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The Effect of Crude Oil and Refined Petroleum Product Imoorts on 
the National Security - This 1989 report contains the results of an 
investigation requested under Section 232 of the Trade Expansion 
Act to study the effect of oil imports on the domestic petroleum 
industry and on United States energy security. It reviews previous 
energy security assessments and resulting initiatives, assesses 
current U.S. energy security, and studies emergency petroleum 
requirements. The report finds that there have been substantial 
improvements in U.S. energy security since the last Section 232 
Petroleum finding in 1979. However, declining domestic oil 
production, rising oil imports, and growing dependence on 
potentially insecure sources of supply raise concerns of 
vulnerability to a major supply disruption. The report finds that 
maintenance of U.S. access to sufficient supplies of petroleum is 
essential to our defense preparedness and concludes that petroleum 
imports threaten to impair national security. The report 
recommends a number of cost-effective actions that could reduce our 
vulnerability, focusing on increased opportunities for domestic 
energy production and greater insurance that adequate oil supplies 
are available in the event of a supply disruption. 
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EXECUTIVE SUMMARY 

Introduction 
L --+ 

On December 1, 1987, the National Energy Security Committee, on 
behalf of a coalition of associations, companies, and 
individuals, submitted a petition for an investigation under 
Section 232 of the Trade Expansion Act of 1962, as amended 
(19 U.S.C. 1862) for an investigation of the impact of crude oil 
and refined petroleum product imports on the national security. 

The petition alleged that imports are weakening the domestic 
petroleum industry to such an extent that it will not be able to 
support U.S. security needs in the event of a global 
conventional war. The petition did not suggest a specific 
remedy, but requested that the Department of Commerce (DOC) 
"recommend appropriate remedial action to the President." 

On December 23, 1987, the Department of Commerce accepted the 
petition, initiated an investigation and invited public 
comment. (Extensive comments reflecting support for and 
opposition to the allegations made by the petition'were received 
from oil producers, refiners, consumers, public officials, and 
foreign governments). 

Under then-existing law, DOC had one year, until December 1, 
1988, in which to complete its investigation and forward its 
report with recommendations to the President. (Since that time, 
Congress has amended the statute to require future reports to be 
completed within 270 days). In conducting the investigation, 
the Department made use of the extensive data and analysis that 
were already available regarding the current and prospective 
status of the domestic petroleum industry and the world oil 
market as well as the extensive recent national security 
analyses of oil supply and demand under crisis conditions. 

Methodology 

The investigation used a three step process to evaluate the 
effect of petroleum imports on the national security. . The 
methodology for this investigation was to: (1) review previous 
energy security assessments and resulting initiatives; (2) 
review current world oil market and status of U.S. petroleum 
producing and refining industries to develop a current U.S. 
energy security assessment; and (3) perform a national security 
review. 

Analysis 

The investigation commenced with a review of previous analyses 
of the effect of oil impcrts on the domestic petroleum industry 
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and on United States energy security. These included national 
security investigations conducted in 1975 and in 1979 under 
Section 232 of the Trade Expansion Act bT1962, as well as the 
1959 investigation under Section 8(d) of the Trade Agreements 
Extension Act of 1958. DOC also reviewed the analyses and 
findings of two major studies done by the Department of Energy 
(DOE) -- llProduct Imports, Energy Security and the Domestic 
Refining Industry" (1986) and "Energy Security: A Report To The 
President of the United States," (1987) and other studies done 
by the Administration since 1981. This review highlighted the 
focus of several Administrations regarding this issue. 

The investigation presented an analysis of the current and 
prospective status of U.S. energy security in light of recent 
developments in the world oil market. This analysis highlighted 
a number of key trends and factors which will have a significant 
effect on U.S. energy security in the future. 

Since 1979, U.S. energy security has been strengthened and the 
United States is better prepared than before to deter as well as 
respond to an energy supply emergency. The following factors 
have served to enhance U.S. energy security since the late 
1970's: 

0 U.S. petroleum imports have declined by over 2 million 
barrels per day (MMB/D) from 1979 to 1987 or 27 percent. The 
U.S. Strategic Petroleum Reserve (SPR) now contains over 555 
million barrels, whereas in 1979 only 91 million barrels were 
stored. Other OECD countries' government owned emergency oil 
stocks now amount to 400 million barrels and coordinated 
energy emergency sharing programs have been developed and 
tested regularly. In addition, many private companies have 
stocks in excess ,of commercial needs. Some of these stocks 
are potentially available for use in an emergency situation. 
Non-OPEC oil production now accounts for 60 percent of free 
world oil production, approximately 9-10 MMB/D of surplus oil 
production capacity exists in the market. Natural gas 
supplies use has been expanded in non-OPEC countries. The 
construction of additional crude oil pipelines has 
diversified Middle East oil transportation patterns and thus 
has reduced the share of Persian Gulf production delivered to 
world markets through the Straits of Hormuz. 

0 There have also been important developments in conservation 
and interfuel substitution that contribute to enhancing U.S. 
energy security. The United States consumed only as much 
energy in 1987 as it did in 1973, even though the economy 
grew 40 percent over that period. At the same time, many 
large oil users such as industrial firms and utilities have 
developed the capability to substitute large volumes of 
natural gas or coal for imported oil when economic conditions 
or other factors dictate. 
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Since the late 1970's, there has been a shift in the sources 
and levels 0f'U.S. oil import dependence---Sources outside of 
the Middle East now account for a larger share of U.S. oil 
imports. During 1987, Canada, Mexico, and the United Kingdom 
supplied 31 percent of net petroleum imports as compared to 
15 percent in 1979. 

Although many small U.S. refineries have closed between 1981 
and 1986, current U.S. refining capacity (15-16 million B/D) 
combined with imports from reliable Free World sources is 
sufficient to meet demand. The principal cause for the 
closure of 120 U.S. refineries during this time was the 
elimination of both crude oil price controls and the Small 
Refiner Bias Provision of the Entitlements Program. 

The Department's investigation also identified a number of other 
factors affecting future U.S. energy security: 

0 Various U.S. Government energy reports have concluded that by 
the mid-1990's and beyond, we may be importing about half or 
more of our oil consumption. To the extent the United States 
and other countries import more oil in the future, it is 
projected they will turn increasingly to OPEC countries - - 
particularly those located in the Persian Gulf region which 
have the largest amounts of surplus oil production capacity 
and reserves. Dependence on a small number of suppliers 
located largely in a volatile region could make the United 
States and the OECD countries increasingly vulnerable to oil 
supply disruptions or cartel manipulation of production and 
price. 

0 U.S. petroleum imports are likely to increase in the years 
ahead because domestic reserves of economically recoverable 
oil are declining. Further, as world crude oil prices have 
declined since 1986, the relatively smaller U.S. oil fields 
with higher cost U.S. production became uneconomic and some 
wells were shut-in or abandoned. . 

0 The level of domestic drilling activity remains low, and the 
low prices have had an adverse effect on the U.S. petroleum 
services industries. 

0 The most promising currently known prospects for major new 
oil fields in the United States are in the Outer Continental 
Shelf (OCS) and in the Arctic National Wildlife Refuge 
(ANWR) . Exploration and eventual production from these areas 
could help offset anticipated production declines in other 
parts of the United States, thereby helping to limit the 
growth in U.S. dependence on foreign oil supplies. However, 
the long lead times needed from exploration to production 
mean that it could still be a decade before oil is extracted, 
even if access were granted within the next year or so. 
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Though not currently a problem, in the event of a large price 
or volume. increases, rising outlays fo+r imported oil would 
increase the need for expansion of exports or decreases in 
other imports. However, if priced below the cost of domestic 
supplies, expanding oil imports would enhance domestic 
economic efficiency and continue contributing to the 
international competitiveness of U.S. firms. 

On the other hand, lower priced oil has had a beneficial 
effect on U.S. international competitiveness and economic 
growth thereby contributing to one of the longest sustained 
post-war economic recoveries. 

In addition, national defense petroleum mobilization 
requirements were evaluated in light of previous national 
security studies and a review of the current world oil market. 
It was determined that the United States would be able to meet 
defense requirements and essential industrial and civilian needs 
in a major conventional war from domestic energy production, the 
Strategic Petroleum Reserve, and reliable petroleum imports. It 
was also determined that we have sufficient refining capacity to 
process this oil. 

In the event of a three year, large scale conventional conflict 
coupled with a substantial decrease in oil supplies, defense 
needs would receive priority. Consequently, domestic 
dislocations resulting from decreased petroleum availability 
could be significant and have a significant deleterious effect 
upon the U.S. economy. Further, growing Free World dependence 
on potentially insecure sources of oil can constrain foreign 
policy flexibility and U.S. military power projection 
capabilities even in peacetime. 

Finding 

There have been substantial improvements in U.S. energy security 
since the last Section 232 Petroleum finding in 1979. However, 
declining domestic oil production, rising oil imports, and 
growing Free World dependence on potentially insecure sources of 
supply raise a number of concerns, including vulnerability to a 
major supply disruption. The investigation found that the 
maintenance of U.S. access to sufficient supplies of petroleum 
is essential to our economic security, foreign policy 
flexibility, and defense preparedness. Given the above factors, 
it was found that petroleum imports threaten to impair the 
national security. 



ES-5 

U.S. Government Energy Actions Which Enhanced National Security 
c-c 

Since 1981, the Administration has implemented policies that 
have substantially increased U.S. energy and national security. 
Major actions include (1) fully decontrolling oil prices in 1991 
and eliminating allocation controls; and (2) filling the 
Strategic Petroleum Reserve to 555 million barrels and 
committing to a 750 million barrel reserve. Other actions to 
enhance energy security and maintain a strong domestic oil 
industry include: 

0 

0 

0 

0 

0 

0 

0 

Re-establishing the five-year Outer Continental Shelf (OCS) 
leasing program and reducing the minimum bid for certain 
offshore leases. 

Increasing Federal spending for clean coal to $2.5 billion 
over the next five years and re-establishing a Federal coal 
leasing program. 

Preserving the intangible drilling costs treatment in the Tax 
Reform Act of 1986 and retaining the full-cost accounting 
provisions. I 
Encouraging our allies and friends to build up their 
government-owned strategic stockpiles, which amount to about 
400 million barrels (mostly in Germany and Japan), and to 
coordinate stock drawdowns during an emergency. 

Developing with our partners in the Intti national Energy 
Agency policies and programs, including stock drawdown 
measures, for coordinated international responses to future 
oil supply disruption. 

Obtaining Congressional repeal of the the Windfall Profits 
Tax which removes major disincentives for producers to 
develop further existing oil reserves, explore for new 
reserves, and reduce the paperwork burden on the industry, and . 
The implementation of the U.S. -Canada Free Trade Agreement 
which will promote increased bilateral energy trade and 
provide reliable supplies at competitive prices. 

Recommendations 

While U.S. energy security has improved since the 1970's, a 
threat to U.S. national security cannot be ignored and future I 
projected trends require vigilance. Although no single program 
or specific action could eliminate U.S. dependence on some 
insecure petroleum imports, there are a number of cost-effective 
actions that cculd reduce our vulnerability and increase our 
flexibility. 
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The best means to enhance U.S. energy security is to increase 
opportunities for economic domestic energy production and to 
ensure that adequate oil supplies are available in the event of 
a supply disruption. The Congress and the States should 
continue to be urged to take immediate steps to implement the 
President's program. Specifically: 

0 

0 

0 

0 

0 

Enacting Comprehensive Natural Gas Reform - this action would 
help gas to reach its full potential in substituting for 
imported oil; 

Permitting Environmentally Sound Oil Exploration and 
Development of the Arctic National Wildlife Refuge Coastal 
Plain in Alaska and of the Outer Continental Shelf - these are 
the most promising prospects for discoverinq major new oil 
reserves in the United States. Exploration-and-production 
from these areas would serve to limit our growing dependence 
on foreign oil: 

Ensuring the Viability of Nuclear Power Through Licensing 
Reform - This would involve the issuance of a combined license 
for both construction and operation of a nuclear power plant. 
This action would provide a vehicle so that utility, public, 
State, and Federal concerns could be resolved before plant 
construction, thereby reducing project costsi 

Removing Tax Disincentives To Domestic Oil Exploration and 
Development and Reducing Early Well Abandonment - These 
consist of: (1) increasinq the net income limitation on the 
percentage depletion allowance from 50 to 100 percent per 
property: and (2) repealing the transfer rule to permit use of 
percentage depletion for proven properties that have changed 
hands: 

Filling the SPR to 750 Million Barrels - The Naval Petroleum 
Reserves at Elk Hills, California, ana Teapot Dome, Wyoming, 
should be sold in order to finance an increased fill rate for 
the SPR, which is a more effective emergency reserve, and to 
pay for a new 10 million barrel Defense Petroleum Inventory: 

An action to adjust imports by way of quotas, fees or tariffs, 
under the authority of Section 232, is not recommended because 
such actions are not cost 'beneficial and, in the long run, impair 
rather than enhance national security. Section 232 states that 
"In the administration of this section, the Secretary and 
President shall further recognize the close relation of the 
economic welfare of the Nation to our national security..." An 
oil import fee and/or quantitative import restrictions would 
raise the price of oil resulting in only a small temporary 
increase in U.S. producticn, while causing substantial increased 
economic costs and adverse conpetitive impacts thrcughout the 

. . 
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U.S. economy. In addition, the beneficial effect that the 
president's initiatives should have on U.S.-energy security 
argues against taking formal action to adjust imports under 
Section 232. 

The DOE Energy Security report of 1987 examined oil import fees 
in detail. The report found that oil import fees have overall 
economic costs far in excess of their benefits. Specifically, 
the study concluded that a $10 per barrel fixed import fee could 
increase domestic production (about 400 thousand B/D) and 
discourage consumption, 
about 1.5 million B/D. 

leading to a reduction of imports of 

However, a $10 per barrel import fee would have greater negative 
effects on the overall economy (e.g., stimulating inflation, 
decreasing the competitiveness of oil consuming industries, 
reducing the GNP). Consumers would pay higher prices for oil and 
this would inflate costs throughout the economy. Thus, the 
economy would incur substantial adjustment costs. The Department 
of Energy has estimated that the economy would suffer a loss in 
output of $150 - 200 billion over the 1988 - 1995 period as a 
result of a $10 per barrel fee. This output loss would exceed 
the estimated benefits accruing from the fee. 

The DOE Energy Security report also analyzed the impact of a $5 
per barrel fee on the economy. DOE estimates that the $5 fee 
would result in an additional 200,000 b/d of domestic oil 
production by 1995. However, the $5 fee would also have the same 
negative effects on the economy as the $10 fee, albeit on a 
smaller scale. On balance, the costs of $5 fee outweigh the 
benefits to the petroleum sector. Additionally, other methods 
for affecting imports, such as volumetric quotas, would have 
similar economic and competitiveness impacts. 



Section I.. INTRODUCTIONANDMETHODOLOGY _ 

Introduction 

On December 1, 1987, the Department of Commerce received a 
petition under Section 232 of the Trade Expansion Act of 1962, 
as amended, to initiate an investigation concerning the impact 
of crude oil and refined petroleum product imports on the 
national security. The petition was filed by the National 
Energy Security Committee (NESC), which represents a broad 
coalition of independent producers, royalty owners, drilling 
equipment manufacturers, geologists and others involved in the 
U.S. petroleum industry. The Department published a notice in 
the Federal Register on December 29, 1987 announcing the 
initiation of the investigation and soliciting public comment 
within 30 days. A copy of the Federal Register notice is 
attached at Tab A. 

The articles investigated for this study include crude oil and 
refined petroleum products. Crude oil is currently classifiable 
in the Tariff Schedules of the United States (TSUSA) Annotated 
(1987) as items 475.05 (crude oil testing under 25 degrees 

A.P.I.) and 475.10 (crude oil testing 25 degrees A.P.I. or more). 

The following refined petroleum products are classified under 
these specific TSUSA categories: 475.25 (motor fuel, including 
gasoline, leaded and unleaded: naphtha-type jet fuel and 
kerosene-type jet fuel); 475.30 (kerosene derived from 
petroleum, shale oil or both - except motor fuel): 475.35 
(naphthas derived from petroleum, shale oil, natural gas or 
combination thereof - except motor fuel); 475.40 (mineral oil or 
medicinal grade derived from petroleum, shale oil or both); 
475.45, 475.55 and 475.60 (lubricating oils and greases, derived 
from petroleum shale oil, or both, with or without additives): 
475.65 and 475.70 (mixtures of hydrocarbons not specifically 
provided for, derived wholly from petroleum shale oil, natural 
gas, or combinations thereof, which contain by weight not over 
50% of any single hydrocarbon compound); 494.22 (paraffin and 
other petroleum waxes); 517.5120 (petroleum coke); and 521.11 
(asphalturn, bitumen and limestone-rock asphalt). e 

Under then-existing law, the Department of Commerce had one year 
to submit a report with findings and recommendations to the 
President. Since that time, Congress has amended Section 232 to 
require that future reports be completed in 270 days. 

Summary of Petition 

The NESC petition raised the following major concerns and 
allegations: 

0 Rising imports of inexpensi-bve crude oil and petroleun 
products are hacling 3 negative impact on the domestic 
petroleum industry. 
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0 With declining world crude and product prices, higher-cost U.S. 
producers are not able to compete with lower-priced imports and 
have often been required to shut-in production. 

0 The petitioners state that this has resulted in a decline in 
domestic crude oil production, which in turn has diminished the 
availability of capital necessary to fund exploration and 
development of new oil sources. As a consequence, the nation is 
not replacing crude oil reserves currently being produced. In 
1982, capital expenditures for drilling, exploration and 
production were on the order of $53 billion. In 1986, capital 
expenditures fell to about $16 billion. 

0 In terms of domestic exploration and development activities, 
(comparing the years 1982 and 1986), the number of active seismic 
crews fell 66 percent: exploratory wells completed dropped 57 
percent; drilling permits issued annually fell 60 percent; total 
footage drilled declined 55 percent: and the number of active 
rotary drilling rigs fell 68 percent. 

0 Proven crude oil reserves dropped 1.5 billion barrels in 1986, to 
26.9 billion barrels, a 5.4 percent drop from 1985. New oil 
field discoveries were the lowest in the last 10 years and were 
less than one-third of the 1977-84 average. 

0 From a peak of 9.2 million b/d in February 1986, domestic crude 
oil production declined steadily to 8.2 million b/d in August 
1987. Conversely, since 1985, imports of crude oil and petroleum 
product have increased from 32 percent to 39 percent of U.S. oil 
consumption. 

0 The decline in overall industry activity has resulted in the loss 
of a substantial number of jobs. In January 1982, there were 
approximately 754,000 workers engaged in oil and gas extraction 
activities. By 1987, employment had declined to 425,000 workers. 

Based on all these factors, the NESC argues that U.S. national 
security is impaired and is threatened with continual.impairment, as 
a result of a growing reliance on imported oil. The petitioner 
calls for immediate, remedial action.by the Administration if the 
United States is to continue to enjoy the freedom of foreign policy 
options and an unchallenged military readiness posture. If such 
action is not forthcoming, then the United States' ability to defend 
itself in a conventional world war is placed in jeopardy. While the 
petition did not request a specific remedy, the NESC did urge the 
selection of an approach which will adjust the import of crude oil 
and petroleum products so that such imports will not threaten to 
impair the national security of the United States. 

A tctal of sixty separate cornmentors submitted their lliexs during 
the comment period. A listing and a summary of the comments filed 
are attached at Tab B. 

7 
1 J 
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Methodology 

The Department of Commerce used a three step process to evaluate the 
effect of crude oil and refined petroleum product imports on the 
national security. 

1: Step Review of Previous Energy Security Assessments and 
Resulting Initiatives: The issue of U.S. dependence on 
foreign oil has been a subject of several national security 
studies conducted by the Federal Government since the 
1950's. The Department reviewed the analyses, findings and 
recommendations of previous oil security studies to 
determine whether there were any common concerns raised and 
to use these analyses as benchmarks to assess the current 
U.S. security position. 

(The most 1979 Section 232 Petroleum investigation 
concluded that imports threaten to impair the national 
security. This finding is still effective today and serves 
as the legal basis for'the embargo of crude oil from Libya 
that was imposed in 1982.) 

Step 2: Review of Current World Oil Market and Status of U.S. 
Petroleum Producing and Refining Industries to Develop a 
Current U.S. Energy Security Assessment: 

The next step involved an evaluation of any factors which 
have served to enhance U.S. energy security as well as any 
factors which have served to erode U.S. energy security 
since these studies were completed. It was intended that 
such an assessment would 1) set forth a current overview of 
the general U.S. energy security position and 2) provide 
the basis for the development of appropriate remedies, 
should the investigation conclude that imports threaten to 
impair the national security. 

In conducting this assessment, the Department relied upon 
the extensive body of data already available'on the world 
oil market and U.S. petroleum industry. In view of the 
availability of this data, it was determined that an 
industry survey was not necessary. 

Step 3: Review of National Security Issues: 

The next step involved a petroleum supply/demand analysis 
based on a three year global conventional war scenario 
preceded by a one year mobilization. This analysis was 
based on approved national security planning guidelines 
with updated Defense Department petroleum requirement 
estimates. This assessment also accounted for the recent 
trends in C.S.consumption, production and imports. 
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* * * * * - -,- 

Based on the above analysis, the Department determined that 
there have been substantial improvements in U.S. energy security 
since the last Section 232 Petroleum finding in 1979. However, 
declining domestic oil production, rising oil imports, and 
growing Free World dependence on potentially insecure sources of 
supply raise a number of concerns, including vulnerability to a 
major supply disruption. The investigation found that the 
maintenance of U.S. access to sufficient supplies of petroleum 
is essential to our economic security, foreign policy 
flexibility, and defense preparedness. Given the above factors, 
it was found that petroleum imports threaten to impair the 
national.security. 
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Section II. REVIEW OF PREVIOUS ENERGY SECURITY ASSESSMENTS 
AND RESULTING INITIATIVES 

National Security Investigations 

Energy security problems and concerns similar to those raised by the 
current petition have been brought to the attention of the U.S. 
Government on several occasions since the late 1950's. These policy 
concerns have prompted major studies focusing on one or another 
aspect of the relationship between U.S. national security and our 
growing dependence on foreign oil. These studies range from the 
1959 national security investigation of oil imports to the 1987 - - Department of Energy's "Energy Security: A Report To The President 
of the United States" (hereafter Energy Security). Moreover, these 
studies have in turn generated a  large energy database which 
constitutes an important resource for this study. 

This review of previous national security investigations includes 
the 1959 investigation on petroleum imports under Section 8(d) of 
the Trade Agreements Extension Act of 1958, and the studies 
completed in 1975 and 1979 investigating oil imports under Section 
232 of the Trade Expansion Act of 1962. The three prior 
investigations provide a  broad overview of the issues concerning 
petroleum and national security which the U.S. government has 
addressed over the past three decades.  

The 1959 Study 
On March 10. 1959, President Eisenhower issued Proclamation 3279, 
which announced that crude oil and'the principal crude oil 
derivatives and products were being imported in such quantit ies and 
under such circumstances as to threaten to impair the national 
security. The Proclamation establ ished a  Mandatory Oil Import 
Program (MOIP) for the purpose of stimulating U.S. oil exploration, 
development and refining capacity. The Secretary of the Interior 
administered the MOIP, which consisted of a  system of percentage 
quotas, import l icenses to implement the quotas, and allocation 
guidelines to distribute the l icenses among the five U.S. geographic 
districts. 

The crude oil import ceiling volumes were first pegged to a  
percentage of demand (based on historical 1957 shares under the 
Voluntary Oil Import Program) and later lim ited to 12% of domestic 
production. Refined petroleum product imports were also tied to 
historical (1957) volume levels. As a  consequence,  establ ished 
importers had their import purchase volumes scaled back, and new 
traders and importers were granted access to the program on a  
lim ited basis. The MOIP lasted until 1973 as a  volume control 
program in various forms, and then until 1983 as a  fee program. 

