio communica-
t ion system has been instal led. The revisions and strengthening of OCS 
operat ing standards and the increase in surveil lance personnel has resulted i n 
a marked improvement i n OCS operations w i t h regard to oi l spills. There were 
no major oi l spil ls i n 1972. Minor o i l spil ls i n 1972 were reduced by 45 percent 
f r om 1971. 

The President has resubmitted legislat ion which would authorize the Secre-
ta ry of the In ter io r to buy back 35 leases i n the Santa Barbara Channel where 
the Admin is t ra t ion suspended dr i l l ing. 

a l a s k a p i p e l i n e 

The discovery of o i l i n Alaska was announced in February of 1968. Current 
estimates are that there are 10 b i l l ion barrels of proven reserves on Alaska's 
Nor th Slope. Once construction begins, 2y2 to 3 years w i l l be required before 
del ivery of new production. I n i t i a l product ion w i l l be 600,000 barrels per day, 
r is ing to 2 mi l l ion barrels per day in five years. 

A f t e r the i n i t i a l discovery, the In te r io r Department established a task force 
to study the s i tuat ion i n A p r i l of 1969. A pipeline application was received by 
the Secretary of the In ter io r i n June 1969. A f te r a series of public hearings and 
the issuance of pre l iminary and final environmental statements, the Secretary 
of the In ter ior announced that he intended to issue a permit for pipeline con-
struct ion in May of 1972. A series of court actions resulted i n Supreme Court 
refusal to review an earl ier Court of Appeals decision, which enjoined con-
struct ion because of an outmoded legal restr ict ion regarding r ights-of-way. 

The Admin is t ra t ion lias submitted two bi l ls to Congress re lat ing to this issue: 
S. 1040 which amends the mineral leasing laws and S. 1041 which provides new 
organic legislation for the Bureau of Land Management. Both of these bi l ls 
incorporate provisions which al low the Secretary of the In ter io r to provide fo r 
adequate rights-of-way fo r a l l pipelines over Federal lands to ensure protect ion 
of the environment. 

The al ternat ive of a pipeline through Canada was thoroughly studied pr io r 
to the Secretary's decision to authorize construction of the Trans-Alaska Pipe-
l ine (TAPS) . The TAPS can be bu i l t much more quickly, creating U.S. jobs 
and ut i l ized entirely for U.S. needs. Much more needs to be done pr io r to con-
struct ion of a Trans-Canada l i ne ; detailed engineering and environmental 
studies wTould be required, hearings wTould be required, and permits prepared. 
A t least three to five years delay would be involved for a Trans-Canada route 
which would probably cause greater environmental damage because of increased 
distance and the greater number of r iver crossings. 

s h a l e o i l 

President Nixon's June 4, 1971 Energy Message directed the i n i t i a t i on of a 
leasing program including preparat ion of an environmental impact statement. 
On June 29, 1971 the Secretary of the In te r io r issued a d ra f t environmental 
impact statement for a proposed prototype o i l shale leasing program wh ich 
would include the offering of six leases under competit ive b idding of 5,120 
acres each, two each in Colorado, Utah and Wyoming. 

The six leases discussed w r i l l support a combined production level of no more 
than 250,000 barrels per day. A final environmental impact statement on the 
proposed program is nearing completion. I f a decision is reached to proceed 
w i t h the proposed program based on the environmental analysis, lease sales 
can be held dur ing the summer of 1973. Str ingent environmental regulat ions 
w i l l be incorporated into any such program, including provisions to moni tor 
changes i n the exist ing environment. Add i t iona l o i l shale leasing w i l l not be 
considered un t i l the environmental impact of prototype development has been 
fu l l y evaluated. 

O i l shale is the most significant energy resource known to exist i n the wor ld , 
w i t h possible resources exceeding 2 t r i l l i on barrels of hydrocarbons contained 
in the sedimentary formations of the Rocky Mounta in States, i n Colorado, 
Utah, and Wyoming. A n estimated 600 b i l l ion barrels of o i l could be commer-
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d a l l y produced f r o m o i l shale under technological development a l ready 
achieved, of wh i ch 80 b i l l i on barrels are easily accessible. 

Of the 11 m i l l i o n acres of land conta in ing o i l shale deposits considered to be 
potent ia l ly of commercia l value, some 8.3 m i l l i on acres (about 72%) are owned 
by the Federa l Government. These are p r i m a r i l y "pub l ic lands" managed f o r 
mul t ip le-use purposes by the Depar tment of the In te r io r . 

Of the two options to produc ing o i l shale, only surface and subsurface m i n i n g 
w i t h re to r t processing are believed to have been advanced to the po in t where i t 
may be possible to scale up to commercial product ion i n th is decade. I n s i t u 
(o r i n place) processing is i n the exper imenta l phase and commercia l applica-
t ion of th i s technique cannot be expected p r io r to 1980. 

By the mid-1980's, o i l shale could cont r ibute approx imate ly one m i l l i on bar-
rels of o i l per day to help meet the nat ion's g row ing demands fo r energy. The 
u l t ima te potent ia l has not yet been established, but could exceed several m i l -
l ion barrels per day. 

c o a l 

The President discussed several factors related to na t iona l coal product ion 
and use i n the Energy Message, inc lud ing the Clean A i r Act , m in i ng legislat ion, 
and coal research. 

I n 1972, product ion of b i tuminous coal and l ign i te is est imated at 590 m i l l i o n 
tons, compared w i t h 603 m i l l i on tons i n 1970. Of the 1972 product ion, about 57 
m i l l i on tons wTere exported and about 88 m i l l i on tons were used f o r metal-
lu rg ica l purposes, leav ing about 445 m i l l i on tons fo r use as steam coal i n 
domestic boilers. About four - f i f ths of th is domestic steam coal is burned i n 
power plants. 

The President is commit ted to ma in ta in ing a s t rong indus t ry to produce our 
most abundant domestic fossi l fuel. A t present rates of consumption, k n o w n 
reserves could supply the nat ion 's energy needs fo r at least 300 years, and yet 
coal presently supplies less than 20% of our energy demands. Product ion has 
remained re la t ive ly level over the past several years despite rap id ly increasing 
energy requirements. Th is stagnat ion has been a t t r i bu ted to some degree to 
heal th and safety standards, env i ronmenta l restr ic t ions on the sulphur content 
of coal, possible res t r ic t ion on s t r ip min ing, and u n t i l recent ly, pr ice controls. 

Cur rent coal product ion is spl i t roughly evenly between surface mined and 
deep mined coal. As of 1972, 4 m i l l i on acres of l and had been d is turbed by 
surface min ing, over ha l f of wh ich was unreclaimed. Coal m in ing may also 
resul t i n serious damages to water , land, and proper ty due to ac id inline 
drainage. 

The President ear l ier discussed his proposed Mined Area Protect ion Ac t i n 
the N a t u r a l Resources and Env i ronment Message on February 15, 1973. T h a t 
b i l l wou ld establ ish Federa l requirements and guidel ines to regulate the en-
v i ronmenta l consequences of surface and underground min ing. The b i l l cal ls f o r 
s t r ingent standards fo r m i n i n g and rec lamat ion and encourages rework ing and 
rec lamat ion of previously mined areas. I n any state t ha t does not enact the 
necessary regulat ions or enforce them, the Federa l Government wou ld be 
author ized to do so. 

The Clean A i r Ac t affects coal product ion and u t i l i za t i on because of Federal 
and state standards on emissions of su lphur oxides. Under the Act , E P A set 
ambient a i r qua l i t y standards to l i m i t su lphur oxides as we l l as other po l lu tants 
in the a i r . P r i m a r y standards are set to e l iminate hea l th damages f r o m a i r 
po l lu t ion and must be met general ly by mid-1975. Secondary standards are set 
to e l iminate we l fa re damages to plants, mater ia ls , and proper ty and must be 
met w i t h i n a reasonable t ime. 

The states i n comply ing w i t h the Clean A i r Ac t set regulat ions on the sul-
phur oxide emissions f r o m fue l combustion sources to meet a i r qua l i t y 
standards. Each state has d i f ferent regulat ions and i n about ha l f the states, 
regulat ions va ry f r o m region to region. I n many cases the state plans were 
designed to meet both p r i m a r y and secondary a i r qua l i t y standards s imul-
taneously i n 1975, a l though the Ac t a l lows f o r a reasonable t ime to meet sec-
ondary standards. Many states set s t r ingent sulphur oxide emission l im i ta t ions 
in areas al ready meet ing both p r i m a r y and secondary ambient a i r qua l i t y 
standards. 
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I f a l l state regulations were put into effect by 1975, roughly one-third of our 
present steam coal production could not be burned w i thout sulphur removal 
equipment. I f a l l of th is coal were to be displaced, about 26,000 miners would 
be out of work. 

Ut i l i t ies have several alternatives for compliance w i t h the state regulations, 
the most significant of which are burning low sulphur fuels and ins ta l la t ion of 
stack gas cleaning equipment. Increased low sulphur coal product ion can be 
at ta ined f rom accelerated product ion f rom exist ing mines or by opening new 
mines. The regions where such low sulphur fue l would be mined include 
Appalachia where most current product ion of low sulphur coal exists, and i n 
the states west of the Mississippi which have vast, largely untapped reserves. 

Stack gas cleaning technology is being rapid ly developed. Two stack gas 
cleaning instal lat ions i n Japan have shown high efficiency of sulphur oxide 
removal and very l i t t l e lost operating time. These units were developed by 
U.S. manufacturers. Nine U.S. stack gas cleaning units have been insta l led i n 
this country, and these are i n various stages of solving operating problems. 
Nineteen addi t ional instal lat ions are current ly planned or under construction. 
This technology should begin to become avai lable in relat ively smal l quant i t ies 
to help meet clean fuel needs i n 1975. 

The President has urged the states to adopt the policy of the E P A Ad-
min is t ra tor announced last December to delay implementat ion of state sec-
ondary sul fur oxide regulations beyond 1975 where str ingent controls are not 
needed to meet p r imary standards. Roughly 40% of current coal consumption 
occurs i n areas already meeting both the p r imary and secondary standards. Th is 
action w i l l insure tha t l im i ted supplies of clean fuels and sulphur removal tech-
nology w i l l be ut i l ized f i rst i n areas which need them to meet heal th protect ive 
standards. I t should also allowT continued use of exist ing high sulphur coal 
supplies to meet energy needs un t i l sulphur removal equipment is avai lable i n 
greater quantit ies. 

g e o t h e r m a l e n e r g y 

Geothermal energy is the na tu ra l heat of the earth. Water and steam serve 
to t ransfer the heat to the earth's surface. These areas of heat concentrat ion 
may be tapped and ut i l ized as a source of energy. 

The present uses of geothermal resources include power generation, space 
heat ing and indus t r ia l processing. There are a few faci l i t ies i n operat ion 
wor ldwide which ut i l ize geothermal steam for electric energy, par t i cu la r l y in 
Europe. I n the Uni ted States, the Geysers area in Cal i forn ia presently has a 
298 megawatt ( M W ) electric generation fac i l i t y supplying about one-third 
of the electric power needs of San Francisco and plans are being developed 
fo r addi t ional faci l i t ies of 404 M W and 510 MW. 

About 1.8 mi l l i on acres of land i n our western states have now been classi-
fied as being w i t h i n Known Geothermal Resources Areas (KGRA 's ) , according 
to the U.S. Geological Survey. A n addi t ional 96 mi l l ion acres are l is ted as 
having prospective value fo r geothermal resources. 

Geothermal energy could contr ibute signif icantly to our fu tu re power needs 
at the local level. Nat ional ly, geothermal energy w i l l be less signif icant because 
our resources are located only i n the western states. 

I t is ant ic ipated tha t about 4,000 M W of geothermal electrical capacity w i l l 
be avai lable by the year 1985, less than 0.1% of our to ta l energy needs. By 
the year 2000, geothermal energy is expected to contr ibute as much as 1.5% 
of our to ta l energy needs. Technological breakthroughs may increase the con-
t r i bu t ion of geothermal energy to our to ta l power supply. 

The Geothermal Steam Act of 1970 was signed by the President on Decem-
ber 24, 1970. This act provides fo r the leasing of public lands for geothermal 
resources development under the management of the Department of the In ter io r . 
The Administ rat ion 's program, as emphasized i n the President's Energy Mesage 
of June 4, 1971, is intended to provide fo r the u t i l i za t ion of geothermal resources 
under environmental ly safe conditions and sound resource management practices. 

I t is expected tha t the leasing of geothermal resources on public lands w i l l 
s t imulate development of th is resource. The Department of the In te r io r is 
mak ing progress i n the preparat ion of the environment statement fo r the geo-
thermal leasing program and the proposed geothermal development and operat-
ing regulations. I t is anticipated tha t the final environmental statement w i l l 
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be issued i n the near future. I f i t is decided to proceed w i t h the program, 
competit ive leases incorporat ing environmental ly safe operating and develop-
ment practices may be offered w i t h i n a few months af ter publ icat ion of the 
final environmental statement. 

n u c l e a r p o w e r 

The world 's first nuclear reactor achieved in i t i a l operation i n Chicago on 
December 2, 1942, launching a new technology. The Atomic Energy Commis-
sion, organized i n 1946 to direct the nation's nuclear programs, proceeded 
w i t h reactor development and i n 1951 an experimental un i t produced fo r the 
first t ime a small amount of electric power. Three years later, the AEC for-
mal ly inaugurated a developmental effort looking towTard commercial power 
reactors. I n 1957 the Shippingport (Pa.) p lant began operation as the first 
reactor producing power fo r commercial consumption. 

I n the 1950's several u t i l i t ies began bui ld ing reactors i n the 200,000 k i lowat t 
( K W ) size range. The next scale up, to 400,000 to 500,000 K W , came i n the 
early 1960's and by the late 1960's reactors on order had advanced to the 
1,000,000 K W size as ut i l i t ies took advantage of improvement i n the eco-
nomics of larger plants. 

A t present, 30 nuclear powder plants are i n operation, 60 are under construc-
tion, and 75 others have been ordered. 

W i t h 150 reactor years of operating experience i n the Uni ted States, the 
safety of nuclear power has been clearly proved. 

Nuclear power, now provid ing about 4% of the nation's electricity, w i l l 
account for up to 25% by 1985, and up to 60% by the end of the century. 
Thus, the current nuclear capacity of about 14,700,000 K W is expected to 
grow to 1,200,000,000 K W by the year 2000. 

The AEC has major developmental programs underway i n the energy field— 
the fast breeder reactor, wh ich holds the promise of mak ing reserves of uran-
ium fue l last fo r centuries, and controlled thermonuclear fusion which, i f har-
nessed i n a reactor, would use the v i r t ua l l y l imit less supplies of deuterium i n 
seawater as fuel. 

m a n d a t o r y o i l i m p o r t p r o g r a m 

A voluntary o i l impor t program wTas begun i n 1957. The Mandatory Oi l 
Impor t Program was in i t ia ted i n 1959 on the basis of a nat ional security 
finding to l i m i t low priced imports, thus provid ing protection for development 
of higher cost U.S. product ion and refining capacity. I t was clear that, w i thout 
regulation, market forces wTould encourage U.S. integrated o i l companies to 
exploi t cheaper foreign reserves of crude o i l despite the r isk of d isrupt ion to 
supply. This, i n tu rn , could jeopardize the v iab i l i t y of the U.S. domestic o i l 
industry. I n the 1960's, the program d id serve a useful purpose, mainta in ing a 
healthy domestic petroleum industry which could not have survived i n direct 
competit ion w i t h low cost Middle Eastern imports. 

W i t h i n the industry, the independent refiners, te rmina l operators, jobbers 
and marketers have histor ical ly a l l received the great ma jo r i t y of their supplies 
(crude or products) f r om the major o i l companies, not other independents. Sale 
of impor t licenses (t ickets) is prohibi ted under the program. Exchanges of 
tickets, however, have been common. Exchanges of t ickets wrere at t ract ive to 
both parties, i.e., in land independent refiners used domestic crude produced by 
the major o i l companies and the major o i l companies imported and refined the 
foreign crude using the in land refiners' tickets. 

I n 1972, prorat ion ing reached the 100% level ; U.S. product ion capacity had 
peaked and began decling. Between 1969 and 1972, to ta l o i l imports rose by 52% 
to 4.7 mi l l ion barrels per day. Impor ts for 1973 of both crude o i l and products 
are projected at 6.0 mi l l ion barrels per day. I n early 1972, landed foreign crude 
prices w*ere s t i l l low^er than domestic prices and the sum of domestic production 
plus imports wTas equal to demand. The t icket s t i l l had value and could be 
traded, thus fac i l i ta t ing f u l l operation of inland, independent refineries and 
provid ing ample products fo r the independent marketers. 

I n 1973, landed foreign crude and product prices rose significantly. This was 
due to increased OPEC ownership part ic ipat ion i n product ion companies, devalu-
at ion of the dol lar, h igh tanker rates, and high market prices for scarce low 
sulphur fuels. W i t h increased t icket allocations (56% increase i n 1973), there 
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is now no shortage of tickets. These two factors have made impor t t ickets of 
l i t t l e or no value. Under these circumstances, some major o i l companies have 
been less w i l l i ng to trade tickets. Thus, many independent refiners and mar-
keters have had problems obtaining supplies. 

To respond to the need fo r increasing impor ta t ion of crude o i l and products, 
the President i n 1972 raised the impor t quota levels twice to ensure adequate 
supplies. Quotas were tota l ly l i f t ed on heating oi l i n December, 1972, u n t i l 
A p r i l 30, 1973, and the 1973 impor t quota is 56% higher than i n 1972. I n addi-
t ion, i n March of th is year, the President removed al l l imi ta t ions on the amount 
of impor t licenses which can be issued by the Oi l Appeals Board ( O I A B ) . The 
O I A B now issues these licenses to any party, usually a refiner, te rmina l oper-
ator, or marketer, based on hardship. These actions, coupled w i t h the longer 
range actions announced today, are expected to reduce the possible near te rm 
fue l shortages. 

The President has inst i tuted the most sweeping changes since the Program wTas 
begun i n 1959. The Program is being restructured to meet both the current 
needs for fuels at the lowTest cost to the consumer by removing the current 
tar i f fs , whi le at the same time, provid ing longer term stabi l i ty and addi t ional 
incentives for increased domestic explorat ion and production and new refinery 
construction and expansion by prov id ing for license fees to be imposed on 
imports above the 1973 levels. 

Those presently holding tickets under the 1973 program w i l l be able to t rade 
these valuable, license fee exempt impor t licenses for domestic crude o i l or 
products. This should help al leviate some of the current d is t r ibut ion problems 
affect ing p r imar i l y the in land independent refiners and marketers. The licensee 
fee exempt impor t r ights w i l l be phased out over seven years, to minimize Fed-
eral involvement and provide for more efficient market operation. The President 
also announced specific provisions to st imulate the construction of domestic 
refineries and plans to provide fo r increased storage to minimize the impact 
of possible supply interrupt ions. 

d e e p w a t e r p o r t s 

There are at least 60 ports or buoy faci l i t ies current ly i n operation wor ldwide 
which are capable of handl ing ships of 175,000 deadweight tons ( D W T ) or more. 
These faci l i t ies geenrally have w*ater depths of at least 80 feet. There are no 
ports in the Uni ted States now capable of handl ing these large ships; conse-
quently, the U.S. is current ly not able to benefit d i rect ly f rom the signif icant 
economic savings and environmental benefits f r om the use of offshore ports 
and supertankers. 

W i t h a fewT exceptions, the Uni ted States has a shallow continental shel f 
and no na tura l deepwater harbors. Most major U.S. ports are current ly 
dredged to depths between 35 and 45 feet. I t is generally not feasible to 
bu i ld deepwater ports i n the Uni ted States by dredging or improv ing ex is t ing 
harbors. Thus, most deepwater ports would have to be bu i l t offshore beyond 
state waters i n internat ional waters, sometimes at distances of twenty or 
t h i r t y miles f rom the shoreline. 

A t the end of 1971, more than one-fourth of the world 's to ta l o i l -carry ing 
capacity consisted of ships i n the 175,000 D W T class and over. A to ta l of 223 
such ships wrere i n operation and 321 more were on order. New orders represent 
approximately 50% of exist ing tanker tonnage of a l l registries. 

To ta l tanker ar r iva ls for the 48 contiguous states i n 1971 was 67,770, w i t h 
56,700 (84%) of these in Petroleum Admin is t ra t ion D is t r i c t I ( P A D I ) wh ich 
is the Eastern Seaboard. West Coast ar r iva ls totaled 4,420 and Gul f Coast 
a r r iva ls were 6,650. Most of the shipments were products f rom the Gul f Coast 
and the Caribbean to P A D I . The average size of the ships current ly car ry ing 
imported crude is about 29,000 D W T . 

