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Members of-the Committee on Interior and Insular Affairs
and of.the House-Senate Conference Committee on the

 Energy Emergency Act   - "
I.-I9 O�FAOF: _Arlon R. rues1ng§ Chief Economist

- Committee on Interior and Insular Affairs

*.E: National Petroleum Qoenoil{s W�equiree Prices fog�
. Q, I ,  I

.   .Senetor Jackson and other members have recently eiteak _
*the December 1972 study by the National Petroleum Council (NFC)
(U,S. Energy Outlook) as evidence that, only a year ago, the�

 produc:ngeindus:fy regarded crude oil prices in the range ofe
~$3.5O to $4.50 per barrel as adequate to support �he maximum

= practical level of exploration and development. The.members
,,have singled out particularly the attached Table 15 of the EPC
exreportg U15, Energy Oq§1ook, which indicates a "required� price
:@fe$3.65-in_l97§; to support the N?C�s most optimistic scenario

;?(Ceee I); eBeceuee the latter figure was given in 1970 dollars,
e�Tthe eeuivalent price today would be about $4;35: Which is V9331év

close to �he average price of �old� oil before the December
_ increase e���orized by FED.   �

* Vincent-.  Bro:-:n_, ;�:><:ecutive&#39;e Dire:�E:or of the :~:.e::, hes
� 0&#39;  ,.  �;l._ _ , T .. ,� - I .I""~  -&#39;*� ��eubmette� a l�toef-f0? tee recozd, a copy of h�lth la et�aenee,

protesting this use of the R?C s�udy.e He wrote Senator Jackson:

e � "Your use of-the domestic crude oil �price� in
&#39; 1975 of §?.6§ene+Abavre7, as 5% aeheer" in the Siué�, �A ~*- to &#39;.&#39;-""&#39; &#39; "�� "&#39; "&#39; "3 -. .&#39;� A.

15 comygetely out of contexc. In eedl 102, go""
c1tat§Qn of the 390 report to support our conclusion
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"either the érilling rate or she success rate.

d

�s methodology wee as follows
nusber of sub-cases):

-e- o -w .L. .:.&#39; *\r�;"&#39;\,$A j�~ - s.v3r\ ,v� ~_ "" . Vx -. ..:..;; .>._-.--.:-�_.� ue.rmb, val. icf�In .H

7l)  e.spe:ific drilling rate was�assumed3_�i¢

(2; �he cost of this ariliing program gave the 1
investment required;« a. T

as, A &#39;_� O __ o  &#39;_"_.. _ F?  O I . H
(3) : specific success sets -in drilling was

assumed;  i &#39; �&#39; *

($3�fThe rate of production in fuuure §ears.was
inferred from the success rate; V

(53. The average erude oil grioes were calculefeds
for each year,.thet would give revenges eqgal to
a given �return� [e.g., 15 percent) on the3%

.. ..�~ an a y. . r�  .L:;t oogortunities.   s �e - -a~-

in�ustryfsiinvestee :enital,_derived�from the�
iesestoent ffcuves is z2\ A....-�- �-I foqwaf �~~&#39;; -- -----<- 4�  .

Roreove?,st2e measure which the EPC used for rate of?
If, . ,_\__ ___-.A _;,,,H 0 F... ,_ A . V� &#39;1.�ereture on HCL 3i.ed aSS:ua oe.:e little resemolance go see
xete of return consents :enageeeet_uses in evaluating, invest~e

Hr. Brewn�s grotest is correct to th
I?C�s naive economic modeg was no: explicit
ievelo§ activity levels /erilling rates, et_?. . - -&#39;.&#39;.� �__ A_ V _ , H, no 3 so ,soonlies case: on assumes prices or to ouentify the incentiwesinoun - I � - � � ....� -I - _>
needed to reaiize the assumed levels of activity (P. l . In

 i� �. t ..I�:  pg� _ _ 5&#39;  943:.-L .    � . _ �\ouqer wc:es,,ies zormal resales Hwfe nooa�irom.uhe beginning, _
very useful in evaluating such factors as price controls, taxes,. I ~ 0 A. __,__3 . -  � ",.�..� 2. 4.: .2.
:he rate of OCS leasing, or other policies that.m15hs aifeos

* This is because
� � &#39; 4. ~ 9- p--- cm! &#39; no A "- - ,-!-:v~- 9- -t � �C. &#39; ,1� 4&#39; "��tnese re: s were already 51:83 as AccL¢&yL0Q§ oi tee ssué,..4 .1

timate the effectiveness
&#39; would have to differ

o;_ __ ~. 1 _,_,,�(1) lb woula nay:
_gog the dr;-1ing

, - _� 0 -. 1-.
An economic model see
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"Average Required �Senator Jackson cited was labeled i
660) from the bacK.roundThe attached supporting table (no. .1.

pg

I-(j

report to U.S. Energy Outloog, "Oil and Gas Availability,� is
plateled �hverage Unit Revenue Required Per Barrel of  rude Gil
(Dollars Per Barrel)."