The Presidential Proclamation was prompted by the investigation 
conducted by the Director of the Office of Civil and Defense 
Mobilization (CCDM) under Section 8(d) of the Trade Agreements 
Extension Act of 1958, to determine the effects of imports of crude 
oil and its derivatives and products on the national security. The 
OCDM Director advised the President on February 27, 1959 that crude 
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oil and the principal crude oil derivatives and products were being 
imported in such quantities and under such circumstances as to 
threaten to impair the national security. 

The investigation was undertaken as a result of continuing concern 
about the effect of increased oil imports into the U.S. during the 
1956-1959 period. In April 1957 the OCDM Director reported to the 
President that he had "reason to believe that crude oil was being 
imported in such quantities and under such circumstances as to 
threaten to impair the national security". This determination was 
issued under Section 7 of the Trade Agreements Extension Act of 
1955, pursuant to a petition filed by the Independent Petroleum 
Association of America (IPAA) on August 7, 1956. President 
Eisenhower responded to the 1957 report by agreeing with the 
determination. However, he urged the OCDM Director to further 
investigate the possibility of effectively limiting imports on a 
voluntary basis. This eventually lead to the 1959 Presidential 
Proclamation establishing the MOIP. 

The 1959 determination that oil imports were threatening to impair 
the national security was based on several factors, including the 
following: 

0 

0 

0 

0 

0 

0 

The level of oil imports and their ratio to domestic oil 
consumption rose steadily from 1954-1959 (with the exception 
of a brief period during the Suez Crisis in 1956), to a high 
of 19% of consumption. 

Notwithstanding the effectiveness of the Voluntary Oil Import 
Program, which began in 1955, the quantities and circumstances 
of oil imports had not yet been stabilized. 

In particular, the quantities of imports of the principal 
crude oil derivatives and products had actually increased 
during the voluntary program, and the circumstances suggested 
deliberate circumvention of the intent of the program. 

From 1954-1958, the domestic demand for petroleum products 
increased 16.8%, while domestic crude oil production increased 
only 5.8%. This deterioration threatened the ability of the 
domestic petroleum suppliers to meet the requirements of an 
expanding industrial economy. 

There appeared to be a relationship between the decline in 
reserves relative to demand and the decline in exploratory 
drilling. The decline in drilling was itself related to 
imports of crude oil and products from areas of much greater 
proven reserves with lower production costs than the United 
States. 

Finally, it appeared that excessive quantities of low-priced 
oil were seeking a C.S. market in a situation of world 
over-supply. Without any production restraints in producing 
countries there would be substantial incentives to increase 
imports into the United States. 
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0 This would continue to upset a "reasonable balance between 
imports and domestic production", with deleterious effects 
upon adequate exploration and the development of additional 
domestic reserves which could only be generated by a healthy 
domestic production industry. 

Transition Period 1959-1975 

Notwithstanding the creation of the MOIP in 1959, the rate of 
increase in domestic oil consumption outpaced U.S. oil production. 
Consequently, net oil imports continued to grow. They rose from 
1.61 MMB/D during'1960 -- the first full year of the MOIP -- to 6.03 
MMB/D during 1973. Presidents Kennedy, Johnson, and Nixon responded 
to this problem by using Section 232 authority to increase the 
import quota levels. 

A Cabinet task force on oil imports found in 1970 that the U.S. 
energy situation had changed since 1959 and that the MOIP had not 
fulfilled all of its original objectives. (See The Oil Import 
Question: A Report on the Relationship of Oil Imports to the 
National Security, the Cabinet Task Force on Oil Import Control, 
February 1970). The report cited as a major problem the various 
exceptions to the MOIP that had been granted to various regional 
U.S. energy markets. Further, the report concluded that in the 
future the U.S. would depend on additional oil imports. As a 
result, President Nixon used Section 232 authority to enact 
significant changes in the MOIP. First, the President modified the 
existing oil import quota system. He also suspended the existing 
tariffs on petroleum product imports. In its place, he created a 
graduated schedule of import licensing fees. 

Concurrently with the changes in the U.S. oil import situation, the 
world oil market was also changing rapidly. Venezuela, Saudi 
Arabia, Kuwait, Iraq, and Iran founded the Organization of Petroleum 
Exporting Countries (OPEC) in September of 1960. OPEC was created 
to establish a joint consultative mechanism for the members to 
maximize the exploitation of their oil resources. What began as an 
organization to prevent the continued decline of oil prices to below 
$1 per barrel grew over the next decade into an entity that took 
control over oil pricing decisions away from the international oil 
companies. By 1973, OPEC countries were: (1) assuming majority 
ownership and operational control over their oil production at the 
expense of the international oil companies; (2) adjusting the 
financial terms of their relationships with these companies: and (3) 
raising oil prices. These actions meant higher prices for Western 
oil consumers who by now were heavily dependent on OPEC oil. 

The 1973 Arab/Israel War and the ensuing Arab Oil Embargo and 
associated oil production cutbacks resulted in a quadrupling of 
world oil prices. CPEC was firmiy entrenched as the determiner of 
world oil prices which rose rapidly in response to the production 
cutbacks by its Arab oil exporting members as a consequence of the 
1973 Arab/Israel War. Yoreover, the !<estern consuming nations, 
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particularly the United States were also subject to oil embargoes 
that could harm their economies. These developments led the U.S. 
Government to begin a comprehensive review in-1974 of the prospects 
of becoming totally self-sufficient in energy by the early 1980's. 
The resulting Project Independence Study concluded that total energy 
self-sufficiency: (1) could not be accomplished before the 
mid-1980's; 
the U.S. 

(2) that the cost would be very expensive; and (3) that 
Government should stockpile crude oil as protection against 

another supply interruption. 

The 1975 Study - - 

On January 23, 1975, President Ford issued Proclamation No. 4341 
establishing a system of l icense fees to replace the old quota 
system under the MOIP. License fees of up to $3.00 per barrel were 
imposed beginning immediately. 
during the next 7 years. 

They were gradually phased-out 

The proclamation was issued pursuant to the January 14, 1975 Section 
232 investigation report by the Treasury Secretary determining that 
crude oil, crude oil derivatives and products, and related products 
derived from natural gas and coal tar were being imported into the 
U.S. in such quantities and under such circumstances as to threaten 
to impair the national security. The investigation was 
self-initiated by the Secretary of the Treasury. 

The determination was based on several factors, including the ' 
following: 

0 

0 

0 

0 

From the late 1940's (when the U.S. became a net importer of 
petroleum) until 1973, the shortfall in domestic petroleum 
production (compared with domestic demand) had grown into a 
potential problem to our economic welfare in the event that 
supplies from foreign sources were interrupted. (Note: 
Domestic demand in 1973 was 17.3 million barrels per day, 
of which 6.0 million barrels per day were supplied by 
imports.) 

Our balance of payments position had also deteriorated by 1973 
as a result of petroleum imports, 
billion for oil imports, 

with an outflow of $8.3 

petroleum products. 
only partially offset by exports of 

In September 1973, the worsening petroleum import situation 
was further aggravated by an embargo on crude oil imposed by 
some members of OPEC. The embargo prevented 2.4 million 
barrels per day of petroleum from reaching the world market 
for a brief period, and the price of imported oil quadrupled 
(from $2.50 per barrel to $10.00 per barrelj immediately. 

These price increases placed further pressure on the U.S. 
balance of payments position, so that by the end of 1973 the 
outflow of payments for imported petrolelum was running at a 
rate of $25 billion annually. 
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The investigation report concluded that the United States 
could reduce consumption of petroleum imports by one million 
barrels per day through conservation without adversely 
affecting the level of economic activity. However, the United 
States could not absorb another 2.4 million barrels per day 
disruption without a prompt and substantial impact upon its 
economic well-being. 

Considering the lVcloseVV relationship between the nation's 
economic welfare and security, a large and sudden oil supply 
disruption would clearly threaten to impair the national 
security. 

Further, in the event of a "worldwide political or military 
crisis", there would be a risk of a more complete 
interruption of the flow of imported oil, and the total U.S. 
production of 11 million barrels per day in 1973 "might well 
have been insufficient to supply adequately a war-time 
economy, even after mandatory conservation measures were 
imposed." 

In addition, the massive payments outflow to other countries 
for oil imports inevitably would reduce the flexibility and 
viability of our foreign policy objectives. For this reason, 
a payments outflow posed a more intangible, but just as real, 
threat to the security of the U.S. as the threat of petroleum 
supply interruption. On both grounds, decisive action was 
considered essential. 

The 1979 Study 

On March 29, 1979 the Treasury Secretary issued a report under 
authority of Section 232 of Trade Expansion Act of 1962, stating 
that oil was being imported in such quantities and under such 
circumstances as to threaten to impair the national security. The 
investigation was initiated by the Treasury Secretary on March 15, 
1978, and the determination was based on the nation's increasing 
dependence on oil imports from one area of the world,.the increased 
U.S. vulnerability to supply disruptions from unstable areas of the 
world, and the adverse effects on the U.S. balance of payments 
arising from increased oil prices and oil imports. 

The investigation report considered the following key factors in 
arriving at a determination that oil imports were threatening the 
national security: 

0 The U.S. had increased its dependency on a smzll number of 
existent foreign oil suppliers, located mostly in the Eastern 
Hemisphere, and particularl;J in the Yiddle East. (The 
proportion of oil -..'r "-norts fron the Yiddle East had risen frsn 
21% of all impoxs in :'I59 to 34? by 1978.) 
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0 .The value of oil imports had jumped sharply from $1.5 billion 
in 1959 to .$42.3 billion in 1978, putting pressure on the U.S. 
balance of payments position. This courd increase the danger 
of reduced international confidence in the dollar, which could 
result in downward pressures in the foreign exchange market. 
Such a loss of confidence would impair the national security. 

The risk of disruption of oil imports as a result of political 
disagreements was highlighted by the events in Iran which lead 
to an abrupt decrease in oil imports available to the U.S. in 
late 1978/early 1979. 

Furthermore, other types of supply disruptions were considered 
possible at the time. Six of the Middle Eastern nations which 
were major suppliers of oil to the U.S. shipped their oil 
through the narrow Strait of Hormuz, a supply route considered 
vulnerable to disruption. Moreover, the producing nations 
themselves faced a risk of terrorist action with attendant 
harm to oil production and shipment facilities. 

0 In addition, the impression of vulnerability created by the 
nation's seeming inability to control its increasing 
dependence on oil imports directly affects the nation's 
defense and foreign policy. 

0 In short, the overall potential for an embargo or other 
interruption had not decreased since the 1973 embargo, nor 
since the 1975 finding by the Treasury Secretary that such a 
risk threatened to impair the national security. 

Five Presidential Proclamations resulted from the 1979 Section 232 
investigation. On April 6,. 1979, in the midst of a mounting energy 
crisis triggered by the Iranian revolution, President Carter signed 
Proclamation No. 4655, which reduced all fees and tariffs on crude 
oil and petroleum products to $0.00 per barrel for a three-month 
period, from April 1'June 30, 1979. President Carter took action in 
light of the market shortages and adverse price conditions, and the 
proclamation specifically provided for automatic reimposition of 
fees (ranging from $0.21 to $0.63 per barrel) unless the Secretary 
of Energy -found that such reimposition was not in accordance with 
the MOIP. The Secretary of Energy subsequently deferred 
reimposition for two consecutive six-month periods beginning in June 
1979. 

The second proclamation occurred on November 2, 1979, when President 
Carter issued Proclamation No. 4702, banning all imports of crude 
oil from Iran. This action was taken, under the authority of the 
1979 determination made under Section 232 of the Trade Expansion Act 
of 1962, in the wake of the taking of American hostages. 

On April 2, 1983, Fresi,dent Carter issued the third proclamation 
(No. 4741), which impcsed inport fees 3n crude oil and petroleum 
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products under a new program entitled the Petroleum Import 
Adjustment Program (PIAP - it was also known as the Gasoline 
Conservation Fee Program). The PIAP was...structured to ensure that 
importers recovered the fees, and that the added cost of importation 
ultimately would be borne by the consumer in the form of a $0.10 per 
gallon tax on gasoline. This aspect of the PIAP led to litigation 
in which a federal district court held that the PIAP was not 
authorized under Section 232 of the Trade Expansion Act of 1962 
(Independent Gasoline Marketers Council v. Duncan). 

The fourth proclamation (No. 4766) was issued on June 19, 1980, 
rescinding the PIAP and declaring that the MOIP would once again 
govern the importation of oil into the U.S. President Carter 
further provided that the $0.00 fee would remain in place through 
December 31, 1980, and he did not include any provision for import 
fees to be reimposed after December 31. Accordingly, on December 
22, 1980, the Department of Energy issued a notice stating that a 
fee of $0.00 would remain in effect "as long as the President does 
not take further action ....l( 

Finally, the fifth proclamation (No. 4907) was issued on March 10, 
1982, declaring that the 1979 finding of the Treasury Department's 
Section 232 study on oil was still valid and that imports threatened 
to impair the national security. The President used this authority 
to embargo imports of crude oil from Libya. (In November 1985, The 
President extended the embargo to include refined oil products from 
Libya under Section 504 of the International Security and 
Developmental Cooperation Act of 1985.) 

On December 22, 1983, President Reagan used his authority under 
Section 232 to dismantle the Mandatory Oil Import Licensing System 
originally created in 1959. While the import licensing system was 
eliminated, the Reagan Proclamation (No. 5141) maintained in effect 
the existing tariff rates as normal customs duties reflected in the 
Tariff Schedules of the United States, on imports of crude oil and 
refined petroleum products. 

The previous discussion of studies completed under Section 232 of 
the Trade Expansion Act of 1962 is helpful to illustrate the 
concerns the U.S. government has faced in examining the impact of 
petroleum imports on the national security. These studies primarily 
dealt with the increasing vulnerability of U.S. supplies of imported 
oil to supply disruptions caused by political or military upheavals 
in the Middle East, and to a lesser extent, with the dangers of 
increasing balance of payments problems arising from high oil prices 
and increasing dependency on imports to fuel U.S. consumption. 
Finally, the 1959 study examined the dilemma of domestic consumption 
rising faster than the increase in oil reserves or in oil 
production, threatening to impair the ability of the U.S. to suppl.... 
its economy with the necessary fuel for industrial expansion. 
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Recent Department of Energy Studies on Energy Security 

More recently, the Department of Energy (DOE)has undertaken a 
number of energy studies which review the changes in the world oii 
market and the U.S. oil industry between 1979 and 1986. The 
following DOE studies examine the issues of the U.S. refining 
industry and our overall energy security in the current situation of 
lower-priced oil, increasing U.S. oil imports since 1986, and a 
declining U.S. oil and natural gas resource base. 

The 1986 Department of Energy (DOE) Refinery Study 

The DOE refinery study, entitled "Product Imports, Energy Security 
and the Domestic Refining Industry" (published in June, 1986), was 
undertaken to examine the implications for energy security of both 
reductions in domestic refining capacity since 1981 and increasing 
product imports. 

The conclusion of the analysis indicated that total domestic 
refining capacity in 1986 and the expected level of product imports 
would not pose an energy security threat to.the United States. 
Further, the study predicted that there would be no further net 
closures of refining capacity through 1988, and that there was 
sufficient excess refining capacity in the U.S. and in other major 
petroleum refining centers to refine the available crude oil in the 
event of a product supply disruption in the Middle East and North 
Africa. 

Between 1981 and 1986, about 120 U.S. refineries closed down. Of 
these closures, 98 had capacities of less than 30,000 barrels per 
day (MBD). The major cause.of refinery closures was the elimination 
of crude oil price controls and the Small Refiner Bias of the Crude 
Oil Entitlements Program. This resulted in a shock to the U.S. 
refinery industry, which had been accustomed to an artificial cost 
advantage over foreign refiners from the oil price subsidy created 
by crude oil price controls. In addition to price controls, the 
small refiners were used to an additional subsidy from the Small 
Refiner Bias, which provided them a cost advantage compared with 
large, integrated refiners. 

Furthermore, between 1981 and 1986, the United States experienced a 
surge in product imports, partly due to the lack of competitiveness 
of many small U.S. refiners who no longer had access to lower crude 
oil costs than their competitors. Another cause for the increase in 
imports was that foreign refiners had continued to upgrade their 
facilities and could yield an increasing proportion of light 
products, at a time when U.S. 'demand for lighter petroleum products 
had begun to increase. Many of the domestic refiners were unable tg 
compete with these imports after the elimination of Federal price 
and allocation controls. It should be noted, ho&ever, that althouc:!! 
light product inpcrts increased, tho total volume of light productr; 
(i.e. gascline) consumed in the L'.S. also increased during the same 
period. 
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By the end of 1985, those U.S. refiners who remained in business had 
added sophisticated capacity to upgrade the cheaper heavy oils into 
lighter products which are in greater demand in the U.S. market. 
Although capacity closures were still occurring in 1986, the 
restructuring of capacity through new purchases and reactivations 
resulted in a higher capacity utilization in early 1986 (about 83%) 
than at any time since the elimination of price controls in 1981. 
Lower oil prices have also contributed to higher profit margins for 
refiners. 

The refinery study also examined the potential benefits to energy 
security and likely economic effects of imposing a protective tariff 
on imports of refined petroleum products. The report concluded that 
a tariff would produce no energy security benefits. There would be 
ample excess capacity available in the United States and in other 
secure countries to refine available crude oil supplies into the 
products needed to replace those lost during disruptions of 
refineries located in the Middle East and North Africa. A product 
tariff would, however, reduce imports of refined products, 
increasing domestic refinery output and profits at the cost of 
raising product prices to U.S. consumers. A tariff is unlikely to 
increase domestic refining capacity but would cause existing 
refineries to operate at higher utilization rates. . 
The DOE Energy Security Study 

The DOE study entitled "Energy Security: A Report To The President 
of the United States" (published in March 1987'), was undertaken to 
consider the national security implications of declining domestic 
oil production and growing reliance on imports from a small group of 
supplier countries. 

The study notes that oil prices had fallen since 1981, and that they 
have dropped precipitously since 1986. Lower oil prices have 
brought benefits to the economy: inflation and interest rates are 
down, while employment, consumers' purchasing power and total 
economic output are up. 

While lower oil prices provide many benefits to the economy, they 
also have had an adverse impact on the U.S. oil industry. For 
instance, lower oil prices accelerated the decline in oil producticn 
from high-cost sources (finding and producing oil is more expensive 
in the United States than in most other countries). Further, U.S. 
drilling is off sharply. For example, capital expenditures for oil 
exploration declined by 50% or more in 1986, and oil drillers' 
revenues fell by 49% between the third quarter of 1985 and the third 
quarter of 1986. Moreover, stripper-well production (oil wells on 
properties with an average production of 10 barrels per well per 
day) and the oil ser-"-ice industry xere especially hard-hit, with 
many xells temporarily shut-in, or plugged and abandoned. In the 
summer of 1986, drilling arti-;ity reached a <G-year lcx rig count ,-:: 
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less than 700 ,.'compared with 3970 rigs in use in 1981. Further, the 
number of seismic crews engaged in exploration in 1986.was 47% below 
the 1985 level. L-e 

In addition to these direct impacts, the study notes that financing 
for oil exploration is more difficult than ever. As a result of 
many bank .failures over the past few years and lower oil prices 
since 1986, many financial institutions will only consider 
lower-priced oil scenarios to evaluate future earnings on loans for 
oil exploration and development. The study also notes that 
oil-producing states' revenues have also been affected by lower oil 
prices. It is estimated that for every dollar decline in oil 
prices, Alaska loses about $150 million and Texas loses about $100 
million in combined revenue from production taxes and royalty 
payments. 

In order to project future developments in the U.S. oil industry, 
the study utilized two main price scenarios, ranging from a below 
price case" scenario in which prices rise to $15 per barrel by 1990 
and about $22 per barrel by 1995); and a "high oil price case", 
where oil prices rise tc $23 per barrel by 1990 ($28 per barrel in 
1995). 

Generally, the study notes that lower oil prices stimulate 
consumption while discouraging production and encouraging more oil 
imports. U.S. oil imports will probably increase substantially by 
1995 (in fact, we may be importing over 50% of our oil consumption 
by that time). Higher oil imports translates into a growing 
worldwide reliance on OPEC oil, especially from the Persian Gulf. 
This anticipated dependence on Persian Gulf oil would pose a problem 
for energy security because it would make the United States more 
vulnerable to oil supply disruptions from an unstable.area of the 
world. (As noted earlier in this historical overview, the United 
States suffered from Middle East supply disruptions in 1973 and in 
1978/79, which resulted in soaring oil prices and severe economic 
impacts.) 

The DOE study warns that revolutions, regional wars, or conflicts 
instigated by outside powers in the Middle East could disrupt oil 
supplies again and cause economic hardship for the United States 
and other countries. In the event of a military emergency, an oil 
disruption could further complicate an already difficult situation. 

Furthermore, politically inspired production cutbacks by major oil 
producers also could hurt the U.S. economy and/or limit its 
geopolitical options. According to the study, if dependence on 
certain oil producers carries with it these dangers, the government 
has a responsibility to take some type of defensive action. 

DOE describes the challenge for pclicy makers as the ability to fin:! 
the proper balance bet:<een relying on free and competitive markets, 
where they can exist, and taking appropriate, cost-effective action 
to ensure the Nation's ecsr,c;nic health and national security. 
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According to the study, the Free World has improved its ability to 
leverage supply disruptions in light of the experiences .of the 
1970's. Stock levels for OECD as a group-are substantial and 
improving (this includes the U.S. Strategic Petroleum Reserve - 
SPR). OECD countries can respond to disruptions better than in the 
past through coordinated drawdowns of stocks, alternative delivery 
routes, and fuel-switching capabilities in consuming sectors. In 
addition, the United States has dismantled its programs for price 
control and allocation of oil so that the market can respond more 
effectively to future supply disruptions. 

- - 
Nevertheless, DOE maintains that we need to continue the policy of 
encouraging more domestic energy production, increased energy 
efficiency, and greater fuel substitution to limit excess dependence 
on oil imports and the vulnerability which is inherent in that 
dependence. 

A variety of options available for government action are described 
in the study, including (1) direct incentives to boost U.S. oil 
activity (such as oil import fees, tax and financial options, and 
lease terms and royalty fees modifications), and (2) more indirect 
methods of removing impediments and targeting research and 
development R&D to make U.S. oil more competitive (such as modifying 
tax and regulatory disincentives, increasing access to Federal 
lands, ending barriers to exports of U.S. crude oil from California 
and the North Slope of Alaska, and targeting R&D through Government 
and private sector cooperation). 

There are no recommendations made in the study about a proposed 
action plan, however each option is evaluated and some options 
clearly are presented with many more costs than benefits. For 
example, the costs of an oil import fee involve rising energy prices 
(for oil and its substitutes), reduced economic growth, increased 
inflation, and decreased competitiveness in both foreign and 
domestic markets. According to DOE, these costs outweigh the value 
of increased 'Federal revenues (which would be largely offset by 
reduced income tax collections and increased government 
expenditures) and the benefits to the U.S. oil industry and to 
overall U.S. oil production. Another option examined was a gasoline 
tax, which would, according to the DOE report, reduce GNP, increase 
the general price level during the year of enactment, and have a 
negative impact on many gasoline-dependent industries. 