B y 1980, Eastern Seaboard ( P A D I ) imports of foreign oi l by very large 
crude carr iers (VLCC) are expected to average between 1 and 3.5 m i l l i on 
barrels per day, v i r tua l l y a l l of which w i l l come f rom Af r i ca or the Persian 
Gulf . I f the U.S. does not rapid ly develop deepwater port capabi l i ty, foreign 
transshipment terminals i n the Bahamas and the Canadian Mar i t ime Provinces 
w i l l probably be developed by U.S. and foreign companies. The U.S. w i l l then 
be serviced by increasing numbers of small and medium sized transshipment 
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vessels, increasing the r isks of pol lut ion f rom vessel casualties and operations 
and requir ing expansion of conventional port faci l i t ies. 

Significant economies can be achieved f rom use of larger vessels. Dol lar per 
ton f re ight costs could be reduced nearly 30% by increasing tanker size f rom 
65,000 to 250,000 DWT. Greater economies can be realized u t i l i z ing bigger ships. 

The environmental advantage of offshore deepwater ports is tha t t l iey reduce 
the risks of coll ision and grounding and minimize the probabi l i ty that spilled 
o i l w i l l reach beaches or estuaries. The most va l id environmental concern 
involves the impact of p r imary and secondary economic development, such as 
refineries and petrochemical plants, associated w i th the port. These risks are 
recognized and can be controlled through land use planning and adequate local 
zoning. Dispersion of faci l i t ies versus concentration w i t h only a few ports 
would probably signif icantly reduce the environmental impact on any par-
t icu lar region. 

The President has proposed legislation which w i l l provide author i ty for the 
Secretary of the In ter ior , i n consultation w i t h other concerned Federal agen-
cies and state governments, to issue a license in waters beyond state jur isdic-
t ion for the construction and operation of deepwater ports. The legislation is 
intended to simply provide a complete legal regime for l icensing beyond the 
three mile l imi t , under st r ic t environmental safeguards and w i t h provisions fo r 
navigat ion and safety. The President recognizes the importance of the states 
i n developing ports and associated onshore faci l i t ies. The legislation does not 
preempt state author i ty, but extends state laws to any deepwater port licensed 
by the Department of the Inter ior , as long as those laws are not i n conflict 
w i t h Federal laws. 

The President's legislation makes provision for issuance of the necessary 
license for the r ights-of-way for an associated pipeline by amending the Outer 
Continental Shelf Lands Act (OCSLA) . Under the OCSLA, the Secretary of 
the In ter ior current ly grants r ights-of-way for pipelines constructed to br ing 
o i l and gas ashore f rom offshore d r i l l i ng operations. 

e n e r g y c o n s e r v a t i o n 

Current Federal energy conservation programs are diffused i n many Fed-
eral departments and agencies. The President has directed the establishment 
of an Office of Energy Conservation w i t h i n the Department of the Inter ior . 
That Office w i l l coordinate Federal energy conservation programs, conduct 
research on issues related to energy conservation, and work to educate the 
public on energy efficiency and costs. 

Energy demand is growing more rapid ly than i n the past, now at levels 
of 4.8% annually. Some sectors, such as consumption of fuels for electr ici ty 
and transportat ion, are growing at signif icantly faster rates. Besides the 
impact of the cont inual ly increasing U.S. standard of l i v ing and the avail-
ab i l i ty of more labor saving devices to more Americans, environmental regu-
lat ions have signif icantly increased energy consumption. Th is is par t icu lar ly 
apparent w i t h the automobile, where pol lut ion control devices have reduced 
engine operating efficiencies. 

The President directed the Department of Commerce, i n cooperation w i t h 
the Council on Envi ronmental Qual i ty and the Environmental Protection 
Agency, to develop a vo luntary label ing program which would apply to major 
energy-consuming home appliances, automobiles and auto accessories. Auto-
mobiles and home appliances account for approximately 20% of current 
energy demand. Manufacturers could vo luntar i ly display labels provid ing data 
on energy use, as wTell as a ra t ing based on the product's efficiency relat ive to 
other s imi lar projects. Standard testing procedures for appliances would be 
developed by the Nat ional Bureau of Standards and for autos by the Environ-
mental Protection Agency. As a f i rst step toward th is goal, the Environmental 
Protect ion Agency w i l l short ly release the results of i ts tests of automotive 
efficiency. 

I n the last two years, the President has twice directed the Department of 
Housing and Urban Development to strengthen F H A insulat ion requirements 
for single and mu l t i f am i l y housing. The President has now directed H U D to 
evaluate extension of insulat ion standards to mobile homes. 

The President directed a l l Federal agencies to develop programs to conserve 
energy. These programs include bui ld ing design and construction, procurement 
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of energy conserving products and th rough t a k i n g in to account the energy 
impacts of the i r m a j o r actions. The new Office of Energy Conservat ion w i l l 
w o r k closely w i t h the Federa l agencies to implement th i s d i rect ive. 

The General Services Adm in i s t r a t i on is const ruct ing a new Federa l office 
bu i l d ing i n Manchester, New Hampshi re , us ing advanced energy conservaton 
techniques. The GSA has established a goal of reducing energy use by 20% 
over t yp i ca l bu i ld ings of the same size. The Na t iona l Bu reau of Standards is 
now eva lua t ing energy use i n an actua l f u l l size house i n i t s laborator ies i n 
Gai thersburg, Mary land . W h e n th is eva luat ion is complete, ana ly t i ca l tech-
niques w i l l be avai lable to help pred ic t energy use f o r new structures. Th i s 
ef for t , combined w i t h the experience gained i n the construct ion and operat ion of 
the demonst ra t ion Federa l bu i ld ing, w i l l prov ide guidance f o r const ruc t ion 
of Federa l bu i ld ings and assist archi tects and contractors to help them con-
serve energy. 

e n e r g y r e s e a r c h a n d d e v e l o p m e n t 

The President ind icated today t ha t f u n d i n g f o r energy R & D w o u l d cont inue 
to be mon i to red care fu l l y and when add i t i ona l funds are essential those funds 
w o u l d be provided. 

A deta i led summary of the specific programs is attached. The h igh l i gh ts of 
the President 's energy R & D program fo l low. 

G o a l , * — * T h e President 's FY '74 budget includes a 27% increase to $120 m i l l i o n 
f o r coal R & D — o r a 300% increase since 1970. Add i t i ona l funds to be requested 
wou ld f u r t h e r increase th is level. M a j o r programs at the Depar tmen t of the 
I n t e r i o r to expand the use of coal i n a manner compatible w i t h the env i ronment 
a r e : 

L ique fac t ion and precombust ion remova l of po l lu tants . 
H i g h B T U coal gasi f icat ion to produce pipel ine qua l i t y gas. 
L o w B T U coal classif icat ion fo r i ndus t r i a l and u t i l i t y use. 

N u c l e a r F i s s i o n . — T h e FY '74 budget provides fo r a $63 m i l l i o n increase f o r 
AEC's nuclear fission R & D programs. 
H igh l i gh t s a r e : 

A $51 m i l l i o n increase to m a i n t a i n the pace of the L i q u i d Me ta l Fas t 
Breeder Reactor p rog ram t o w a r d the goal of commerc ia l demonst ra t ion 
by 1980. 

A n 11% increase i n R & D to f u r t h e r ensure the safety o f the cu r ren t 
generat ion of l i g h t wa te r reactors. 

N u c l e a r F u s i o n . — T h e AEC's thermonuclear fus ion p rog ram is increased 
35% to $88 m i l l i o n i n the FY'74 budget. Th i s p rogram inc ludes: 

A 19% increase to develop contro l led thermonuclear fus ion reactors 
th rough magnet ic confinement. 

A 59% increase to develop the capab i l i t y to i n i t i a t e a thermonuc lear 
react ion us ing a h igh speed powered laser. 

S o l a r E n e r g y . — T h e solar energy p rogram wou ld t r ip le , f r o m $4 m i l l i o n i n 
FY '73 to $12 m i l l i o n i n FY'74. The p rogram w i l l be admin is tered by the 
Na t iona l Science Founda t ion and emphasize the development o f solar energy 
f o r : 

Hea t i ng and cool ing o f bui ld ings. 
Produc ing and conver t ing organic mater ia ls to fuels. 
Generat ing e lect r ic i ty . 

A d d i t i o n a l E n v i r o n m e n t a l C o n t r o l R d D . — I n add i t i on to the substant ia l 
e f for ts to develop cleaner f ue l f r o m coal, the FY'74 budget provides f o r a 24% 
increase, f r o m $38 to $47 m i l l i on , f o r other env i ronmenta l cont ro l research w i t h 
expected near- term benefits. Th i s includes a const ruct ion o f the T V A demon-
s t ra t i on SOx remova l p lan t as we l l as cont inued R & D aimed a t m i n i m i z i n g the 
t h e r m a l effects of power plants. 

O t h e r R d D P r o g r a m s . — O t h e r energy R & D programs inc lude : 
A n accelerated e f for t i n u t i l i za t i on of geothermal energy. 
Development of magnetohydrodynamic ( M H D ) devices, i n cooperat ion 

w i t h the Soviet Union, to produce electr ic power more eff ic ient ly f r o m heat. 
E l e c t r i c U t i l i t y P a r t i c i p a t i o n . — T h e President also c i ted the impor tance of 

non-Federal energy R & D and noted wT ith pleasure the f o r m a t i o n of the E lec t r i c 
Power Research Ins t i tu te . H e ind icated t h a t t h i s u t i l i t y R & D organizat ion, w i t h 
a budget i n 1974 exceeding $100 mi l l i on , w o u l d prov ide add i t i ona l capab i l i t y to 
accelerate and inf luence the development of energy technology. The President 
also urged a l l State u t i l i t y commissions to consider p e r m i t t i n g increased R & D 
expendi tures to be inc luded i n u t i l i t y ra te bases. 
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i n t e r n a t i o n a l 

The President called for greater cooperation between a l l nations on energy 
matters. He specifically noted the need fo r consuming nations to cooperate to 
ensure that ample supplies are available to a l l nations. 

Most of the world 's o i l producing nations have been organized into a cartel 
in 1960 called the Organization of Petroleum Expor t ing Countries (OPEC).* 
The member nations provide over 90% of the world's current o i l trade and 
75% of the free wor ld oi l reserves. Revenues to these nations in 1970 wTere 
approximately $7 b i l l i on ; and are growing. 

I n early 1972 the export ing stales won special price increases f rom the 
companies to compensate for devaluation of the U.S. dol lar and w i l l receive 
s imi lar increases i n 1973. Recently, the oi l companies accepted the host govern-
ment as partners i n petroleum operations. Under the agreements worked out for 
the Persian Gul f states, government equity in the properties w i l l rise i n steps 
from an in i t i a l 25% to 51% by 1982. 

The Uni ted States current ly imports approximately 6.0 mi l l i on barrels per 
day of crude o i l and petroleum products. The products, approximately 2.2 mil-
l ion barrels per day. are mostly residual fuel o i l fo r the Eastern Seaboard 
(2.3 mi l l ion barrels per day) . U.S. imports by source can be summarized as 
fo l lows: 

U.S. OIL IMPORTS, CURRENT - BY SOURCE OF ORIGIN 

Canada 1.2 million barrels per day 20 percent. 
Other Western Hemisphere 2.3 million barrels per day 38 percent. 
Eastern Hemisphere 2.5 million barrels per day 42 percent. 

Total 6.0 million barrels per day 33 percent of demand. 

The nations of Western Europe and Japan are highly dependent on foreign 
sources of supply for fuels, par t icu lar ly the Middle East. 

INTERNATIONAL IMPORT SUMMARY 

[Million barrels per day! 

United States . . . . 
Western Europe. 
Japan 

1972 

4.7 
14.4 

5.0 

Estimated 
1973 

6.0 
15.5 

5 .5 

Estimated 
1980 

Current 
dependence on 

oil (percent) 

10 to 12 
22 to 26 
10 to 13 

46 
60 
75 

The Uni ted States meets regular ly w i t h these other consuming nations, includ-
ing Canada and Austra l ia, as a member of the Organization for Economic 
Cooperation and Development (OECD) . 

The entire w rorld faces energy-related problems simi lar to those faced by 
by the Uni ted States, although th is nat ion is more for tunate than many w i t h 
vast reserves of fossil fuels. The President proposed greater internat ional 
cooperation i n solving these problems through research and development. He 
cited the recent agreements w i t h the Soviet Union to exchange in format ion on 
fusion, fission, electric generation, transmission and pol lu t ion control tech-
nology and to jo in t l y pursue research i n magnetohydrodynamics ( M H D ) . 

e n e r g y o r g a n i z a t i o n 

I n March 1971, the President proposed legislat ion to create a Department 
of Na tu ra l Resources which would have included important energy policy 
functions and programs. The 92nd Congress d id not act on that proposal. 

The President has announced a number of changes by executive action 
better to focus and implement Federal energy programs and coordinate energy 
matters wh ich affect many agencies and involve both domestic and inter-
nat ional considerations. I n addit ion, he wTill propose short ly new organiza-
t ional arrangements which require Congressional approval. 

* T h e c h a r t e r m e m b e r s w e r e I r a n , I r a n , K u w a i t , S a u d i A r a b i a , a n d V e n e z u e l a . J o i n i n g 
l a t e r w e r e Q a t a r ( 1 9 6 1 ) , L i b y a a n d I n d o n e s i a ( 1 9 6 2 ) , A b u D h a b i ( 1 9 6 7 ) , A l g e r i a ( 1 9 6 9 ) , 
a n d N i g e r i a ( 1 9 7 1 ) . 

9 6 - 1 8 8 — 7 8 3 1 
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Steps taken by the President include : 
Established a Special Energy Committee composed of his Assistants for 

Domestic Af fa i rs, Foreign Affa i rs, and Economic Affairs. 
Appointed a Special Consultant to the President for energy matters who 

heads a staff in the Office of the President to support the Special Energy 
Committee. 

Issued, today, an Executive Order formal iz ing the Energy Committee and 
reaff i rming the appointment and role of his Special Consultant for Energy. 

Appointed in January 1973 the Counsellor to the President fo r Na tu ra l 
Resources who coordinates a broad range of domestic natura l resources, 
environment and energy matters. 

Directed the Secretary of the Inter ior to strengthen his Department 's 
organization for energy activit ies. Actions accomplished to date or planned 
include creation of a new posit ion w i t h the t i t le of Assistant Secretary for 
Energy and Minerals, a new Office of Energy Conservation, and increased 
capabi l i ty for energy data and analysis. Capabil i t ies for overseeing and 
coordinating energy R&D are being strengthened. 

Placed author i ty in the Department of Treasury for direct ion of the Oi l 
Policy Committee, which committee coordinates the oil impor t program 
and recommends changes in t l ie program to the President. 

These actions w i l l help improve the abi l i ty of the Executive Branch to 
develop, implement and coordinate energy programs, but they are largely 
in ter im steps. More fundamental changes are needed and the President w i l l 
submit legislation to the Congress establishing a Department of Energy and 
Natura l Resources ( D E N R ) . This legislation w i l l modify the President's 1971 
proposal for DNR to provide more emphasis for energy policy and management. 

FEDERAL ENERGY R. & D. FUNDING 

Agency 

Coal: resources development 

Production and utilization R. & D. including D0I-0CR 
gasification,liquefaction, and MHD. 

Mining health and safety research . 
Interior centra! fund (part) 

Petroleum and natural gas. 

DOI-BOM 
DOI-BOM 
DOI 

Petroleum extraction tech. 
Nuclear gas stimulation.. . 
Oil shale. 

DOI-BOM 
AEC 
DOI-BOM 

Nuclear fisson 

Liquid metal fast breeder reactor. 

Other civilian nuclear power 
Nuclear materials process development-

Nuclear fusion.. 

Magnetic confinement. 
Laser.. 

AEC 
TVA 

. AEC 
AEC 

Solar energy 

Geothermal energy. 

. AEC 
AEC 

NSF 

NSF 

NSF 
DOI-GS 
DOI-BOM 

Electrical generation, transmission and 
storage. 

NSF 
DOI 
AEC 

Control technology (stationary sources). 

Air pollution control technology 

1970 

30.4 

13.5 

13.2 
3 .7 

EPA 

2 .7 
3 .7 
2 .4 

144.3 

108.5 
30.6 

37.5 

34.3 
3 .2 

. 2 

Fiscal year -

1971 1972 1973 

49.0 73.5 94.5 

18.8 

15.4 
14.8 

30.3 

14.7 
28.5 

43 .5 

19.8 
31.2 

11.5 12.9 12.8 

2 .7 
6.1 
2.7 

3 .2 
7 . 1 
2.6 

3 . 1 
7 . 2 
2 .5 

283.4 295.2 358.0 412.0 

167.9 

96.6 
30.7 

236. 0 269. 0 
. 2 3 . 0 

86. 8 98.0 
35. 0 42.0 

42.2 52.8 65.5 

32.2 
10.0 

33.3 
19.5 

39.6 
25.9 

1.7 4 .2 

.2 1.4 3 .4 

. 2 
. 7 . 7 
. 7 2 .5 

.2 

1 .3 2.2 4.9 

1 .3 
. 9 

2 .4 
1.0 
1.5 

28.6 38 .1 

17.4 24.5 29 .5 

1974 

119.9 

52.5 

18.1 
28.3 
21 .0 

9 . 1 

3 . 1 
4 .0 
2.0 

475.4 

320.0 
3 .0 

90.5 
61.9 

88.5 

47.3 
41.2 

12.2 

~TT 
1.4 
2 .5 

. 2 

4 . 1 

0 .9 
1.0 
2.2 

47.5 

21.5 
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Fiscal y e a r -

Agency 1970 1971 1972 1973 1974 

SOX remova l . . . TVA 1 .1 3 .0 18.0 
Ttermal effects EPA . 8 . 6 . 7 1.0 1.0 

AEC 1.5 1.8 2 .3 4 .6 7 .0 

Miscellaneous.. ...V.7-7-T/~7~.".. 6." 3~ T lTo 

Recap by 
AEC. 
EPA. 
NSF. 
DOL 
TVA. 

Systems and resource studies NSF 4 .4 5 .3 5 .3 
Energetics research . . . . NSF 1.9 1.6 1.7 
Interior central fund (part) DOI 4 .0 

Total research and development ~ ~ " ~ 3 8 2 T ~4li72~ 537. 4 6 « T 771.8 

326.1 345.3 420.0 487.8 574.1 
20.6 18.0 25.2 30.5 22.5 

. 5 10.0 14.2 21.5 
35.7 55.4 80.9 103.8 132.7 

1.3 6 .0 21.0 

NOTE.—Agency 
AEC—Atomic Energy Commission. 
DOI-BOM—Department of the Interior, Bureau of Mines. 
DOI-GS—Department of the Interior, Geological Survey. 
DOI-OCR—Department of the Interior, Office of Coal Research. 
NSF—National Science Foundation. 
TVA—Tennessee Valley Authority. 

T h e W h i t e H o u s e , A p r i l 1 8 , 1 9 7 3 . 
T o t h e C o n g r e s s of t h e U n i t e d S t a t e s : 

A t home and abroad, America is in a t ime of t rans i t ion. Old problems are 
y ie ld ing to new in i t ia t ives , but in the i r place new problems are ar is ing wh ich 
once again challenge our ingenui ty and require vigorous action. Nowhere is 
this more clearly t rue than i n the field of energy. 

As Amer ica has become more prosperous and more heavi ly industr ia l ized, 
our demands fo r energy have soared. Today. w i t h (> percent of the wor ld 's 
populat ion, we consume almost a t h i r d of al l the energy used in the wor ld. Our 
energy demands have g rown so rap id ly tha t they now outs t r ip our avai lable sup-
plies, and a t our present ra te of g rowth , our energy needs a dozen years f rom 
now w i l l be near ly double w h a t t l iey were i n 1070. 

I n the years immediate ly ahead, we must face up to the possibi l i ty of occa-
sional energy shortages and some increase i n energy prices. 

Clear ly, we are fac ing a v i ta l l y important, energy challenge. I f present trends 
continue unchecked, we could face a genuine energy crisis. B u t tha t cr is is can 
and should be averted, fo r we have the capacity and the resources to meet our 
energy needs i f only we take the proper steps—and take them now. 

More than ha l f the wor ld 's t o ta l reserves of coal are located w i t h i n the Un i ted 
States. Th is resource alone would be enough to provide fo r our energy needs fo r 
well over a century. We have potent ia l resources of b i l l ions of barre ls of 
recoverable oi l , s im i la r quant i t ies of shale oil and more than 2,000 t r i l l i o n 
cubic feet of na tu ra l gas. Proper ly managed, and w i t h more at tent ion on the 
par t o f consumers to the conservat ion of energy, those supplies can last fo r as 
long as our economy depends on convent ional fuels. 