E
The text even more explicitly attempts to lead the�

olicy conclusions purportedly based upon the
extremely technical study utilizing the judgement,�

professional people from both government and industry� including
ienergy experts from outside the oil and gas industryo

�For each fuel the four princi al sup l cases
as -u= e] e averace uni revenues or pricestisut a th � 1-. =� v
.�7uired to support assumed ranges of activity: _

�1aue1s, given an assumed range of investment re-
turns. These analyses indicate that real energy
�}x1ces&#39; of domestic fuels at the wellhead or mine

asst rise significantly by l985. Since the �prices�
c1ted_£or the fuels do not consider differences in
qualitye distribution costs or use characteristics,�e ?prices&#39; calculated in this study cannot be
.meaningfully compared with each other. The prO~
ejected range of percentage increases in average�prices&#39; required to l985 (in terms of l970 dollars)
raver 1970 for individual fuels is indicated below:

011 at the wellhead: up 60 to l25 percent
~Gas»at the wellhead: up 80 to 250 percent
Coal at the mine: up about 30 percent

.8393: up about 30 percent.I00!
*  �Ehe above ranges would imply an average annual
f�crease in fuel &#39;prices�of 2 to 9 percent, though
the rate of increase would not necessarily be uniform
throughout the period to 1985 and would not be the
same for each fuel. These are increases in real sests>over«and above inflation. � �

�he required �prices� calculated indicate
�erce sharp reversal of the declining real pri e
trends that have been experienced for the last sev-
eral years. Declining prices have reduced the at-
tractiveness of this high�risk industry as is
evidenced by the decline in both drilling effort and
inwreserve additions resulting from new exploration.

a needs
c

It
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The NFC model�s validity, or lack of validity, for &#39;
measuring the effects of changes in tax policy depends on~
exactly the same factors as its.validity for price analysis.
Yet, the report&#39;s narrative did.not shrink from quantitative
judgments about the impact of tax reform: i

-.v 
     
     ._.._.,.&#39;.,

v.�~ _ T�__ �O &#39; "
as �.1, g. V 3

"Leng�established tax provisions for the extrac-
tive industries have historicallygprompted the�
development of energy supplies. These taX&#39;features�
deal with.percentage depletion applicable to coal,,&#39;
uranium, oil, gas, oil shale and geothermal steam,_
and those permitting current deductions of intangible
costs for oil and gas. Adverse changes in such tax
provisions would prove expensive for the Nation�
because they would reduce supplies and lead to higher
costs and_prices.  For instance, complete removal"���
of the statutory depletion allowance would necessitate
an immediate {price&#39; increase on the order of $0.50
per barrel for all oil and $0.03 per thousand cubic
feet (MCF) forages; by 1985 it would necessitate
increases of $0.90 to $1.00 per barrel and $OgO5 to
$0.07 per MCF in order to maintain a return on invest-
ment sufficient to generate and attract the capital.
.needed to provide the supply projected.� These �price�
increases are over and above the increased �prices? &#39;
indicated for the particular fuel cases in 1985 dueto higher investment and operating costs.�_ &#39; A

i As long as the numbers generated by the model supported� �
 _priceincreases (rather than rollbacks), the N?C was willing,_
.}notwithstanding the many reservations in the text� to have ..

readers think these numbers were meaningful. . �   r».