According to the study, some of the more desirable direct tax 
incentives include the following: (1) repeal of the Windfall Profit 
Tax (Note: This was accomplished in the Omnibus Trade and 
Competitiveness Act of 1988), (2) repeal of the "transfer rule" for 
the percentage depletion deduction, (3) increase in net-income 
limitations for the percentage depletion deduction, (4j raise the 
depletion allowances for independents, (5) increase the depletion 
allcwances on nex productisn, (6) allcw for a faster recovery of 
geological and geophysical (G&G) costs, (7) provide tax credits for 



II-12 

exploration and development, 
guarantees. 

and (8) provide financial loan-price 

c-c 
Some of the more desirable indirect incentives according to DOE 
would include: (1) developing and implementing a new leasing 
program for the Outer Continental Shelf (OCS), (2) allowing 
exploration and development to occur in the Coastal Plain of the 
Arctic National Wildlife Refuge (ANWR), 
regulations to reduce uncertainty, 

(3) improving environmental 
delays and compliance costs in a 

way that maintains environmental protection, and (4) targeting 
long-term R&D through government and private sector cooperation. 

Finally, the study notes that removal of oil export control 
restrictions on exports of crude oil from North Alaska and 
California could remove economic inefficiencies in the transport and 
use of that crude oil. This would raise oil prices at the wellhead 
and stimulate additional production. 
reduce.'net U.S. 

Increased production would 
oil imports and contribute to ene'rgy security. 

Removal of the crude oil restrictions, however, would adversely 
reduce the availability .of militarily useful tankers. It could also 
increase the price of petroleum products in California as the excess 
crude in that region was shipped elsewhere, and large investments in 
pipelines to move excess California crude to other U.S.. markets 
would be jeopardized if the export restrictions vanished. 

The DOE report recognized the problems associated with continued and 
growing dependence on potentially insecure foreign oil and 
recognized the need to stimulate more economic domestic energy 
production by removing disincentives. Accordingly, it outlined the 
various options for government action mentioned above. 

Summary of Previous Energy Security Issues 

Since the 1950's, the U.S. Government has conducted several formal 
studies on energy security. Our concerns have centered on: (1) 
the increased need for the United States to import oil to meet its 
consumption requirements, (2) the increasing vulnerability of U.S. 
supplies of imported oil to supply disruptions caused by political 
or military upheavals in the Middle East, (3) the dangers of 
increasing balance of payments problems or the potential for such 
problems, 
oil prices 

arising from high volume oil imports (whether at the high 
experienced in the 1970's or at low oil prices 

experienced in the 1950's and today, 
prices in the long-run), 

which could presumably drive up 
(4) the implications of a declining 

domestic oil resource base, 
the rest of the century, 

which is projected to decline throughout 
and (5) the need to stimulate additional 

domestic oil exploration and development and the enhanced recovery 
of the oil-in-place to mitigate somewhat the impacts of the ccncerns 
mentioned above. 

L , 
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Given the historical record of energy security concerns noted above, 
it is important to examine the current state of the oil market (both 
international and domestic) and any current national security 
concerns arising from oil imports. The historical precedents should 
serve as benchmarks against which to evaluate the current situation, 
in order to confirm a continuing threat to national security or to 
report that the threat has been finally eliminated. 
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Section III. CURRENT U.S ENERGY SECURITY ASSESSMENT 

Both the energy security position of the United States and the 
economic status of the domestic oil industry differ today from what 
they were in the 1970's, when several of the'-Studies described in 
the previous chapter were conducted. 

Factors Enhancing Energy Security 

There are a number of factors which have served to enhance U.S. 
energy security as well as several factors that are now contributing 
to its erosion. This section will describe both sets of forces as 
they affect energy security. In many respects, the overall energy 
security position of the United States has improved from the 1970's, 
when net oil imports at one point exceeded 43 percent of consumption 
and OPEC imports were 30.5 percent of consumption 
(See Table III - 1). This improved energy security position is also 
evidenced by the current disarray within OPEC and low world oil 
prices. The factors which have improved U.S. energy security are 
described below: 

0 Strategic Petroleum Reserve (SPR) - The United States now has a 
strategic reserve of 555 million barrels which provides 96 days 
of protection based upon 1987 net imports of.5.8 million barrels 
per day (MMB/D).l Other OECD nations have also created 
government-owned stockpiles amounting to 400 million barrels. In 
addition, many private companies in OECD countries have stocks in 
excess of commercial needs. Some of these stocks are potentially 
available for use in an emergency situation. 

0 Emergency Sharing Programs - The United States works closely with 
its partners in the International Energy Agency (IEA) to develop 
policies and programs for a coordinated international response to 
future oil supply disruptions. As oil markets change and 
governments' response capabilities improve, the IEA works to 
enhance existing emergency response programs, develop entirely 
new programs more suited to today's circumstances, and test 
national and international emergency response procedures. 

0 Decontrol of Domestic Oil Market - The elimination.of oil price 
and allocation controls has enhanced energy security by ensuring 
that the market will adjust more efficiently to any future oil 
supply interruptions. 

0 Non-OPEC Oil Supplies - The growth of non-OPEC production 
primarily from Mexico and the North Sea contributed to an overall 
increase in non-OPEC supplies from 21.7 MMB/D in 1980 to 26.8 
MMB/D in 1987.2 At the same time, OPEC production has declined 
from almost 32 MMB/D during 1977 to 19 MMB/'D in 1987. As a 
result, today there exists apprcxiinately 9-10 MMB/D of surplus 
oil production capacit; in the Free World (See Table III - 2). 

0 Natural Gas Develcyent 1 The 1e';elopnent of large North Se2 and 
Canadian pipeline gas, as weli as liquefied natural gas (LNG) has 



TABLE III - 1 
U.S. Crude Oil and Refined 

Product Imports, 1973 to Present 
(Thousand Barrels Per Day) 

Year -- 
Total 

OPK 
Tot al Arab 

OPEC -- 

915 3,263 
2,963 2,613 
\ ,056 2,819 
2,551 2,609 

472 3,237 
I, 162 3,387 
1,255 3,547 

Non-OPEC 
Sources 

Net Imports as 
U.S. Exports Apparent a Percentage 

Gross of Crude h Net Petroleum of Apparent 
Imports Products Consumption Imports Consumption* 

(HHB/D) 
Total OPEC 

Imports Imports 
6,256 231 6,025 17.3 34.8 17.3 
8,363 362 8,002 18.8 42.6 30.6 
8,456 472 7,984 18.5 43.2 30.5 
6,909 544 6,365 17.1 37.2 25.1 
5,067 781 4,286 15.7 27.3 11.7 
6,224 785 5,439 16.3 33.4 17.4 
6,541 773 5,767 16.6 35.7 18.0 

f Appare111 Consumption consists of total petroleum products supplied from refiners and storage. 
Exports 01 petroleum products and crude oil have already been netted out. 

Yeat 

Motor Gas01 ine 
Home Heat i rug 0 i 1 
and Diesel E’llel 
Residua 1 Fuel Oi 1 
Jet Fuels 
Liquid Pet 1.0 I CIIIII 

Gdses 

Other 

Total 18.8 

1978 

7.4 

3.4 3.3 . 2.9 2.9 2.9 
3.0 2.8 2.5 1.2 1.4 
1.1 1.1 1.1 1.2 1.3 

1.4 
2.5 

Total Petroleum Products Supplied 

1979 1980 -- 

7.0 6.6 

1.6 ‘1.5 
2.7 2.6 -- 

18.5 17.1 

1985 1986 

6.8 7.0 

1.6 1.5 
2.0 2.0 

15.7 16.3 

1987 

7.2 

3.0 
1.3 

5.1 

16.6 

Note ‘Totals may not equal sum oE components due to independent 
l~l~lll~d i ng . 

-1 

!k,Ul f’,‘!, : I I‘! Hb, EIA Annual Energy Reviev - 1986, page 121; 1987, DOE 
p,. ; I+ 1 ,*cm !,upply Hourhly, January 1988, pages 2-3 and 8-9. 
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TABLE III - 2 

Region 

Persian Gulf 

Other OPEC 

Subtotal OPEC 

Non-OPEC 

Total 

Total Surplus Capacity 

Free World Crude Oil 
Production Capacity - 1988* 

(Million Barrels Per-Day) 

Capacity** 

19.8 

8.9 

28.7 

27.4 

56.1 

9.0-10.0 

Projected Production 

12.3-13.0 

6.9-7.0 

19.3-20.0 

27.0-27.2 

46.4-47.1 

*Includes crude oil, natural gas liquids, and refinery processing gains 

**Consists of maximum sustainable rates that can be attained within 
90-100 days and sustained for at least 90 days. 

SOURCE: Energy Information Administration, U.S. Department of Energy. 
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limited the growth in demand for oil.3 The availability of excess 
gas production/deliverability capacity i-nFree World markets 
facilitates interfuel substitution during a supply emergency. 

Reduced Oil "IntensityVt of the U.S. Economy - Oil plays a smaller 
role in the economv todav than it did in the 1970's.The United 
States consumed only as much energy in 1987 as it did in 1973 
even though the economy grew 40 percent over that period. At the 
same time, many large oil users have developed the capability to 
substitute large volumes of natural gas and coal for imported oil 
when economic conditions or other factors dictate. 

Petroleum Transportation Flexibility - The construction of 
additional crude oil pipelines has diversified Middle Eastern oil 
transportation patterns and thus reduced the delivery of oil 
through the Straits of Hormuz. Since the late 1970's, 
approximately 4.5 MMB/D of crude oil pipeline capacity has been 
built and another 1.6 MMB/D is under construction. These 
pipelines include: (1) the Petroline from Saudi Arabia's eastern 
oil fields to the Red Sea; (2) the Iraq-Saudi pipelines which 
transship Iraqi oil through Saudi Arabia to the Red Sea: and (3) 
the Iraq-Turkey pipelines.4 The capability by 1990 to export 
6 MMB/D of crude by pipeline represents a major improvement since 
late 1980 when pipeline export capacity amounted to only 
1 MMB/D. The construction of these pipelines results in a 
diversification of transportation routes, and thereby reduces the 
share of Persian Gulf production delivered to world markets 
through the Straits of Hormuz. 

The U.S. Refining Industry 

As noted in Chapter II, DOE's 1986 study of domestic refineries has 
documented several changes in that industry in recent years. For 
example, following the removal of crude oil price and allocation 
controls in 1981, small U.S. refiners lost their access to 
price-subsidized crude oil. Largely as a result of this action, 
120 refineries closed down, 
under 30,000 B/D.5 

98 of which had processing capacity 
Refiners have recently begun to operate at 

higher utilization levels, and sales of refined products have 
increased. Increased demand for refined products translates into 
improved financial success for U.S. refiners. As the data in Table 
III - 3 point out, the utilization rate of U.S. refineries increased 
from 69 percent during 1981 to 82 percent in 1987. 

The data in Table III - 3 shows total domestic refining capacity of 
15.7 MMB/D. At an 82 percent utilization factor, the United States 
processed approximately 13 MMB/D or nearly 80 percent of the 16.6 
MMBiD domestic consumpticn. The remainder of U.S. consumption uas 
accounted for through natural qas liquids, refinery prqcessinq 
gains, prcducc stocks c,'?ar,qes I and 1.9 Y!B,'D.of product impcrrts. 

-\ 
L . 



Year 

1950 

1960 

1970 

1973 

1974 

1975 

1979 

1980 

1981 

1985 

1986 

1987, 

Number of Average Capacity Utilization 
Refineries (Million B/D) Gross Input Rate (%) 

320 6.22 5.98 

309 9.84 8.44 

276 12.02 11.52 

268 13.64 13.15 

273 14.36 12.69 

279 14.96 12.90 

308 17.44 14.96 

319 17.99 13.80 

324 18.62 12.75 

223 15.66 12.17 

216 15.46 12.83 

N/A 15.70 12.91 

93 

85 

93 

94 

87 

86 

84 

75 

69 

78 

83 

82 

SOURCE: 1950-1979, Product Imports, Energy Security and the Domestic 
Refining Industry, Department of Energy, June 1986, p. 8-9; 1980-86, 
DOE, Energy Information Administration, Petroleum Supply Annual, 1986, 
May 1987, p.66; 1987 data from Weekly Petroleum Status Report, DOE, 
Januarv 15, 1988, n.4. 
Capacity and gross-input numbers are estimated for 1987. 

i 

TABLE III - 3 

DOMESTIC REFINERY CAPACITY AND 
UTILIZATION RATES, 1959-1987 

(As of January 1) 
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Total U.S. refining capacity is not expected to change much in the 
near term. However, U.S. refiners have added substantial upgrading 
and desulfurization capabilities. These plant upgradings provide 
U.S. refiners with the flexibility to process various crude oil 
feedstocks to meet the slate of products demanded. The DOE Refinery 
study found that U.S. downstream refinery capacity amounts to 
approximately 82 percent of total distillation, compared to other 
regions of the world where this capacity ranges from 15 to 40 
percent of distillation capacity. 

The amount of U.S. refining and conversion capacity relative to 
product consumption addresses only one of the issues concerning 
energy security and the U.S. refining industry. It is also 
necessary to examine the levels of U.S. refined product imports, the 
availability of non-OPEC Free World refining capacity, and the 
status of OPEC refineries. Table III - 4 indicates that since 1980, 
U.S. imports have increased only slightly, ranging from 
1.6-2.0 MMB/D. This amounts to lo-12 percent of U.S. oil 
consumption. Within that aggregate number, imports of gasoline grew 
between 1980 and 1985 and have then leveled off. Imports of middle 
distillates, including jet and diesel fuels, have increased by 39 
percent since 1981, but imports of residual oil have declined 
sharply. On balance, there is unlikely to be d major surge in 
product imports. 

Another major index of the capability to provide U.S. product 
requirements during an emergency is the availability of Free World 
refining capacity. Table III - 5 shows that during 1987, surplus 
Free World refining capacity exceeded 8 MMB/D. 

The amount of U.S. refining capacity combined with the non-OPEC 
surplus refining capacity suggests strongly that capacity is 
available to carry out refining operations in the event of a 
disruption of product imports from Middle Eastern OPEC sources. 

The OPEC nations appear unlikely to send massive product exports to 
the United States for a number of reasons.6 First, these countries 
will need to meet rising internal requirements. Second, petroleum 
products are more expensive to transport than crude oil, and the 
Middle Eastern nations have more proximate product markets in 
Western Europe and Japan. The exporters will probably seek to 
diversify product exports between the United States, West European, 
and Japanese markets. 

Third, some OPEC countries are purchasing refineries and marketing 
operations in consuming countries. This trend is likely to continue 
as producing countries seek long-term access to major oil consumin: 
markets. To the extent that OPEC producers, such as Kuwait and 
Saudi Arabia, increase do:;nstream investments in OECD enerq)' 
Tarkets, there will be 3n incezti-;e not to take actions Yihich fill 
disrupt oil markets. 



TABLE III - 4 

Year 

1973 

1974 

1975 

1979 

I980 

1981 

1985 

1986 

1987 

Motor 
Gas0 1 ine - -__ 

134 

204 

lH4 

IH I 

140 

.HI I 

320 

Residual 
Distillate Fuel Oil 

192 1,853 

2H9 1,587 

155 1,223 

I’) I 1,151 

142 939 

111 800 

200 510 

247 669 

:! 4 I ) 553 

U.S. IMPORTS OF PETROLEUM PRODUCTS 
BY TYPE OF PRODUCT, 1973-1987 

(thousand barrels per day) 

Products Imports as a Percent of: 
LiquiEied 

Petroleum Gas - Other Product Imports 

132 502 3,012 

123 432 2,635 

112 277 1,951 

217 195 1,937 

216 210 1,646 

244 226 1,599 

187 588 1,866 

242 561 2,045 

190 551 1,901 

Gross Oil Imports Total Oil Consumption 

48.1 17.4 

43.1 15.8 

32.2 11.9 

22.9 10.5 

23.8 9.7 

26.7 10.0 

36.8 11.9 

32.9 12.6 

29.1 11.5 

Source: DOE Petrol~~e~ Supply Monthly, January 1988, ___- - --- 
Department of Energy, p. 2-3, 11-18. 



countries 

OECDNoti America 

OECD Pacific 

OECDWestem 

OPEC 

Other Developbg 
Countries 

Total for Market 
Economies 

Table III - 5 - Market Econcnnies Refinery 
s Capacity and Utilization - 1_9_8_ 

(Million Barrels Per Cay) 

Crude Oil 
Distribution Refinery spare 
Capacity Capaciw 

17.9 16.7 1.1 

5.3 4.0 1.3 

14.1 11.5 2.6 

6.2 5.0* 1.2* 

11.9 9.5* 2.4* 

55.4 46.7 8.6 

*EStillEited. These figures assumethatnon-OECDcwntriesused8Opercent 
of refi.ningcapa+zy. 

Note : Individual nmbersmynotadd correctly because ofroundbg. 

sources: 

U.S. Refinery Capacity - DOE Petroleum Supply Annual, 1986, Bxzrgy 
Information ~istration 

N0n-U.S. Refinery Capacity - Oil and Gas Journal, December 28, 1987, 
Pennwell pub1ishi.g Ccanpany. 

U.S. Refinexy Output - Petroleum Supply Monthly, February 1986, m 
Information lldministration. 

Other-OECDRefineq'Output - OECDOil andGas Statistics. 
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In summary, the Department of Commerce concurs with the analysis in 
a recent DOE study, Product Imports, Energy Security, and the 
Domestic Refining Industry (June 1986), which concluded that total 
U.S. refining capacity and the expected level of product imports 
pose no energy sqcurity threat to the United States. Moreover, the 
establishment of the SPR, the decontrol of X-S. crude oil prices, 
the growth in non-OPEC crude oil supplies, the expanded role for 
natural gas, the reduced oil intensity of the U.S. economy, 
improvements in interfuel substitution, and increased petroleum 
transportation flexibility have all served to reduce the energy 
security threat to the United States from OPEC oil imports and, to a 
degree, imports in general. These developments have at the present 
time effectively curtailed the power of OPEC to fix the world price 
of oil at a predetermined level.- 

Factors Impairing Energy Security 

Despite the operation of forces limiting energy security threats, 
there are also causes for continuing concern. Net oil imports have 
risen again to 35 percent of domestic consumption in 1987 from a 
recent low of 27 percent in 1985 (See Table III - 1). Moreover, the 
percentage of domestic consumption accounted for by imports is 
expected to continue increasing over the next decade. In addition, 
U.S. dependence on OPEC as a source of imports is also increasing - 
from a low of 11.7 percent of domestic consumption in 1985 to 18.0 
percent in 1987. 

Imports into other consuming countries also are projected to 
increase in the 1990's. The world's growing demand for oil imports 
will be met increasingly by supplies from countries with the largest 
excess production capacity and the largest low-cost reserves - - 
namely the OPEC countries located in the Persian Gulf region. The 
OPEC share of Free World oil supplies is projected to rise from 42 
percent in 1987 to between 45 and 60 percent by 1995, while the 
Persian Gulf market share is projected to rise from its current 27 
percent to between 30 and 45 percent. 

The remainder of this chapter contains a discussion of the major 
factors which explain this increasing reliance on imports 
including: 
activities, 

the status of domestic exploration and production 
the declining U.S. oil resource base, the economics of 

production in U.S. oil fields, and the Free World oil market outlook. 

Current Status of Domestic Oil Industry 

The major decline in oil prices during 1986 has had a significant 
impact on the U.S. oil industry, 
exploration. 

reducing both production and 
A few details on recent oil price history are useful 

in explaining the current situation: 
between 1981 

the price of oil dropped 
and 1985 as oil consumption in the industrialized 

countries declined. For example, the OPEC official price for its 



"marker I1 crude oil declined from $34 per barrel in 1981 to $26 in 
1985.7 Between August 1985 and August 1986, Saudi Arabia increased 
oil output from approximately 2.3 to 6.4 MMB/D in an effort to 
recapture its market share of the market which had eroded 
substantially since 1981.. As a result, oil prices fell from about 
$26 per barrel in January 1986 to $9-11 @gr barrel by mid-1986. Oil 
prices had only partially recovered by the end of 1986 and remained 
very volatile in the $14 to $18 range during 1987. 
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In the last decade, the total U.S. oil supply has varied from 10.3 
to 10.6 MMB/D (See Table III - 6). However, since oil prices 
plummeted, the annual crude oil production component of supply has 
declined by approximately 700,000 B/D to 8.3 MMB/D in 1987. At the 
same time, imports of inexpensive OPEC oil increased by over 1 
million barrels per day. 

As a result, domestic oil companies either shut-in or, in some 
instances, abandoned sources of output with high production costs. 
The impact of low oil prices has been especially hard on a 
particular type of well with relatively high production costs - 
known as a stripper well. Oil wells on properties with an average 
production of 10 barrels per well per day or less are called 
stripper wells. The Department of Energy estimates that in 1987 
there were 450,000 stripper wells (74 percent of all U.S. wells) 
accounting for 1.3 MMB/D of domestic production.8 

In public comments on the Section 232 petition initiating this 
investigation , the Texas Independent Producers and Royalty Owners 
Association stated: 

According to the National Stripper Well Association, 19,233 
stripper wells were abandoned in 1986 - or virtually three times 
the number abandoned annually at the beginning of the decade. 
It is estimated that at current prices, as many as 70,000 
additional wells are on production hold, waiting for improvement 
in production economics. , 

Furthermore, the Interstate Oil Compact Commission and Ram Group 
Ltd. in a 1986 study estimated that sustained oil prices of $15 per 
barrel would result in the loss of approximately 277,000 barrels per 
day of stripper production. Moreover, they estimated-that if oil 
prices fell to $10 per barrel and remained there for an extended 
period, about 638,000 barrels per day of stripper production in the 
United States would be lost.g 

In addition, as noted in the previous chapter, capital expenditures 
for oil exploration have declined by 50 percent or more in 1986, and 
oil drillers' revenues fell by 49 percent between the third quarters 
of 1985 and 1986. Lower cash flow and reduced profitability have 
resulted in many companies postponing plans for secondary and 
tertiary recovery operations that would partially offset production 
declines from older fields. In addition, the companies with less 
capital funds are drilling fewer development wells that would 
replace declining production. 



TABLE III - 6 

U.S. Petroleum Supply - Salient Statistics 
1978-1987 

(Million Barrels Per Day) 

- -.e 
Year 1978 1979 1980 1985 - - - - 

Total Petroleum Supply* 10.3 10.2 10.2 10.6 
(including crude oil, 
natural gas liquids) 

of which crude oil 8.7 8.6 8.6 9.0 

Imports 
Crude Oil** 
Products 

6.4 6.6 5.3 3.2 
2.0 1.9 1.6 1.9 - - - - 
8.4 8.5 6.9 5.1 

1986 1987 

10.3 10.0 

8.7 8.3 

4.2 
2.0 
6.2 

*Does not include refinery processing gains which amounted to 
630,000 B/D during 1987. 

** Includes up to 100,000 B/D of annual acquisitions for the 
Strategic Petroleum Reserve. 

Note: Gross U.S. oil imports during 1987 totaled 6.5 MMB/D while 
exports reached 0.8 MMB/D, reSUlting in net imports of 5.8 
MMB/D. 

Sources: For 1978-86, DOE Petroleum Supply Annual 1986, p xii; 
For 1987, DOE Petroleum Supply Monthly, June 1988, p 2. 
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The numbers in Table III - 7 shows the fall off in activity between 
1985 and 1987. *The average number of active rotary rigs in use for 
exploration declined from 1,980 to 936. The number of seismic crews 
atwork fell from 378 to 176. Total footage drilled dropped from 
307 to 148 million feet. Equally.important, the number of 
exploratory and developmental wells completed plummeted from 69,170 
to 33,320. If these levels are compared to 1981, the peak year of 
the U.S. drilling boom, the decline is even greater. Finally, 
employment in the oil and natural gas extraction industries dropped 
from,692,000 in 1981 to 425,000 in 1987. 