I n add i t ion to na tu ra l fuels, we can d raw upon hydroelectr ic plants and 
increasing numbers of nuclear powered fac i l i t ies. Moreover, long before our 
present energy sources are exhausted. America's vast capabi l i t ies i n research 
and development can provide us w i t h new, clean and v i r t u a l l y un l im i ted sources 
of power. 

Thus we should not be mis led in to pessimistic predict ions of an energy disas-
ter. B u t nei ther should we be lu l led in to a false sense of security. W e must 
examine our circumstances real is t ica l ly , carefu l ly weigh the a l ternat ives—and 
then move f o r w a r d decisively. 

w e i g i i i n g t h e a l t e r x a t 1 v e s 

Over 90 percent of the energy we consume today in the Un i ted States comes 
f r om three sources: na tu ra l gas, coal and petroleum. Each source presents us 
w i t h a d i f ferent set of problems. 
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Natu ra l gas is our cleanest fuel and is most preferred i n order to protect 
our environment, but il l-considered regulations of natural gas prices by the 
Federal Government have produced a serious and increasing scarcity of th is 
fuel. 

We have vast quanti t ies of coal, but the extract ion and use of coal have 
presented such persistent environmental problems that, today, less than 20 
percent of our energy needs are met by coal and the health of the entire coal 
industry is seriously threatened. 

Our t h i r d conventional resource is oil, but domestic production of avai lable 
oi l is no longer able to keep pace w i th demands. 

I n determining how we should expand and develop these resources, along 
w i th others such as nuclear power, we must take into account not only our 
economic goals, but also our environmental goals and our nat ional security 
goals. Each of these areas is profoundly affected by our decisions concerning 
energy. 

I f we are to mainta in the vigor of our economy, the health of our environ-
ment, and the security of our energy resources, i t is essential tha t we str ike 
the r igh t balance among these prior i t ies. 

The choices are diff icult, but we cannot refuse to act because of this. We 
cannot stand s t i l l simply because i t is dif f icult to go forward. Tha t is the one 
choice Americans must never make. 

The energy challenge is one of the great opportunit ies of our time. We have 
already begun to meet that challenge, and realize i ts opportunities. 

n a t i o n a l e n e r g y p o l i c y 

I n 1971, I sent to the Congress the f i rst message on energy policies ever 
submit ted by an American President. I n tha t message I proposed a number of 
specific steps to meet our projected needs by increasing our supply of clean 
energy i n America. 

Those steps included expanded research and development to obtain more 
clean energy, increased ava i lab i l i ty of energy resources located on Federal 
lands, increased efforts i n the development of nuclear power, and a new 
Federal organizat ion to p lan and manage our energy programs. 

I n the twenty- two months since I submitted tha t message, America's energy 
research and development efforts have been expanded by 50 percent. 

I n order to increase domestic production of conventional fuels, sales of o i l 
and gas leases on the Outer Continental Shelf have been increased. Federal and 
State standards to protect the marine environment in which these leases are 
depicted are being tightened. We have developed a more r igorous surveil lance 
capabi l i ty and an improved ab i l i ty to prevent and clean up o i l spills. 

We are planning to proceed w i t h the development of o i l shale and geothermal 
energy sources on Federal lands, so long as an evaluation now underway shows 
that our environment can be adequately protected. 

We have also taken new steps to expand our uran ium enrichment capacity 
for the product ion of fuels for nuclear powTer plants, to standardize nuclear 
power p lant designs, and to ensure the cont inuat ion of an already enviable 
safety record. 

We have issued new standards and guidelines, and have taken other actions 
to increase and encourage better conservation of energy. 

I n short, we have made a strong beginning i n our effort to ensure tha t 
America w i l l always have the power needed to fue l i ts prosperity. B u t wha t 
we have accomplished is only a beginning. 

Now we must bu i ld on our increased knowledge, and on the accomplishments 
of the past twTenty-two months, to develop a more comprehensive, integrated 
nat ional energy policy. To carry out th is policy we mus t : 

Increase domestic production of a l l forms of energy ; 
Act to conserve energy more effectively ; 
Str ive to meet our energy needs at the lowest cost consistent w i t h the 

protection of both our national security and natura l environment; 
Reduce excessive regulatory and administ rat ive impediments which have 

delayed or prevented construction of energy-producing fac i l i t ies ; 
Act in concert w i t h other nations to conduct research in the energy field 

and to find ways to prevent serious shortages; and 
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Apply our vast scientif ic and technological capacities - bo th publ ic and 
pr ivate—so we can u t i l i ze our cur rent energy resources more wisely and 
develop new sources and new forms of energy. 

The actions I am announcing today and the proposals I am submi t t ing to 
the Congress are designed to achieve these objectives. They reflect the fact: 
that we are i n a period of t rans i t ion, in which we must wo rk to avoid or at 
least min imize short- term supply shortages, wh i l e we act to expand and develop 
our domestic supplies in order to meet: long-term energy needs. 

We should not suppose th is t rans i t ion per iod w i l l be easy. The task ahead 
w i l l require the concerted and cooperative efforts of consumers, indust ry , and 
government. 

d e v e l o p i n g o u r d o m e s t i c e n e r g y r e s o u r c e s 

The ef for t to increase domestic energy product ion in a manner consistent 
w i t h our economic, envi ronmenta l and security interests should focus on the 
fo l low ing areas: 

N a t u r a l G a s 
N a t u r a l gas is America's p remium fuel. I t is clean-burning and thus has the 

least det r imenta l effect 011 our environment. 
Since 1966, our consumption of na tu ra l gas has increased by over one-third, 

so tha t today na tu ra l gas comprises 32 percent of the to ta l energy we consume 
f rom al l sources. D u r i n g th is same period, our proven and avai lable reserves of 
na tu ra l gas have decreased by a fifth. Unless \ve act responsibly, we w i l l soon 
encounter increasing shortages of th is v i ta l fuel. 

Yet the problem of shortages results less f r om inadequate resources than f r om 
il l-conceived regulat ion. N a t u r a l gas is the fuel most heavi ly regulated by the 
Federal Government—through the Federal Tower Commission. Not only are the 
operations of in terstate na tu ra l gas pipelines regulated, as was or ig ina l ly and 
proper ly intended by the Congress, but the price of the na tu ra l gas supplied to 
these pipelines by thousands of independent producers has also been regulated. 

For more than a decade the prices of na tu ra l gas supplied to pipel ines under 
this extended regulat ion have been kept a r t i f i c ia l l y low. As a resul t , demand has 
been ar t i f i c ia l l y s t imulated, but the exp lorat ion and development required to 
provide new supplies to sat is fy th is increasing demand have been al lowed to 
w i ther . Th is fo rm of government regulat ion has contr ibuted heavi ly to the 
shortages we have experienced, and to the greater scarcity we now ant ic ipate. 

As a resul t of i ts low regulated price, more than 50 percent of our na tu ra l 
gas is consumed by indus t r i a l users and n i l l i l ies, many of wh ich might other-
wise be using coal or oil. Wh i l e homeowners are being forced to t u r n away 
f r o m n a t u r a l gas and t o w a r d more expensive fuels, unnecessarily large Quanti-
ties of na tu ra l gas are being used by indus t ry . 

Fur thermore, because prices w i t h i n producing States are of ten higher than 
the in ters tate prices establ ished by the Federa l Power Commission, most newly 
discovered and newly produced na tu ra l gas does not enter in terstate pipelines. 
Potent ia l consumers i n non-producing States thus suffer the worst shortages. 
Wh i l e the Federal Power Commision has t r i ed to a l lev iate these problems, the 
regulatory f r amework and at tendant jud ic ia l constraints i nh ib i t the ab i l i t y of 
the Commission to respond adequately. 

I t is clear t ha t the pr ice paid to producers fo r na tu ra l gas i n in ters tate t rade 
must increase i f there is to be the needed incent ive fo r increasing supply and 
reducing ineff icient usage. Some have suggested add i t iona l regulat ion to 
provide new incentives, but we have already seen the p i t fa l l s i n th is approach. 
We must regulate less, not more. A t the same t ime, we cannot remove a l l 
na tu ra l gas regulat ions w i t hou t great ly in f la t ing the price of gas cur rent ly i n 
product ion and generat ing w i n d f a l l prof i ts. 

To resolve th is issue, 1 am proposing tha t gas f rom new wells, gas newly-
dedicated to in ters ta te markets, and the cont inu ing product ion of na tu ra l gas 
f rom expired contracts should 110 longer be subject to pr ice regulat ion a t the 
wellhead. Enactment of th is legis lat ion should s t imulate new7 exp lorat ion and 
development. A t the same t ime, because increased prices on new unregulated 
gas wou ld be averaged i n w i t h the prices fo r gas tha t is s t i l l regulated, the 
consumer should be protected against precipi tous cost increases. 
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To add f u r t he r consumer protect ion against un jus t i f ied pr ice increases, T 
propose tha t the Secretary of the I n t e r i o r be given au tho r i t y to impose a cei l ing 
on the pr ice of new n a t u r a l gas when circumstances war ran t . Before exercis ing 
th is power, the Secretary wou ld consider the cost of a l te rna t ive domestic fuels, 
t ak i ng in to account the super ior i ty of na tu ra l gas f r o m an env i ronmenta l 
standpoint . He wou ld also consider the importance of encouraging product ion 
and more efficient use of na tu ra l gas. 

O u t e r C o n t i n e n t a l S h e l f 
Approx ima te l y ha l f of the o i l and gas resources i n th is count ry are located on 

publ ic lands, p r i m a r i l y on the Outer Cont inenta l Shelf (OCS) . The speed a t 
wh i ch we can increase our domestic energy product ion w i l l depend i n la rge 
measure on how rap id ly these resources can be developed. 

Since 1954, the Depar tment of the I n t e r i o r has leased to p r i va te developers 
almost 8 m i l l i o n acres on the Outer Cont inenta l Shelf. B u t th i s is only a 
smal l percentage of these potent ia l ly product ive areas. A t a t ime when wTe are 
being forced to obta in almost 30 percent of our oi l f r o m fore ign sources, th i s 
level of development is not adequate. 

I am therefore d i rec t ing the Secretary of the I n te r i o r to take steps wh ich 
wou ld t r i p l e the annua l acreage leased on the Outer Cont inenta l Shelf by 1979, 
beginning w i t h expanded sales in 1974 in the Gu l f of Mexico and inc lud ing 
areas beyond 200 meters i n depth under condit ions consistent w i t h my oceans 
pol icy statement of May, 1970. By 1985, th is accelerated leasing ra te could 
increase annual energy product ion by an est imated 1.5 b i l l i on barre ls of o i l 
(approx imate ly 16 percent of our projected oil requirements i n t ha t y e a r ) , and 
5 t r i l l i o n cubic feet of na tu ra l gas (approx imate ly 20 percent of expected 
demand fo r n a t u r a l gas t h a t year ) . 

I n the past, a centra l concern in b r ing ing these par t i cu la r resources in to 
product ion has been the th rea t of env i ronmenta l damage. Today, new tech-
niques, new regulat ions and standards, and new survei l lance capabi l i t ies enable 
us to reduce and contro l env i ronmenta l dangers substant ia l ly . We should nowT 

take advantage of th is progress. The resources under the Shelf, and on a l l our 
publ ic lands, belong to a l l Americans, and the c r i t i ca l needs of a l l Amer icans 
fo r new energy supplies requi re tha t we develop them. 

I f a t any t ime i t is determined tha t exp lora t ion and development of a 
specific shelf area can only proceed w i t h inadequate protect ion of the environ-
ment, we w i l l not commence or cont inue operations. Th is pol icy was reflected 
i n the suspension of 35 leases in the Santa Barbara Channel in 1971. We are 
cont inu ing the Santa Barbara suspensions, and T again request tha t the Con-
gress pass legis lat ion tha t wou ld provide fo r appropr ia te sett lement fo r those 
who are forced to re l inqu ish the i r leases in the area. 

A t the same t ime. I am d i rec t ing the Secretary of the I n t e r i o r to proceed 
w i t h leasing the Outer Cont inental Shelf beyond the Channel Is lands of Cal i-
fo rn ia i f the reviews now underway show tha t the env i ronmenta l r isks are 
acceptable. 

I am also ask ing the Cha i rman of the Council on Env i ronmenta l Qua l i t y to 
work w i t h the Env i ronmen ta l Protect ion Agency, i n consul ta t ion w i t h the 
Nat iona l Academy of Sciences and appropr ia te Federal agencies, to study the 
env i ronmenta l impact of oi l and gas product ion on the A t l a n t i c Outer Cont i-
nenta l Shelf and i n the Gu l f of Alaska. No d r i l l i n g w i l l be under taken i n these 
areas u n t i l i t s env i ronmenta l impact is determined. Governors, legis lators and 
ci t izens of these areas w i l l be consulted i n th i s process. 

F i na l l y , I am ask ing the Secretary of the I n te r i o r to develop a long- term 
leasing p rogram fo r all energy resources on publ ic lands, based on a thorough 
analysis of the Nat ion 's energy, envi ronmenta l , and economic objectives. 

A l a s k a n P i p e l i n e 
Another impor tan t source of domestic oil exists on the N o r t h Slope of A laska. 

A l though p r i va te indus t ry stands ready to develop these reserves and the 
Federal Government has spent large sums on env i ronmenta l analyses, th i s 
project is s t i l l being delayed. Th is delay is not related to any adverse j u d i c i a l 
findings concerning envi ronmenta l impact , but ra ther to an outmoded legal 
res t r i c t ion regard ing the w i d t h of the r igh t of way fo r the proposed pipel ine. 

A t a t ime when we are impo r t i ng g row ing quant i t ies of oi l at great det r i -
ment to our balance of payments, and at a t ime when we are also exper iencing 
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signi f icant o i l shortages, we clearly need the (wo m i l l i on barrels a day wh ich 
the N o r t h Slope could provide—a supply equal to fu l l y one-th i rd of our present 
impor t levels. 

I n recent weeks I have proposed legis lat ion to the Congress wh ich wou ld 
remove the present res t r i c t ion on the pipeline. I appeal to the Congress to act 
s w i f t l y on th is mat ter so tha t we can begin construct ion of the pipel ine w i t h 
a l l possible speed. 

I oppose any f u r t h e r delay in order to restudy the adv isab i l i ty of bu i ld ing 
the pipel ine th rough Canada. Our interest i n rap id ly increasing our supply of 
o i l is best served by an A laskan pipeline. I t could be completed much more 
quick ly t han a Canadian p ipe l ine : i ts ent i re capacity wou ld be used to car ry 
domestical ly owned oi l to Amer ican markets where i t is needed; and construc-
t ion of an A laskan pipel ine wou ld create a signif icant number of Amer ican 
jobs both in Alaska and in the mar i t ime indust ry . 

S h a l e O i l 
Recoverable deposits of shale oil in the cont inental Un i ted States are esti-

mated at some 600 b i l l ion barrels. 80 b i l l ion of wh ich are considered easily 
accessible. 

A t the t ime of my Energy Message of 1071, I requested the Secretary of the 
In te r io r to develop an oil shale leasing program on a p i lo t basis and to provide 
me w i t h a thorough evaluat ion of the environmental impact of such a program. 
The Secretary has prepared th is p i lo t project and expects to have a final 
envi ronmental impact statement soon. I f the envi ronmental r isks are acceptable, 
we w i l l proceed w i t h the program. 

To date there has been no commercial product ion of shale o i l i n the Un i ted 
States. Our p i lo t program w i l l provide us w i t h valuable experience i n using 
var ious operat ional techniques and act ing under var ious env i ronmenta l condi-
tions. Under the proposed program, the costs both of development and environ-
mental protect ion would be borne by the pr iva te lessee. 

G c o t h c r m a I L e a s e s 
A t the t ime of my ear l ier Energy .Message. I also directed the Depar tment of 

the I n te r i o r to prepare a leasing p rogram fo r the development of geothermal 
energy on Federal lands. The regulat ions and final envi ronmental analysis fo r 
such a program should be completed by late spr ing of th is year. 

I f the analysis indicates t ha t we can proceed in an env i ronmenta l ly acceptable 
manner, I expect leasing of geothermal fields on Federal lands to begin soon 
thereafter . 

The use of geothermal energy could be of s igni f icant importance to many of 
our western areas, and by supply ing a par t of the western energy demand, could 
release other energy resources tha t would otherwise have to be used. Today, fo r 
instance power f r o m the Geysers geothermal field i n Ca l i fo rn ia furn ishes about 
one-th i rd of the electr ic power of the c i ty of San Francisco. 

New technologies i n locat ing and producing geothermal energy are now under 
development. D u r i n g the coming fiscal year, the Nat iona l Science Foundat ion 
and the Geological Survey w i l l in tens i fy the i r research and development ef-
for ts i n th is field. 
G o a l 

Coal is our most abundant and least costly domestic source of energy. Never-
theless, a t a t ime when energy shortages loom on the horizon, coal provides less 
than 20 percent of our energy demands, and there is serious danger tha t i ts 
use w i l l be reduced even fu r the r . I f th is reduct ion occurs, we wou ld have to 
increase our oi l impor ts rap id ly , w i t h al l the trade and securi ty problems th is 
wou ld entai l . 

Product ion of coal has been l im i ted not only by compet i t ion f rom na tu ra l gas 
—a compet i t ion wh ich has been ar t i f i c ia l l y induced by Federal pr ice regula-
t ion—but also by emerging environmental concerns and mine heal th and safety 
requirements. I n order to meet envi ronmenta l standards, u t i l i t i es have sh i f ted 
to na tu ra l gas and impor ted low-sulphur fue l oil. The problem is compounded 
by the fac t t ha t some low-sulphur coal resources are not being developed be-
cause of uncer ta in ty about Federa l and State m i n i n g regulat ions. 

I urge t ha t highest na t iona l p r i o r i t y be given to expanded development and 
u t i l i za t ion of our coal resources. Present and potent ia l users who are able to 
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choose among energy sources should consider the na t iona l interest as they make 
the i r choice. Each decision against coal increases petro leum or gas consumption, 
compromis ing our nat iona l self-suificiency and ra is ing the cost of meet ing our 
energy needs. 

I n my State of the Un ion Message on N a t u r a l Resources and the Env i ronmen t 
ear l ier th is year, I cal led fo r s t rong legis lat ion to protect the env i ronment f r o m 
abuse caused by min ing. I now repeat t ha t call . U n t i l the coal i ndus t r y knows 
the m in i ng rules under wh ich i t w i l l have to operate, our vast reserves of low-
su lp l iu r coal w i l l not be developed as rap id ly as they should be and the under-
u t i l i za t i on of such coal w i l l persist. 

The Clean A i r Ac t of 1970, as amended, requires t ha t p r i m a r y a i r qua l i t y 
standards—those re lated to hea l th—must be met by 1975, wh i le more s t r ingent 
secondary standards—those re lated to the ' 'general we l fa re "—mus t be met 
w i t h i n a reasonable period. The States are mov ing very effect ively to meet 
p r i m a r y standards etsablished by the ("lean A i r Act. and I am encouraged by 
the i r efforts. 

A t the same t ime, our concern fo r the ' 'general we l fa re" or na t iona l in terest 
should take in to account considerat ions of na t iona l securi ty and economic 
prosper i ty , as we l l as our environment. 

I f we insisted upon meet ing both p r imary and secondary clean a i r s tandards 
by 1975, we could prevent the use of up to 155 m i l l i o n tons of coal per day. 
Th i s wou ld force an increase i n demand fo r oi l of 1.6 m i l l i on barre ls per day. 
Th i s o i l wou ld have to be impor ted, w i t h an adverse effect on our balance of 
payments of some $1.5 b i l l i on or in ore a year. Such a development wou ld also 
threaten the loss of an est imated 26,000 coal m in ing jobs. 

I f , on the other hand, we carry out the provis ions of the Clean A i r Ac t i n a 
jud ic ious manner, carefu l ly meet ing the p r imary , heal th-re lated standards, 
but not mov ing i n a precipi tous way toward meeting the secondary standards, 
then we should be able to use v i r t u a l l y a l l of t ha t coal wh ich wou ld otherwise 
go unused. 

The Env i ronmenta l Protect ion Agency has ind icated t h a t the reasonable t ime 
a l lowed by the Clean A i r Ac t fo r meet ing secondary standards could extend 
beyond 1975. Las t year, the Admin i s t r a to r of the Env i ronmen ta l Protect ion 
Agency sent to a l l State governors a le t ter exp la in ing tha t d u r i n g the cu r ren t 
per iod of shortages i n low-su lphur fuel , the States should not requi re the 
burn ing of such fuels except where necessary to meet the p r i m a r y standards fo r 
the protect ion of health. Th i s act ion by the States should pe rm i t the desirable 
subst i tu t ion of coal fo r low-su lp l iur fue l i n many instances. I s t rongly support 
th is pol icy. 