�The most effective economic incentive would be.
to allow prices to increase to the level at which«
the industry can attract and internally generate the
risk capital needed to expand activity to its.maXimum
capability. This requires both a fair return on total
investment (e.g., return on net fixed assets), as well
as the anticipation of attractive returns on current
and future investnents.,

"During the last 10 to l5 years, real prices of
oil and gas at the wellhead have declined while real
costs have been increasing. As a result, both drilling
activity and addition of new reserves have declined
rapidly. Assuming a 15-percent annual rate of return
in constant l97O dollars, l985 average oil �prices� may
-have to ran�e from $5.05 to $7.21 per barrel, and l985

co

.43
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average gas �prices� may have to range from $0.31�
rto $0.59 Per MCF to support the activity levels A
assume� (Cases IA and IVA). elf prices for gas
found prior to 1971 are prevented from increasing
by regulatory or contractual restrictions, the ~WWM,
required �price� in l985 for gas found after l97O ,

_ would be on the order of 30 to 50 percent greate i
�then the average �prices� calculated.

�Even a continuation of drilling activity along
the current declining trend will require �price�
increases of about $2.00 per barrel and $0.15 per
MCF by 1985 if the petroleum industry is to realize �
a 15epercent return on its.net fixed assets."" ��"

In fairness to the NFC, no model or methodology canfl
»answer all questions equally well, and the NPC report is hedged
with sufficient_disclaimers to deter any careful reader from

."taking most of its projections, above all its price projection,
;at face value. i., ~

Yet, Senator Jackson did not, in his statement quoted.
fby Mr. Brown, assert that the NPC "price" estimates were correct.
yHe cited them as evidence of the levels industrygthought one year

4¢agp~would�be necessary to support a sharp upturn in_dqnestic �
-,Iihvestm§nt_and production. These figures were used by the�§PC*

�aTEr exactly&#39;that purpose �g to propagandize for higher prices._

vixen precisely in the context of the whole report, which&#39;
.was used by the NPC to underpin the industry&#39;s defense of higher

e&#39;endorsed by the Council as a whole
prieee, oil import quotas, tax preferences, and which was _

it is entirely proper to
say, as Senator�Jackson did, that �these were the prices domestic:
industry needed only a little over a year ago...� &#39;



s L YABLE 15 3 V;
Avesmss azouzasa "pazczs" FOR on. AND GAS-1970 CONSTANT DOLLARS _ _ M I

&#39; $,/lab�! or 4:�/MC?) _ .. V . V  ,

. _� Pfoiected at 1VS"§�£» Return�
Actua�� on Net Fixed Assets %%

;.3;..9.§§. 1.9.29 . �.§.Z§. l?§.9. E3
% % . . Rates A � W

% Crude O3$"Price" is/"nun %  , w _% �   »�%_;   � f
Case: . % . 3:26 3.18 A L  &#39; 4.90 ;
Case-H 3.26 % _ 3.18  4.73 59.18, _

j_G2s Fieid "Price" id/MCF} &#39; . � , � %
Case I 17.8 17.1 26.7 _ 33.7  . .
Case 18   1.7.8 A % 17.1 L 26.2 �$1.8 � 7 39.8

. � H  r=sndzngVr=xazes � { �
Crude Oil "F�rice"� {$."bb!) � . � &#39; _

Case 1:: 3.26 - 3.13 3.67 4.95   6.60
Case IV 3.25   3. 7 8 3.5 7 4.39 % 523

Gas Field "Price" Id/.�.*:CF)~ . %   .
Case H! 17.8 17.1 27.9 . 37.8 _53.
Case JV 17.8 &#39; 17.1 , 26.6 b 31 .6 _ ¢ . 33.7

� �Bureau of wars� actual date. unad�ustad far -rate of rarum.
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Prooram Flexibiiify

in order #0 avoid freezing in sfafuiory ierms a mandafory poiicy, ihe
Comiiiee has recommended Thai ihe Execufive be assigned The responsl�
bili+y for craffino The program in accordance wiih Congressionaiiy
defined objeclives.

Time Frame

The Presideni is specificaliy direcied and reouired to promulgafe a
requlafion wifhin l�rdays of enacimeni, io be efieciive l5 days
Therpaffer. Murh of ihe work has already been done and a program
is eireadv drawn and awei+s oniv fhe 9reside�i�s decision +o ec+.A \-  5 "U" "� a I �����.A w

_a-r"

Price Confrois

The bill would require Thai fhe program defermiae fhe prices of producis
or fhe meihods for defermining_eoui+able prices of lhese producis. if
will no? be necessary To set specific prices bu? merely an equifablei
mefhod for deiermining price levels (such as a specified percenfage
imarkup).