The drop in oil industry activity has also affected the industry's 
infrastructure. The petitioner, in additional materials submitted 
during the public comment period, cited Bureau of Labor Statistics 
figures indicating that between 1981 and 1985, employment in the oil 
and gas field services sector of the industry alone had declined 
from 430,000 to 221,000. 

In other public comments on the petition, the International 
Association of Drilling Contractors described the impact of low oil 
prices on employment and firms this way: 

A substantial portion of the workforce consists of highly 
trained professionals. The professionals who have been laid 
off, have in many cases, left the industry. Experience has 
shown that they are unlikely to come back even if the market 
were to eventually turn around. 

The contract drilling business is being devastated. More than 
40 percent of the firms engaged in oil and gas drilling just a 
few years ago are out of business. Many of these that remain 
are on the brink of bankruptcy. 

Not all the economic consequences of the 50 percent drop in oil 
prices between 1981 and 1986 have been negative. For example, 
industries in the United States which utilize petroleum-based inputs 
to manufacture goods such as plastics or use oil for energy to 
produce and transport goods have benefited from reduced costs for 
these supplies. In this regard the Petrochemical Energy Group 
stated in its public comments on the petition: 

The petrochemical industry is one of the industries that is 
vulnerable to increases in oil prices. When the price of oil 
goes up, so does the price of the basic raw materials that are 
derived from oil and natural gas, and are used in the production 
of all petrochemicals. 

In addition, the general public has benefited from lower costs for 
automotive gasoline and for home heating oil. In terms of the 
economv as a whole, 
inflation, 

these changes have contributed to a reduction in 
a rise in real disposable income, and an increase in real 

GNP-l0 
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Year 

1960 

1970 

1913 

1974 

1980 

1981 

1985 

1986 

1987 

Rotary Rigs In 
Use For Oil and 
Gas Exploration _- 

1,748 

1,028 

1) 194 250 

1,472 

2,909 

3,970 

1,980 378 

964 201 

936 176 

TABLE III - 7 

U.S. Oil Industry Indicators, 1973-87 

Average Number 
Of Seismic Crews 
Onshore and Offshore 

385 

195 

305 

530 

681 

Footage Drilled 
In Billion Feet 

192.2 

138.6 

139.4 

153.8 

312.3 

408.8 

307.0 

170.1 

147.5 

Employment 

309.2 

270.1 

273.9 

300.2 

559.7 

692.1 

582.9 

457.4 

425.2 

Total Wells Complet 
(Oil, Natural Gas, 
Dry Hole Explorator 
b Development Wells 

45,620 

28,170 

27,690 

33,040 

69,840 

90,030 

69,170 

37,890 

33,320 

i 

SOURCE : Energy Information Administration. Annual Energy Review 1986, tlay 1987, p. 79-83, 
DOE Honthly Energy Review, December 1987, pp. 72-73. Employment figure for SIC-13, Total Oil and Gas 
Extraction Employees is from the Bureau of Labor Statistics Database. 
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U.S. Oil Resource Base 
. . 

One of the chief factors affecting the outlook of the domestic oil 
industry is the oil resource base. The United States has only 
modest reserves relative to current and projected future production 
because we have depleted much of our petro4eum reserves that are 
currently known and are economic given current oil prices and 
development costs. 

The data in Table III - 8 point out the relatively small size of the 
current U.S. oil resource base in relation to domestic production 
and world reserves. Since 1978, proven reserves of crude oil 
declined from over 31 billion barrels to about 27 billion barrels. 
This resulted in a drop in the index of reserves to domestic 
production from 9.86 to 8.94 years of remaining proven reserves in 
relation to current production. Most of this drop in proven 
reserves occurred when prices were still high, prior to the price 
collapse at the end of 1986. 

The Department of Energy recently estimated that the U.S. finding 
rate for oil per foot drilled declined from 17 barrels during the 
1970's to about 8 barrels in 1986.11 At a finding rate of 8 barrels 
per foot drilled, the United States would have to drill almost 379 
million feet during 1988 to replace 3.03 billion barrels produced 
during 1987. The major implication of this data is that the United 
States does not appear to have an ample supply of low-cost oil 
remaining to be discovered. 

Exploration for new oil fields in the United States has not been 
very successful in recent years. In fact, over 80 percent of 
additions to reserves over the past 10 years have come from 
revisions and extensions of existing oil fields rather than from 
development of new fields. 12 There remain some important prospects 
in North Alaska and in the Outer Continental Shelf which may help to 
stem the decline in U.S. reserves and production, but they are 
unlikely to reverse the trend. Additionally, improved understanding 
of geology and better drilling and recovery technology may also help 
in the future, but application of new technologies will tend to be 
expensive compared with the large, low-cost reserves available in 
other countries. 

Table III - 9 shows the relatively small size of U.S. oil reserves 
compared to Free World reserves. While U.S. proven reserves 
declined by 4 billion barrels since 1976, OPEC and Arab OPEC 
reserves increased by 271 and 207 billion barrels respectively. 
These groups also account for 75 and 56 percent respectively of 
total world reserves of 889 billion barrels. 

The reserves situation in the United States is not surprising when 
one considers that the United States was one of the first countries 
to produce oil and for many years was the world's largest producer 
(and is currently the second largest producer). As a result, the 



TAELE III - 8 

Year 

1978 

1979 

1980 

1981 

1982 

1983 

1984 

1985 

1986 

1987 

Note: 

Crude Oil 
Reserves 

(Billion Barrels) 

31.36 

29.81 

29.81 

29.43 

27.86 

27.74 

28.45 8.88 

28.42 8.97 

26.89 8.68 

27.26 8.35 

Estimates of reserves are as of the end of each calendar 
year. The reserves to production index measures the 
number of years remaining of proven crude oil reserves. 
The indey divides annual crude oil production into 
remaining crude oil reserves to obtain the number of 
years of,proven crude oil reserves remaining at current 
oil production rates. 

U.S. Crude Oil: Reserves-To- 
Production Index, 1978-85 ---- 

(Billion Barrels) 

U.S. Crude Oil L-C Reserves-to-Producti 
Production Index 

(Million Barrels Per Day) (Years) 

8.71 

8.55 

8.60 

8.57 

8.65 

8.69 

9.86 

9.55 

9.47 

9.41 

8.82 

8.75 

8.75 

8.68 

8.49 

8.94 

Source: 1978-85, DOE Petroleum Supply Annual, 1986,.page XIV. 
1986 and 1987 production, DOE Petroleum Supply Monthly, 
June 1988, page 2. 1986 and 1987 Reserves, U.S. Crude 
Oil, Natural Gas, Natural Gas Liquids Reserves: Advance 
Summary for 1987, Annual Report page 3. 



TABLE III - 9 

North America 

of which U.S. 

central/South 
America 

Western Europe 

USSR t Eastern 
Europe 

Middle East 

Africa 

Far East & 
Oceania 

TOTAL 

Of which OPEC 399.1 

Of which Arab OPEC 28'7.0 

Sources: 

1976 

Estimated International 
Crude Oil Reserves, End of Year 

1976 and 1987 
(Billion Barrels) 

1976 

44.1 

30.9 

c-c 

Billions Barrels 
Gain/Decline 

1987 + - 

82.7 +38.6 

27.3 -3.6 

22.6 65.7 +43.1 

24.6 22.4 -2.2 

81.5 60.8 -20.7 

325.9 564.7 +238.8 

60.6 55.2 -5.4 

39.4 37.8 -1.6 

598.7 888.9 +290.2 

670.7 +271.6 

494.9 +207.9 

, 

United States - - American Petroleum Institute 

Other Countries - - Oil and Gas Journal, December 1976, 
Pennwell Publishing Company. 

1987 

United States - - U.S. Crude Oil, Natural. Gas, and Natural 
Gas Liquids Reserves, Advance Summary for 1987, Annual 
Report, Energy Information Administration. 

Other Countries - - Oil and Gas Journal, December 28, 1987, 
Pennwell Publishing Company. 
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United States is the most heavily explored petroleum bearing region 
in the world. Approximately 80 percent of all wells drilled 
world-wide (2.9 million) prior to 1986 have been in the United 
States.13 Total cumulative oil and gas production exceeded 144.7 
billion barrels of crude oil and 715 trillion.._cubic feet of natural 
gas by the end of 1987.14 

Economics of Production 

Another critical factor having an effect on the domestic oil outlook 
is the economics of production. The United States is a high-cost 
petroleum producer compared to other producing areas in large part 
because much of its readily accessible oil resources have already 
been extracted. The Department of Energy estimates that the cost of 
finding and producing a barrel of new petroleum in the United States 
runs about $13, not including taxes and royalties.15 In contrast, 
additional oil production can be achieved in Middle East oil fields 
for $2.50 per barrel or less.16 Given high exploration and 
production costs and low world petroleum prices, rates of return on 
investment in domestic oil exploration and production are low 
compared with rates of return on alternative investments'both in the 
United States and abroad. 

Thus, the scarcity of capital for exploration and development cited 
by petitioners is not simply or even primarily a product of 
short-term capital shortages for individual firms. For large 
integrated firms, which generally have substantial capital 
resources, the problem is the high opportunity cost of investing in 
activities with low expected rates of return. For smaller, less 
integrated firms, the problem is that outside lenders and investors 
perceive domestic oil exploration and development as unattractive 
compared with less risky and potentially more profitable investments. 

One exception to the economic constraints described above are new 
supplies of oil which have high yields per well and, therefore, 
relatively low variable costs of production. Two potential sources 
of such oil still exist in the United States: on the Coastal Plain 
of the Arctic National Wildlife Range (ANWR), and on the Outer 
Ccntinental Shelf (OCS), particularly the offshore California area. 

The Department of the Interior estimated that the Coastal Plain of 
ANWR has potential of up to 9 billion barrels of economically 
recoverable oil. 17 If the entire 9 billion barrels were found, 
production after the year 2000 could reach 1.5 MMB/D.I8 Similarly, 
the Department of the Interior estimates the OCS resources ("mean 
undiscovered recoverable resources") at 12 billion barrels of oil 
and more than 90 trillion cubic feet of natural gas.lg Included 
within the OCS estimate is some 2 to 5 billion barrels of oil 
equivalent in potential offshore California reserves across some 37 
million acres. Were petroleum exploration/development to be 
permitted in these areas, successful exploration and development 
would reduce, but not eliminate the problem of a diminishing oil 
resource base and dependence on imported oil. 

- 

1 



III-9 

A final factor significantly affecting the economics of oil 
exploration is the domestic natural gas market. Petroleum producers 
engaging in exploration frequently cannot predict whether they will 
find oil, natural gas, or both because exploration is not oil 
specific. Higher natural gas prices woul_dd.provide incentives for 
drilling and development projects of all kinds whether the project 
is oil or natural gas. Moreover, the presence of natural gas and 
gas liquids in association with crude oil enhances the profitability 
of a project. 

At the present time, the price of some "old gas." (i.e. low cost gas) 
is still regulated and held below market price levels. This has 
resulted in disindentives for full production of old gas and helped 
to artificially maintain the higher price of new or unregulated 
natural gas.2O Further, the lack of open access to pipeline 
transportation has a depressing effect on market transactions. As 
the DOE Energy Security Study states: 

Willing buyers and sellers cannot always deal directly with each 
other, since pipelines generally control access to the 
transportation system. Pipelines can shut in low-cost gas to 
alleviate take-or-pay [i.e., minimum purchase requirement] 
liabilities. Lack of open access to transportation 

2P 
revents 

producers from selling these supplies to consumers. 

Combined with wellhead price controls, the lack of open access to 
transportation results in the underutilization of natural gas 
supplies. A major consequence of the underutilization of natural 
gas is less exploratory drilling for hydrocarbon energy sources. 
This in turn means less new oil reserves are likely to be found. 

Dependence on Imported Oil 

Based on assumptions contained in the Department of Energy's Energy 
Security report (see Appendix to Section III for details), U.S. oil 
imports can be expected to increase gradually over the next few 
years. Other OECD countries also are projected to increase their 
oil imports over the near term. Since OPEC members have significant 
excess capacity totaling approximately 9 MMB/D, it is likely that 
OPEC nations will provide a large share of the Free World's 
increasing demand for oil. . 

During 1988, U.S. consumption of oil is expected to grow at the 
modest rate of 1 to 2 percent from 16.56 MMB/D, and reach 16.7 to 
16.9 MKB/D by the end of the year.22 Domestic supplies of crude oil 
are expected to decline by about 100,000 B/D in 1988 with total 
domestic oil supply estimated at 10.5 Ml?B/D for the year 
(See Table III - 10). Therefore, net imports by the end of 1988 are 
expected to rise from 5.8 to 6.0-6.3 I"?B,/D. Increased demand in the 
rest of tke Free World in 1988 is estimated at between 0.4-0.7 
P!MB,'D.23 

‘ 
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TABLE III - 10 

1. 

2. 

3. 

4. 

* 

WORLD OIL BALANCE 
(Million Barrels Per Day) 

gyLY* . . 

1986 1987 1988 
c--e 

10.9 10.6 
19.3 
16..2 

2.2 
48.2 

10.5 
19.6 
16.6 

2.1 
48.8 

OPEC 19.7 
Non-Opec Free World 15.8 
Net Communist Exports 2.1 

Total Supply 48.5 

Net Petroleum Stock Additions 0.9 

Petroleum Products Supplied 

Statistical Discrepancy 
(2+3 minus 1) 

48.0 

0.4 

0.2 

48.5 49.1 

0.5 

0.1 

0.4 

Closing Petroleum Stocks 
(billion barrels) 

5.11 5.18 5.23 

Includes production of crude oil, natural gas liquids, other 
hydrogen and hydrocarbons for refinery feedstock, refinery grains, 
alcohol, and liquids produced from coal and other sources. 

Source: DOE Energy Information Administration, Short-Term Energy 
Outlook, January 1988, p. 39 

, . 
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The total Free World demand for oil is expected to grow from 48 to 
49 MMB/D in 1988.24 The increase will not tax OPEC resources and is 
unlikely to lead to higher prices. This soft oil market outlook 
should continue for the next several years. The outlook reflects: 
(1) the availability of excess crude oil supplies: (2) limited 
growth in Free World oil demand (See Table"111 - 11); (3) fairly 
high Free World oil stocks of 5 billion barrels (See Table 10); and 
(4) the inability of OPEC to maintain discipline regarding the 
production and pricing policies of the members. 

The U.S. demand for oil imports will begin to increase at a faster 
rate by about 1990-1991. Higher demand for imports will stem from 
declines in production in the United States (See Table III - 12); a 
peaking of output in other non-OPEC areas such as the North Sea; and 
a small increase in domestic demand. In addition, total Free World 
demand is projected to grow slowly, rising from 49 MMB/D in 1988 to 
51-53 MMB/D by 1995 (See Table III - 11). The net result is that 
the Free World demand for OPEC oil by 1995 could range from 22 to 30 
MMB/D. 

In the case of the United States, net imports are projected to rise 
from 5.8 to between 7.5 to 10.2 MMB/D by 1995 (See Appendix to this 
Section). This range of nearly 3 MMB/D is a function of varying 
assumptions about future oil prices, economic growth, energy 
efficiency, and the non-OPEC oil resource base and production. 

Although U.S. oil imports will increase, U.S.-based oil firms may 
play a role in meeting this demand. If choice U.S. acreage is not 
available for leasing and/or drilling results prove disappointing, 
U.S. firms could shift part of their exploration efforts 
increasingly away from the United States to other non-OPEC nations. 
As noted in the 1987 Office of Technology Assessment study, U.S. Oil 
Production, over the past five years a number of non-OPEC nations 
have modified their financial/investment terms to attract U.S. 
private investment in oil exploration and development. For example, 
Canada has established tax incentives and royalty holidays for 
companies developirq Canadian oil and natural gas resources. 
Turkey, Canada, and Colombia have removed or raised caps on prices 
paid to foreign producers. In Argentina and Chile, contractors are 
now paid in dollars rather than local currency.25 Other changes 
include cash incentives, lower royalties, and lower tax rates. 

Shifting some drilling investment would reduce U.S. exploration and 
contribute to higher oil imports. However, if investment in 
non-OPEC nations resulted in increased oil supplies outside of the 
Middle East, it would also limit growth in worldwide dependence on 
Persian Gulf and other OPEC supplies. 

Even if further diversification occurs, most of the increase in U.S. 
oil imports in the 1990s would probably come from Middle Eastern 
sources. 'Iirtually all of the world's excess productic;n capacity is 

. 



TABLE III - 11 

Projected Free-World Oil Consumption 
(Millions of Barrels per Day) 

1987 1990 1995 
Higher Price Case 15.7 16.4 

U.S. 16.52 Lower Price Case 16.7 17.7 

Other OECD 
Higher Price Case 19.3 19.1 

18.92 Lower Price Case 20.4 21.0 

OPEC 
Higher Price Case 3.7 4.2 

3.62 Lower Price Case 3.7 4.2 

LDC's 
Higher Price Case 9.2 9.5 

9.41 Lower Price Case 9.7 10.2 

TOTALS 
Higher Price Case 47.9 49.1 

48.47 Lower Price Case 50.4 53.0 

SOURCE: Department of Energy, Energy Security: A Report To The 
President of the United States, March 1987, page 24; 1987 
data from Energy Information Administration 



TABLE III - 12 

WORLD OIL PRODUCTION/ 
UNDER 

ALTERNATE SCENARIOS 

Projected Free-World%il Production* 
(Millions of Barrels per Day) 

U.S. 

1987 1990 
Higher Oil Price Case** 10.1 

10.61 Lower Oil Price Case 9.2 

Europe 
Higher Oil Price Case 4.5 3.7 

4.58 Lower Oil Price Case 3.7 3.2 

Persian Gulf 
Higher Oil Price Case 12.7 14.6 

12.65 Lower Oil Price Case 18.3 23.2 

Other OPEC 
Higher Oil Price Case 7.3 7.4 

6.82 Lower Oil Price Case 7.0 6.8 

All Other*** 
Higher Oil Price Case 13.4 14.2 

13.82 Lower Oil Price Case 12.6 12.5 

TOTALS 
Higher Oil Price Case 48.0 48.8 

48.48 Lower Oil Price Case 50.9 53.3 

1995 
8.9 
7.6 

* Includes crude oil, natural gas liquids (NGL's), and refinery 
gains. 

** The "Higher Oil Price Case" assumes that the world oil price would ri 
from $14 per barrel to about $23 per barrel in 1990 and to about $28 per 
barrel in 1995. It also assumes an average annual gross domestic produc 
(GDP) growth rate of about 2.5 percent and an energy/GDP growth ratio of 
about 0.5. The "Lower Oil Price Case" assumes that the world oil price 
would rise from about $14 per barrel to about $15 per barrel and would 
continue until 1990. The price would then gradually increase to about S 
per barrel in 1995. This case also assumes an annual average GDP growth 
rate of 2.7 percent and an energy/GDP growth ratio of about 0.6. 

*** Includes Australia, Canada, Non-OPEC LDC's, and 2 MMB/D of net 
exports from centrally planned economies. 

Source: DOE Energy Security Study, March 1987, page 22; 1987 data 
from the Energy Information Administration. 
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located in OPEC countries: and over two thirds lies in the Persian 
Gulf states of Saudi Arabia, Iraq, Iran, Kuwait, Qatar, and the 
United Arab Emirates. Furthermore, about two thirds of the world's 
oil reserves are located in these Persian Gulf countries. 

. -c 
The United States and other OECD countries are likely to become more 
dependent on OPEC -- particularly the Persian Gulf countries -- for 
their oil supplies. The OPEC nations are projected to supply 45-60 
percent of Free World oil consumption by 1995; with the Persian Gulf 
countries supplying 30-45 percent. On balance, oil will remain the 
primary fuel for Free World energy markets, accounting for 
approximately 43 percent of Free World energy consumption in 
1995.26 Of that amount, the OPEC nations probably will supply 45-60 
percent of non-OPEC Free World oil consumption. 

Summary 

The short term energy security position of the United States has 
improved. The expansion of SPR stocks, the decontrol of U.S. oil 
prices, the growth of non-OPEC production, the decline in the oil 
intensity of the U.S. economy, the substantial excess world oil 
production capacity, the development of new natural gas supplies, 
and changes in petroleum transportation flexibility in the Middle 
East have all reduced the U.S. vulnerability to foreign oil supply 
disruptions and, to some extent, imports in general. 

Despite these developments, however, the long term oil security 
position of the United States is less promising. The reduction in 
U.S. oil exploration activities and production due to low prices, 
the declining U.S. oil resource base, the relatively high cost of 
domestic oil production activities and resulting low rates of return 
for investments (at current prices), and the expectation of rising 
U.S. oil imports all point toward increasing threats to the energy 
security of the United States. 

In light of this analysis, we now turn our attention to a review of 
the national security issues posed by the current and prospective 
world petroleum market with specific emphasis on defense and 
essential civilian requirements to prosecute a major conventional 
war. 

1 
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The OPEC price cited is the "marker price" which is defined as 
the official sales price for Saudi Arabian Arab light crude 
oil. The prices referred to in this paragraph, all of which 
are Saudi marker, were obtained from oil industry price 
reports and corroborated by U.S. Government data. 
Estimate provided by Department of Energy staff. 
Interstate Oil Compact Commission and Ram Group Ltd. in Oil 
and Gas Journal, March 3, 1986 as cited in Office of 
Technology.Assessment, U.S. Oil Production: The Effect of Low 
Oil Prices, September, 1987, p. 73. (Hereafter cited as OTA 
Study.) 
Energy Security Study, page 4. 
Ibid., p. 53. 
Calculations based on data in Energy Information Agency, U.S. 
Crude Oil, Natural Gas and Natural Gas Liquid Reserves, 1986 
Annual Report, October, 1987, p. 6. 
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Ibid., p. 87. 
Ibid., p. 87. 
Ibid., p.87. 
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January 1988, p. 39. 
Ibid., p. 39. 
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Energy Security Study, p. 224. 



APPENDIX TO SECTION III 

ASSUMPTIONS BEHIND TWO 
U.S. ENERGY SCENARIOS: -.-_------.__ 

1985-1995 
c-c 

Case Involving 
Higher 

Key Assumptions Oil Prices 

World Oil Price 
(1985 dollars/barrel) 

1985 $27 
1986 $14 
1987* $18 

1990 $23 
1995 $28 

Annual U.S. Economic Growth 
(1985-1995) 2.5% 

Degree of Energy Efficiency Higher 

Non-OPEC Oil Resource Base Higher 

U.S. Net Oil Imports** 
(crude and product) 

1987* 5.80 
1990 5.66 
1995 7.53 

Case Involving 
Lower 

Oil Prices 

$27 
$14 
$18 

$15 
$22 

2.7% 

Lower 

Lower 

5.80 
7.54 

10.19 

*1987 Oil Data from the Energy Information Administration 

**Consists of Imports into the 50 States 

SOURCE: Department of Energy, Energy Security: A Report to the 
President of the United States, March 1987, page 21. 



SECTION IV. NATIONAL SECURITY ISSUES 

The NESC petition alleges that, in the event of a major three year 
conventional war, the United States would be unable to meet its 
petroleum requirements from domestic and reliable foreign 
suppliers. In evaluating these allegations, DOC reviewed a number 
of studies completed over the past several years.* These analyses 
dealt with a full range of scenarios from peacetime oil disruptions 
to full-scale long term conventional war. Particular attention was 
focussed on the NSC Stockpile Study which provided a comprehensive 
analysis of oil supply and demand during a three year large scale 
conventional war. The energy chapter of the NSC Study provided 
the basis for evaluating emergency petroleum requirements during a 
three year conventional war preceded by a mobilization year. This 
is consistent with the scenario contained in the petition. 