Many State regulatory commissions pe rmi t the i r State u t i l i t i es to pass on 
increased fue l costs to the consumer i n the f o rm of h igher rates, bu t there are 
sometimes lags i n a l l ow ing the costs of env i ronmenta l cont ro l equipment to be 
passed on i n a s im i la r way. Such lags discourage the use of env i ronmenta l 
cont ro l technology and encourage the use of low-sulp l iur fuels, most of wh i ch 
are imported. 

To increase the incent ive f o r using new env i ronmenta l technology, I urge a l l 
State u t i l i t y commissions to ensure tha t u t i l i t i es receive a r ap id and f a i r 
r e t u r n on po l lu t ion control equipment, inc lud ing stack gas c leaning devices and 
coal gasi f icat ion processes. 

As an add i t iona l measure to increase the product ion and use of coal, I am 
d i rec t ing t h a t a new repor t ing system on nat iona l coal product ion be ins t i t u ted 
w i t h i n the Depar tment of the In te r io r , and I am ask ing the Federal Power Com-
mission for regular reports on the use of coal by u t i l i t ies . 

T am also stepping up our spending fo r research and development i n coal, 
w i t h special emphasis on technology fo r su lphur removal and the development 
of low-cost, c lean-burning fo rms of coal. 

N u c l e a r E n e r g y 

Al though our greatest dependence fo r energy u n t i l now has been on fossi l 
fuels such as coal and oi l , we must not and we need not cont inue th is heavy 
rel iance in the fu tu re . The ma jo r a l te rnat ive to fossil fuel energy f o r the 
remainder of th is century is nuclear energy. 
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Our well-established nuclear technology already represents an indispensable 
source of energy for meeting present needs. A t present there are 30 nuclear 
power plants i n operation i n the Uni ted States; of the new electrical generator 
capacity contracted for dur ing 1972, 70 percent w i l l be nuclear powered. By 
1980, the amount of electr ici ty generated by nuclear reactors w i l l be equivalent 
to 1.25 b i l l ion barrels of oil, or 8 t r i l l i on cubic feet of gas. I t is estimated that 
nuclear power w i l l provide more than one-quarter of th is country's electrical 
production by 1985, and over ha l f by the year 2000. 

Most nuclear power plants now i n operation ut i l ize l igh t water reactors. I n 
the near future, some w i l l use high temperature gas-cooled reactors. These 
techniques w i l l be supplemented dur ing the next decade by the fast breeder 
reactor, which w i l l b r ing about a 30-fold increase i n the efficiency w i t h which 
we ut i l ize our domestic uran ium resources. A t present, development of the 
l iqu id metal fast breeder reactor is our highest p r io r i t y target for nuclear 
research and development. 

Nuclear power generation has an extraordinary safety record. There has 
never been a nuclear-related fa ta l i t y i n our c iv i l ian atomic energy program. 
We intend to main ta in tha t record by increasing research and development i n 
reactor safety. 

The process of determining the safety and environmental acceptabil ity of 
nuclear power plants is more vigorous and more open to public part ic ipat ion 
than fo r any comparable indust r ia l enterprise. Every effort must be made by 
the Government and industry to protect public health and safety and to pro-
vide satisfactory answers to those w i t h honest concerns about th is source of 
power. 

A t the same time, we must seek to avoid unreasonable delays i n developing 
nuclear power. They serve only to impose unnecessary costs and aggravate our 
energy shortages. I t is discouraging to know that nuclear faci l i t ies capable of 
generating 27,000 megawatts of electric power which were expected to be 
operational by 1972 were not completed. To replace that generating capacity 
we would have to use the equivalent of one-third of the na tura l gas the country 
used for generating electr ic i ty i n 1972. This s i tuat ion must not continue. 

I n my first Energy Special Message in 1971, I proposed tha t ut i l i t ies prepare 
and publish long-range plans for the si t ing of nuclear power plants and trans-
mission lines. This legislation would provide a Federal-State f ramework for 
licensing ind iv idua l plants on the basis of a f u l l and balanced consideration of 
both environmental and energy needs. The Congress has not acted on that pro-
posal. I am resubmit t ing that legislation th is year w i t h a number of new pro-
visions to s impl i fy licensing, including one to require tha t the Government 
act on a l l completed license applications w i t h i n 18 months af ter they are 
received. 

I would also emphasize that the pr ivate sector's role in fu tu re nuclear 
development must continue to grow. The Atomic Energy Commission is present-
ly tak ing steps to provide greater amounts of enriched uran ium fuel for the 
Nation's nuclear power plants. However, this expansion w i l l not fu l l y meet our 
needs i n the 1980's; the Government now looks to pr ivate industry to provide 
the addi t ional capacity that w i l l be required. 

Our nucear technology is a nat ional asset of inestimable value. I t is essential 
that we press f o rwa rd w i t h i ts development. 

The increasing occurrence of unnecesary delays i n the development of energy 
faci l i t ies must be ended i f we are to meet our energy needs. To be sure, reason-
able safeguards must be vigorously maintained fo r protection of the public and 
of our environment. Fu l l public part ic ipat ion and questioning must also be 
al lowed as we decide where new energy faci l i t ies are to be bui l t . We need to 
streamline our governmental procedures for l icensing and inspections, reduce 
overlapping jur isdict ions and el iminate confusion generated by the government. 

To achieve these ends I am tak ing several steps. Du r i ng the coming year we 
w i l l examine various possibil it ies to assure that a l l public and pr ivate interests 
are impar t ia l l y and expeditiously weighed in a l l government proceedings fo r 
permits, l icensing and inspections. 

I am again proposing s i t ing legislation to the Congress for electric faci l i -
ties and fo r the first time, fo r deepwater ports. A l l of my new si t ing legisla-
t ion includes provision for simplif ied licensing at both Federal and State levels. 
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I t is v i t a l t ha t the Congress take prompt and favorable act ion on these 
proposals. 
Encouraging Domestic Exploration 

Our tax system now provides needed incentives fo r minera l explorat ion i n 
the fo rm of percentage depletion allowances and deductions fo r certa in d r i l l i ng 
expenses. These provisions do not, however, dist inguish between explorat ion 
fo r new reserves and development of exist ing reserves. 

I n order to encourage increased explorat ion, I ask the Congress to extend the 
investment credit provisions of our present tax law so t ha t a credi t w i l l be 
provided fo r a l l exploratory d r i l l i ng fo r new o i l and gas fields. Under th is 
proposal, a somewhat higher credit would apply fo r successful exploratory 
wel ls than fo r unsuccessful ones, i n order to put an addi t ional premium on 
results. 

The investment credit has proven i tsel f a powerfu l st imulus to indus t r ia l 
act iv i ty . I expect i t to be equally effective i n the search for new reserves. 

IMPORTING TO MEET OUR ENERGY NEEDS 

Oil Imports 
I n order to avert a short-term fue l shortage and to keep fue l costs as low as 

possible, i t w i l l be necessary f o r us to increase fue l imports. A t the same t ime, 
i n order to reduce our long-term reliance on imports, we must encourage the 
explorat ion and development of our domestic oi l and the construct ion of 
refineries to process i t . 

The present quota system fo r o i l imports—the Mandatory Oi l Impor t Pro-
gram—was established a t a t ime when we could produce more o i l a t home 
than we were using. By imposing quant i ta t ive restr ict ions on imports, the quota 
system restr icted imports of foreign oil. I t also encouraged the development of 
our domestic petroleum industry i n the interest of nat ional security. 

Today, however, we are not producing as much o i l as we are using, and we 
must impor t ever larger amounts to meet our needs. 

As a result, the current Mandatory Oi l Impor t Program is of v i r t ua l l y no 
benefit any longer. Instead, i t has the very real potential of aggravat ing our 
supply problems, and i t denies us the flexibility we need to deal quickly and 
efficiently w i t h our impor t requirements. General dissatisfaction w i t h the pro-
gram and the apparent need fo r change has led to uncertainty. Under these 
'conditions, there can be l i t t l e long-range investment p lanning fo r new d r i l l i ng 
and refinery construction. 

Effective today, I am removing by proclamation a l l exist ing tar i f fs on im-
ported crude o i l and products. Holders of impor t licenses w i l l be able to impor t 
petroleum duty free. This action w i l l help hold down the cost of energy to the 
Amer ican consumer. 

Effect ive today, I am also suspending direct control over the quant i ty of 
crude o i l and refined products which can be imported. I n place of these con-
trols, I am subst i tut ing a license-fee quota system. 

Under the new system, present holders of impor t licenses may impor t 
petroleum exempt f rom fees up to the level of the i r 1973 quota allocations. 
For imports i n excess of the 1973 level, a fee must be paid by the importer. 

Th is system should achieve several objectives. 
F i rs t , i t should help to meet our immediate energy needs by encouraging 

impor ta t ion of foreign oi l at the lowest cost to consumers, wh i le also prov id ing 
incentives fo r explorat ion and development of our domestic resources to meet 
our long-term needs. There w i l l be l i t t l e paid i n fees th is year, a l though a l l 
exemptions f rom fees w i l l be phased out over several years. By gradual ly in-
creasing fees over the next two and one-half years to a max imum level of one-
ha l f cent per gal lon fo r crude o i l and one and one-half cents per gal lon fo r a l l 
refined products, we should continue to meet our energy needs whi le encourag-
ing indust ry to increase i ts domestic production. 

Second, th is system should encourage refinery construction i n the Un i ted 
States, because the fees are higher fo r refined product than fo r crude oil. As 
an added incentive, crude oi l i n amounts up to three-fourths of new ref in ing 
capacity may be imported w i thou t being subject to any fees. Th is special al low-
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ance w i l l be available to an o i l company dur ing the first five years a f ter i t 
builds or expands i ts ref ining capacity. 

Th i rd , th is system should provide the flexibility we must have to meet short 
and long-term needs efficiently. We w i l l review the fee level periodical ly to 
ensure tha t we are imposing the lowest fees consistent w i t h our intent ion to 
increase domestic production whi le keeping costs to the consumer at the lowest 
possible level. We w i l l also make f u l l use of the Oi l Impor t Appeals Board to 
ensure tha t the needs of a l l elements of the petroleum industry are met, par-
t icu lar ly those of independent operators who help to main ta in market 
competition. 

Fourth, the new system should contribute to our nat ional security. Increased 
domestic production w i l l leave us less dependent on foreign supplies. A t the 
same time, we w i l l adjust the fees i n a manner designed to encourage, to the 
extent possible, the security of our foreign supplies. F ina l ly , I am direct ing 
the Oi l Policy Committee to examine incentives aimed at increasing our 
domestic storage capacity or shut-in production. I n this way we w i l l provide 
buffer stocks to insulate ourselves against a temporary loss of foreign supplies. 

Deepwater Ports 
I t is clear tha t i n the foreseeable future, we w i l l have to impor t o i l i n large 

quantities. We should do th is as cheaply as we can w i t h min imal damage to 
the environment. Unfor tunately, our present capabil it ies are inadequate fo r 
these purposes. 

The answer to th is problem lies i n deepwater ports which can accommodate 
those larger ships, prov id ing important economic advantages whi le reducing 
the r isks of coll ision and grounding. Recent studies by the Council on Environ-
mental Qual i ty demonstrate that we can expect considerably less pol lut ion i f 
we use fewer but larger tankers and deepwater faci l i t ies, as opposed to the 
many small tankers and conventional faci l i t ies which we would otherwise need. 

I f we do not enlarge our deepwater port capacity, i t is clear that both 
American and foreign companies w i l l expand oi l transshipment terminals i n 
the Bahamas and the Canadian Mar t ime Provinces. F rom these terminals, o i l 
w i l l be brought to our conventional ports by growing numbers of small and 
medium size transshipment vessels, thereby increasing the r isks of pol lut ion 
f rom shipping operations and accidents. A t the same time, the United States 
w i l l lose the jobs and capital tha t those foreign faci l i t ies provide. 

Given these considerations, I believe we must move fo rward w i t h an ambi-
tious program to create new deepwater ports for receiving petroleum imports. 

The development of ports has usual ly been a responsibil i ty of State and lo-
cal governments and the pr ivate sector. However, States cannot issue licenses 
beyond the three-mile l im i t . I am therefore proposing legislation to permit the 
Department of the In te r io r to issue such licenses. Licensing wrould be con-
t ingent upon f u l l and proper evaluation of environmental impact ; and would 
provide fo r s t r ic t navigat ion and safety, as wel l as proper land use require-
ments. The proposed legislat ion specifically provides fo r Federal cooperation 
w i t h State and local authorit ies. 

CONSERVING ENERGY 

The abundance of America's natura l resources has been one of our greatest 
advantages i n the past. B u t i f this abundance encourages us to take our re-
sources fo r granted, then i t may wel l be a detr iment to our future. 

Common sense clearly dictates tha t as we expand the types and sources 
of energy available to us for the future, we must direct equal at tent ion to 
conserving the energy available to us today, and we must explore means to 
l im i t fu tu re growth i n energy demand. 

We as a nat ion must develop a nat ional energy conservation ethic. In-
dustry can help by designing products which conserve energy and by using 
energy more efficiently. A l l workers and consumers can help by continual ly 
saving energy i n their day-to-day act iv i t ies: by tu rn ing out l ights, tun ing up 
automobiles, reducing the use of a i r condit ioning and heating, and purchasing 
products which use energy efficiently. 

Government at a l l levels also has an important role to play, both by con-
serving energy direct ly, and by provid ing leadership i n energy conservation 
efforts. 
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I am direct ing today tha t an Office of Energy Conservation be established 
i n the Department of the In te r io r to coordinate the energy conservation pro-
grams wh ich are presently scattered throughout the Federal establishment. 
Th is office w i l l conduct research and work w i t h consumer and environmental 
groups i n the i r efforts to educate consumers on ways to get the greatest re-
t u r n on thei r energy dol lar. 

To provide consumers w i t h fu r ther in format ion, I am direct ing the Depart-
ment of Commerce, work ing w i t h the Council on Envi ronmenta l Qua l i ty and 
the Envi ronmenta l Protection Agency, to develop a voluntary system of energy 
efficiency labels for major home appliances.. These labels should provide data 
on energy use as wel l as a ra t ing comparing the product's efficiency to other 
s imi lar products. I n addit ion, the Envi ronmenta l Protect ion Agency w i l l soon 
release the results of i ts tests of fuel efficiency i n automobiles. 

There are other ways, too, i n which government can exercise leadership 
i n th is field. I urge again, fo r example, tha t we al low local officials to use 
money f rom H ighway Trus t Fund fo r mass t ransi t purposes. Greater reliance 
on mass t rans i t can do a great deal to help us conserve gasoline. 

The Federal Government can also lead by example. The General Services 
Adminis t rat ion, fo r instance, is construct ing a new Federal office bu i ld ing 
using advanced energy conservation techniques, w i t h a goal of reducing 
energy use by 20 percent over typical bui ldings of the same size. A t the same 
time, the Nat ional Bureau of Standards is evaluat ing energy use i n a fu l l -
size house w i t h i n i ts laboratories. When th is evaluation is complete, analy t ica l 
techniques w i l l be available to help predict energy use fo r new dwell ings. Th is 
in format ion, together w i t h the experience gained i n the construct ion and op-
erat ion of the demonstration Federal bui lding, w i l l assist architects and con-
t ractors to design and construct energy-efficient buildings. 

Signif icant steps to upgrade insulat ion standards on single and mu l t i - fami l y 
dwel l ings were taken at my direct ion i n 1971 and 1972, helping to reduce heat 
loss and otherwise conserve energy i n the residential sector. As soon as the 
results of these impor tant demonstrat ion projects are available, I w i l l d i rect 
the Federal Housing Admin is t ra t ion to update i ts insulat ion standards i n 
l igh t of what we have learned and to consider thei r possible extension to 
mobile homes. 

F ina l ly , we should recognize that the single most effective means of en-
couraging energy conservation is to ensure tha t energy prices reflect the i r 
t rue costs. B y e l iminat ing regulations such as the current cei l ing on na tu ra l 
gas prices and by ensuring tha t the costs of adequate environmental controls 
are equitably allocated, we can move toward more efficient d is t r ibu t ion of 
our resources. 

Energy conservation is a nat ional necessity, but I believe tha t i t can be 
undertaken most effect ively on a voluntary basis. I f the challenge is ignored, 
the result w i l l be a danger of increased shortages, increased prices, damage 
to the environment and the increased possibi l i ty tha t conservation w i l l have 
to be undertaken by compulsory means i n the future. There should be no 
need fo r a nat ion which has always been r ich i n energy to have to t u r n to 
energy rat ioning. This is a par t of the energy challenge wh ich every Amer ican 
can help to meet, and I cal l upon every Amer ican to do his or her part . 

RESEARCH AND DEVELOPMENT 

I f we are to be certain tha t the fo rward th rus t of our economy w i l l not be 
hampered by insufficient energy supplies or by energy supplies tha t are 
prohib i t ive ly expensive, then we must not continue to be dependent on con-
ventional forms of energy. We must instead make every useful ef fort through 
research and development to provide both al ternat ive sources of energy and 
new technologies fo r producing and u t i l i z ing th is energy. 

For the short-term future, our research and development strategy w i l l pro-
vide technologies to extract and ut i l ize our exist ing fossil fuels i n a manner 
most compatible w i t h a healthy environment. 

I n the longer run, f rom 1985 to the beginning of the next century, we w i l l 
have more sophisticated development of our fossi l fue l resources and on the 
f u l l development of the L iqu id Meta l Fast Breeder Reactor. Our efforts fo r 
the distant fu tu re center on the development of technologies— such as nuclear 
fusion and solar power—that can provide us w i t h a v i r tua l l y l imit less supply 
of clean energy. 
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I n my 1971 Energy Special Message to the Congress I out l ined a broadly 

based research and development program. I proposed the expansion of coop-
erative Government-industry efforts to develop the L iqu id Meta l Fast Breeder 
Reactor, coal gasification, and stack gas cleaning systems at the demonstration 
level. These programs are a l l progressing well . 

My budget for fiscal year 1974 provides for an increase i n energy research 
and development fund ing of 20 percent over the level of 1973. 

My 1974 budget provides fo r creation of a new central energy fund i n the 
In te r io r Department to provide addi t ional money fo r non-nuclear research 
and development, w i t h the greatest par t designated for coal research. This 
central f und is designated to give us flexibility we need for rap id exploi tat ion 
of new, especially promising energy technologies w i t h near-term payoffs. 

One of the most promising programs that w i l l be receiving increased fund-
ing i n fiscal year 1974 is the solvent refined coal process which w i l l produce 
low-ash, low-sulphur fuels f rom coal. Altogether, coal research and development 
and proposed fund ing is increased by 27 percent. 

I n addi t ion to increased fund ing for the L iqu id Metal Fast Breeder Reactor, 
I am asking for greater research and development on reactor safety and radio-
active waste disposal, and the production of nuclear fuel. 

The waters of the wor ld contain potential fue l—in the fo rm of a special 
isotope of hydrogen—sufficient to power fusion reactors for thousands of years. 
Scientists at the Atomic Energy Commission now predict w i t h increasing con-
fidence tha t we can demonstrate laboratory feasibi l i ty of controlled thermo-
nuclear fusion by magnetic confinement in the near future. We have also ad-
vanced to the point where some scientists believe the feasibi l i ty of laser fusion 
could be demonstrated w i t h i n the next several years. I have proposed i n my 
1974 budget a 35 percent increase i n fund ing for our tota l fusion research and 
development ef fort to accelerate experimental programs and to in i t ia te pre-
l iminary reactor design studies. 

Whi le we look to breeder reactors to meet our mid-term energy needs, to-
day's commercial power reactors w i l l continue to provide most of our nuclear 
generating capacity fo r the balance of th is century. Al though nuclear reactors 
have had a remarkable safety record my 1974 budget provides addi t ional funds 
to assure tha t our rapid ly growing reliance on nuclear power w i l l not com-
promise public health and safety. This includes work on systems for safe 
storage of the radioactive waste which nuclear reactors produce. The Atomic 
Energy Commission is work ing on addi t ional improvements i n surface storage 
and w i l l continue to explore the possibi l i ty of underground bur ia l for long-
term containment of these wastes. 

Solar energy holds great promise as a potent ial ly l imit less source of clean 
energy. My new budget tr iples our solar energy research and development 
effort to a level of $12 mi l l ion. A major port ion of these funds would be de-
voted to accelerating the development of commercial systems fo r heating and 
cooling buildings. 