Producis Covered

The program requires ihe allocafion of crude oil, residual iuei, and
refined pefroleum producfs. Refined peiroleum produci means gasoline,
kerosene, disiiilaies (inciuding Number 2 fuel oil), LPG (propane
and bufane, bui no? efhane), refined iubricafing oils, or diesel
fuei.

The program would reach bofh The refiner and producer level {ex-
ciusing siripper wells). The Commifiee expecls The Presideni; in
applying conirois, lo exercise care no? +0 discourage produciion.

Objecfives (See Sec. dib) of fhe bill.)

The objeciives are no? sef forih wife any order of preference in mind.
The Presideni is given flexibiiify so ihef so ihei ihe goals may be
aifained colleciively "To fhe maximum exienf praciicable."

The Presideni is direcfed io allocafe
markeiers in emounfs equal fo Those ihai fhey obiained in l9?2, bu?
ihis is ouaiified by reference To ihe goals sef forfh in Sec. 4{b).
A requiremeni ihaf domesiic producfion be confined wiihin The Unifed
Sfaies is qualified by a findieg ihai such aliocafion be boih T T
praciicable and necessary fo accomplish ihese goals.

producfs fo refiners and

Federal Trade Commission Reports

.P�is eifeciiveness so reef uonoress can
an objeciive body wiih exeerience in fhe

ihe Federal Trade Commission is direcied fo moniior lee prodram and
repori ro fhe Congress i
receive an evaieaiion
fieid.



Council Hails House
Election Reform Bill

A campaign reform bill passed by the House in the
midst of the presidential impeachment crisis was en-
dorsed by the AFL-CIO as the most effective legisla-
tion with a realistic chance of enactment this year. It
would set strict limits on the amount that any candidate
for federal office can spend to get elected�either
directly or through campaign committees.

It would impose equally stringent ceilings on the
amount that an individual or committee could con- ,
tribute to a candidate or spend on his behalf. And
no contribution over $100 could be in cash�with up
to one year in prison for violators.

The House bill would also �rm up public �nancing
of presidential campaigns through the checkoff of tax
dollars, and it would provide limited matching grants
for presidential primaries.

As the Memo went to press, the �nal version of a
campaign reform law remains to be shaped in a House-
Senate conference committee. The Senate passed a
campaign spending bill last year.

Although the bill does not provide for public �nan-
cing of congressional campaigns, the AFL-CIO Execu-
tive Council said its enactment would be �a strong
step� toward the goal of effective campaign reform,
�although it does not meet it completely.� It expressed
the �practical legislative assessment� that no more
sweeping bill could be passed this year.

The statement adopted by the council at its summer
meeting in Chicago cited the disclosures of �one
political abuse after another in the years since Water-
gate.� It noted that the Senate twice passed election
reform legislation.

The bill passed after an amendment was defeated
which would have imposed harassing reporting pro-
cedures on labor�s and other voluntary groups� politi-
cal activities.

Oil Ripoff
The magnitude of the pro�ts ripoff enjoyed by the

major oil corporations over the past year is revealed
by their earnings reports for the �rst half of 1974, as
compared to the same period last year.

The increases range from a modest 22 percent for
Standard Oil of Ohio (Sohio) to an astronomical 403
percent for Occidental. Not all the companies have
reported, but here�s a tabulation by order of the volume
of 1974 pro�ts after taxes:

Oil Corporation Pro�ts After Taxes
Company I 973 1 st Half I 974 1st Half Up
Exxon $1,020.0 Million $1,560.0 Million 53%
Texaco 531.6 1,050.0 97 %
Mobil 340.0 626.0 84%
Standard,

Calif. 335.0 578.0 73%

Gulf 360.0 540.0 50%
Indiana

Standard

(Amoco) 242.5 469.0 106%
Shell 169.8 246.4 45%

Sun Oil 97.6 218.2 124%

Continental 99.2 209.6 111%
Phillips 89.8 204.7 128%
Occidental 31.9 160.4 403%

Cities Service 67.3 122.6 82%
Ashland 60.4 85.7 42%

Marathon 40.7 80.8 99%
Sohio 59.8 72.9 22% &#39;

Meanwhile, as working families pay 50 to 65 cents
or more per gallon at the pump for gasoline, the House
Ways and Means Committee is readying a so-called
�tax reform� bill. If Congress doesn�t kill the 22 per-
cent oil depletion allowance that has helped send oil
corporation pro�ts soaring, members of the House
and Senate will be parties to the oil ripoff.
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