Overview of the NSC Stockpile Study's Energy Analysis 

In June 1983, the NSC established a working group to develop 
mobilization planning guidelines that would be used as a basis for 
development of an acquisition and disposal policy for the National 
Defense Stockpile of Strategic and Critical Materials. As part of 
this analysis, a major review of overall U.S. national security 
requirements for a three year major conventional war was conducted. 
The interagency working group included representatives from the 
Departments of Defense and Energy as well as CIA, OMB, FEMA, State, 
Treasury, and Commerce. The analysis was completed using 
established agency models modified to fit the following war 
scenario. 

This study sought to estimate national demand and supply for a 
warning year and three years of war and identify any potential 
constraints that would result. The study estimated national demand 
by: (1) using macroeconomic models to estimate industry-output 
levels for a wartime economy and; (2) converting these 
industry-output levels into demands for critical materials expressed 
in physical units. The following page describes relevant aspects of 
this study. 

* Over the past several years, a variety of studies have been 
completed including: the National Security Council (NSC) 
Energy Security Study (1982); the Department of Defense 
Sealift Study. (1983); a review of U.S. Government energy 
responses to possible events in the Iran-Iraq War (1985); an 
NSC review of the national security implications of lower oil 
prices (1986); an energy analysis as part of the NSC National 
Defense Stockpile Study (1983); DOE Blue Book Petroleum Supply 
Interruption Scenarios/Assessments (semiannual); the DOE 
Energy Security Report to the President (1987) and; periodic 
assessments within the Defense and Intelligence communities. 
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Excerpts From War Scenario That Affect Energy Supply Availability 

(Deleted to Protect Classified Information) 

Source: International Petroleum Supply Analysis, National Defense 
Stockpile Study. 
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Summary of Major Assumptions 

The energy working group developed the following supply and demand 
assumptions for petroleum, based on (Deleted to Protect Classified 
Information) c-c 

1) Supply Assumptions: 

(Deleted to Protect Classified Information) 
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The DOE model elasticities highlight the greater responsiveness of 
world demand (through conservation, fuel switching) to higher crude 
prices than U.S. and Canadian oil supply increases (through new 
production). As noted in the previous chapter, the U.S. resource 
base of easily accessible petroleum is being depleted. Overall U.S. 
domestic production from existing wells cannot be increased 
significantly, even in response to substantial price increases and 
emergency conditions. 

Given the limitations and uncertainties inherent in estimating the 
energy and economic impacts of oil supply disruptions, it is not 
possible precisely to predict disruption oil prices. Consequently, 
actual oil prices during a disruption may differ significantly from 
the point estimates developed by the DOE model. Furthermore, the 
results simulated by the model should be interpreted carefully since 
modeling problems are compounded in this type of exercise. The NSC 
Study acknowledges that the exact combination of events modeled have 
never occurred in the past and therefore appropriate historical 
data, used to estimate model parameters, are lacking. 

Recognizing these limitations, the table on page IV-8 summarizes the 
NSC Stockpile Study projections for the base case and disruption 
scenarios. The demand estimates in the table represent net free 
world demand before price effects cause demand restraint. However, 
two adjustments are made: 

(Deleted to Protect Classified Information)) 
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Table IV - 1 

Summary of Oil Market Simulation 
Model - NSC Stockp.j..&e Study 

($1982 and million barrels per day) 

Base Year Warning War Year 1 War Year 2 War .Year 3 
2ASE CASE (1982) Year (1983) (1984) (1985) (1986) 

World Oil Price, 
CIF (1982$) 
Total Free World 
Production (-tiB/D) 

U.S. Production 
(MMB/D) 

U.S. Net Imports 
0+=/D) 

DISRUPTION SIMULATION 

World Oil Price, 
CIF (1982$) 
Total Free World 
Production (MMB/D) 

U.S. Production 
tMMB/D) (Deleted to Protect Classified Information) 
U.S. Net Imports 
(MMB/D) 

Consumption (MME/D) 

United States and 
Territories , 

Production (MMB/D) 

'Jnited States 

Net United States Imports (MMB,/D) 

59 State Area 
U.S. Territories 
Total United States 

Net Stock Additions (MME/D) 

11 - .s. Strategic 
11 c -.u. Commercial 
Fcreizn 
:ctal Net Ad.5itions 

Cnr7 r-c. C-d---. ! iSC Stockpile Study 
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Since the NSC Stockpile Study was completed, DOD has updated its 
wartime petroleum product requirements. The next sections review 
the revised requirements and identify U.S. Government actions to 
supply defense needs during wartime. - -- c 

Meeting Emergency Defense Requirements 

Defense petroleum needs can be broadly categorized into direct 
military and indirect defense requirements, the latter being 
petroleum necessary for industrial production and related 
transportation in support of defense. 

United States 

East Asia 

Western Europe 

Other 

Total Increase 

Table IV - 2 

Increased Direct Military Fuel Demand 
Million Barrels Per Day (MMB/D) 

Warning Year War Year 1 War Year 
(1983) (1984) (1985) 

2 War Year 3 
(1986) 

(Deleted to Protect Classified Information) 

Source: NSC Stockpile Study 

During peacetime, the military consumes about 500,000 MB/D of 
petroleum products which equates to about three percent of total 
U.S. petroleum consumption. Seventy percent of this total is 
purchased within the U.S., the remainder is purchased from foreign 
sources usually located in or near the region (theater) where it is 
consumed. Almost three-fourths of military consumption is jet 
fuels. . 

The Depa rtment of Defense has updated its wartime petroleum product 
requirements from those provided to the National Security Council in ', 

I . 



I 

I 
IV-? 

1983 (see Table IV - 2). The figures in Table IV - 3 show that 
peacetime consumption has remained at approximately (Deleted to 
Protect Classified Information), U.S. wartime requirements have 
increased by (Deleted to Protect Classified Information) from a peak 
of (Deleted to Protect Classified Information) 

Table IV - 3 
U.S. Military Petroleum Product Requirements World-Wide 

(Thousand Barrels Per Day) 

PEACETIME 
CONSUMPTION WARTIME 

JET FUEL 
DISTILLATES 
MOGAS 
RESID 
OTHER 

(Deleted to Protect Classified Information) 

TOTAL 

Source: U.S. Department of Defense 

Most of the incremental military demand would be overseas close to 
the areas of conflict. If total oil supplies were constrained by an 
oil supply disruption coincident with the war and/or major 
mobilization, total U.S. continental and overseas military demand 
would represent between ten and fifteen percent of total U.S. oil 
consumption. As a comparison, during World War II DOD used 23 
percent of total U.S. oil, although this was largely because of a 
less-developed national economy and its associated energy demands'. 

Indirect defense petroleum requirements during a major war would 
include those necessary to mobilize the economy in producing and 
transporting goods and services for the war effort. Of course, the 
size of additional indirect defense petroleum requirements to 
support a major mobilization and war effort would depend on the 
length, scope, and character of the conflict. Although comparable 
to direct military demand in a large-scale conflict, additional 
indirect defense demand would emerge at a slower pace as industrial 
and other commercial consumers convert and increase capacity to 
support the defense effort. 
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Actions to Supply Defense Needs-During A National Emergency 

The U.S. Government can take the following incremental actions to 
acquire petroleum for national defense purposes. The number of 
actions implemented would depend on the severity of the disruption 
and related domestic shortfall: 

0 Waive Procurement Statutes - The Secretary of Defense can waive 
any provision of Federal acquisition statutes to expedite and/or 
encourage offers of petroleum products to support direct military 
requirements. 

0 Naval Petroleum Reserve Production - The Department of Energy can 
transfer (with reimbursement) to the Department of Defense any 
portion of the U.S. Government's share of production from the 
Naval Petroleum Reserve (NPR). DOD would provide this crude oil to 
refiners in exchange for petroleum products needed for military 
requirements. Moreover, the President's FY 1989 budget proposed to 
sell the Naval Petroleum Reserves with a portion of the revenues to 
be used to create a more flexible Defense Petroleum Inventory. The 
latter would be co-located with the Strategic Petroleum Reserve near 
major refining centers to provide the Department of Defense with 
direct and early access to petroleum to offset the effects of 
petroleum disruptions on military readiness and sustainability. 

0 Strategic Petroleum Reserves - 
disruption, 

During a major energy supply 
the President would normally authorize the drawdown of 

the Strategic Petroleum Reserve. If such a drawdown does not result 
indirectly in adequate supplies of petroleum products for military 
purposes, 
percent 

the Secretary of Energy could direct that up to ten 
of the total monthly volume sold out of the SPR be 

distributed to DOD. As in the case of the NPR, DOD would exchange 
this crude oil directly with refiners for military petroleum 
products. Or, DOE could arrange for exchanges with refiners to 
supply indirect defense requirements.' 
of the situation, 

If dictated by the severity 
the Administration also could request emergency 

legislative authority or use the Defense Production Act to direct a 
greater proportion of the SPR drawdown to defense purposes. 

0 Defense Production Act - The Secretary of Energy could invoke the 
Defense Production Act to direct refiners to supply direct or 
indirect defense needs on a priority basis. These refiners would 
also be provided with priority orders by DOE allowing them to 
purchase crude oil on a priority basis to meet this requirement. If 
this resulted in severe energy supply dislocations in the private 
sector, the President could allocate energy resources to mitigate 
the impact. 

3 NATC Wartime Activities - The USG participates in the NATO 
Wartime Oil Organization as part of NATC's civil emergency 
F reparedness activities and structure. This organizaticn provides a 

i ’ 
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mechanism to coordinate emergency programs of member governments to 
ensure adequate supplies of petroleum during NATO emergencies. 

Wartime/Mobilization Situations 

In wartime and associated military/industrial mobilization, defense 
demands would receive priority. Analyses have been conducted 
assuming a three year, large scale conventional war. Under such a 
scenario, domestic civilian austerity would be necessary. Although 
increased efficiencies, conservation, and interfuel substitution 
would reduce the level of civilian austerity required, it can be 
anticipated that hardshiFs‘resulting from petroleum shortages could 
be significant. 

In this regard, the petitioner underestimated the amount of civilian 
austerity and industrial/commercial fuel switching and conservation 
that would occur during a three year large scale war. The 
petitioner assumed civilian oil consumption of over 15 million B/D 
throughout each of the war years, or more than 90 percent of 1987 
peacetime consumption of 16.5 million B/D. On the other hand, more 
inclusive analyses undertaken by the NSC and the Department of 
Defense indicate significantly lower civilian sector oil consumption 
than those submitted by the petitioner. 

Our analysis concludes that the United States will be able to meet 
direct and indirect military petroleum requirements during a major 
conventional war. In the event of major conventional conflict . 
coupled with a substantial decrease in oil supplies, defense needs 
would receive priority. DOD direct and indirect supply requirements 
can be satisfied from domestic oil production (Note: this assumes 
current levels of domestic oil production during the war), reliable 
petroleum imports, and the Strategic Petroleum Reserve. Further, 
Free World refining capacity will be available to supplement 
domestic capacity and help meet offshore U.S. military requirements 
during a conflict. This is based upon analysis contained in the NSC 
Stockpile Study, the U.S. Government actions discussed earlier, and 
the review of the current world oil market in Section III. 

However, it should also be noted that significant civilian austerity 
was necessary to deal with decreased petroleum availability, 
creating some hardships in the U.S. economy, as was the case in 
World War II. Civilian consumption of oil would be reduced as more 
of the economy is devoted to supporting the defense effort. As a 
result of the above noted developments, many sectors of the economy 
would experience hardship. For example, the transportation sector 
accounts for approximately 70 percent (10 million B/D) of the 16.5 
million E/D of U.S. oil consumption. There are presently no 
substitutes for gasoline, diesel fuel, and jet fuel. 
Notwithstandina reduced consumption and conservation resulting from 
higher prices, &less oil would be available during wartime for 
ci-v' .ilian transportation end-uses. 

; 
c . 
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Foreign Policy and Military Power Trojection Concerns -- 

National energy security encompasses not only the capability to meet 
direct and indirect military needs during a national emergency; it 
also includes U.S. economic security and foreign policy 
flexibility. In light of these security concerns, the DOE Energy 
Security Report noted: 

The United States and many of its allies and trading 
partners are likely to become more dependent on 
imports, particularly from low-cost suppliers in the 
Persian Gulf. Higher import dependence would increase 
the risk of major supply disruptions that are damaging 
to our economic well-being and energy security. This 
risk affects national security and the conduct of U.S. 
foreign policy to the extent that (1) the foreign 
policy actions of our allies are affected as they 
respond to perceived vulnerabilities and rivalries for 
"scarce" supplies undermine allied security' (2) the 
U.S. loses some flexibility in responding to 
disruptions, so that it becomes more difficult to reach 
peaceful resolutions of disputes; and (3) oil supply 
disruptions coincide with a major defense emergency, 
complicating an already troublesome situation. 

In addition, the dependence on potentially insecure oil 
supplies by our friends and allies on whom we rely for base 
access in military emergencies can affect their willingness 
to provide base access and overflight rights for U.S. 
military forces in certain situations. This perception 
about their vulnerability to potential oil supply 
manipulations, if they were to cooperate with the U.S. 
military efforts, can constrain U.S. military power 
projection capabiiities and flexibility. 

As noted above, dependence upon unreliable sources of 
petroleum (i.e., subject to interruption) can constrain 
U.S. foreign policy flexibility as well as U.S. military 
power projection capabilities. Specifically, the United 
States and its allies may find themselves constrained from 
pursuing either unilateral or multilateral foreign policy 
actions for fear of provoking producer countries into 
.actions that would result in the manipulation of oil 
supplies and increased prices for consumer countries. 
Further, the lack of flexibility could also impair allied 
cooperation to avoid the bidding-up of world oil prices in 
the aftermath of an interruption of oil supplies (e.g., the 
Iranian Revolution). 



Section V. FINDING, OPTIONS AND RECOMMENDATIONS 

FINDING 

There have been substantial improvements in 1J.S. energy security 
since the last Section 232 Petroleum finding in 1979. However, 
declining domestic oil production, rising-oil imports, and growing 
Free World dependence on potentially insecure sources of supply 
raise a number of concerns, including vulnerability to a major 
supply disruption. The investigation found that the maintenance of 
U.S. access to sufficient supplies of petroleum is essential to our 
economic security, foreign policy flexibility, and defense 
preparedness. Given the above factors, it was found that petroleum 
imports threaten to impair the national security. 

OPTIONS AND RECOMMENDATIONS 

In view of the national security concerns raised by this 
investigation, the Department has evaluated a range of remedial 
options for Presidential consideration. The following presents an 
evaluation of the costs and benefits for each option and DOC 
recommendations. .It is important to note that no cost-effective 
government action could'eliminate U.S. dependence on foreign oil 
entirely, but a number of actions could help limit that dependence. 

Trade Actions 

The Department has evaluated the proposal to impose a fee on oil 
imports. The following discussion assesses the benefits and costs 
of two versions of this concept: a $10 per barrel fee and a $5 per 
barrel fee. An alternative scenario involving a variable fee is 
also reviewed. 

- - $10 Per Barrel Fee 

By raising prices, import fees would stimulate domestic production 
and depress total demand for oil, thus helping to reduce imports. 
The DOE Energy Security Study notes that a $10 per barrel fee 
($10 fee) would have the following specific benefits and costs from 
now until 1995. 

Benefits 
. 

0 Domestic production would be 0.4 to 0.8 ,XMB/D greater than 
without an import fee. 

0 Domestic oil consumption would be 0.7 to 1 MMB/D lower. 

0 Net oil imports would be reduced by abou t 1.5 !MB/D (including 
increased production) from the projected levels of 8 to 10 
millicn B/D. 

0 An additional 120,000 jobs wouid be created in the oil industry. 

i 
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0 U.S. payments for oil imports would be reduced by as much as 
$10 to 12 billion annually. Moreover, the potential economic 
losses that would result from a supply disruption would be 
reduced. 

costs 

0 There would be a one-time, inflationary effect of 2 to 3 percent 
in the Consumer Price Index. 

0 Some 320,000 jobs in non-petroleum related sectors of the 
economy would be lost. 

0 Real GNP would be reduced by an average of $25 to $35 billion 
per year. 

0 The cumulative costs over the next decade to the United States 
would reach $150 to 200 billion (present value in 1985 dollars), 
compared to benefits of $25 to 35 billion. 

0 The competitiveness of energy-intensive export companies 
(e.g., petrochemicals) would be diminished. 

Other disadvantages of a fee.include: 

0 Strained relations with close trading partners, such as Canada, 
Mexico, and the United Kingdom, who may seek exemptions to the 
fee. 

0 Difficulties for certain .domestic oil consumers who may seek 
rebates of the fee. 

It is often argued that an oil import fee would generate revenues 
for the Federal Government. However, the reduced income tax 
collection caused by the fee could offset or even exceed the.reJenue 
collections from the fee. . 

It is interesting to note that of the 60 commenters on this 
petition, only seven requested import restrictions on oil. Of these 
seven, five requested an oil import fee. None of the parties 
requesting an import fee provided analysis of how a fee would result 
in increased domestic production or exploration and lower oil 
imports. 

Section 232 of the Trade Expansion Act specifically requires that 
the Commerce Department recognize the "close relation of the 
economic welfare of the :Jation to our national security", and 
instructs the Department to take into account "any substantial 
unemploysent, decrease in re';enues of government, loss of skills Jr 
investment, or other sericus effects resulting from the displaceren- 
of any domestic products b:; excessive imports... in determining 
whether such weakening cf cur internal economy may impair the 
national security." 
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The statute requires that Commerce also--examine the impact of any 
potential remedial actions upon the economy as a whole, taking into 
account the specific impact on employment, government revenues and 
investment, and to make a determination about the impact on the 
overall national welfare. 

In this case, the costs of an oil import fee in terms of lost jobs 
in non-petroleum related sectors, reduced real GNP, and increased 
inflation outweigh the benefits to the petroleum industry. In fact, 
the national economy would be weakened by sudh a measure to such an 
extent as to threaten to impair the national security, which would 
clearly negate any benefits to the national security of an oil 
import fee. 

After reviewing all data available to it, the Commerce Department 
finds on balance that the costs to our national security of the $10 
fee significantly outweigh the potential benefits. 

$5 Per Barrel Fee 

The DOE Energy Security Study found that a $5 per barrel import 
fee($5 fee) would have similar, though smaller, effects compared to 
the $10 fee. The specific effects on oil marke& and the economy 
would be as follows: 

As a result of high prices, the fee would: 

0 Raise domestic oil production in 1995 by 0.2 to 0.4 MMB/D over 
estimates assuming no import fee. 

0 Reduce oil consumption by 0.4 to 0.6 MMB/D. 

0 Reduce oil imports by 0.7 to 0.9 MMB/D from the projected 
level of 8 to 10 MMB/D. 

As a consequence of higher prices, the fee would: 

0 Eliminate 170,000 jobs in non-petroleum related sectors of the 
economy. (Note: This loss of jobs would be partially offset 
by an increase in employment in the petroleum sector.) 

Hurt energy-intensive export firms although to a lesser extent 
than a $10 fee. 

Increase inflation (Consumer Price Index) by 1.3 percent above 
what it would be otherwise. 

Generate a cunulative cost over the next decade of S75 to IOr! 
billion (present -.-alue in 1335 dcllarsj, compared to benefits 
of $25 to 30 billicn. 

Have the same negati,.Ie consequences for trade relaticns with 
U.S. trading partners as the $10 fee. 
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Other disadvantages of the $5 fee include: 

0 The same strained relations with trading partners who may seek 
exemptions to the fee. 

0 Difficulties for certain domestic consumers who may seek 
rebates of the fee. 

The comments in response to the petition provided no economic data 
to suggest that the benefits of a  $5 fee were greater than the 
costs. Further, as ment ioned above, the Commerce Department must 
examine the costs of any proposed remedy in terms of lost 
employment,  government revenues, investment and any other serious 
effects on the national economy (which is closely tied to the 
national security). After reviewing all the data available, the 
Commerce Department on balance finds that the above noted costs to 
the overall economy, and therefore to the national security of the 
$5 fee significantly outweigh the potential benefits. 

Floor Price 

An oil import fee based on a  floor price raises U.S. oil prices only 
to the extent that world prices fall below a designated floor price 
(e.g. I $12 per barrel) 

Benefits 

Advocates of a  floor price argue that: 

0 The floor price is a  more efficient method to assist domestic 
producers, since it would intervene in the market place to a  
lesser extent than an oil import fee, while still providing 
incentives for domestic producers. 

0 

0 

A floor price would prevent "predatory pricing" designed to 
drive high-cost producers out of business and later allow low 
cost producers to raise prices and extract higher economic 
rents (Note: The latter assumes that low cost producers can 
act as an effective cartel). 

If prices never decline to the floor level, the existence of a  
floor price would provide investors and oil firms  with 
l lconfidence" that the government opposes oil prices falling to 
very low levels, thereby encouraging higher levels of 
investment in the domestic oil industry. 

costs 

The disadvantages of an ~11 price floor, once it is operatil;e, are 
siailar to those assoc:zr=? :.:ith an nil inport fee: 

0 Increased inflaticn 
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0 Reduced GNP L --,.- 

0 Reduced employment in non-petroleum sectors of the economy 

0 Harm to energy-intensive export firms at a time when the 
United States faces a large trade deficit 

0 Foreign oil producers could peg their oil price to the U.S. 
floor price. This would eliminate some of the price 
protection benefits sought by U.S. producers and investors 

0 Exemptions would be demanded by nations exporting to the 
United States. 

Only 2 of the 60 commenters on the NESC petition supported a floor 
price. In both instances, the parties submitted no analysis or data 
on the costs and benefits of a floor price. 

After assessing the advantages and disadvantages of the floor price 
concept, the Department of Commerce concludes that the overall 
relationship of economic benefits and costs would be similar to the 
case of the $10 and $5 import fees. 

* * * * * 

Section 232 specifically states "In the administration of this 
section, the Secretary and the President shall further recognize the 
close relation of the economic welfare of the Nation to our national 
security...." The Department has determined that the costs of 
import adjustments described above would outweigh the benefits to 
the petroleum sector. The Department noted with interest comments 
that further highlight the findings presented above. For example, 
in their comments on the petition, the Industrial Oil Consumers 
Group cited the economic consequences of an oil import fee: 

actions which result in increased oil prices (via-a license fee, 
import quota or tariff increase) will have an immediate negative 
impact on the economy generally in the form of inflation, and 
specifically on the basic, energy-intensive manufacturing 
sectors whose health is genuinely vital for ultimate national 
security. To the extent such increased oil prices increase 
prices of other energy sources, such as natural gas, these 
effects will be exacerbated. 

Further, the U.S. Chamber of Commerce's comments on the petition 
noted that import adjustments uould have deleterious effects on a 
wide range of U.S. industries. "Industries especially hurt by an 
cil import tax Xould be basic metals, metalworking, machinery 
manufacturing, chemicals, agriculture, and transportation. Al 1 arl 
qiital to our economy and security." 

t J 
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In light of the above, the Department does not recommend oil import 
fees as a means to enhance our national security. 

Domestic Initiatives 

The S-year Offshore Oil and Gas Leasing Plan 
The Outer Continental Shelf (OCS) of the United States contains 1.5 
billion acres, of which only‘54 million acres have been leased for 
hydrocarbon exploration. Currently, there are 27.5 million acres of 
Federal offshore lands under lease. It is estimated that 
12 billion barrels of undiscovered, recoverable oil underlie the 
OCS, in addition to 90 trillion cubic feet of natural gas (which 
represents an additional 18 billion barrels of oil equivalent). 
Experts in industry and government estimate that the OCS contains 
some of-the most promising tracts for additional oil and gas 
exploration in the United States. 

The Secretary of Interior approved the current 5-year leasing plan 
in mid-1987. The plan was transmitted to Congress, which made no 
changes to the plan during the 60-day period for Congressional 
review. The Department of the Interior now is proceeding to 
implement that plan and so far has conducted five of the lease sales 
set out in the plan. 