Research and development funds re lat ing to environmental control tech-
nologies would be increased 24 percent i n my 1974 budget. This research in-
cludes a var iety of projects related to stack gas cleaning and includes the 
construction of a demonstration sulphur dioxide removal plant. I n addit ion, 
the Atomic Energy Commission and the Environmental Protection Agency 
w i l l continue to conduct research on the thermal effects of power plants. 

Whi le the Federal Government is signif icantly increasing i ts commitment 
to energy research and development, a large share of such research is and 
should be conducted by the pr ivate sector. 

I am especially pleased that the electric ut i l i t ies have recognized the im-
portance of research i n meeting the rapid ly escalating demand for electrical 
energy. The recent establishment of the Electr ic Power Research Inst i tute, 
which w i l l have a budget i n 1974 i n excess of $100 mi l l ion, can help develop 
technology to met both load demands and environmental regulations current ly 
challenging the industry. 

H is tor ica l ly the electric power industry has allocated a smaller port ion of 
i ts revenues to research than have most other technology-dependent industries. 
This pat tern has been par t ly at t r ibutable to the reluctance of some State 
u t i l i t y commissions to include increased research and development expendi-
tures i n u t i l i t y rate bases. Recently the Federal Power Commission inst i tuted 
a nat ional ru le to al low the recovery of research and development expenditures 
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i n rates. State regu la tory agencies have fo l lowed the FPC's lead and are l ib-
e ra l i z ing the i r t rea tment of research and development expendi tures consistent 
w i t h our changing na t iona l energy demands. 

I am hopefu l t h a t th is t rend w i l l cont inue and I urge a l l State u t i l i t y com-
missions to rev iew the i r regulat ions regard ing research and development ex-
pendi tures to ensure t h a t the electr ic u t i l i t y i ndus t r y can f u l l y cooperate i n a 
na t i ona l energy research and development ef for t . 

I t is foo l i sh and sel f -defeat ing to al locate funds more rap id l y t h a n they can 
be effect ively spent. A t the same t ime, we must care fu l l y mon i to r our progress 
and our needs to ensure t h a t our f u n d i n g is adequate. W h e n add i t i ona l funds 
are f o u n d to be essential, I shal l do every th ing I can to see t h a t they are 
provided. 

INTERNATIONAL COOPERATION 

The eneregy challenge confronts every nat ion. Where there is such a com-
m u n i t y of interest , there is both a cause and a basis f o r cooperat ive act ion. 

Today, the Un i ted States is invo lved i n a number of cooperative, in te r -
na t iona l efforts. We have jo ined w i t h the other 22 member-nat ions of the Or-
gan izat ion f o r Economic Cooperat ion and Development to produce a compre-
hensive repor t on long- term problems and to develop an agreement f o r shar-
i ng o i l i n t imes of acute shortages. The European Economic Commun i t y has 
a l ready discussed the need f o r cooperat ive ef for ts and is p repar ing recom-
mendat ions f o r a Commun i ty energy pol icy. W e have expressed a desire to 
w o r k together w i t h them i n th i s ef for t . 

W e have also agreed w i t h the Soviet Un ion to pursue j o i n t research i n 
magnetohydrodynamics ( M H D ) , a h i gh l y efficient process f o r generat ing elec-
t r i c i t y , and to exchange i n f o r m a t i o n on fusion, fission, the generat ion of 
e lect r ic i ty , t ransmiss ion and po l lu t ion cont ro l technology. These ef for ts should 
be a model f o r j o i n t research ef for ts w i t h other countr ies. Add i t i ona l l y , Amer i -
can companies are look ing in to the poss ib i l i ty of j o i n t pro jects w i t h the Soviet 
Un ion to develop n a t u r a l resources f o r the benefit of bo th nat ions. 

I have also ins t ruc ted the Depar tment of State, i n coord inat ion w i t h the 
A tomic Energy Commission, other appropr ia te Government agencies, and the 
Congress to move rap id ly i n developing a p rogram of i n te rna t i ona l coopera-
t i o n i n research and development on new fo rms of energy and i n developing 
i n te rna t i ona l mechanisms f o r deal ing w i t h energy questions i n t imes of c r i t i ca l 
shortages. 

I believe the energy challenge provides an impo r tan t oppor tun i t y f o r nat ions 
to pursue v i t a l objectives th rough peaceful cooperation. No chance should be 
lost to st rengthen the s t ruc ture of peace we are seeking to bu i l d i n the wor ld , 
and few issues prov ide us w i t h as good an oppor tun i ty to demonstrate t h a t 
there is more to be gained i n pu rsu ing our na t iona l interests t h rough m u t u a l 
cooperat ion than t h rough destruct ive compet i t ion or dangerous conf ronta t ion . 

Federal Energy Organization 
I f we are to meet the energy challenge, the cur ren t f ragmented organ iza t ion 

of energy-related act iv i t ies i n the execut ive branch of the Government mus t be 
overhauled. 

I n 1971, I proposed leg is la t ion to consolidate Federa l energy-related ac-
t i v i t i es w i t h i n a new Depar tment o f N a t u r a l Resources. The 92nd Congress 
d i d not act on th is proposal. I n the i n t e r i m I have created a new post of 
Counsel lor to the President on N a t u r a l Resources to assist i n the po l icy co-
o rd ina t ion i n the n a t u r a l resources field. 

Today I am t a k i n g execut ive act ion specif ical ly to improve the Federa l or-
gan izat ion of energy act iv i t ies. 

I have di rected the Secretary of the I n t e r i o r to strenghten h is Depar tment 's 
organ izat ion of energy act iv i t ies i n several ways. 

The responsibi l i t ies of the new Assis tant Secretary fo r Energy and Minera ls 
w i l l be expanded to incorporate a l l depar tmenta l energy ac t i v i t i es ; 

The Depar tment is to develop a capaci ty f o r ga ther ing and analysis of 
energy d a t a ; 

A n Office of Energy Conservat ion is being created to seek means f o r re-
duc ing demands fo r energy ; 

The Depar tment of the I n t e r i o r has also strengthened i t s capabi l i t ies f o r 
overseeing and coord inat ing a broader range of energy research and develop-
ment. 
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B y Execut ive order, I have placed author i ty i n the Department of the 
Treasury fo r d i rect ing the Oi l Policy Committee. That Committee coordinates 
the o i l impor t program and makes recommendations to me fo r changes in 
that program. The Deputy Secretary of the Treasury has been designated 
Chairman of tha t Committee. 

Through a second Executive order, effective today, I am strengthening the 
capabil it ies of the Executive Office of the President to deal w i t h top level 
energy policy matters by establishing a special energy committee composed 
of three of my pr inc ipal advisors. The order also reaffirms the appointment of 
a Special Consultant, who heads an energy staff i n the Office of the President. 

Addi t ional ly , a new divis ion of Energy and Science is being established w i th in 
the Office of Management and Budget. 

Wh i le these executive actions w i l l help, more fundamental reorganization is 
needed. To meet th is need, I shal l propose legislation to establish a Depart-
ment of Energy and Natu ra l Resources ( D E N R ) bui ld ing on the legislation 
I submitted i n 1971, w i t h heightened emphasis on energy programs. 

This new Department would provide leadership across the entire range of 
nat ional energy. I t would, i n short, be responsible for administer ing the na-
t ional energy policy detailed i n th is message. 

CONCLUSION 

Nations succeed only as they are able to respond to challenge, and to 
change when circumstances and opportunit ies require change. 

When the first settlers came to America, they found a land of untold natura l 
wealth, and this became the cornerstone of the most prosperous nat ion in the 
world. As we have grown i n population, i n prosperity, i n indust r ia l capacity, 
i n a l l those indices tha t reflect the constant upwTard thrus t i n the American 
standard of l iv ing, the demands on our natura l resources have also grown. 

Today, the energy resources which have fueled so much of our nat ional 
g rowth are not sufficiently developed to meet the constantly increasing de-
mands which have been placed upon them. The t ime has come to change the 
way we meet these demands. The challenge facing us represents one of the 
great opportunit ies of our t ime—an opportunity to create an even stronger 
domestic economy, a cleaner environment, and a better l i fe for a l l our people. 

The proposals I am submit t ing and the actions I w i l l take can give us 
the tools to do this impor tant job. 

The need fo r action is urgent. I hope the Congress w i l l act w i t h dispatch 
on the proposals I am submitt ing. B u t in the final analysis, the u l t imate re-
sponsibi l i ty does not rest merely w i t h the Congress or wTith this Administra-
t ion. I t rests w i t h a l l of us—wi th government, w i t h industry and w i t h the 
indiv idual citizen. 

Whenever we have been confronted w i t h great nat ional challenges i n the 
past, the American people have done their duty. I am confident we shall do 
so now. 

R I C H A R D N I X O N . 

S T A T E M E N T OF K E N N E T H A . G A S K I N , P R E S I D E N T , T I A R A O I L C o . 

Mr. Chairman, I am Kenneth A. Gaskin, President of T ia ra Oi l Company, a 
posit ion which I have held since the Company's founding i n 1964. 

I appreciate the opportuni ty to enter this statement into the record of your 
hearing concerning the energy shortage i n general and the commercial je t fuel 
shortage, i n par t icu lar . More important ly , i t is always g ra t i f y ing to discuss th is 
area w i t h those who are direct ly concerned w i t h the small business problems of 
the Nation. 

T ia ra Oi l Company specializes i n market ing commercial je t fuels and is ac-
credited to the domestic and foreign air l ines throughout the free world. T ia ra 
was organized under the concept of provid ing a single market ing mechanism 
which could compete nat ionwide w i t h the major je t fuel marketers, such as 
Esso, (now Exxon ) , Texaco and Shell, by consolidating the ind iv idua l je t fuel 
outputs of a number of scattered refineries, and sell ing tha t fuel under a com-
mon brand-name to air l ines and other turbine fuel users. 

Tiara's business operations are conducted f rom offices i n Devon, Pennsylvania, 
Detroi t , Michigan, and Washington, D.C. Since T ia ra is not aff i l iated w i t h any 
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major refiner, i t must purchase i ts j e t fue l i n the open market fo r i t s own 
account and then sell tha t fuel, fo r i ts own account, to the air l ines or other 
customers. T ia ra by necessity and due to l im i ted je t fue l supplies, has remained 
a smal l business concern since i ts organization. I t s max imum annual sales have 
reached only approximately $540,000 (1967) and i n 1971 were only $135,000. 

Th is statement is based on my personal experience i n the commercial j e t fue l 
market beginning Ju ly 1, 1958, and on my general observations of the energy 
s i tuat ion i n context w i t h the restr ict ions imposed by the Mandatory O i l Impo r t 
Program since 1959. 

My responsibi l i ty to your Committee, as I see i t , is to recount my observa-
t ions and to make such recommendations as may be helpfu l i n meeting the 
challenges which th is nat ion faces i n the future. 

The American consumer is indeed now undergoing sporadic fue l shortages 
resul t ing i n localized brown-outs, black-outs, the cur ta i lment of commercial 
flights, and even par t ia l gasoline rat ioning. I t is understandable tha t the aver-
age consumer is surprised to experience such shortages i n peacetime. 

However, wha t is a larming is the fact t ha t the administrators of the nat ion's 
energy programs were also surprised, or, i f not surprised, d id so l i t t l e so late to 
counter the developments. 

The Mandatory Oi l Impor t Program was inst i tu ted i n consideration of the 
nat ional security yet we have d r i f t ed to a state of nat ional insecuri ty so f a r 
as our energy outlook is concerned. 

I t is my understanding tha t the Congress is meeting i ts oversight responsibil-
i t y by determining jus t what went wrong, wha t we can do about i t , and who 
precisely is responsible fo r the present state of affairs. Tha t surely is a com-
mendable undertak ing and one which w i l l have the ful lest support of both the 
American consumers and the petroleum industry . 

I t is my belief that the overal l energy s i tuat ion w i l l improve and tha t we can 
meet our growing energy demand prov id ing the Uni ted States mainta ins a 
favorable posture toward f r iend ly o i l producing countries i n the Middle East 
and i n the Western Hemisphere. As our o i l imports increase, unless we effec-
t ively use our h igh technological capabi l i ty and advantage to offset such pur-
chases, our balance of payment posit ion w i l l be seriously impaired. 

I n the past, one of our mainstays i n foreign trade has been our expor t ing of 
commercial a i r c ra f t and we have led i n th is area throughout the free wor ld 
fo r approximately a quarter century. Unfor tunate ly tha t lead is threatened jus t 
when our demand fo r petroleum imports is increasing. 

To help resolve th is financial di lemma, my Company, i n 1971, advanced a p lan 
cal l ing fo r closer cooperation w i t h certain o i l producing countries i n the Middle 
East, under a partnership arrangement whereby the U.S. could exchange i ts 
technology for crude oil. The concept was set down i n the T ia ra Pre l im inary 
SST Development Plan which was forwarded to the Whi te House i n A p r i l 1971. 
I have attached hereto, fo r the Committee's in format ion, a copy of Memorandum 
dated March 22, 1972, which outl ines i n some detai l the general concept. 

There are, of course, other high-technology areas which i f used i n trade-offs, 
would ameloriate the financial imbalances incurred by greater imports than 
exports, dur ing the next decade. However, i n my opinion, i t is h ighly doubt fu l 
tha t the U.S. can readi ly reverse the t rend toward export ing ref ining capacity, 
even under the newly modified Oi l Impor t Program, because factors, other than 
crude o i l and product price-differentials, are involved; namely, ecological and 
environmental barr iers here i n the U.S., higher labor costs, and a general pub-
l ic apathy and disenchantment w i t h new energy systems. 

As respects the general energy situation. I w i l l conclude w i t h the observation 
that some of the agencies of the Admin is t ra t ion wh ich are responsible fo r act ion 
i n energy crises are laggardly i n response. A n example of admin is t ra t ive " foot-
dragging," or fa i lu re to act, occurred i n December 1972 when the serious je t 
fuel shortage h i t the New York airports. A t tha t t ime T ia ra Oi l Company had 
a l im i ted quant i ty of imported je t fuel i n bonded storage tanks at J. F. Kennedy 
a i rpor t . Our customer, American Ai r l ines could not use the bonded je t fue l on 
domestic flights, and so T ia ra and American both urgent ly appealed to the 
Impor t Board fo r action. The Department of the In te r io r and the Oi l I m p o r t 
Appeals Board both had author i ty to act under the Regulation, but nei ther did, 
and a clearance to use the fue l to help al leviate the domestic shortage was 
never received. 

Bo th of these agencies seemed a rb i t ra r i l y transf ixed by the unexpected crisis, 
hence both, either intent ional ly or unintent ional ly , d id nothing. 
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More i ronical ly, the Office of Emergency Preparedness telephoned my office i n 
Philadelphia to ask wha t T ia ra was doing to help i n the je t fuel cr is is ! (The 
attached T ia ra news release dated January 16, 1973 speaks to th is precise 
point.) 

B lun t l y stated, the American consumer can be protected by the most perfect 
energy system ever devised, but the system w i l l not work i f administered by 
Federal employees who are irresponsible, irresponsive and incompetent. 

I now t u rn back to the commercial je t fuel market i n which product-area my 
Company specializes. 

The domestic air l ines spend upwards of $1 b i l l ion annual ly fo r je t fuel, which 
product represents approximately 35% of the direct operating cost of an air-
craf t . Pr io r to the Vietnam build-up i n 1967, which caused increased demand 
for m i l i t a ry je t fuel, an oversupply of commercial je t fue l was available for 
the commercial market. When T ia ra was formed i n 1964, i ts objective of bring-
ing fresh and meaningful competit ion to the je t fuel market, was widely ac-
claimed and encouraged by the air l ines, and understandably so, because the 
aviat ion fuels market for years had been "dominated by only a handfu l of 
major integrated o i l companies," to quote the recent words of Senator Phi l ip 
A. Har t . 

T iara 's first customer was Luf thansa German air l ines which we began ser-
vic ing i n 1966. I n 1967, Tiara 's sales increased to approximately $540,000 but 
at that point, supply diff icult ies developed, and being unable to obtain adequate 
supplies f rom domestic sources, T ia ra had no other al ternat ive but to seek an 
import al location i n order to ut i l ize je t fue l purchased abroad, i n order to 
offset that fuel which the DOD pre-empted f rom supplies wh ich T ia ra had 
or ig inal ly expected to be available f rom independent refiners here i n the U.S. 

On May 24, 1967 the Department of the In ter io r conducted public hearings on 
changes to the Mandatory Oi l Impor t Program at which hearings T ia ra Oi l 
Company described the je t fuel market and made the fo l lowing recommenda-
tions, most of which were la ter adopted: 

1. The the impor ta t ion and use of bonded je t fuels should be continued lest 
curtai lment jeopardize commercial a i r act iv i ty . 

2. Tha t sporadic shortages of various products be treated under provisions 
establishing the Oi l Impor t Appeals Board. 

3. Tha t the Department of Defense finished product impor t quota, be used 
in i ts ent irety by the Oi l Impor t Appeals Board to al leviate severe shortages. 

(This was accomplished largely through the efforts of Congressman John 
Dingel l of the House Small Business Committee, and other concerned Members 
of the Congress.) 

4. That the Oi l Impor t Appeals Board be given addi t ional reserve import 
quotas by conversion of crude imports to finished product quotas. 

5. That the Department of Transportat ion be given representation on the Oi l 
Impor t Appeals Board. 

(On May 28, 1969 T ia ra Oi l Company entered fo rmal mot ion tha t the DOD 
be disqualif ied fo r representation on the O I A B because of conflict of interest 
and Senator Richard Schweiker i n letter dated Ju ly 11, 1969, forwarded Tiara 's 
complaint to the Secretary of Defense. I n early 1970, the DOD was removed 
f rom representation and the Justice Department substituted.) 

A copy of T iara 's testimony of May 24, 1967 to the Department of In ter io r is 
attached, much of which applies today. 

Changes to the Oi l Impor t Program have helped hundreds of independent 
small businessmen throughout the country, i n product areas such as heating 
oil, propane, asphalt and gasoline. 

However, no help whatever has been afforded T ia ra Oi l Company, which, to 
my knowledge, is the only independent marketer in the commercial je t fuel area, 
despite the fact tha t T ia ra first filed for impor t allocations w i t h the Oi l Impor t 
Appeals Board i n August 1966. Al though T ia ra is fu l l y qualif ied fo r grant of 
an impor t al location under the Oi l Impor t Regulation, i ts series of petit ions 
through 1972 have proved frui t less, despite direct support of the pet i t ion by the 
Admin is t ra tor of the Small Business Administrat ion, the A i r Transport Associa-
tion, the Aerospace Industr ies Association, the A i r Lines Pi lots Association 
( A F L - C I O ) and a number of ind iv idual air l ines and independent refiners. 
Tiara 's peti t ions have been opposed by only one marketer i n Cal i fornia, and 
that opposition was i n respect of self-interest. 

The flimsy contrivances used by the Oil Impor t Appeals Board as grounds 
for denial prompted T ia ra to file Federal Court action on Ju ly 22, 1970 (C.A. 
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2181-70, U.S.D.C.-D.C.). However the case was vo luntar i l y dropped on appeal 
i n 1971, i n deference to T iara 's efforts to develop a US-SST. 

Du r i ng the period, 1966-1972, whi le T ia ra was pet i t ioning the Impor t Board 
fo r rel ief f r om i ts supply shortages, i t was able to continue i n business only 
through sales of l imi ted quanti t ies of je t fuel and was therefore forced to 
augment i ts operating income w i t h borrowed capital, to meet operational costs. 

A measure of T iara 's supply shortages can be seen f r o m the attached char t 
ent i t led i 'Market Demand, T ia ra Oi l Sales Forecast, Operating Expenses and 
Prof i t , " wh ich chart was prepared when T ia ra first went in to business and 
which sales projections just i f ied the or ig inal and fol low-on capi ta l investments 
i n the Company. The chart, fo r example shows that, i n 1967, T ia ra projected 
sales of 50 mi l l ion gallons of je t fuel based on gaining only a 1% share of the 
marke t ; and yet, due to supply shortages, T ia ra sold only 5 mi l l i on gallons i n 
tha t year, even though i t d id have customers, who would have purchased the 
50 mi l l i on gallons. 

Because the Oi l Impor t Appeals Board and certain indiv iduals i n the 
Department of In ter io r readi ly granted je t fuel impor t allocations and clear-
ances to Tiara 's competitors—for example, Texaco and Shell—an invest igat ion 
was begun i n A p r i l 1972 to determine the reason for repeated denials of an 
impor t al location to Tiara, which denials had the effect of protect ing the 
closely-held commercial je t fue l market f rom fur ther penetrat ion by an 
independent. 