Since the approval of the leasing plan, the Department of the 
Interior has delayed action on three planned lease sales (for 
northern California, the North Atlantic, and the Part II of the 
eastern Gulf of Mexico) pending further environmental review. In a 
separate action, Congress has used the Interior Appropriations 
process as a means for imposing additional moratoria on several 
lease sales off the costs of California, Massachusetts, and Florida. 

Recognizing the importance of domestic oil production to the 
national security, we recommend that the Administration continue to 
implement the 5-year leasing plan subject to appropriate 
environmental safeguards. We further recommend that Congress 
refrain from introducing new delays into the process.' 

Exploration of the Arctic National Wildlife Refuge Coastal Plain 

The Arctic National Wildlife Refuge (ANWR) contains about 19 million 
acres, and the 1.5 million acre Coastal Plain of ANWR has the 
potential of up to 9 billion barrels or more of recoverable oil 
according to estimates made by the Department of the Interior. 
Congressional action would be required to provide the authority for 
exploration and development of the Coastal Plain of ANWR. 

There is a lcng lead time in Alaska bet-ieen exploration and 
production. If Congress decided tcday ta allow exploration and 
development, the anticipated output after the year 2000 could 
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potentially be as much as 1 to 1.5 mill.i,gn barrels per day. At 
current oil price levels, that production would reduce the U.S. 
trade deficit by about $11 billion per year. 

Several bills concerning ANWR leasing have been considered in the 
Congress. The Administration has on several occasions recommended 
to Congress that legislation be passed immediately to allow 
environmentally sound oil and natural gas activity on the ANWR 
Coastal Plain. We recommend that the Congress pass legislation that 
would immediately allow for environmentally sound oil and natural 
gas activity on the ANWR Coastal Plain. 

Comprehensive Natural Gas Reform and Nuclear Licensing Reform 
In addition to the initiatives to strengthen the domestic oil 
industry, we recommend action on two programs dealing only with 
natural gas and nuclear power. For natural gas, we recommend 
passage of the Administration's legislation promoting a 
comprehensive approach to natural gas reform, including wellhead 
price decontrol and open access to pipeline transportation. 

The open access initiative would guarantee access to pipeline 
carriage for natural gas for any type of end user, distributor, 
marketer, or broker. Before 1985, most natural gas carried through 
pipelines was also owned by the interstate natural gas pipeline 
companies. Now, more than two-thirds of gas carried by pipeline is 
owned by customers. Much of the carriage is done on a voluntary - 
basis by pipelines. In the past, not all gas owners were guaranteed 
carriage by pipeline. While the Federal Energy Regulatory 
Commission's current Voiuntary Program has resulted in a dramatic 
increase in the carriage of natural gas not owned by the pipeline 
companies, we propose that Congress pass the Administration's 
legislation which could guarantee non-discriminatory open access to 
pipeline transportation. 

Furthermore, the continued wellhead price control of "old gas" (low 
cost gas) acts as a disincentive to produce this gas. The 
artificially low prices also serve to subsidize the acquisition of 
new gas at above market prices. The pipeline companies average the 
high price of new gas with the low regulated price of old gas for 
the purpose of reselling the gas to their customers. 

Neither the open access provision nor the wellhead price decontrol 
provision have been passed by Congress. We recommend that Congress 
take action immediately to pass both initiatives. The elimination 
of wellhead price controls and constraints on access to open 
pipeline transportation would lead to increased natural gas use in 
some applications where oil currently is used, thereby reducing oi! 
consumption. It would also increase drilling for h)-drocarbons in 
general, which -Gould result in higher oil as ~11 as natural gas 
production. On balance, a comprehensive solution to natur31 gas 
pricing and transportation issues -Gould result in the United States 
requiring abcut 300,000 to 25O;OOO barrels per day less foreign D,il 
between 1988 and 1995. 
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For nuclear licensing reform, we propose tha_t_+combined licenses be 
issued for both construction and operation of a facility. This 
would provide a vehicle so that utility, public, State, and Federal 
concerns could be resolved before plant construction. This action 
would help avoid the spiraling costs caused by tlelays - sometimes 
more than $1 million per day in interest costs alone. 

Technical Tax Changes to Support Domestic Oil Production 

In addition to the main initiatives discussed above,-we urge 
Congress to consider several steps to reduce premature oil well 
abandonment and encourage oil exploration and development. These 
include the following: 

0 Increase the net income limitation on the percentage depletion 
tax allowance for oil and gas from 50 percent to 100 percent 
per property. The "percentage depletion" allowance allows 
independent oil producers to deduct a percentage of oil and gas 
gross revenues from taxable income, in place of more restrictive 
"cost depletion", which limits the total depletion deduction to 
the unrecovered investment. The allowance is computed as 15 
percent of the gross.income from the properfy, but it is also 
limited to 50 percent of the net income from the property. This 
option would increase the limitation to 100 percent. 

0 Repeal the transfer rule to permit use of the percentage 
depletion tax allowance for proven properties that have changed 
ownership. The percentage depletion allowance may not be used 
after proven oil properties have changed ownership. This means 
that otherwise eligible producers cannot use the allowance for 
production from proven properties which they have purchased. 
This option would repeal the ownership transfer restriction. 

Improvements To Emergency Preparedness Programs 

Finally, we recommend the continued fill of the Strategic Petroleum 
Reserve (SPR) toward the goal of 750 million barrels.. The SPR, 
which currently holds 555 million barrels (equivalent to over 90 
days of imports) is intended to supplement the market in the event 
of a severe oil supply disruption. The SPR should be filled at a 
minimum rate of 50,000 barrels per day, and the fill rate should be 
increased to 100,000 barrels per day with the increase to be funded 
by the sale of the Naval Petroleum Reserve (NPR) at Elk Hills, 
California and Teapot Dome, Wyoming. 
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ZC 3:fO. The rec3ris 3 k1.3 lauil:y 
zay be :nspec:ed ar.d copted in 
3c;orcance w:21 :quia::ons pubiished 

commerc:al whale watcn3,ng: tn ‘_. I 
accodance with the pmvirions of tbe - :, 
Zzdangersd Species Act of 1973 (18.. !-J’-: 
C.S.C. X31-1543) and the * ’ _ - * ‘; ’ y . 
AdminisCative Procedure Ad IS U.S.C ‘. 
553(e)). the Service ~111 review dvailabie 
ir-orrnation on whale watching IO-: ** L= 
deternrine rf tbe petitioned adlonis ._I’. -:- 
warranted. . . . ;’ a_ -! Ax .-:‘-I V. 
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A F 'P E N D IX B  _ _ _ A ._-_..  
S U E M A R Y O F F U B L I C C C W E N T S  

c-w"  

T h e  D e p a r tm e n t o f C o m m e r c e  rece ic -ed  c o m m u n i c a tio n s  f& m m  a  to ta l  o f 
6 0  c c n n m e n te .rs o n  th e  p e titio n  o f th e  N a tio n a l  E n e r g y  Secur i ty  
C C X tUll i t tee. C o m n e n ts w e r e  rece ived  f rom b o th  d a m e s tic a n d  fo re ign  
-, a n d  i nc luded  ll lmkrs  o f Congress ,  state o fficials, fo re ign  
g o v e x m w z n ts, ind iv idua ls ,  t rade  a n d  p ro fess iona l  assoc ia t ions,  
e n e L q y = -  o rgan iza t ions ,  a n d  e n e r g y  a n d  energy - re la ted  
a m p a n i e s . The i r  c z o m a ts a re  - ized  in  th e  fo l l ow ingpages .  

Mcsto f thc6e c m m e n tin g a c k n o w l e d g e d  th e  dec l i ne  in  U .S . d o m e s tic 
o i l  p r o d u c tio n , th e  i nc reased  d e p e n d e n c e  o f th e  U .S . o n  oi l  
imports ,  a n d th e d i ff icultyof r educ ing tha tdependence .  The i r  
v iews d ive rged ,  h o w e v e r , o n w h e the r  th a t s i tuat ion cou ld  b e  
s ign i f icant lya l te red,and i fso ,bywhatmeans.  

A n u m k r o fm m e n te m  asser ted  th a t inpor t  a d j w + n e n ts w o u l d  b e  
c o n t raq to  U .S . in ternat iona l  ccmni tmnts  m d e  &  th e  G M T , th e  
In te r n a tio n a l  E n e r g y  A g e n c y , a n d th e U .S . -Canada  F reeT rade  
A g r e e m e n t. 

S o m e  o f th o s e  o p p o s e d  to  s o m e  fo m  o f impor t  ad jusbz ren t  c l a imed  
th a t it w o u l d  h a v e  litt le pract ica l  e ffect  a n d  m ight  m a k e  th e  U .S . 
e v e n m o r e d e p e n d e n to n i m p o r ts inthefuture.  O thersc la imedtha t  
ac t ions o the r than  i m p o tia d j u s m e n ts w o u l d h a v e a m r e s tim lat ing 
e ffect  o n  reduc ing  p rcduc t ion  o r  r educ ing  c o n s u m p tio n . R e p e a l  o f 
th e w i n d fal lprof i ts tax,  n a tu ra l  g a s  d e r e g u l a tio n , o p a n i n g  fe d &  
l ands  to  ex@ orat ion,  a n d  f i l l ingthe S trategic P e t r o l emReseme  
w e r e  f requent ly  m e n tio n e d . 

T h o s e  in  favo r  o f impor t  ad jus Ime.n ts  c l a imed  th a t its e ffe & s  w o u l d  
b e  b e n e ficial fo r  d m e s tic prcduct icn,  a n d  th a t it w o u l d  r e d u c e  
U .S . n a tio n a l  secur i ty  wlnerabi l i ty .  They  c l a imed  th a t h i ghe r  
p r ices  w o u l d  g ive  m c h  n e e d e d  stim lat ion to  th e  oi l  i n d u s m y  to  
s tem th e  dec l i ne  in  p r o d u c tio n  a n d  br i rq  for th  n e w , r e p l a c e m e n t 
supp l ies .  

lI1 e r e w e r e a v a ~ 5 e tyofothercfxmmts o n  th e  kqxtof  impor t  
ad jus tments  o n  d m e s tic indwtry  - n o tab ly  re f iners a n d c h e m i c .a l  
m a n u facturers;  o n  th e  var ious  reg ions  o f th e  U .S .; o n  th e  n a tio n a l  
e c o n o m y ; a n d  o n  cur  in ternat iona l  re lat ions.  T h e  possib i l i ty  o f 
e x e n a tia n s f r a m a n y ~ ~ a d j u s tm e n t ;Jerealx ,~esubjectof  
c o m l e n e . 

-  1  
I J 

.’ :  . . -  .  .  
. . -  1  p .  -  -  ; i ,  

, \ : : .  . : :  



I’ f 

o*“$ j;.,... - 

. 

B-2 : -. _ .- 
c-c 

Cm CNNATIONALENEXYSECURITY m PETITION 
UNDER SECTION 232 OF THE TRADE EXF'ANSION ACT OF 1972 

NAME CPP No. PAGE 

Air Transpo* Association of America (ATA) 
AmeradaHess Corpxation 
AmericanPetrolemInstitute 
ArabianknericanOil Company (ARAMCO) 
Earton, Representative Joe 
Bentsen,SenatorLbyd 
~t~&sen+$ative John 

. 
fzlnadian ETtttElssy 
Canadian Petroleum Association 
ChemicalManufacturers Assn. 
Ci30 petroleum Corporation 
Citlzen/Labr Enerqy Coalition 
Clements, Gov. William P., Jr. 
Ccastal Corporation 
Consumer Federation of America 
CqarbmtofBusinessandEcmomic 

Development (DBED - State of Hawaii) 
DJwc!lemical~ 
MisonElectricInstitute 
Empire State FkQ-olem Association, New 

EnglandFuelInstitute,andIndependent 
Fuel Teminal~Gperators Association 

rzF;y (EC), Delegation of 
. . . 

Grafton, Mr. &rick J. F. 
Hmbetz Oil Company 
Independent FetroleurnAssn. of America 
Indeperxknt FetroleumAssn. of Canada 
Indeprdent Refiners Coalition 
IndonesianEmbassy 
Industrial Oil Cmsmers Group 
International Association of Drilling 

contractors 
Irving Oil Corporation 
IMng Oil Limited 
KansasIndependentOil&GasAs.sn. (KTCGA) 

35 B-4 
32 B-4 
26 B-5 
21 B-5 
62 B-6 
61 B-7 

5 B-7 
47 B-7 
37 B-8 
40 B-8 * 
23 B-8 
54 B-9 
36 B-10 

7 B-11 
60 B-11 
34 B-11 

16, 59 (dup.) 
51 
25 

B-12 
B-13 
B-13 

45 B-14 
57 B-14 
28 B-15 
15 B-16 

3 B-16 
27 B-16 
39 B-18 
44 B-18 
41 B-19 
11, 43 B-20 

Ken oil 
Mitcfiell 
National 
National 
:Jational 
Naticnal 
xational 

&Refining 
Eineryy & Development Corp. 
C,mncil of Fxtmer Cooperatives 
Defense Ccuncil Foundation 
Enemy Security coltunitt~ 
Fetr=leum Refhers Association 
Striper Xell .*sociation 

64 

::, 48 (dup.) 
14 
I2 
30 

9 & 29 
52 
50 
49 

4 
17 
18 
63 
65 
53 

B-20 
B-21 
B-21 
B-22 
B-22 
B-22 
B-23 
B-24 
B-24 
B-25 
B-26 
526 
B-27 
B-27 
B-37 
B-28 

Navy Leaque of 'Ihe L‘ni^& Statxs 
New England ElecZric 
North Central Oil Cxpraticn 
Nomeaian Enbassy 
?acific Resources, Inc. 
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,smian Basin petroleum Association 
Petrochemical Finerqy Group & 

Coalition to Oppose En- ,Taxes 
petroleosMMicanos(?mEx) 
petroleum Equipment Suppliers 

Association (PESA) 
Petroleum Marketers Association 

of America 
Railroad Comnission of Texas 
Seaview F+&roleumCcnpany 
Society of Independent Gasoline 

Pkrketers of America (SIm) 
Society of Independent hrofessional 

EarthScientists(SIPES) 
TewsIndepen%ntProctucersCRoyalty 

.‘.'cwne.rs Assn. (TIPRO) 
Transportation InstiYxte 
U.S. alamber of comwrce 
Valero Eheqy Corporation 
Wallace, Mack, Esq. 
Watkins, Mr. H. Vaughn, Jr. 

/ I . . 

A.!!, B-28 

33 B-28 
42 529 

8 B-30 

38 B-30 
13, 58 B-31 
22 B-32 .-- 

2, 24 B-32 

6 533 

19 B-34 
55 B-34 
20 B-35 
31 B-36 

1 B-36 
56 B-37 

,,- ._ - 
. -. 
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Mr.James L. Casey L--c 
AssistantGeneralCounsel 
Air Transprt Asscciation of America 
1709 New York Avenue, NW 
Washington, CC 20006-5206 

Letter dated January 28, 1988 (COPP 35). 

-tS: 

"If airlines are to continue to perform efficiently the semices that the 
travelling and shipping public require, theyimsthave ready access to the 
most ezxKYmic sources of jet fuel." 

%any of the bilateral international aviation agreemen ts that the United 
states cim emmenthas entered into with foreigngov emments provide 
foreign-flag airlines with the right to introduce into the United States, 
not subject to customs duties or excises, petroleumprcducts for use in 
their U.S. operations. We assume, becauseofthoseagreemntsand 
concerns about reciprccal trealznent by foreign countries of U.S.-flag 
airlines, that this investigation will not affect those rights." 

%ll U.S.-flag airlines currently have bonded jet fuel supplied to thm at 
U.S. gateway airports for use in their intemational operations.....If U.S. 
airlinesweredeniedaccesstofuelthatisbonded,~eircostswould 
incr- and they would be at a cmpetitive disadvantage with respect to 
foreign-flag airlines.11 

Requests that"afterthe DepaHment of Cmnnercereaches initial 
conclusions about jet fuel imports that it provide the airline industq 
and 0tie.r inWrest& persors the oppxtunity to respond to those 
conclusions." 

Joseph F. Conchue 
Attorney for Amerada Hess Corporation 
26 Broadway, Suite 1111 
New York, New York 10004 

Coo dated January 27, 1988 (COP? 32). 

Takes issue with a statement on page 39 of the NESC petition that lumps 
imports from theVirgin Islands with imports frcm foreign countries. 
Asserts that the A-da refinery at St. Croixis a U.S. refinery that 
delivers ahcst all its prcduction to the East Coast. 

Amerada does mt address '-,?e asksAme of the !ESC oetiticn, but has a 
keen titerest ti ';!e zs.sxes 2nd "is ready to participate in any 
cm.szz~ci~~e mnner related to the cbjects of %he petition." 
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IT!. Charles J. DiBona 
American Petroleum Institute 
1220 L street, NW 
Washington, DC 20005 

Letter dated January 28, 1988, enclosing an API sl&y, "Dmestic Petroleum 
Production and National Security," dated December 30, 1986 (COPP 26). 

-: 

Low prices have reduced domestic production and encouraged comm@Aon, 
creating a higherandpctentiallydangerous dependence on imports. 

TJnless a strorqdcmestic oil andgas industry is mintained, the 
likelihood of facing a severe energy crisis in tie 1990s will increase 
significantly." 
I’ . ..pcsitive steps to encourage domastic exploration and development mst 
be taken now. Although all reasonable policy alternatives which would 
encourage greater domestic exploration and production should be 
considered, three actions clearly j*ustify imediate action - repeal of 
the Windfall Profit Tax, access to the Alaskan Ccastal Plain and 
California Cuter Continental Shelf and a ccst effectiveness justification 
for any envimmmtal regulations." 

Mr.JohnJ.Kelberer 
Chairman of the Board 
ArabianAnericanOilCmpany 
Charan, Saudi Arabia 

Letter dated Januaq 25, 1988 (COP? 21). 

Refutes allegation in tie NSEC petition that Saudi Arabia intentionally 
destabilized the oil market in order "to reduce or eliminate competition 
frcm other foms of energy, to depress high cost dil prcduccion,...and to 
secure and maintain a dcaninant position in OPEC." 

Cites "mutually beneficial U.S.-Saudi Ambian trade relationships" and 
asserts thatECX2 should "consider the potential negative impact on those 
relationships" if import restrictions were iqosed. 

‘I . ..continued access to the Arabian Gulf and good relations with reliable 
suppliers such as Saudi Arabia are important to the prosperity of the 
United States and the bdustrialized world." 
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Y5audi Arabia's "policy has been, and C&+itinues to be, one of 
stabilization. A healthy U.S. economy and a healthy world economy are a 
fundamentdl concern of the Kingdom. As a result, the Kirqdomhas in the 
past maintained oil production at high levels to offset shortages and has 
tried to mcderate sharp price movmer~ts.~' 

Saudi Arabia is closely allied with the U.S. in national security affairs 
in the Middle East and Southwest Asia. 

Asserts that, while an oil import fee would raise the domestic price of 
oil, Yhere is no evidence that restricting imports *will stimulate 
dramatically inmeaxd levels of U.S. productior? because of high costs in 
the U.S. 

The Honorable Joe E?artcn 
House of Representatives 
Washington, DC 20515 

Letter dated Febmaq 2, 1988 (COPP-62). 

-tS: 

Assertsthatifcmrent trends continue, sixty percent of the oil we use 
will& prcduced in foreign countries bytheyear 2000. 

Encloses a copy of H.R. 2200 which would reduce oil imports by imposiq a 
fee on oil imported into the U.S. 

Seventy-five parcent of the revenue produc& frm the fee will go to 
reducing the federal deficit. 'Ihe othertwenty-five percentwould be us& 
to purchase U.S. stripper well oil to increase the Strategic Petroleum 
Reserve to 1 billicn barrels. 

The Honorable Lkyd Eentsen 
U.S. Senate 
Washington, Cc 20510 

LeYm dated Febmar' 4, 1988 (CO-l) 

cm: 

Vs Section 232 mu&&es, the Cc= Department should leave no stone 
untumedand~~ou.ldprobably investigatehow inaadng oil imports impac 
all aspects of U.S. national security." 

'!As a t!!eshoid matzer, the investigation must analyze the production 
capabilit-2* of t!!e kmestic iiiustr~; its ability to pruvide sufficient 
'Csec.re" 0iL Is cri=xal ta ,ieteLr&?ing khet!!er tie United States ~11; * 
able to sc;ccess.~~l~ ief=md i--if ti a ccnvexicnal xar or adequatelli 
r=qnd ts -?eacetixe e.x-Ten&es, klcixikq supply disrupticns." 

-_ 
:..._ 

., 
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%scond, the~investigation should analyze whether the United States will 
face an oil shortfall in a conventional war fought either nOw or several 
years in the future. I1 

I’ . . . your Depxment should fully evaluate the broad array of options 
Section 232 affords the President to take action that would have an 
initial anddirecteffecton imports, andworktolimitourdependence. 

The Honorable John Bryant 
House of Representatives 
Washington,-DC 20515 

L&AerdatedJanuary7, 1988 (COPP 5) 

ccmments: 

Asserts that growth of U.S. imports 
disruptions in supplies. 

has increased curvulnerabilityto 

Cites from the petition that there would be about a 3 million barrel per 
day shortfallintbe event of a threeyearconventional war. 

Uryes thatextensiveplblichearings be held. 

F%. D. C. Burgess, Vice President 
Cain Chemical, Inc. 
Eleven Gr eenway Plaza, Suite 2700 
Houston, Texas 77046 

I.ettm dated January 28, 1988 (COPP 47). 

cm: 

achieved by providing 
inzdstryand 

?ne chenical i.ndustq 
"seriously affect our 
prcducka." 

exploration and prcducticn incentives to the energy 
taxation of imported crude oil and'refined products." 

isaniqor&mtqxo~indu&ry;animporttaxwould 
ability to cmpete intheworldmarketforour 
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Mr. L. H. Legault 
Minister (Fconcmic) and Deputy Head of Mission 
Canadian -Emba.ssv 
1746 Massachusetts Avenue, NW 
Washington, DC 20036 

Letter dated January 28, 1988 (COPP 37). 

Cites an exchange of letters accmpanying the U.S.-Canada F'ree Trade 
on January 2, 1988, in which bath countries stated their Ynutual 

m of 'the need to exercise discretion in the period prior to 
entry into force so as not to jeopardize the approvalprccess or undermine 
the spirit and mutual benefits of the F'ree Trade Agreement.' Canadian 
authorities emphasize their concern that the use of secticn 232 not result 
in any actions which -would undermine tie agreement." 

Requests the U.S. "to indicate as soon as possible durinq the 
investigationthatimpcrts of crude oil and refinedpetroleumprcduc!x 
fromCanada would be excluded frcm the scope of any trade resirictions 
under section 232." 

Mr. b. B. Mamamra, Vice President 
Canadian Petroleum Association. 
3800 150 Sixth Avenue SW 
Calgary, Alberta T2P3y7 

Submissicn dated January 28, 1988 (COPP 40). 

Comments: 

Canadian oil enhances rather than threatens U.S. security of supply. 

lmposition of import restrictions on Canadian oil lhmuld.be 
counterprcductive to U.S. security of supply and ccntrary to the,lYade 
m. .It would also be inconsistent with the 1985 International 
m Agency, Ministerial resolution regarding energy trade..." 

Temmer& against the impcsition of any measures whichwouldrestrict 
themcvernent of Canadian crudeoil orrefinedpmductstotheUnited 
states. " 

Chexical KanufacExers &sn. 
2501 x. street, w 
Waskirqtsn, DC 2003: 

Cm= dated January 28, 1?88 (C3PP 23). 