Evidence and testimony accumulated since A p r i l 6, 1972, now indicates the 
existence of a conspiracy to deny T ia ra Oi l Company a je t fuel impor t alloca-
t ion and by such denial, restr ict competit ion i n the commercial j e t fue l market. 

The evidence indicates tha t the conspiracy had i ts or ig in and cont inuat ion 
w i t h i n the Department of Commerce and involved former Deputy Assistant 
Secretary Stanley Nehmer, who, i t appears, was appointed on September 7, 1965 
dur ing the regime of Alexander B. Trowbridge, who before coming to the 
Commerce Department was an Executive of Esso. 

Evidence indicates the conspiracy involved other Commerce Department 
employees, who authored decisions and kept O I A B records, whi le hav ing no 
official standing upon the Board. 

Evidence indicates tha t on, or about, December 29, 1972, Justice Member 
Schueller authored a document finding T ia ra suffering exceptional hardship 
under the Mandatory Oi l Impor t Program and therefore deserving of a grant 
of an impor t allocation. Evidence fu r ther indicates that O I A B Chai rman F lagg 
was favorable toward grant ing T ia ra an impor t allocation, but the favorable 
document authored by Justice Member Schueller never reached Chai rman Flagg 
for signature af ter which the document would have issued as a favorable 
decision. 

Evidence indicates tha t wh i le Chairman Flagg and Justice Member Schueller 
were on leave of absence, a Commerce Department employe authored a substi-
tu te negative decision, and the decision was signed by an employee of In te r io r 
i n an act ing capacity, and by a substitute Justice employee, neither of whom 
had attended any of the public hearings on Tiara 's petit ions. 

Evidence now shows that O I A B Chairman Lewis S. Flagg, I I I , first favored 
grant ing an o i l impor t al location to T ia ra i n 1969 and evidence now i n hand, 
shows that the same two Commerce Department employees who were involved 
in the cont inuing conspiracy to deny T ia ra an impor t allocation, were also 
involved i n concerted action leading to the removal of O I A B Chairman Lewis 
S. Flagg I I I f rom oflSce. 

Attached hereto is a copy of the substitute negative decision dated A p r i l 3, 
1973, as authored by a Commerce Department employee, and i t is noteworthy 
tha t a reference therein pertains to my commitment to the President of the 
Uni ted States. Therefore, I am, under separate letter, no t i f y ing both the Presi-
dent and the Act ing Attorney General of th is matter. 

For the Committee's in format ion, I have kept my Senator f rom Pennsylvania, 
Senator Hugh Scott, advised of developments so that the Senate, should i t 
choose to investigate the matter, would have a point of departure. 

I respectful ly request that th is Committee fu l l y explore this mat ter to deter-
mine the extent and involvement of the Federal employes in question, so tha t i n 
the fu tu re those government employees wi io are responsible for the nation's 
energy programs and i ts nat ional security, w i l l adhere to more acceptable 
standards i n the conduct of th is nation's business. 
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For the Committee's consideration, I conclude with a statement from the case 

of Burlington Truck Lines v. United States (1962) where the Supreme Court 
deliberately cautioned, " . . . unless wTe make the requirement for administrative 
action strict and demanding, expertise, the strength of modern government, can 
become a monster, w7hich rules wTith no practical limits on its discretion . . . " 

Thank you, Mr. Chairman. 

W A T E R W A Y OPERATIONS CONFERENCE, 
Washington, D.C., May 9, 1973. 

H o n . T H O M A S J . M C I N T Y R E , 
Chairman, Subcommittee on Financial Institutions, Committee on Banking, 

Housling and Urban Affairs, U.S. Senate, Washington, D.C. 
D E A R S E N A T O R : The Waterway Operations Conferences, an association con-

sisting of 15 of the major U.S. water carriers, operating on our nation's inland 
waterway system, wishes to express its deep appreciation to you and other 
members of the Senate Committee for your very timely action in conducting the 
above subject hearings. 

The member companies of our newly formed Conference currently move over 
50% of the total tonnages now7 transported by water on our inland river system. 
As the most efficient and vital mode of transportation in energy production per 
se, inland water carriers clearly recognize the crisis which now besets the 
country and which wTill very likely get much worse before it gets better. 

Last fall, individual water carrier companies operating in the Midwest began 
to note an ever increasing difficulty in securing adequate contracts for fuel 
needs. Principally, our industry uses the No. 2 fuel oil. This is the very same 
distillate that is used to heat vital public service institutions as well as homes 
in the winter. We frankly believe that good public policy requires that decision-
making in these all important areas must not be left to the whims of individual 
suppliers, but that government should play an appropriate role in the exercise 
of the public interest. 

The Waterway Operations Conference strongly endorses a course of action 
which will establish allocation of production procedure for the various petrole-
um fuels. We call for immediate affirmative steps toward implementing the 
authority that now exists in this area. 

The situation in Mid America has not improved with time and the advent 
of warmer weather. Prices are going up daily and some suppliers are presently 
voluntarily allocating existing stocks to individual customers on a random 
basis. These conditions on occasion have caused tie-ups in several of our major 
inland port cities and on the waterways vital to such important manufacturing 
centers as Chicago, Pittsburgh, and Detroit. I t must be remembered here that 
these tows are providing energy resources and their stoppage or delay en route 
further contributes to the shortages felt throughout all effected segments of our 
economy. Petroleum and its various derivatives, as well as coal, rank # 1 and #3, 
respectively, among the most significant bulk cargoes moved by water transport. 
Any curtailments in the full flow of these commodities result in a multiplieir-
like effect which can not only impair basic manufacturing and electric generat-
ing industry, but also affect other essential modes of transportation which 
serve the nation's needs. 

The Waterway Operations Conference firmly believes that in the long range 
view government must take a clear and comprehensive look at the energy costs 
of transportation. In a recent talk before the Florida Governor's Conference on 
Energy Supply and Use, Dr. William Mooz of the Rand Corporation clearly 
documents the primary energy consumption efficiency of water transportation. 
I have taken the liberty of enclosing the brief but complete text of Dr. Mooz's 
remarks together with necessary charts winch I believe will be of considerable 
benefit to the record of the hearings. 

Equally as important, energy resources and the quality of our environment 
are inexorably linked together by nature. The environmental/energy conserva-
tion implications of water transport are clear. By burning less fuel per ton-
mile in areas normally far removed from dense population, air and noise 
pollution are virtually eliminated. The minimal amount of accidental water 
pollution of the navigable waterways by barging operations has been fully 
documented by other committees of the Congress. The new laws enacted during 
the last session of the Congress, and the regulations issued thereunder, will 
further assure these goals. 
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In conclusion, Senator, our Conference again wishes to commend your leader-
ship in seeking to focus public attention and needed governmental concern on 
the multifaceted problems involved in the current petroleum situation. Please 
be assured of our deep appreciation for the opportunity to provide these 
comments. 

Respectfully, 
J A M E S T . G L E N N , 

G e n e r a l C o u n s e l , 

E N E R G Y I N T H E T R A N S P O R T A T I O N SECTOR 

By William E. Mooz* 

Any views expressed in this paper are those of the authors. They 
should not be interpreted as reflecting the views of The Rand Cor-
poration or the official opinion or policy of any of its governmental 
or private research sponsors. Papers are reproduced by The Rand 
Corporation as a courtesy to members of its staff. 

ABSTRACT 

A discussion of the use of energy in the transportation sector. Transportation 
in the U.S. presently uses about 25 percent of the total annual energy budget, 
and the use of energy in the sector is increasing at an average annual rate of 
about 4 percent per year. Over 95 percent of this energy is supplied by petroleum 
fuels, and the biggest users are motor vehicles. Differences in modal efficiencies 
are shown, with motor vehicles and aircraft the least efficient energy users. 
The growth in energy use by transportation is shown to be due to increasing 
modal energy intensiveness, shifts in traffic from low intensiveness modes to 
high intensiveness modes, and increasing per capita use of transportation. 

ENERGY I N T H E TRANSPORTATION SECTOR 

While the transportation sector is not the largest sectoral user of energy, it 
is certainly the sector in which energy use is most obvious. Not only did each 
of us use energy to come to this conference, but depending upon how each came 
and what distance he traveled, we probably passed anywhere from dozens to 
thousands of gasoline stations on the way. Not only that, but if you came 
from Los Angeles, as I did, you know that transportation systems can pollute 
the air, and also mold the shape of our urban environment. 

Transportation presently uses about 25 percent of the annual energy budget 
in the U.S. simply as fuel for motive purposes. In my talk today I am going to 
restrict my remarks to the subject of energy used for motive purposes, because 
it is the easiest to describe. However, everyone should recognize that besides 
the energy used to power our transportation system, there is also a vast amount 
of energy used in building the cars, constructing the roads and airports, repair-
ing the dents, and all of the other facets of the transportation system. Should 
all of these be considered, instead of transportation representing 25 percent of 
the energy budget, the figure is more like 41 percent, which would make trans-
portation the largest single sector. 

I mentioned gasoline stations. This was not by accident, since most of the 
energy used to power our transportation system is petroleum derived, and over 
half of the energy use is by automobiles. Fig 1 illustrates both the type of 
fuels used and the modes using them, and one can see that in 1970 petroleum 
fuels represented almost 96 percent of the transportation budget. This figure 
shows many other things, and I want to return to them later. At the moment, I 
have explained the size of the transportation sector, and the type of energy it 
uses, and now I want to show the trends in the growth of the sector. Fig. 2 
shows data for a variety of sectors in the U.S. over the period from 1947 to 
1969. During this period, the share of energy used for transportation varied 
only a small amount—from 27 percent of the total in 1947 to 24.3 percent of the 
total in 1969. More recent figures show that it is now about 25 percent. The 
almost constant share of the energy budget shows that the use of energy by 
transportation is growing at about the same rate as our total use of energy, or 
about 4 percent per year. This is a figure that we will also return to later. 

• The text of a talk given at the Florida Governor's Conference on Energy Supply and 
Use, Tallahassee, Florida, March 13-14, 1973. The work upon whlrh this talk is based 
was sponsored by the National Science Foundation, under Grant GI-44. 
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Now let's return to Fig. 1 to see where the energy is used. The two biggest 
users in 1970 are obviously automobiles and trucks. These two modes consume 
about 71 percent of the total motive energy, and the remaining 29 percent is 
split among rail, water, pipelines, and aircraft. These last four modes are 
obviously much smaller users than the highway transport modes. However, 
now we must introduce a new term—energy intensiveness. This term defines the 
amount of energy used to deliver one ton-mile of freight, or one passenger mile 
of passengers. I t tells us what we spend in the way of energy for what we get 
in the way of one unit of transportation. With this in mind, let's return to Fig. 
1 to examine this concept, and let's particularly consider the transportation of 
freight. Note that while trucks use almost 60 percent of the energy used for 
freight, they handle only 19 percent of the total freight ton-miles. By the same 
token, while rail uses less than 9 percent of the energy used for freight, it 
handles almost 87 percent of the ton-miles. I t is quite apparent that there are 
very large differences in the energy intensiveness of these modes. Fig. 3 shows 
a comparison of the modal energy intensiveness of the various freight modes, 
and differences of over 100-fold may be seen. Similar differences exi$t for 
passenger travel, but for the moment I'd like to confine the discussion to freight, 
since the points to be made are the same. All of these various modal intensive-
ness figures combine to yield an average energy intensiveness value for freight 
transport. As long as each mode has a constant share of the freight, this average 
won't change. But in the highly competitive transportation field, this is a very 
dynamic situation, and there is continual shifting among the modes. In recent 
years this has acted to increase the average energy intensiveness, as shown in 
Fig. 3, resulting from losses of traffic from rail to trucks, and from trucks and 
rail to air cargo. The extent to which this will continue is important in the 
future energy picture. One finds the same thing happening in the transport of 
passengers. From the standpoint of energy intensiveness, aircraft use more 
energy per passenger mile than cars do, and people are tending to use aircraft 
rather than cars for long trips, thus increasing the average intensiveness of 
passenger travel. 

This rather dynamic change in the use of transport modes by both passengers 
and freight is illustrated in Fig. 4. Note that the highest growth has been by 
aircraft, which is the most energy intensive mode of all. I f you think about it, 
it is hardly surprising. The growing prominence of air transport has kept it 
in the news in recent years. European charter flights are common, as are air 
routes to almost any town of size in the country. Airports proliferate, and 
super-sized airports have entered—and remain in—the controversial stage, as 
is well known in Florida. 

Now let's put all of the above together in context so that we can try to see 
what is happening. First, you will recall that the use of energy for transporta-
tion is growing at an average annual rate of about 4 percent, in contrast to a 
population rate increase of about 1 y2 percent. Part of this differential is 
caused by small changes in individual modal intensiveness, such as lower gaso-
line mileage for cars, and a reasonable portion is caused by the shifting of both 
passenger and freight from low intensiveness modes to high intensiveness 
modes. But a sizeable factor is simply that the per capita transportation is 
increasing. Thus we have the compound effects of an increasing population that 
is traveling more every year, and switching to more energy intensive modes. 
The result is the four percent energy growth rate. 

In conclusion, let me stress several points without making any 
recommendations. 

First, the transportation sector consumes about 25 percent of our energy 
budget, but it need not. Over 96 percent of the passenger miles are carried by 
cars and planes at an average energy cost of 5450 Btu per pessenger mile, and 
almost 20 percent of the freight ton-miles are carried by trucks and planes at 
an average energy cost of 8820 Btu per ton-mile. In contrast, buses and trains 
consume about 1700 and 2620 Btu per pasenger mile, and mail and water freight 
consume about 750 and 500 Btu per ton-mile. There are choices which may be 
made to reduce the total share of the energy budget used by transportation. 

Second, the growth rate of 4 percent results largely from continuing shifts to 
higher intensiveness modes, and sizeable increases in per capita transportation. 
Changes in either or both could reduce this rate. 
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Fig. 3 

APPROXIMATE AVERAGE ENERGY INTENSIVENESS 
OF VARIOUS FREIGHT MODES 

C D C I P U T M A M : ENERGY INTENSIVENESS 
F R E I G H T M 0 D E (Btu per t o n - m i l e ) 

WATERWAY 5 0 0 
R A I L 750 
P I P E L I N E 1 , 8 5 0 
TRUCK 2 , 4 0 0 
A I R CARGO 6 3 , 0 0 0 

AVERAGE 
ENERGY CONSUMPTION 

(Btu per t o n - m i l e ) 

1960 1288 
196 1 1316 
1962 1325 
1963 1333 
1964 1338 
1965 1346 
1966 1356 
1967 1389 
1968 1398 

Ref: Rond R-804-NSF The M N D Corporation 
Santa Monica, Calif. 
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Ref: API; CAB; BuMines; Rand R-804-NSF YEAR The Rand Corporation, Sanla Monica, CA. 
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The questions to ask are easy. The future use of energy for transportation 
simply boils down to questions of how much transportation do we each want, 
and what transport modes are we willing to accept In considering these ques-
tions, we must also own up to how much of the environment we wish to dedi-
cate to the transportation system, in the way of air, land, and other resources, 
and how, in fact we wish to structure where we live and work, and what we 
wish to do with our leisure time. The questions are easy, but the answers are 
not. 
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MAY 7, 1973 
M E M O R A N D U M 

To: Senate Committee on Banking, Housing and Urban Affairs. 
From: Alex Radin, general manager, American Public Power Association. 
Subject: Shortages of Fuel Oil for Local Public Power System Generating 

Plants. 
The fuel shortages, which have plagued widely scattered areas for some 

months now, are predicted to intensify and become much more general in 
future months. The impact of such shortages can be quite disruptive and 
cause serious consequences if ways are not found to minimize shortages to 
essential public services such as electric power generating stations. 

I n recent months, electric utilities have most commonly experienced difficulty 
in securing adequate supplies of fuel oil. The shortage of fuel oil has been 
aggravated by the fact that it is often the only alternate fuel of these utili-
ties which are being denied the continued use of natural gas as the nation 
strives to conserve this environmentally superior fuel for other uses. 

The rate of increase in the demand for electric power, and difficulties 
with increasingly complex technologies used in the provision of electric power, 
have combined to reduce the level of reserve electric generating capacity in 
some areas. 

Regional electric power shortages and relatively large-scale power blackouts 
in some areas of the country in recent years have focused public attention on 
the degree of our reliance on electric power and the importance of maintain-
ing reliability of electric service. Electric energy is essential for the operation 
of the American economy. Interruptions of electric service cause far-reaching 
disruptions of virtually all economic and social activities. Many machines and 
devices powered by energy forms other than electricity are, nevertheless, de-
pendent upon electrically activiated controls and are rendered inoperative by 
electric power failures. 

Current and predicted shortages of environmentally acceptable fuels pose 
a threat to the reliability of electric service in many local areas, and can 
pose intolerable additional burdens on regional reserve generating capacities. 
There is need for a formal allocation system to insure that fuels in short 
supply are made available on a priority basis to electric utilities and other 
providers of essential public services. 

Since January 1, 1973 the American Public Power Association has received 
notice of fuel supply problems and requests for assistance from local publicly-
owned eletcric utility systems in twelve separate states. Some of these prob-
lems have been temporarily resolved, while others remain unchanged or have 
worsened since first called to our attention. Those utilities which have been 
able to find temporary solutions to their fuel supply problems have typically 
been required to pay substantially higher prices for fuel. 

The twelve states from which APPA has recently received fuel supply prob-
lem reports are: California, Florida, Iowa, Kansas, Louisiana, Maryland, 
Michigan, Minnesota, Missouri, Nebraska, Texas and Utah. Based upon all 
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the information available to APPA at this time, from press reports, comments 
by public officials, and information offered to our member utilities by fuel 
suppliers, we are of the opinion that fuel supply problems are likely to 
worsen and spread to utilities in many other states. 

An example of the serious proportions of the fuel supply problem facing 
electric utilities is provided by the nation's largest municipally-owned elec-
tric utility, the Los Angeles Department of Water and Power. Last year, 
the Department of Water and Power used 7.9 million barrels of fuel oil and 
anticipates this year's needs at 17.8 million barrels. A recent request for bids 
on 1.5 million barrels of fuel oil for emergency supply, and for delivery in 
May, June and July, resulted in offers of only 500,000 barrels—one third of 
that desired. 

The Department had contracts with Atlantic Richfield through the 1972-73 
winter for over 900,000 bbls. a month. These contracts terminated at the end 
of March. The Departments has a separate contract with Atlantic Richfield 
for 500,000 bbls. a month; this contract runs for two years, starting this 
month, and will provide about 30% of the Department's 1973-74 needs. At-
lantic Richfield has been supplying about 60-65% of the Department's needs. 

The Department has also been buying from Phillips at the rate of 250,000 
bbls. per month, or about 16% of its winter need, or 25% of its annual re-
quirements in 1972. That contract expired March 31, 1973. Phillips says it 
will not be submitting a new bid because it has sold available oil to Pacific 
Gas and Electric Company. 

The City of Los Angeles has suspended the requirement for competitive 
bidding to allow the Department to negotiate for new oil supplies. This ac-
tion allowed the Department to make an emergency purchase this month of 
400,000 bbls. of oil from Coastal States Marketing in Houston at a price of 
$6.60 per bbl. The Coastal States price of $6.60 per bbl. compares to a recent 
range of $5.30 to $5.94 bbl. for purchases from established suppliers. Atlantic 
Richfield, Phillips, Union, Shell, Texaco, and Standard have all indicated to 
the Department that no matter what the price, there is no oil. 

I f the Department cannot obtain the low sulfur oil it is required to burn 
to meet local air pollution control requirements, by June it is estimated that it 
will be required to curtail electric energy production by as much as 20% de-
pending on its ability to find supplemental sources of power and energy, e.g., 
from the Pacific Northwest. This figure could rise to 50% in the winter, when 
less natural gas is available. 

In a letter to Mobil Oil Corporation dated April 24, 1973, Robert W. Phillips, 
General Manager and Chief Engineer of Los Angeles Department of Water and 
Power, stated: 

"Without any new sources of fuel oil, the Department will reach a point 
in late summer or early fall where its oil supply will be substantially less 
than its oil requirements. A further reduction of our gas supply will occur 
about the same time. In view of this situation, curtailment of electric service 
to our customers should be anticipated about September 1, 1973." 

Unfortunately, the Pacific Northwest is currently facing the worst hydro-
electric power shortage in 33 years due to sparse rain and light snowpack. 
Bernard Goldhammer, Bonneville Power Administration assistant adminis-
trator for power management, recently commented, "It's a grim situation that 
people just can't understand. Industry is already affected and we could pos-
sibly have residential cutbacks next fall." Goldhammer said that reservoirs 
aren't being filled and that the BPA system is producing substantially less 
power than at this time last year. "Uusually, we can sell a surplus of about 
2 million kw to California," Goldhammer said, "but this year we will have 
trouble holding our own." 

On May 4, 1973, Mr. William H. Corkran, Jr., General Manager of the 
Easton Utilities Commission of Easton, Maryland, wrote urgently requesting 
APPA's assistance in obtaining fuel oil for the Easton generating plant. 
Mr. Corkran informed me: 

"At the present time 14:00 hours, May 4, 1973, we have 151,186 gallons of 
fuel oil available in our storage facilities, with absolutely no assurance from 
any petroleum company or fuel oil supplier of any additional fuel oil from 
this date forward. 

"Our position is simply this: With fuel oil which we now have in storage 
and operating our electric utility to cover our own customers electrical re-
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quirements, we can operate our generating plant for only seventeen (17) days. 
I f we operate our system in a normal interconnected mode, we have enough 
fuel oil to operate our plant for only fourteen (14) days. 

"We are writing you in the hope that you may be able to urgently request 
those responsible Federal officials who may in some way assist our utility in 
obtaining necessary fuel oil for the operation of our generating plant beyond 
the fourteenth day (2 weeks) from this date." 

The complete text of Mr. Corkran's letter together with its attachments is 
enclosed. 

I n an April 11 letter to President Nixon's special consultant on energy mat-
ters, Charles IMBona, I related the facts of the critical fuel supply shortage 
facing the Los Angeles Department of Water and Power and then commented: 

Press reports indicate that some oil companies have already instituted their 
own allocation programs which may or may not serve the broad public in-
terest. The situation faced by the Department of Water and Power and other 
member utilities of our Association demonstrates, I believe, the need for some 
agency within the Federal government which would have the authority to 
assist entities providing essential public services, such as electric utilities, 
to obtain needed quantities of fuel. 

I n short, it would appear to be necessary to have some type of Government 
allocation system that lays down generally acceptable guidelines, that is 
equitable to all parties, and that seeks to protect the public interest. At the 
very least, some Federal agency should have authority to provide emergency 
assistance to necessary fuel consumers such as hospitals, police and fire de-
partments, etc. 

My plea for a formal allocation system to protect the public interest in 
time of fuel shortage is echoed in a recently adopted resolution of the Utili-
ties Section of the League of Nebraska Municipalities (copy of complete resolu-
tion attached) : Be it further 

Resolved, That i f sufficient fuel can not be obtained on a voluntary basis 
for essential purposes such as electric utilities, that the Federal government 
institute a mandatory allocation system to accomplish this purpose, . . . 

R E S O L U T I O N OF T H E U T I L I T I E S SECTION OF T H E L E A G U E OF N E B R A S K A 
M u n i c i p a l i t i e s 

Whereas, there has developed a shortage of natural gas and fuel oil, and 
Whereas, this fuel shortage has been felt in many local communities of 

Nebraska, and 
Whereas, local municipal electric generating plants use either diesel fuel, 

or a combination of diesel fuel and natural gas in the production of electricity, 
and 

Whereas, gas pipeline companies have advised these municipalities that 
their gas supply may be further curtailed, and 

Whereas, fuel oil suppliers have advised many municipalities that they 
will not renew contracts to furnish fuel oil in sufficient quantities to meet 
their needs, and 

Whereas, fuel oil is not otherwise available except spot purchases which 
may not be ample, and 

Whereas, practically all home and commercial establishments now use 
natural gas, fuel oil, propane or electricity for heat, and 

Whereas, this heating equipment is so designed that it must have electrical 
energy in order to operate, and 

Whereas, electric generation has been given a low priority for natural gas 
as fuel, Now therefore be i t 

Resolved, That the Utilities Section of the League of Nebraska Municipali-
ties request assistance from the Federal and State governments to assure an 
adquate supply of fuel to operate the electric generating plants so as to avoid 
disastrous consequences to the health and welfare of their various communi-
ties, and Be it further 

Resolved, That one or the other of the two fuels be given a high priority 
for electric generation since no other fuel can be used in their plants, and Be 
it further 
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Resolved, That if sufficient fuel can not be obtained on a voluntary basis 
for essential purposes such as electric utilities, that the Federal government 
institute a mandatory allocation system to accomplish this purpose, and Be 
it further 

Resolved, That a copy of their resolution be sent to the President of the 
United States, to the Nebraska Congressional Delegation, to the Governor of 
the State of Nebraska, to the General Manager of the American Public Power 
Association, and to the Secretary of the National League of Cities. 

T H E E A S T O N U T I L I T I E S C O M M I S S I O N , 
Easton, Md., May b, 1978. 

M B . A L E X R A D I N , 
General Manager 
American Public Power Association 
Washington, D.C. 

D E A R A L E X : On April 13th, 1973, we solicited proposals from twenty-three 
petroleum companies and local fuel oil suppliers for furnishing one year's 
supply (approximately 3,600,000 gallons) of Diesel Fuel Oil for the Electric 
Department of the Easton Utilities Commission. 

We stated that proposals would be received and publicly opened at our 
business office in Easton at 7:30 p.m., April 23, 1973. No bids or proposals 
were received. 

We did however receive some letters in reply to our request for bids on 
April 23rd and two letters dated subsequently to our stated time and date 
for receiving bids. I am attaching copies of these letters as well as a copy 
of the names of the suppliers from whom we requested proposals. 

At the present time 14:00 hours, May 4, 1973, wre have 151,186 gallons of 
fuel oil available in our storage facilities, with absolutely no assurance from 
any petroleum company or fuel oil supplier of any additional fuel oil from 
this date forward. 

Our position is simply this: With fuel oil which we now have in storage 
and operating our electric utility to cover our own customers electrical re-
quirements, we can operate our generating plant for only seventeen (17) days. 
I f we operate our system in a normal interconnected mode, we have enough 
fuel oil to operate our plant for only fourteen (14) days. 

We are writing you in hope that you may be able to urgently request those 
responsible Federal officials who may in some wTay assist our utility in ob-
taining necessary fuel oil for the operation of our generating plant beyond 
the fourteenth day (2 weeks) from this date. 

Sincerely, 
W I L L I A M H . COBKRAN, JR. , 

General Manager. 

R E Q U E S T S FOR QUOTATIONS S E N T TO T H E F O L L O W I N G 

Max Waller Co., Inc., Munsey Building, Baltimore, Md. 
Texaco, Inc., 3800 Fourth Avenue, Brooklyn, Md. 
Shell Oil Co., 200 E. Joppa Road, Baltimore, Md. 
Hess Inc., 6200 Pennington Avenue, Baltimore, Md. 
Gulf Oil Co., U.S., P.O. Box 2235, Baltimore, Md. 
Cities Service Oil, P.O. Box 6816, Baltimore, Md. 
Sun Oil Co., P.O. Box 487, Marcus Hook, Pa. 
Southern States Cooperative, Petroleum Service, 627 East Main Street, Rich-

mond, Va. 
Exxon Co. USA, P.O. Box 1288, Baltimore, Md. 
Getty Oil Co., 1617 John F. Kennedy Boulevard, Philadelphia, Pa. 
Union 76 Division, Union Oil Co. of California, 630 East Broad Street, Columbus, 

Ohio. 
BP Oil Corp., 401 Farragut Street NE., Washington, D.C. 
The Atlantic Richfield Co., Atlantic Division, 505 South Market Street, Wilming-

ton, Del. 
Delmarva Oil Inc., Salisbury, Md. 
Cirillo Bros. Sales Corp., 149th Street and East River, Bronx, N.Y. 
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Mobil Oil Co., 4 Penn Center Plaza, 16th and John F. Kennedy Boulevard, Phila-
delphia, Pa. 

McMahan Oil Co. (Amoco), P.O. Box 1205, Easton, Md. Phone: 822-2000. 
BP Oil Corp. (BP) , Easton Point, Easton, Md. Phone: 822-1366. 
Cox Distributing Co. (Sun), East Brookletts Avenue, Easton, Md. Phone: 822-

0300. 
John H. Pigman Inc. (Getty), Commerce Street, Cambridge, Md. 
Russ Oil Co. Inc. (Gulf) , Easton Point, Easton, Md. Phone: 822-3535. 
J. E. Meintzer & Sons Inc. (Texaco), P.O. Box 666, Easton, Md Phone: 822-2560. 
Southern States Talbot Petroleum Service, Easton Point, Easton, Md. Phone: 

822-0160. 

TEXACO, I N C . , 
Baltimore, Md., May 1, 1913. 

M R . R . C . JUDD, 
Deputy General Manager, 
The Easton Utilities Commission, 
Easton, Md. 

G E N T L E M E N : Reference your letter of April 13 , 1 9 7 3 in which you requested 
a quotation on your yearly requirements of 3 , 6 0 0 , 0 0 0 gallons Diesel Fuel. 

We are not in a position at this time to quote you on your requirements of 
Diesel Fuel. Tour request of April 13th was received in this office on April 
19th, therefore we were unable to reply by the specified time, 7:30 P.M., EST 
on April 23, 1973. I n order that we might be in a position to consider future 
requests from your office we would appreciate a lead time of approximately 
20 days. Kindly keep our name on your list for request for quotations. 

Yours rery truly, 
C . M . S W A I N , J R . 

E X X O N , Co . , U S A , 
Baltimore, Md., April 25, 197S. 

M R . R . C . JUDD, 
The Easton Utilities Commission, 
Easton, Md. 

G E N T L E M E N : This is in reply to your request of April 13, 1973 for a quota-
tion for your 3,600,000 gallons of Diesel Fuel for the coming 12 month period. 

We sincerely regret that we are not in a position at this time to offer you 
a proposal. 

Very truly yours, 
J . J . F U R J A N I E . 

B P O I L CORP., 
Baltimore, Md., April 23, 1913. 

M R . R . C . JUDD, 
The Easton Utilities Commission 
Easton, Md. 

G E N T L E M E N : We wish to thank you for the opportunity to bid on your 
petroleum requirements for the coming year. 

Although we are unable to submit a bid at this time, we shall welcome the 
opportunity to do so next year. 

Very truly yours, 
R . A . STRAUB, 

Baltimore Division Manager. 

D E L M A R V A O I L , 
Salisbury, Md., April 23, 1973. 

M R . R . C . JUDD, 
Deputy General Manager, 
The Easton Utilities Commission, 
Easton, Md. 

D E A R M R . J U D D : Please accept my thanks for your extending to us the oppor-
tunity to submit a proposal on your coming year's fuel requirements. I t is 
appreciated. 

At this time, however, with the ever-changing supply situation, we will be 
unable to offer a quotation. At present, i t seems we will have enough fuel oil 
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for the coming year and if you do get in a serious situation, we will at that 
time be glad to assist you in any way we can. 

Again, many thanks for your consideration. 
Very truly yours, 

D . H . D E N N I S , 
General Manager. 

M C M A H A N O I L CO., 
Easton, Md., April 28, 1918. 

M R . R . C . J U D D 
Easton Utilities Commission 
Easton, Md. 

G E N T L E M E N : We wish to acknowledge receipt of your letter asking for pro-
posal to furnish diesel fuel oil for one year FOB your storage tanks located at 
219 N. Washington St., Easton. According to your letter you will require 
3,600,000 gallons. 

I t is with deep regrets that we are not in a position to bid on your require-
ments at this time since our source of supply is uncertain. We do not know 
what the supply situation will be in a year from now but we hope to be able 
to submit a price to you then. 

We are very appreciative of your past business and are very sorry we are 
unable to bid at this time. I have no control over our supply under the circum-
stances. 

Very truly yours, 
D. H. McMahan, 

President. 

G U L F O I L C o . — U . S . , 
Baltimore, Md., April 19, 1918. 

E A S T O N U T I L I T I E S C O M M I S S I O N , 
Easton, Md. 

G E N T L E M E N : Reference is made to the telephone conversation received in this 
office on Wednesday, April 18, 1973 wherein we were informd that your original 
bid request was returned because of improper address. We have been advised by 
telephone that you have a requirement for three million, six hundred thousand 
(3,600.000) gallons of 45 Cetane #2 Diesel Fuel Oil. The aforementioned quantity 
is to be delivered in approximately equal monthly liftings to your facility at 
Easton, Maryland for the yearly period commencing May 1, 1973. 

We regret to advise you that we are not in a position to quote on your re-
quirements at this time. 

Let us take this opportunity to thank you for considering us as one of your 
suppliers and hope that we may be of service to you at some future date. 

Very truly yours, 
J . H . GAUL, Director. 

S H E L L O I L C o . , 
Baltimore, Md, April 11, 1918. 

M r . J . D . JUDD, 
Deputy General Manager 
Easton Utilities Commission, 
Easton, Md. 

G E N T L E M E N : This will acknowledge your letter of April 13, 1973 to our office 
concerning Diesel Fuel. 

Our current supply position is such that we must decline to bid on your 
requirements. Thank you for considering Shell as a potential supplier. 

Very truly yours, 
E . J . R E M S O N , 

District Manager. 

A T L A N T I C R I C H F I E L D C o . , 
HaddonfleM, N.J., April 11, 1918. 

M r . R . C . JUDD, 
The Easton Utilities Commission, 
Easton, Md. 

D E A R M R . J U D D : Reference is made to your letter of April 13, 1973 to our 
office in Wilmington, Delaware. 
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I t is with regret that I find i t necessary to inform you that we do not have 
adequate product available through our Salisbury Terminal to be able to serve 
you. 

Would you kindly keep ARCO on your bid list since there are always pros-
pects for changing supply avails. 

Very truly yours, 

M r . R . C . J U D D , 
Deputy General Manager, 
Easton, Md. 

G E N T L E M E N : We appreciate having been afforded the opportunity of submit-
ting a quotation covering your requirements of Diesel Fuel Oil for bid opening 
April 23,1973, but regret of our inability to do so at this time. 

Cordially yours, 

Introduction 
This study has been undertaken at the request of the Independent Oil Men's 

Association of New England whose members are independent marketers of 
branded and unbranded gasoline in the six New England states. The study 
includes therefore special references to the New England gasoline market, where 
appropriate. But, as explained below, this market can only be analyzed as part 
of the larger U.S. gasoline market. Our report is therefore primarily concerned 
with the entire gasoline market east of the Rocky Mountains. 
The Scope of the Market 

The U.S. gasoline market east of the Rocky Mountains (PAD I - I V ) must be 
viewed as a single integrated interdependent unit. The principal reason for this 
lies in the fact that historically U.S. refining capacity has been heavily con-
centrated in the Southwest (PAD I I I ) , principally the U.S. Gulf Coast. Cur-
rently Gulf Coast and othe PAD I I I refineries account for 49% of total gaso-
line production in the four PAD'S. The location of these refineries was of 
course determined by access to local crude oil rather than to local markets. Con-
sequently, the bulk of their output is exported by pipeline, tanker and barge to 
other parts of the country. Thus, in 1972 67% of the East Coast's (PAD I ) 
gasoline supply came from refineries in PAD I I I . While the East Coast has 
local refineries, the principal growth in gasoline supplies in this market has 
come from PAD I I I refineries, primarily those located on the Gulf Coast. This 
is clearly shown in the table below. 

T . L . W A L L A C E , 
Manager, Capitol Zone. 

G E T T Y O n , C o . , 
Philadelphia, Pa., April 17, 1978. 

W . D . E V A N S , 
Acting Wholesale Sales Manager. 

P E T R O L E U M I N D U S T R Y R E S E A R C H F O U N D A T I O N , I N C . 

T H E NEAR-TERM OUTLOOK FOR GASOLINE A N D I T S 
I M P A C T O N I N D E P E N D E N T MARKETERS 

TABLE 1.—PAD I GASOLINE SUPPLIES 

[In thousand hours per day] 

1972 1965 

Local production. 
Imports 
Net Movements from PAD III. 
Other1 

1,442 
( -61 ) 

712 
68 

664 
25 

1,031 
( - 1 4 2 ) 

Total. 2,161 1,578 

1 Includes movements to and from other districts as well as stock changes. 
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I n addition PAD I I I supplies approximately 10% of PAD I I 's 1972 gasoline 
demand and could potentially supply a considerably larger share, particularly i f 
crude oil remains tight for inland refiners in the Midwest. 

The need for all major markets to rely on the same supply source for part 
of their gasoline requirements underlies the above mentioned interdepnedency 
of this market. The long-term restriction on the importation of gasoline has 
further unified the market by insulating it from foreign market influences. 

I t is therefore not possible to analyze the economics of any one segment of 
the U.S. gasoline market separately, without reference to the market as a 
whole. Thus, this report will deal primarily with the existing and projected 
supply-demand situation in PAD I - I V as a whole, for the availability of gaso-
line throughout the entire market is the principal determinant of its availability 
in submarkets such as New England. 

Nevertheless, some statistics to indicate the magnitude of the New England 
gasoline market and, Ntherefore, the magnitude of the supply problem it faces 
may be in order by wky of introduction. 
The New Enaland Gasoline Market 

For the 6-year period 1965-71, New England gasoline consumption grew at 
an average annual rate of 4.7%, approximately matching the rate of growth 
for PAD I - I V as a Whole. In 1972, on the basis of partial information, the 
growth rate rose sharply—to 5.8% to reach a total volume of 5.2 billion gallons 
(339,000 b/d) . The satne exceptional demand increase last year was registered 
throughout the four PAD Districts. In PAD I - I V demand in 1972 reached 83 
billion £ro"nns (P 439.000 h/dV Thus. New England accounted last year for 
about 6.25% of total gasoline demand east of the Rocky Mountains. Our short 
term projection assumes that between 1972 and 1975 both the total PAD I - I V 
market and the New England market will grow faster than at their recent 
historic rates. We estimate conservatively an average annual growth of 5.3% 
for both markets. This would put New England gasoline consumption for 1975 
at 6.1 billion gallons. 

The distribution of gasoline in New England by type of marketers was as 
follows in 1969, according to a study made by the Independent Oil Men's 
Association of New England. 

TABLE 2. -NEW ENGLAND GASOLINE SALES, 1969 

[In thousands of gallons) 

Percent 

Branded gasoline.. 4,037,955 
Refiner distributors... 3,169,401 71.0 
Independent distributors 868,554 19.5 
Unbranded gasoline 424,074 9 .5 

Total 4,462,029 100.0 

No comparable figures are available for subsequent years. But a sampling of 
tax receipts in November 1972 indicates that the total "independent" segment 
of the market (independent distributors of both branded and unbranded gaso-
line) may have grown to 33-35%, compared to 29% in 1969. According to all 
indications, the growth occurred primarily in the unbranded gasoline sector 
which may currently account for as much as 15% of the total market. 

No comparable figures are available for Districts I - I V as a whole. However, 
based on discussions with industry representatives we would estimate that the 
"independent" segment (again both branded and unbranded) would account 
for at least 30% of the gasoline market. This segment would be divided almost 
equally between the branded independent and the unbranded independent. 
Recent Trends in the Gasoline Market in PAD I-IV 

I n the last several years gasoline demand has regularly risen at a markedly 
faster rate than the output of refineries. As the table below shows, from 1968 
through 1972 gasoline demand rose at an annual rate of 5.0% while refinery 
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runs (the volume of crude oil processed by refineries) rose by 3.0%. I n part, 
this reflects the fact that gasoline demand rose more rapidly than that of middle 
distillates. 

TABLE 3.—PAD I - IV 

[In thousand barrels per day] 

Average annual 
1968 1972 increase (percent) 

Motor gasoline demand 4,482 5,439 5 .0 
Refinery crude oil runs 8,770 9,845 3.0 

I n order to meet this divergent demand pattern between gasoline and other 
products, refiners steadily increased the gasoline yield per barrel of crude oil— 
from 43.8% in 1968 to 46.9% in 1972. This method of tailoring gasoline output 
to market demand is of course only possible as long as the output of the other 
refined products is also in line with market demand. Through 1971 this was 
approximately the case. I n 1972 however, an unusually sharp increase in the 
demand for distillate fuel oil greatly limited the refiners' ability to meet the 
rise in gasoline demand through yield increases of that product. I n consequence 
a temporary shortage of gasoline developed in the summer and early fall of 
1972. However, since U.S. refineries still had excess producing capacity through-
out 1972, the shortage was largely overcome in the fourth quarter by increas-
ing crude runs by 6.2% above the comparable quarter of the previous year. 
The Outlook for 1978 

As a result of the exceptionally cold weather in the fourth quarter of 1972, 
distillate fuel oil stocks at the end of that quarter were considerably below 
their normal level. Thus, in order to avoid a possible heating oil shortage in 
the first quarter of 1973, refiners in PAD I - I V increased their yield of this 
product to the record level of 28% 1 according to preliminary figures. However, 
in order to do this, gasoline yields had to be reduced to 44%,a a drop of 2.4 
percentage points over a year ago. Assuming refinery runs at 91% of capacity, 
this would mean an increase in gasoline output of about 2% above the first 
quarter of 1972. This is clearly less than the expected demand increase. Conse-
quently, we must assume a decline in gasoline stocks in the first quarter to 
around 190 million barrels, compared to more than 210 million barrels in recent 
previous years. We will therefore enter the main gasoline consuming season 
(the 2nd and 3rd quarter) with inadequate stocks. I f we assume a 5.6% in-
crease in gasoline demand for 1973 (slightly less than last year's 5.7%) and a 
record average gasoline yield of 48% in the last three quarters of the year, 
and no appreciable increase in imports above last year we would be faced with 
a very tight gasoline supply situation in the second and third quarter, as is 
shown by the derived inventories at the end of each of these quarters in the 
table below. 