1’ . ..urges the Deparhent to complet- 0  its work in an expedit ious mamer." 

a-m -WY opposes proposals such as import fee or tax which, "by 
weakening the nation's industrial base, rep resent a  clear and preser!t 
threat in their mn  right to the nation's econmic vitality and national 
securiQ." 

wically, the chemical hdustry spends about $20 billion per yeas? for 
its enerq needs, about 75 percent of&&h is consumed as oil and natural 
gas*" 

TIIW ~  levels alone do not constitute a  security problem. The sources of 
&lYr reserves, and demnd levels during times  of crisis also mst be 
considered. For example, events that disrupt oil supplies will lead to 
price increases and reduced demand,  as well as  cause shifts to alternate 
fuel sources." 

"It is implausible to suguest that the United States can be oil 
independent. Tlie U.S. - reseme base is decliniq.....The U.S. has about 3.5 
percent of world resemes....U.S. consumption mq? resentsabout27percent 
of world demard. U.S. oil independence, then, cannot realistically be 
achieved. 'I 

CMAcitesaNovemLer,  1987, EMstudy& -thatanoilimpotitax 
would be inflatiorzry; GNP growth htid be stifled, and business 
inveshnentwoulddecl ine. ' . ..benefits to the domestic petroleum industry 
would be more than offset by the negative impacts on U.S. manufacturixg, 
employment,  international competit iveness, and GNP growth." 

0TA suggests a  number of policy options to encourage development of U.S. 
reserreS: 

Encourage stcable sources of oil supplies; continue adding to tie SE?: 
repeal thewindfallprofittax; deregulatenatural gas; B costly 
enviromental regulations: and atheavailabilityof federal lands 
for -loration and develwt, "particularly inpromising~ such 
as offshore California and the Arctic coastal plain of Alaska." 

M r. W iiliam F. Cenmxst  Jr. 
Citgo petroleum Company 
1001 Pennsylvania Ave., N W , Suite 310 
Washington, DC 20004 

Ccnnnents dated Janua~~.~ 28, 1988 (COPP 54). 

!_ .’ i - _I . .  ,  ,- 

:  :  .  .  . !  
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cofmients: . -.,.- 

Vitgo urges tie Secretary to decline to reconunerd oil import adjustnent 
relief." 

SE? and TEA stcckpiles make U.S. reliance on imports less critical than in 
the pest. 

'Yhe decline in domestic production is not solely or even primarily 
attributable to the recent decline in oil prices." 

%wmrship by foreign producers of refining and mrketing assets in the 
U.S. does not pose a security risk for the U.S. To the contrary, 
participation by foreign oil p~ucers in the U.S. refining industry 
reduces the national security risk associated with crude oil imports frm 
those foreign producers. 

"The threat to tie U.S. econcmy.and hence to national security that wculd 
result from any fozm of oil import adjustinent would outweigh the threat to 
the national security posed by the level of iqx~rts." 

mere are ways to increase domestic production that do not result in 
incrms& prices of petroleum and the consequential negative macrceccnomic 
effects. 

Citizen/Labor Energy Coalition 

Gamer&s datedJ anuay 28, 1988 (aP? 36). 

Prcvides a short .history of government restrictions on oil imports and 
concludes thatrestricticns: 

Raise dmestic prices, imp0si.q substantial consume vcosts. 

Tramferwealthfmmeneqyccnsuming .sbtestcpxdIicingstates. 

Distort the structure of the oil indusby and lessens cmpetition. 

Result in a Vrain America first" policy. 

Result in reduced oil exploration and reduced resemes. 

Ebrgy dependence is not the same as energy vulnerability. Vulnembilit-i 
can be addressed t!!ugh the SPR, consemtion measures, allocation, and 
fuel substituticn -can l0-q tu.lr,e,miliVy. Criticizes the .?ESC 
petiti on's xilibxr; scenarics md its attributicn of cver+&eL-ning pcwer 2 
OPEC. 

Cites a nmb2.r cf aut!!crities 37 the costs an3 benefits of an import fee. 

erment has adequate -poiicj 
of t!!e United States on 

impctied oil withcut rescriirq to inport restrictions of any k5-d." 
-. 

< , 
_. = - "" 
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Governor William P. Clemnts, Jr. 
Off ice of the Governor 
Austin, Texas 78711 

LettertoSecretaqVeritydatedJanuaxy 8, 1988, transmitted by Auburn L. 
Mitchell, Office of the Gavernor (COPP 7). 

Believes there is ample evidence that imports are threatening national 
security. 

Urges the President to establish a floor price. 

U$es publichear-. 

Urges completion of the 232 study within sixmonths, and rewmmends that 
studies recently prepared by the Department of Energy and the National 
PetroleumCouncil be included in the record to expedite the process. 

Mr. Robert E. Moss, Vice 
The Coastal cOrpor&ion 
1899 L Street, NW, Suite 
Washington, IX 20036 

President 

500 

LetterdatedJanuary26, 

conunent.s: 

Urges the DeparBnent 

1988 (COPP 60). 

to hold public hearings. 

Refers to the grming level of dependence on oil imports and asserts that 
the relationship betxeen %ur countryr's dependence on imported oil and 
freedom of foreign policy options is a critical elmentff 

Dr.MarkN.Cooper,ReseaxhDi.rector 
Consumer Federaticn of America 
1424 16th Street, NW, Suite 604 
Washim$on, DC 20036 

CorrpnentsdatedJ anuary 28, 1988 (COPP 34) 

-: 

Because. the U.S. is "a high cost supplier with diminishing resources, 
dependerxe cn ivrts is inevitable . . ..Natioml enemy policy should be 
c=xnposed of dcmstic policies which minimlize the iqoact of any fut& 
oil supply and price shocks 3nd international policies -&ich reduce the 
iikelihccd of shc&s." 

I 3 .. ., .‘-.:’ ., i - ., 
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The current world oil price "is certainly not predatorily low....?he fact 
that domestic U.S, resources are higher in cost than costs elsewhere in 
the world is a fact of economic life." 

'The depletion of the domestic r 
decline of the 

esourcebaseis reflected ina steady 

q/P abroad." 
me-to-production (R/P) ratio in contrast to a steady 

The R/P in the U.S. declined frcm 30 years in 1947 to 11 in 
1973. The decline since 1973 has been slower, but it continues. 

The world R/P ratio increased frcm 22 years in 1947 to 40 years in 1960, 
then decrined to 32 years in 1973 before incmsiqtoabout36years. 

zhe oil import guota system that remained in effect from the late 50s to 
the early 70s "accelerated the dzatiowh of dmestic reserves, dissuaded 
the U.S. from pursuiq more appropriate policies, and rendered us more 
mInerable to the price shocks of the 1970s." 

The source of instability in world mrkets is not econmics but politics, 
so the "pursuitof eneqy securitymustentailresponsesthataddrsss 
underlying political and demmd-side problems." 

RecomeMs diversification of supply soumas, building of emergericy 
resemes, and encouraging long texm conservation. 

1Mr. FYederickSpreyer 
Representative, Department of Eusiness and 

EcoticDevelopment (DBED) - (Stateof Hawaii) 
1511 K Street, NW, Suite 519 
Washin$zon, DC 20005 

Letter dated January 25, 1988 (COPP 16). 

-tS: 

Restrictions on oil imports muld unfairly impact on the State of Hawaii 
because of its total dependence on foreign oil. . 

"Fuelneeds ofthemilitazywouldbe jeopardizedby import 
restrictions,l' . ..axxi Yhe support of civilians tie work at military 
facilities in Hawaii ztight also be cmpromised." 

Asserts that "neither an import guota nor an import fee is thexayto 
assure our national semrity..." 

Suggests the esMAis.hment of a regional petroleum reseme in Hawaii.. 



B-13 

Mr. Matthew T. EaXath, Counsel for 
DcwChemicalCoqany 
1819 H Street, NW 
Wa&ington, ti 20006 

Comments dated January 28, 1988 (COPP 51). 

m. JohnJ.Kmmey 
Senior Vice President 

u2crwse Dcrw's reliance on more expmsive 
alternative feeds&&s, reducing m's competitiveness with fully 
integratAdcmesticoilpetrcchemicalmanufacturers. 

Impcrtrest.MnIxwouldundermine Dow's ability to ccmpete with foreign 
suppliers having rmdy access to low-cost feed&o&s. 

The eCOnomiC health Of C0mpd.nie.S like Dow iS Vital t0 MtiOMi security. 
~przduces~strategicallyimportantproducts,anditsR&D prcqrars 

have hpmtantmlitaryr applications. 

Import restrictions wouldresultina significant inmease in the trade 
deficit, di scourage new invemnent, andresultinhigilerunemp1oyment. 

There are better alternatives to import restrictions, such as the opening 
upoffederallandslikeANWR;theremovdl of oil qrt restrictions, 
particularly on experts frmnAlaska andCaLifomia;andgovemment 
financialassistancetoR&Dforenbnced recovery operations. 

Tm strongly urges that tie Secretaq of Comerce recmmnd that the 
President take no action to institute trade r--ictions'of any type on 
any of the products covered by the petition." 

Edison!Zle&ricInstitute 
1111 19th street, NW 
Washington, CC 20036-3691 

Letter dated January 28, 1988 (COP 25). 

-tS: 

EEIoppxesbthaniiirttarifforquota. 

"As the trend-set~~ of all fossil fuel prices, oil prikes have an 
influence on tie ability of coal companies to raise the price of c3al as 
weil as tie railxad industq to increase the price of coal 
~tmnqcrtion. He!!ce , 3_r,ificial increases in oil prices or quotas on 
impcEei fueis t!!t Lxrease prices pm uneccncmic dmestic oil cr 
naturalqas prcducers t!!ereby creatL7g eccnomic havoc in 'ue entire enem -- 
mrkets . I1 
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".4n investigation that cnly addresses c&e oil iinports and refined 
petroleum prcducts ard dces not address the use .of solid fuels (coal, 
lignite, shale oil) and uranium cannot be considered complete or adequate 
to consider national security i?rplications.'l 

EEI Yrust[s] the Department will conduct extensive hearings....~l 

mire State Petroleum Asscciation 
New England me1 Institute 
Independent Fuel Texminal Operators Assn. 

Cmments dated January 28, 1988 (COPP 45). -- 
conanents: 

lf..current and projected levels of petroleum imports do not threaten 
national security." linp0rt.s are below the level of the 1970s and sources 
of imported oil have become diverse and secure: the SPR has ample supplies 
for an emergency. 

Import restrictions xould cause regional and se&oral distortions that 
wouldimpairtheeconomy. , 

Eneqy intensive industries "would be more vulnerable to foreign . 
competition in U.S. markets and xould have even greater difficulty in 
competing in foreign markets." 

Oil import restrictions would slow growth, md increase 
inflation, and interest rates. 

unemployment, 

Restrictions on iimpm-& will impair our diplcmtic relations with allies, 
such as Canada, Venezuela andNexico. They would also ?ontravene the 
energy policy advocated by the U.S. at the International Energy Agency." 

Import restrictiors would accelerate the depletion of U.S. r esems with 
the result of greaterdeperldence andvulnerability in the future. , 
"[Tjhe Commerce Department should find that cur-ent and projected levels 
of petroleum imports do not threaten national sLcurity, and that 
restrictions on such imports would not serve national security objectives." 

Delegation of the Emcpean Commmities (EC) 

Note Verbdle of Januaq 27, 1988 (COPP 59). 

- cnmlerlts: 

U.S. iFporE r-sricisns cn cil 
pcsiticn of U.S. 

"-iculd be likel:/ to harm the ccmpetiti-;e 
xAiszr,- and incr=ase protecticnist mmsuro~.~* 
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"Energy security cannot be enhanced by protectionist measures. Lvrts 
into the united States of crude oil and refined prcducts have remained 
stable since 1982. Only during 1986 and 1987 has there been a slight 
increase from about 33 percent of supply to about 38.8 percent of supply." 

'TheECandmemberstates believe that recourse to Article XXI of the GATT 
should only be made invery exceptional cW....On no account 
should MtiOMl security provisions be used for trade policy reasons. 
This was not the intent of GAlT Article XXI." 

"Any protectionist measures taken in response to the petition would be 
contraryto the stxndstillc~tmentwhich theunited States undertook 
when they accepted the ministerial declaration of Punta de1 Este as well 
as with the conclusions reached at the most recent OECD ministerial 
meeting. " 

%oreover, the European C,cxununities and their states believe that any 
proposed restrictive measures would be incompatible with the 
recamnendation made in 1985 by the International Ehergy Agency regarding 
liberalization of world trade in oil and oil prcducts. They note that tie 
De~tofEnergy'sowneneqy securitystudy,completedinMarc!!, 
1987, opposed peionist measures such as an oil import 1evy.l' 

The ECurges theU.S. to refrain f-adopting restrictivemeasures, but 
"If, nevertheless, the United States authorities should decide to do so, 
the ~"uropean (Zommmity ad theirmemberstateswouldhave no optionother 
thantotakethenecessaq actionsiftheirlegitirnateGA?Trightswere 
impaired.lt 

Mr. J. T. XcNillan 
Senior Vice President 
Exxon Qqxny, U.S.A. 
P.O. 90x 2180 
Houston Texas 7725202180 

Letter dated Januaq 27, 1988 (COPP 28). 

carrpllents: 

11 . . ..sWongly oppcsed to... oil import fees or tariffs (either flat or 
variable), quota limitations on imports or other, similar means of 
decreasing U.S. dependence on imported petrole~m.~' 

Recnmnends "the re!novalof existing v thatinhibitthe finding 
and develcpmentof indigenous petroleum supplies. "Specifically 
recm natural gas ?erequlation, the openhq of federal lands, and t!!e 
eliminaticn of ',?e xi?dfsl; orofit +Qx. . 
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"Mr. Patrick J. F. Grattcn 
2403 TTmmas Avenue 
Callas, Texas 75201-2037 

Letter dated Januaxy 25, 1988 (COPP 15). 

The sharp decline in U.S. oil production is "due exclusively to predatory 
memgy policies of OPEC." 

Suggests that an early hearing be held in response to the NESC petiticn. 

Albert Iimbetz, P resident 
Hmbetz Oil Company 
5949 Sherry Lane, Suite 800 
Dallas, Texas 75225 
(Mexnber of NESC) 

Letter dated January 5, 1988 (COPP 3). 

OFJECcan drive independents out of business by ccntmllingprices. 

Urgespublichearings. 

M r. H. B. Sccggins, Jr. 
P resident, Independent Petroleum  

Association of America (IRAA) 
1101 16th St., NW 
Washbgton, DC 20036 

Letter datd January 28, 1988, and attached camlems (COP? 27). 

-: 

The price and supply of oil is incmlsinglyccntmlledbygovemmen~ 
often hostile to the U.S. 

The decline in tie oil prcducing industr'has been at a rate 
unprecedented in histcr_r. Itannctbe restored guickly. 

IPM Selieves t!iat ken ze depe& on bpcrts for 30% or imre of our zeeds, 
we have reac!!ed a "'peril bpcLYt' -&are ;Y-e *in to lose cur energy and 
foreign pcliq independence." 
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IPAAnames a rnmdxr of adverse contingencies in theMiddle East andasks: 
"Should the United States spend millions of American military dollars and 
more important -Anwicanlives - protecting foreign oil Mien we could 
develop our cmn domestic s~urces?~~ 

In a broader intemationalcontext, IPAA asserts that as we becomemore 
dependent on imports, we will increasingly compete with out allies for the 
same supply, driving up prices and exacerbatiq our int.emational 
relationships. 

"At least 2,500 rotary rigs need to be at work to maintain sufficient 
petroleum supplies for national security.1' We are significantly belaw 
that threshold. 

Independent oil ccmpaniesweremst damagedbythepricedropandhave 
traditionally been the leaders in drilling for oil. Txzept for...jthej 
increased drilling by independents [in the eight years ending in 19851, 
dmestic production would have been 1.3 million bamels per day less h 
1985, and our costs for imported oil would have been almost $15 billion 
greater. " 

The impact of fall&q prices has had significant effects beyond the oil 
industq, particularly incapital mrkets. Theoil and natuxal gas 
industry ltgenerally has accounted for between I.2 and15 pelwant of all 
capital investment....It is estimated that for each dollar of direct 
inva in oil andnatuml gas, another $2 to S2.50 of capital 
inv-t is genera tedelsewhere. 
allcapitalimesment 

Asaresult,frm20to30percentof 
is oil-related." 

IPAA questions the effectiveness of the SPR to provide energy security, 
and is also skeptical of the effectiveness of the Internationals 
W==y =mly-sharing agreement. 

IPAAhas doubts as to;Jfiether Canada and Mexico could or&d provide the 
U.S. with additional supplies in an emergency. 

In regad to remmended energy policies, IPAA asserts uiat "If . ..prwf 
~beprwidedthatbenefitsequdlorexceedcosts,thenthisisan 
unfair test that offers no real solution to our emerging energy 
crisis . . ..We proved withcut a doubt in the 1970s that a 
energy, regardless of price, is essential....1* 

secure supply of 

PexsianGulf prcducers have used a "tactic of deliberately collapsing 
world oil prices and the prices of competing fuels..."' The daninant Arab 
OPEC oil producers prcclaimed a *do-fold purpose in their manipulation of 
petroleum markets and prices: (1) eliminate marginal, high cost prcductim 
of conventicnal energy, and (2) prevent development of energy altemati-yes 
substitxtable for CL." 
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IPAA lists four pages of recommended Presidential, legislative and 
regulatory actions, covering tax, environmental, banking and public 
isue5. Utier *he heading Q&raordinary Issues," IPAA" urges a floor 
price for crude oil, and a variable import fee on crude oil and petroleum 
products, without exceptions or exemptions. 

Mr. Roger A. Berliner, Esq. 
Ccnmseltothe Independent Petroleum 

Association of Canada 
1229 19th street, NW 
Washbgton, IX 20036 

Letter dated January 28, 1988 (COPP 39). 

cnrpnents: 

The source of the damage to the U.S. oil industry was the drop iq 'he 
world oil price, not the competition fm imported-oil. 

in the scenarios provided in the petiticn, imports from Canada mst b 
viewed as relatively imulmmble to intemuption, and therefore an 
enhancement to U.S. energy security. 

The pading U.S.-Canada Free Trade Agremmt when adopted will prwide 
further assmance of Canadian supplies in any situation threatening U.S. 
national security. 

Gcvemnent intemention in the market to engineer higher prices could be 
ccunte.rpr&xtivebecause of the effects on othereconmic sectors and 
because of the possibility of retaliation. 

Il(H)o the investigation will not conclude that artificial limitations 
on U.S. *rts of oil and products are advisable.'1 

Mr. aarles K. Ebinger, -Senior Cmsulb'ant 
Independent Refiners Coalition 
1615 L Street, NW 

. 

Washington, CC 20036 

Letter and Response to Petition dated January 28, 1988 (COPP 44). 

connnents: 

"Access to adequate refining capacity is as essential to the national 
semripy as crude oil." 
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The coalition does not support any specific action by government. 
However, if the U.S. imposes an import fee on crude oil, the coalition 
asks that a fee be bposed on refined products at a rate that is l.ltimes 
the crude fee, plus an additional $3 per barrel to offset enviromental 
costs in the U.S. 

U.S. refinimg capacity would be inadeguate under the 1 year mobilization 
and 3 year conventional war scenariostomaintain national security. 

'*Cuxrent U.S. refinery capacity is insufficient to meet current civilian 
demand for aviation fuel and gasoline." 

If the U.S. decides to take remedial, action in response to the 232 
petition, it should closely examine the impact of such actions on the 
refining industq. 

Ambassador Scesilo Soedaman 
Indonesian Embassy 
2020 Massa&usetts Avenue, NW 
Washington, DC 20036 . 

Letter dated January 28, 1988, with attachments (COPP 41). 

conrments: . 

U.S.-Indonesia econmic ties would be adversely affected. The U.S. is 
Indonesia's biggest oil -afterJapan. Oil import restrictions 
will reduce Indonesia's ability to buy U.S. Trts; Indonesia's ability 
to repay its debtswouldbe mired. 

if the U.S. stimulates its dcmestic oil prcduction nm, its resemas wili 
be depleted more rapidly than is prudent. Increasing prcductiondoes 
nothimgtoimprcvenational security ami may leave the U.S. more 
vulnemble in the future. 

The U.S. A&ninistzation has mmerous and workable poliq~alternatives to 
import restrictions such as natural gasderegulation, theopeningof ANWR, 
repeal ofthewindfallprofit tax,~diversifyingits supply sources, etc. 

mofits of U.S. fxmaniesinXdonesiawillber&ucedbyanoiliqort 
fee. IMobil gets 26% of its .worldwide profits frm Indonesia, Texaco 34%, 
and Chevron 25%. 

Liti restrictions will damage the U.S. economy, lower the s&r&u-d of 
livixg, shift wealth to American oil prcducers, and lower employment. 
muse U.S. prcdu~s will kclude the higher costs of oil, they will 
beccne less CclqYeL--a '-'.-e abroad, and 'k will increase the balance of 
paynmts deficit. 
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Import restraints violate the spirit of the standstill and rollback 
commilme.nts made at the start of the Uruguay round of GATT negotiations. 
They my invite claims for coqxnsa tion or retaliation. 

F%presses skepticism of the presentation made by the National Energy 
Security Committee in its Section 232 petition. 

Mr. AdhurT. Downey;Mr. Jan B. Vlcek, Counsel 
Ir&strial Oil Con&mem Group 
1275 Pennsylvania Ave., N.W. 
W-on, CC 20004-2404 

*T&quest for Exte!!ion of Ccmment Period," dated January 20, 1988 (COPP 11): 
comrents dated January 28, 1988 (COFP 43). 

comments: 

Requests an extersion of an additional 30 days for comments on the 232 
petition. 

Whether or not the De- extads this amentpericd, the ICCG 
herebyrequestst.hattheDeparhnentpmvideeitheranew ctmnent period or 
@lit hearings at a mid-way point in its investigation.'* 

The NESC petiticn "represen ts a parochial effort to secure the transfer of 
resourcesfmmtheeneqyconsumers to dmestic oil explorers and 
producers underthemask of protecting national security. l'he Application 
pleads for 'stability', when it really seeks thehighoil prices which 
muld result from restrictions...'1 

TheNESCapplicationwaswrong in stating +&trqulations require an 
examination of a 1 year mbilization follcmd by a 3 year conventional 
war. Such a scenario is not probable, and the Cepartmentshould examine 
more realistic possibilities. 

A limitation on imports %ould not only cause del'ight in the hearts of ou- 
industrial competitors and security adversaries, but alsowould injure 
our allies and friends c;ho prmide us with relatively secure supplies of 
Oil.” 

Reammnds filling the SPR and perhaps financial incentives for 
exploration and identification of new resemes. 

Xr. Ted Warren 
Internaticnal &mciaticn zf 

Drilim Ccntzactzrs 
15810 Park Ten Place 
Hcuston, TX 77084-5134 

Letter dated January 22, 1988 jCCFP-S4j 
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The wide swbgs in the price of exude oil which the industry has recently 
experienced constitute a major threat to the sumi=lof the dcmestic oil 
field service industry." 

"The corrbactdrilling imdustqis king devastated. More than 40 percent 
of the firms engaged in the oil and gas drilling just a few years ago are 
out of business." 

"Higher import volumes greatly aggravate the nation's balance of payment 
position and heighten the costs of any disruption of the flow in 
intemationally traded oil." 

Yr. konaxl E. Santos, Ccursel for 
Irving Oil Corporation 

1660 L street, >Jw 
suite 1000 
Washington, X 20036 

Cormrents dated January 28, 1988 (COP?-48) 

Trving retail operations in Maine are geaqraphically closer to the 
mnadiarl sources of refinedpetmlemprcducts onwhich Irving relies than 
are most domestic retailers to their American suppliers.l* 

'Tming is entitled to rely on the pledge recently made by theunited 
States not to restrict imports of Canadian cil for national security 
reasons." 