TABLE 4-GASOLINE SUPPLY AND DEMAND, PAD I - IV, 19731 

1st Quarter 2d Quarter 3d Quarter 4th Quarter Year 

Total new supplies: 
Thousand barrels per day 5,354 5,791 5,945 5,893 5,751 
Demand (thousand barrel s per day). 5,350 5,895 6,060 5,819 5,783 

Stocks end of quarter (million barrels)... 191 181.4 170.8 177.6 
Days supply:3 

1973 32.4 29.9 29.4 31.7 
1972 38.1 31.4 32.7 35.6 
1971 42.0 35.2 36.0 39.2 
1970 35.7 39.6 

1 Includes aviation gasoline. 
* Defined as end of quarter stocks divided by the average of the next quarter demand. 

1 Distillates here includes kerosene. 2 Includes aviation gasoline. 
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In terms of the number of days of supply, these inventories will be signifi-
cantly lower than last summer and fall. Yet, we know that last year's inven-
tories were abnormally low. We estimate the shortage at about 125,000 b/d for 
the second and third quarter, or about 2% of total gasoline demand. 

The tightness cannot be alleviated by increasing crude oil runs, since under 
our assumption refineries by mid-year will be operating at above 92% of their 
rated capacity which is believed to be their maximum sustained operating 
ability. Thus, the shortage can only be avoided by one of two actions or a 
combination of both: An increase in imports or a further increase in the gaso-
line yield. The second alternative is technically possible—refiners could increase 
gasoline yields by perhaps another 3 percentage points, with each point repre-
senting about 100,000 b/d of gasoline—but it would of course result in a corres-
ponding decline in kerosene and distillate fuel oil output. Since the demand for 
these latter products is expected to be strong, any decline in the kerosene-
distillate yield would lead to a shortage of that product, unless offset by sub-
stantial additional imports. In other words, the only real choice available to 
the industry if a shortage is to be avoided is between increased imports of 
gasoline and increased imports of distillate fuel oil. 

Table 5 below shows the gasoline supply and demand position by quarters 
for 1973, based on the assumed minimum stock levels required to avoid a 
shortage. I t can be seen that import requirements in the second and third 
quarter would be in excess of 200,000 barrels daily, or about three times the 
volumes imported in the comparable period of the previous year. 

[In thousand barrels per day] 

Gasoline aviation 1st quarter 2d quarter 3d quarter 4th quarter Year 

TABLE 5 . - PAD 1—IV—1973 

[In thousand barrels per day] 

Gasoline-aviation 1st quarter 2d quarter 3d quarter 4th quarter Year 

Refinery runs (crude plus unfinished) 
Gaso-aviation yields 

10,375 
44.0 

10,474 
48.0 

10,613 
48.5 

10,613 
47.5 . . . . 

10,520 10,375 
44.0 

10,474 
48.0 

10,613 
48.5 

Refinery output 
NGL 

4,565 
789 

5,027 
749 

5,147 
772 

5,041 
825 

4,947 
784 

Refinery output, total 
Imports 
Net to V___ 

5,354 
75 

- 7 5 

5, 776 
221 

- 7 0 

5,919 
211 

- 5 9 

5,866 
70 

- 5 8 

5,731 
144 

- 6 5 

Supply 5,354 5,927 6,071 5,878 5,810 

Demand 
Stock change (million barrels) 
Stocks, end of quarter (million barrels).. 
Days supply, 1 1973 

5,350 
+ . 4 
191 

32.4 

5,895 
+ 2 . 9 
193.9 
32.0 

6,060 
+ 1 . 0 
194.9 
33.5 

5,819 
+ 5 . 4 
199.3 
35.6 

5,783 
+ 9 . 8 

5,350 
+ . 4 
191 

32.4 

5,895 
+ 2 . 9 
193.9 
32.0 

6,060 
+ 1 . 0 
194.9 
33.5 

i End quarter stocks divided by next quarter demand. 

We consider it unlikely that the levels of gasoline imports shown in table 5 
can be obtained on a sustained basis over the next four to six months. The 
question of foreign gasoline availability will be discussed in more detail in a 
later section of this report but the point should be made here that foreign sup-
plies are currently very tight and prices very high. Hence, it should be as-
sumed that only part of the deficit immediately facing the industry can be met 
through increased imports. 

The deficit could probably be eliminated if in addition to higher imports^ gaso-
line yields of domestic refiners could be raised by about 1 - 1 ^ % percentage 
points above the 48% level assumed in our analysis of the supply and demand 
position for 1973. As pointed out, such an increase would require , a corres-
pondingly higher level of distillate fuel oil imports. Given the fact that middle 
distillate yields in foreign refineries are generally about twice as high as gaso-
line yields, it may be somewhat easier to import an additional 100,000 bJ/d of 
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middle distillates during the remainder of this year than the same quantity of 
gasoline. I t should be pointed out, however, that currently both foreign gaso-
line supplies and foreign distillate fuel oil supplies are in relatively short 
supply. 
The Outlook Beyond 1978 

For the year 1974 and 1975 our supply-demand forecast is shown in table 6, 
together with the actual situation in 1972 and the projected outlook for the 
current year. For both years we have made two forecasts: Forecast (A) is 
moderately more optimistic on domestic refinery capacity and output than fore-
cast (B) ; all other numbers—except imports which is the balancing item to 
match supply and dmand—are the same in both forecasts. Forecast (A) may 
be achieved if refinery down time is kept to an absolute minimum, and i f 
capacity can be increased in 1975 through efficiency improvements; Forecast 
(B) makes a slightly larger allowance for down time and assumes no further 

capacity increase after 1974. Gasoline yields in both years are 48%, about one 
percentage point higher than in 1972 and 1973. The required stocks are kept at 
a level equal to 34.8 days of actual demand for both 1974 and 1975. This was 
the actual stock level attained at the end of 1972 when a near-shortage was 
registered. We know that in previous years comparable stock levels generally 
fluctuated between 38 and 40 days of demand. Since i t cannot be assumed that 
the industry persistently kept higher stock levels than required for smooth 
operating purposes, last year's 34.8 day level is probably the lowest level at 
which operations can be carried on without threat of interruptions. 

Table 6 shows that we will require 237,000-265,000 b/d of imports in 1974 
and 478,000-572,000 b/d in 1975. As will be pointed out below, we consider an 
import level of 300,000 b/d the maximum that can be realistically expected for 
the year 1975. Thus, a physical shortage of 3% to 5% of total demand in PAD 
I - I V is likely in 1975. While the price mechanism, i f allowed to operate freely, 
would probably greatly reduce the shortage, the very low price elasticity of 
gasoline demand would require a very sharp increase in price—to balance 
supply and demand. Given the essentiality of gasoline for most Americans, 
such an increase may generate considerable political resistance. The only 
alternative would be voluntary or compulsory rationing which is also not 
exactly in favor among the public. 

PAD l-IV.—GASOLINE SUPPLY AND DEMAND 1972-75 

[In thousand barrels per day] 

1972 1973 1974 1974 1975 1975 

(A) (B) (A) (B) 

Supply-demand I - IV : 
Refinery capacity 11,200 11,350 11,500 11,500 11,650 11,500 
Runs 9,845 10,410 10,638 10,580 10,776 10,580 
Percent (89.7) (91.7) (92.5) (92.0) (92.5) (92.0) 
Unfinished 102 110 110 110 110 110 
Refinery input (excluding NLG's) 9,947 10,520 10,748 10,690 10,886 10,690 
Gasoline yields (motor plus aviation), percent... 46.9 47.0 48.0 48.0 48.0 48.0 

Gasoline (motor plus aviation): 
Refinery output , , , 
Natural gas liquids 789 784 780 780 780 780 
Refinery output 4,665 4,947 5,159 5,131 5,225 5,131 
- • algi K •• 

Total refinery output 5,454 5,731 5,939 5,911 6,005 5,911 
Imports 68 145 237 265 478 572 
Net flow to and from PAD V ( - 6 7 ) ( - 6 4 ) ( - 6 4 ) ( - 6 4 ) ( - 6 4 ) ( - 6 4 ) 
Supply 5,455 5,813 6,112 6,112 6,419 6,419 
Demand 5,473 5,783 6,083 6,083 6,390 6,390 
Change in stocks (million barrels) ( + 1 0 . 8 ) ( + 1 0 . 4 ) ( + 1 0 . 4 ) ( + 1 0 . 7 ) 
Stocks end of year (million barrels) 190.5 201.3 211.7 211.7 222.4 222.4 
Days supply:11965,40.3; 1970,38.0; 1971,38.2. >34.81 34.81 34.81 34.81 34.81 34. 

i End period stocks divided by average demand for year. 1972 ratio of 34.81 days supply was held constant in 197 
period. 

* Actual. 
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Import Capability of Gasoline 
Gasoline imports have historically played a very minor role in supplying the 

U.S. Market. I n 1971, the last year in which domestic supplies were considered 
adequate, total gasoline imports—all of it going to the East Coast—amounted 
to 59,337 b/d, equal to about 1% of total demand in PAD I - I V . Of the imports 
94% came from Puerto Rico, the rest primarily from the Virgin Islands. 
Virtually all shipments from Puerto Rico were accounted for by two refiners 
there—Commonwealth Oil Refining and Phillips Petroleum—who together hold 
special import quotas for 58,000 b/d of finished products into the U.S. main-
land. All shipments from the Virgin Islands came from Amerada-Hess. 

In 1972 imports from Puerto Rico remained unchanged but there was a 
fourfold increase in shipments from the Virgin Islands and other overseas 
sources to a record of 13,000 b/d. Total gasoline imports last year amounted 
to 68,000 b/d. 

Thus, for practical purposes, the U.S. has not been an importer of gasoline 
in significant quantities from outside U.S. territory until this year. The prin-
cipal reasons were of course the quantitative import restrictions on gasoline, 
combined with the high import duty (1.25tf/gallon) on this product.8 

The imports required in 1973, particularly in the second and third quarter, 
will be of such magnitude that they cannot be satisfied from the two U.S. off-
shore islands. The U.S. will therefore for the first time be in a position of hav-
ing to depend on a relatively significant volume of gasoline from foreign sources 
to meet its domestic requirements. Unfortunately, this development coincides 
with a world-wide crude oil shortage which is preventing many foreign re-
fineries from operating at desired levels of capacity. The crude oil shortage is 
considered to be of temporary duration. I t is reported to be due primarily to 
lack of storage, pipeline and tanker berthing facilities in Saudi Arabia, the 
world's largest exporter and principal source of the incremental volumes re-
quired to maintain the growth in world oil demand. The crude shortage to be 
felt late in 1972 and has continued throughout the first quarter of this year. 
According to some sources, the shortage will be alleviated by mid-year; others 
feel it may well last into late fall. 

One major effect of the shortage has been a very sharp increase in gaso-
line and other oil products prices. For instance, European prices for regular 
gasoline (91 octane) are currently $50/ton f.o.b. Italy and $54 f.o.b. Rot-
terdam, compared to $22 and $25 respectively a year ago—an increase of over 
120%. 

Given current freight rates, the Italian gasoline would lay down at the 
U.S. East Coast at about 17^/gallon, duty paid. The price for gasoline from 
Rotterdam would be slightly higher. This compares with a posted New York 
harbor contract price of 13.75 tf/gallon for U.S. regular gasoline (94 Octane). 
This latter gasoline is of course currently not available in the market except 
for contract sales which are in most cases quantity-restricted. 

Since foreign gasoline prices usually rise seasonally during spring and early 
summer, the European gasoline export price can be expected to increase fur-
ther in the near future, unless the crude otil shortage eases up considerably in 
which case a slight decline might be expected. 

Aside from the high price, there is also the problem of physical availability. 
The crude oil limitations on most refineries outside the U.S. have had the effect 
of paralyzing the often considerable excess producing capacity of these re-
fineries. Thus, western Europe currently has approximately 1 million barrels 
daily of excess refining capacity. On a smaller scale, the same is true for 
Caribbean plants. I f sufficient crude oil were available, a part of this excess 
could be brought into operation to meet U.S. import requirements. Currently, 
this is not possible. As of this writing, i t would therefore seem that available 
foreign gasoline supplies will not be sufficient to meet the requirements for 
the second-third quarter of 1973 foreseen in our table 5. 

For the longer term—the period to 1975—we assume no crude oil supply 
restrictions. During this period about 1 million barrels daily of new refining 
capacity will come on stream in eastern Canada and the Caribbean. How-
ever, not all of this new capacity will be built for export purposes and not 

3 There is no Import duty on gasoline shipments from Puerto Rico or from the Virgin 
Islands except for shipments brought in under Amerada-Hess' 15,000 b/d special Import 
quota. 
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all of i t wil l have gasoline producing facilities. We are assuming that new 
export refining capacity with gasoline facilities wil l be 600,000 barrels daily 
by 1975. These refineries will be able to supply about 100,000 barrels daily of 
gasoline to the U.S. European excess refining capacity is likely to decline over 
the next 3 years. For 1975 we expect the volume of gasoline which can be ex-
ported from Europe to the U.S. without creating supply problems in the ex-
porting countries to be about 100,000 barrels daily. Another 100,000 barrels 
daily may be obtained from refineries in Puerto Rico and the Virgin Islands 
which last year accounted for the bulk of our total imports of 68,000 barrels 
daily. 

Thus, altogether an optimistic but still realistic forecast of U.S. access to 
imported gasoline in 1975 would be on the order of 300,000 barrels daily. As 
we saw in our supply and demand table, import requirements in that year 
wil l be 478,000 barrels daily—572,000 barrels daily, depending on our assump-
tion. Possibly the shortage could be met by an increase in the domestic gaso-
line yield above the 48% assumed in our forecast. However, as pointed out 
earlier, this would require very substantial increases in distillate fuel oil 
imports. I t is not certain that these increases will be available. 
The Impact of the Gasoline Shortage on the Independent Marketers 

As pointed out earlier, the independent segment of the U.S. gasoline market 
accounts for slightly more than 30% of the total, according to industry esti-
mates." This share is made up of both "private brand" marketers and inde-
pendent distributors of "branded" gasoline. 

I n a situation of insufficient overall gasoline supply, i t is reasonable to 
assume that gasoline refiners will want to give preference to their directly 
owned or controlled market outlet. Thus, the independent gasoline marketer 
who buyers his product at arms length from a refiner is likely to feel the 
impact of the shortage more and earlier than the integrated market segment. 
I n fact, evidence of this development can already be seen throughout PAD 
I - I V . 

The impact has been especially severe for private brand marketers. They 
are the buyers and distributors of much of the refining industry's excess 
gasoline, that is the gasoline which a refiner can produce in excess of the 
volume needed to satisfy his integrated or other branded distribution channels. 
When there is excess refining capacity, as has generally been the case for the 
past 25 years, the existence of a private brand market enables the refiner to 
operate his plant at a more efficient rate without the need to expend capital 
to develop additional marketing outlets or the need to reduce the price for 
his branded product. However, in case of a sustained tightness of gasoline, 
as wil l be the case for the next several years, the integrated refiner can be 
expected to give priority to his own or controlled outlets in allocating gasoline 
supplies. Many unbranded gasoline distributors have already felt the impact 
of this allocation. 

Similarly, when the gasoline shortage begins to affect the availability of 
branded gasoline, the refiner can be expected to reduce first his branded sup-
plies to non-integrated outlets. Thus, a number of independent branded gaso-
line distributors have already been informed that their contractual volume 
this year will be either the same or less than last year. Since spot gasoline 
cargoes are currently not economically available, some of these distributors 
wil l have to curtail their operations. 

To what extent the independent market segment wil l be affected by the short-
age over the next three years depends of course on the scenario chosen. I t is 
clear, however, that i f the independents must increasingly rely on imports and 
if the cost of imports remains higher than domestic gasoline prices, the inde-
pendents must raise their prices relative to those of the integrated distributors. 
This will cause them to lose market shares to integrated companies. While the 
extent of this loss is subject to speculation, one possible scenario is to assign 
all the growth in the market to the integrated refiners (the "majors") while 
maintaining the volume of the independent segment at its level of 1972. Need-
less to say, this is not a recommended scenario but it provides the opportunity 
to analyze the supply situation of the independents under a no-growth assump-
tion until 1975. Assuming a 30% market share for the independents, the com-
parable figures for 1972 and 1975 will look as follows: 
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[Thousand barrels per day] 

1972 1975 
Growth rate 

percent 

Independents 
Integrated refiners 

1,632 
3,807 

1,632 
4,724 

0.0 
7.5 

Total 5,439 6,356 5.3 

Under Case (A)—the most optimistic supply case—in our table 6 (p. 12) we 
forecast that refiners in 1975 would produce 5,971,0004 barrels daily of which 
64,000 b/d would be shipped to PAD V. After meeting the entire demand of the 
integrated companies this would leave 1,183,000 b/d for the independents or 
449,000 b/d less than they will require even under our no-growth assumption 
for this group. Thus, in order to maintain their existing level of operations they 
would have to import about 450,000 b/d in 1975. Additional imports of 29,000 
b/d will be required to maintain stock levels at the 1972 ratio of 34.8 days of 
supply, making for total imports of 478,000 b/d. 

As discussed in the previous section, these import requirements could well 
fall 150,000-200,000 b/d short of available foreign supplies. I f the entire short-
fall has to be borne by the independent segment, it could reduce their actual 
volume in 1975 by at least 10% below last year's. This would reduce their 
market share over the next 3 years from 30% to 23%. 
Policy Recommendations 

I f a domestic gasoline shortage is to be minimized or averted, two courses of 
action are required: (1) short-term maximization of finished products imports 
and (2) the creation of incentives for domestic refinery expansion. 

The two courses of action may seem contradictory on the face, since import 
liberalization may be considered a disincentive to domestic refinery construction. 
Nevertheless, unless both courses are adopted, the shortage over the next three 
years will either grow to the point where it could become unmanageable or we 
will become permanently dependent on foreign gasoline supplies for a large and 
growing share of our market which would be undesirable from the point of 
view of security—commercial as well as political—or balance of payments. 

Specifically, the following actions would seem required in the present situa-
tion : 

(1) For the next two years imports of all finished products should be allowed 
to come in freely and without source-of-origin restriction. During this period no 
new grass root refinery or major refinery expansion can be completed and avail-
able foreign supplies will not be sufficient to force a reduction in domestic re-
finery operations from present maximum levels, even if a decline occurs in 
foreign prices. Hence, unlimited imports during this period is not likely to 
have a negative effect on domestic refinery operations. 

(2) In view of the lower yield of gasoline than middle distillates in most 
foreign refineries and the resulting relatively lesser availability of foreign 
gasoline supplies, a) U.S. refiners should be encouraged to maximize gasoline 
yields, perhaps by permitting an increase in gasoline prices (this would also 
have a minor dampening effect on demand) ; and b) imports of gasoline should 
be limited to qualified independent marketers of this product who should be 
given the right to exchange such imports in order to minimize inland freight 
costs. 

(3) The construction of domestic refineries should be encouraged by means 
of a modest protective tariff on finished oil products. However, since it takes 
several years to build additional refinery capacity, the tariff should be post-
poned until there is evidence of sufficient new domestic refineries under con-
struction or expansion, as defined in advance by the government. The reason 
why no protective tariff on finished products should be imposed at this time is 

* Excludes an estimated 34,000 b/d of aviation gasoline production. 
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that such action would further raise the price of imports and thus keep out 
some of the otherwise available foreign supplies, particularly in view of the 
existing domestic price restrictions on the oil products sold by the major inte-
grated refiners. 

(4) The domestic price of gasoline should be allowed to rise freely, in order 
to encourage the maximum importation of gasoline. 

(5) A more reasonable and balanced environmental approach towards the 
construction of new refineries is required on the part of the public. I f there had 
been no environmental opposition to the construction of new refineries on the 
East Coast, at least three new plants would currently be in operation, two of 
which would be located in New England. The output of these three plants 
would have been enough to avoid a gasoline shortage in the U.S. at least for 
the current year. 

o 
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