Units on Irving's imports of refined petroleum products from Canada would 
i.njurekmthIr~~andAmericancmsunem without enhancingunitedstates 
MtiCMl !BX-ity. 

*Mr. Leonard E. Santos, Ccunsel for 
IrvingOil Limited [Canada] 
1660 L. street, NW, suite 1000 
Washkgton, X 20036 

CmmentsdatedJamaq28, 1988 (COPP 46). 

“TrtJ; _ slg opccses the request cmtained in the petition submitted by E&erc.“. 
Corpxatiok cn behalf cf t!!e Yaticnal Fhergy Security Cmmittee...'l 

Restzid,icrs cn i.qzrz should net be s~licable tz Canadian oil. Ibis 
on t'.S. impor sf Canadian Al '%cu.ld flatly *.ioiate zhe President's 
pledge as expressed 5 '-,C.e Tammy 2, 1988 standstill letter." 

Lvr, restrictions 7111 accele?xte consumption of dcmestic oii and resti: 
iii xutii greater Fad -zaxtt -lepender?ce on ixlported oil. 
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Mr. CoMld P. Schnacke 
Kansas IndependentOil &Gas Assn. (KICGA) 
lo5 South Broadway, Suite 500 
Witita Kansas, 67202 

Letter dated January 22, 1988 (COPP 14). 

The Board of Directors of KIcGAvotedunanimouslyto .supporttheNESC 
petition. 

KICGA li.s available to furnish detailed information about the plight of 
the industry and the effects of the 
crude.. . .'I 

current policy of reliance on impcrt& 

Mr. llxmas L. Eveland 
Vice Pres.<vernment Affairs 
Kern Oil & Refining Co. 
RuIalRoute6 - 7724 Panama Lane 
Bakersfield, CA 93307 

Letter dated January 20, 1988 (COPP l.2). 

Petroleump~ct importshave forced anu&erofsmlland independent 
refinersoutofbusiness,causinga %evere concentration of U.S. refiAi.rq 
capacity in very large refineries located in a few major irdustrial 
cmplexes." 

Asserts that the onLywaytolbnitp&rolemprcduct imports is thrcugh an 
~rtfeeorqucta,and~~sestheviewthatafeewouldbemore 
desimble inthatit raises revenues aswellas stimula~ the refining 
industry- 

Windfall profit taxshouldbe remved tohelp stimlatedomstic oil 
prcduction. 

Mr. Carge P. Mitchell 
President, Mitchell Eneqy & 

Develapnent Company 
2001 Timbrlcch Place 
P.O. Eax 1000 
The Woodlands, Texas 7738:~4000 
(Xe??r NESC) 

ietter dated :anua.rl 19, ;988 (CSP? 30). 

< ’ 
, I 

: .y-’ 
_.:, . 
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conunents: 

Urges the Commerce 0epartment to give special consideration to: 

Increasirq petroleum imports that may pass the 50 percent level in the 
1990s. 

Fallingdomesticproduction, and thelaryelosses in petroleum 
employment. 

Thedecline inmch-needed msearch on enhanced ojland gas recovery. 

'Ihethreatto the economy of incrmsed oil dependence. 

Makes favorable menticn of Sen. Bentsen's bill requiring federal action to 
keep oil imports below 50 percent of our needs. 

Asserts that natural gas, svhichcanbe substituted for oil inmany 
applications, "could suuplant 5 million barrels a day of import& oil 
within 12 to 15 years. -It is the most viable option to the problem we 
face." 

R. DmnasVanArdall 
Vice Pres., National Council 

Farmer Cooperatives 
50 F Street NW, Suite 900 
washhqml, x 20001 

of - 

Letter dated January i3, 1988 (COPP 9); letter cf January 28, 1988, and 
enclosed Policy Resolution of 1988, and enclosures dated 1985 dealing with ',e 
Implications for U.S. Agrimlture of FWrolem Frcduct imports (COPP 29). 

Requests an extension (length not specified) of the deadline for filing 
caments. 

Reqestspublichearirqs. ReiteraWtherequezt inthesecondletter. 

Supply cooperatives have a petroleum system that includes 5 refineries 
(337,700 barrels per stream day) that supplies nearly 40 percent of all 
on-farm fuel. 

'W.S. agriculture must have uninterrupted access to equitably priced 
supplies cf petroieum fuels in order to assure dependable supplies of feed 
and fiber for the nation and the ?orld....A disrupticn of even a short 
duraticn can rpn:?: in crop lcsses for an eqcire year." 

The Yaticnal C,ur.cil is wncerxd t!Yat increasixcj petroleum prcdmz 
mr+s xi11 disoiace dcmestic reftii.rq capacity to the the extent that 
this naticn my be mable to refine it stirategic oil reserves in t!!e next 
energy emergeqci . f' 

( - 
, - _ ,.. _ 

. __ . - 
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11 . ..we are philosoptically opposed to an oil import fee...." "However, in 
the event that an oil import fee is necessary for national security 
reasons, wewouldmaintai!? that the fee would fail to achieve its national 
security objectiveunless an equivalentorgreater fee is imposed upon 
inported refined petroleum prcducts." 

?he 1985 study cites a number of factors for growing imporizs, such as 
inportbarriers of other nations, the lack of averseas need for gasoline, 
OPEC quota subversion, dual pricing of crude oil, and an ixrease in OPEC 
refining capacity. 

Mr. Milton R. Copulos 
Natioml DefenseCouncil Foundation 
L'Ehfant Plaza Box 23397 
Washington, X 20026 

batter dated January 28, 1988, with wmnents (COPP 52). 

Cites~ingimportsfrmntheFersianGulf,particularlyfmmSaudi 
Arabia, cmbined with declining U.S. exploration and production. 

Constructs scenarios under full mobilization, rely- on a May, 1986 study 
PreparedW*e Inhstrial College of the?m& Forces. zhe study foresaw 
full mobilization requiring 21.8 MBD of oil products, of Twhich 2.2MBD were 
for direct military use and 2.6MBD for increased use by the civilian 
sector to meet defense production needs. 

EXambes scenarios involving simultaneous low-intensity conflicts in the ' 
philippines, Central.AmericaandtheMiddleEast. 

ConclUdeS 
threat to 

m. Robert c. 

that Yhe current levelofiqxtsdoesindeedconstitutea 
the nation's security." . 

Cdle, Jr. 
National Ehemy 

1615 L Street, NW 
Washington, X 20036 

Hemrandml in support of the 232 petition dated January 28, 1988 (COtiP 50). 

WpsXCtomkea "?iLl-scaJ.e and bread-based Section 232 investigaticn 
into all factors relating to a thread Of inpiment to U.S. MtioMl 
securz. ulqes t!-Elt !xc w ccndud full ka.rings and zkvelcp new ecmomic 
~mjections and mcdeis, based on current data..." 



;’ f 

Dot should analyze: 

B-25 
G.-c 

Whetherthedomestic industry is abletopralucean adequate supply of 
secure oil in conventional wars and other national emergencies. 

Whether the U.S. will e>cperience an oil supply shortfall in a series 
ofsimultaneous low-intensity conflicts that could occur now or in the 
future. " 

Whether a peacetime supply disruptionwould impair national security. 

The adverse effect on U.S. fcreign policy because of reliance on 
imp&d oil. 

The effect of imports on the development of alternative energy sources. 

The SPR cannot ensure an adequate supply of oil in a conventional mr, nor 
can it operate at levels to prevent significant rises in prices that can 
damage the economy. 

Ttbe U.S. military present e in the PersianGulf $ces notproteccagainst 
supply cutoffs or oil shortages inothernational emergencies." 

The U.S. oil indutry has been seriously damaged, production has declined, 
andfurther~getoindustryisthreatened,wkicfilwilllikelyresultin 
even greater oil supply shortfalls in future mtional merqencies.l* 

The iEA supplysharing arrangementswould not mitigate the effects of 
supply disruptions. "To the contrary, they xould, in effect exacerbate 
any supply emergency faced by the United States...l* because the U.S. 
'*would be required to be a net contributor of oil to other participants..." 

Conservation in an emergency isunlikelytobeofmuchhelpkcausemost 
of the conservation measures have already been taken. 

‘I . ..thePresidentshouLdnot 
enacknent of remedial action 
securityhasixmasedwhile 
pmpQsa.ls." 

defer action under Section 232 pending the 
by the C~ngress.~* '*...the threat to national 
Congress refusedto act onthe President's 

1, . ..theAdministxation should take allapprcpriate actions that can 
enhanceU.S. production and, hence, alleviate the threat to national 
sxurityposedbyoil imports. ?hefocusshculdbeonremedialactions 
that provide sufficientcertaintyto domestic prcducers so as to encourage 
new oil exploraticn and dmelopment." 

Mr. Urmn R. Sternfels, &&dent 
Naticnal ?etzolem Refiners Associaticn 
1899 L Street, m, Stire lCC0 
;Jashirqton, X 20036 

kt!zer dated January 28, 1388 (CZP? 49). 
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imports of refinedprcductthreate? our domestic refining qxity, and a 
further loss of capacity "has serious implications for the economic 
well-being and national security of the nation.** 

"Curi3nportcontmlsystemmustbe examined in the light of..." import 
restrictions in foreign markets "so that U.S. refiners are not unfairly 
disadvantaged." 

U.S. Customs should assure tighter and more effective enforcement of 
tariff sche'dules. 

"Some combination of increased tariffs and guotas might ultimately be 
implemented, dictated by national objectives, withthegoal ofmintaining 
a secure domestic refinizg irdustq." 

"If a crude oil iqort fee is adopted, there shculd be a ccrresponding fee 
on refined prcducts, with an appropriate differential reflecting 
additional costs wfiich domestic refiners bear..." 

'*[C]are should be taken that the cmpetitiveness of the petrochemical 
irdustqwhich relies on importedpetroleumprcducts as rawmterials and 
fuels is not disadvantaged." 

Hopes the govexmnent will be willing to continue to receive comnents and 
data after the January 28, 1988, closing date. 

Glen Michel, Exec. Vice EYes. 
Naticnal Stripper Xell Associaticn 
P.O. Box 3373 
Abilene, Texas 79604 
@Iember NESC) 

Let+& dated January 5, 

ccmpnents: 

i988 (COPP 4). 

Requeststhechance for public testimony to delvemore deeply into such 
thhgs as "1) Ioss of reseme prcducing capacity: 2) Loss of daily 
praduction; 3) The pluggirq of )awwn r esemes under stripper well 
leases...; 4) The yetunkncxm recovery technigues thatmay be afforded the 
nation in the next decade; and 5j the percent recovery from m 
reservoirs.. . ." 

( - , 4’ 



527 

CananentS: 
L--c 

Urges-public h-&g-s and a "full-scale interagency investigation." 

urges an expedited examination of the oil import issue. 

Does not "offer or endorse a specific remedy to reduce America's reliance 
on imported oil," but wants a study that outlines the available options if 
atbreattonationasecurityisthre&ened. 

Mr. Glenn R. Schleede, Vice FTes. 
New~landElectric 
25 Resarch Drive 
Westborouqh, Massaczbsetts 01582 

Letter dated January 25, 1988 (CCPP 18). 

Urges that a study of the oil iqmrt issue take into account the following 
factors, whichare amplified in the text of the letter: 

“1. The other sources ofenergywhichhavebeen, 
substituted for oil.l* 

"2. The past, current and potential for reducing 
consemation measures." 

areorcouldbe 

demand for oil through 

"3. The substantially different oil mrket situations that currently 
exist, compared to the situations at the tiine Section 232 of the Trade 
Expansion Act was previcusly invoked.'* 

"4.The adverse~n~cimpactthat~dresultifoil~~taxes 
were imposed or quantitative limits on imports were adopted." 

Urges that "oil wrt taxes or guantity limits not be iqmsed....** 

Mr. C. A. Watts 
NorthCentral Oil Corporation 
6001 Savay, Suite 600 
Houston, ti 77036 

LelAer dated January 25, 1988 (COFF-63) 

%qport the petiti cn brought by Znserch andTIr"Ro in encouraging a stud', 
of this problem to be cccleted -&thin six months." 
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'We do not have the support of this prow investigation by most of the 
majors because they are working hand in glove with the foreign national 
companies which are creating the oil glut problem As long as refiners 
andmarketers canmake enough money from those seqments of their business, 
it is not particularly important to them that prcduction be profitable.1t 

*Themostdirectard simplesolution forthisproblemis to impose an 
inport fee on the order of SlO perbaxrelof crude oil and products which 
will stabilized domestic p.rices at a level that will cause the industq to 
step up its exploration activity." 

Mr. Richard F. Hall, Vice President 
Pacific Resources, Inc. 
1700 K Street, NW, Suite 502 
Washington, X 20006 

Letter dated Januaq 28, 1988 (COPP 53). 

-tS: 

An import fee would have larger negative than positive impacts. 

TM.rearemanywaystoimproveprcductionthatare 
fee: opening federal lands, repeal of thewindfall 
from-ilyturdenxxnemironmentdlcosts, 
fuels. 

Er. Charles F. Perxy, President 
Permian Edsin petroleum Association 
P.O. Box 132 
Midland, Texas 79702 
o-b= EC) 

Letter dated January 12, 1988 (COPP 10). 

COREWIltS: 

Urgespublichearings. 

preferable to an import 
profits tax, relief 
and use of alternative 

Mr. Gordtm@cch, Counsel for 
The petrocfemical Energy Group & Coalition to @pose Eneryy Taxes 
1100 15th street NW, suite I.200 
Washington, X 20005 

CameMs received cn January 28, 1988 (COF? 33). 

ccnrments: 

iYm of,?% C L'3ET are: A.ir,Fxduc!zs & Chemicals, Inc.; !?orq-xamer 
cixmicals; Dow chetical, U.S.A.; Her~.dssIncoqmWzed;HcechstCehnese 
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Corporation; PFG Industries, Inc.;Rohm & Ha~bmpany; Texas Eastmn 
Company, Division of Eastman Kodak Co.; Union Carbide Corporation; and 
U.S. Industrial ChezLicals Co.] 

Opposes imposition of import fee, tax, tariff or quota. The net result 
wouldbe that imports of products madeabroadwouldqain an artificial 
advantageoverdumesticproducts,andexpo?YzsofU.S.prcductswouldbe 
disadvan~qedabmad. 

Mr. Arnold H. Weiss, Counsel for 
PetroleosMexicanos(pEMM) 
1050 Connecticut Avenue, NW 
Washington, X 20036-5339 

(Zcmnents dated Januaty 28, 1988 (COPP 42). 

ccmments: 

The U.S. is PEMEX' largest market, accounting for abut half of Mexican 
Oil w&S. The oil in theSPR is 91% Mexicanoil. 

Ifimportrestrictionsareimposed,Mexicanoils~~dbe~~. 

The NESC petition t'does not establish the necessarycausallinkb&weenan 
adjusbentof imports of crude oil and refinedpetroleumprabzts andthe 
rmcval of anythreatto impairthe security oftheUnitedStates.m 

Cites the XE EZnerqy Security report on themricus adverse effects of 
impcrt restrictions on the U.S. economy. 

Mexican cil imports would nobe less semrethanoilfmmAlaska,andcan 
be shipped to the U.S. thmuqh Mexican and U.S. coastal waters, without 
ente.ring the "hiqh SBS.~* 

The NESC petition is in effect requesting a price support program with a 
fundinq mechanism ‘tit is sly inequitable. 'Tom with a 
greater-than-averagerelianceonpetroleump~,su~ash~in 
theNortheastwhouseheatinq oil, petrochemical ampanies, and 
transportation cmpanies . ..wouldbemquiredtopaymrethantheirfair 
share 0fwhattheEnserch petition claims are purely national defense 
c0st.s. " 

An analysis of the available evidence on the adverse economic effects cf a 
fee or quo= -.muld "pride t!!e basis for a remmmdation to the 
midert zhat he 'de no action." 

Cites the XE Be,rgy Security study, a DRI study, a report by Cue 
National Fetrolem Ccuncil and a Federal Trade Commissicn report 'chat 
shm an irr;pofi fee causing serious ?mmto theU.S. eccncmy. 



B-30 

Asserts that a study by Arthur D. L,ittle,'%md that almost 31 percent of 
American industry was eitherpetrcchmicdl or dependent on the 
petmchemicalindustry." 

'"Ihe statistics relied upon by Enserch suggest that price supports alone 
will not be effective even to increase the resource base. For example: 
'Domestic prcduction in 1985 was virtually equal to that in 1979, in spite 
of the fact that prices tripled.* Pet. at Tables 7, 10." 

*'Unpleasant as itisto accept, the basic premise underlying the oil 
impart fee or quota .no longer is operative. A reduction in imports can no 
longer be completely offset by present deliverability frm domestic 
production." 

W. E. Bradford, President 
Petroleum Equipment Suppliers Association 
9225 Katy FYeewzly 
Houston, Texas 77024 
(- EC) 

Letter dated January 12, 1988 (COPP 8). 

IncreasedimportshaveseriouslydamagedtheoilserJicesindustry: 
qloyment fell frcan 377,400 to 247,500 in one year; ampanies have lost 
over a billion dOliarS; the number of service ampanies fell fmm 314 to 
192 as of Dec., 1987; personnel are not being trained in skills that might 
benecessar~inthefuture. 

"It will take five to seven years to match skilled personnel with dmand 
should the U.S. be called upon to increase domestic exploration." 

Mr. C. Richard moon, Vice President 
Petroleum %a&etem Akcciation of America 
1120 Vermont Avenue, NW, Suite 1130 
Washington, X 20005 

C- dated January 28, 1988 (COPP 38). 

'*(s)upports efforts tarqeted at increased domestic -loration, but is 
opposedtobroadgoveinmen t intervention such as taxes or restrictions on 
imported oil..." 

Cbjects to import +mes because they create ccmpetitive iml=aimcE; 
excuraqes prcducticn but xt eqloraticn; and wculd be devastatm to %e 
economy. 
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suggests that oil supply mpability can be increased by diversifying 
sources of supply, increasing the size of the SPR, and exploring for new 
sources of oil. 

supports the Administration's energy initiatives and additional tax 
incentives for -loration and research & development. 

"'War Games* should not be the basis for import taxes....R%A does not 
believethatcorrpnerce is boundby these classified scenarios. If they 
are, ET4AA requests confirmation and time and information to respond to 
whatotherwiseis difficult to consider in any seriousmnner.~ 

Mr. Kent Hance, Comissioner 
Railroad Comission of Texas 
1701 N. Congress Avenue 
P.O. Drawer 12967 
Austin, Texas 78711-2967 

Letter dated January 22, 1988 (CCP? 13). 

cmts: 

Urges regional publichearings, including one inTexas. 

U.S. domestic prcduction will decline and consuqotion will rise, causing 
imports to rise to as mch as 65 percent of consumption in the early 90s. 
Adispropcrtio~telyhighlevelof imports increases ourvulnerability. 

Gasoline prices could rise to $2.00 per gallon by the early 90s; inflaticn 
couldrisetoIOpercentpe.ryear. 

Asserts that "the soiution for naticnal security and econmic health is 
price stability." 

Mr. John Sharp, Comnissioner 
Railroad Conmission of Tews 
1701 N. Congress Avenue 
P.O. Drawer 12967 
Austin, Texas 78711-2967 

L&ter dated January 28, 1988 (COPP 58). 

Requests that t!!e Secretary "remmmend appropriate remedial acticn." 

Requests a public hearL~, 2-1 *hich the Paikrcad Cccssicn 
pleased to participate." 

"wculd be 



m-. Rsvmond R. Wriqht, Jr. 
Executive Vice F&id& 
Seaview PetroleumConqxny 
P.O. Box 231 
Blue Bell, Pennsylvania 19422 
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--.c 

Letter dated January 28, 1988 (COPP 22). 

The WC investigation should conclude that "adequate refining capacity is 
as essential to national security as crude oil." 

I, . ..adcption of a crude oil fee without a concomitant prcduct import fee 
would obviously further impair the industry's ability to respond to a 
naticnal emeqency." 
II . ..the appropriate crude/prcduct fee premium which takes into account 
differential environmental burdens, intexnalizedrequlatorycosts, plus 
added fuel and working capital expemes is lo-20%." 

R.TimothyColurnbus, counsel to SIGm 
Coilier, Shannon, Rill & Scott 
1055 Thomas Jefferson St. NW 
Washihqton, DC 20007 

Letter dated Jahuaq 7, 1988 (COPP 2), and lQpposition to Petition..." dated 
January 28, 1988 (COPP 24). 

conm?ents: 

Requests extension of the deadline for comments frcmJan. 28toMarch 1, 
1988 [fmn letter]. 

Requests a public hearing (from letter]. 

Requests that we %xplicitly define 'national seccvity' with respect to 
this investigation.lt [from letter] 

SIGF%cites the DOE Dmyy Security study for its basic findings: 

Becauseofhighconsumptionandlow resemes, the U.S. will always have 
toimpotimuchofitseneryyneeds. 

Dependence on oil imports does not necessarily equatewith national 
securit;t vulnerability; the key factors are 1) dependence on imports 
the are subject to disxuption; 2)the risk that a disruption will 
ocww : and 3) cur apabillty to respond to a disruption. 

in recentyezrs, mst cxde axd product imports have cme from reliable 
West- Hemisphere source. mainljj Canada, iNexico, and Venezuela, whim 
,have ccnsiderable ,-eser;es and excess production capacity. 

. . . . 
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ourabilityto respond to a supply disrupt&n has improved 
substantially. 

T?ecentoi.l price declines benefitted this country by fueling the recent 
stronggrowthand expansion in theU.S. econcmyazdby slowing down the 
gracfudl depletion of remaining U.S. oil reseme~.~~ "...a decline in U.S. 
production inthe short-termactuallyenhame5 our security in the 
long-run by preventing a premature depletion of remaining accessible 
RSE?Ye.S." 

Resenres of Canada, -co and Venezuela, which am&se 110 billion 
baxrels'%uldprovidemorethan adequate supplies in the event of a 
prolonged war." 

l?heSecretaq of Cmmerce correctly declined to initiate an 
investigation.1' when Coqressmn requested a Section 232 investigation on 
patroleum product imports in 1985. 

TheU.S. has ample refining capacity in case ofanemergenqbecause of 
the ax&lability of idle operable capacity, the addition of NGLs, and 
ovemllrefineryprocess ing gains. 

SIG474 refutes the NESC petition suggestion that investments 
countries in U.S. refineries mkes the U.S. less secure. by =Pflins 

theseinv~enhance the U.S. national security." 
"If anyming, 

If CCC finds a nationalsecuritythreat, it should not impose import 
mstmhts which ~willnulz resolvecurlong termenergy independenceand, 
ifanyth.&, willexacxkatetheprablemby 'drainingAmerica first of 
its most viable oil reserves. 
securitybydiscoura 

Anoilimpotifeealsowculdimpairour 
ging futureproductionby our reliable and secure 

foreign suppliers.11 

'Vm oil import fee would increase thewsttoconsmers not only of crude 
oilandpetroleumproctuctsbutdlsoofdllatherenergysources.1' It 
would "also have substantial negative effects on the U.S. GNP and economy 
and on the inflation rate." . 
If IXC determines thatsomeimportrestraintisadvisable,itshouldnot 
-xl a differential fee oncrude oil andpetroleumpralucts. "In t!!e 
absenceof importcempetition, U.S. refiners cculd imrease 
allpetmleurnproductsup tothelevelofthe 

the price of 
fee . . . ..The result would be 

evenhigheraxts t0theU.S. econmy, ccqm&ngtheproblems of a flat 
fee." 

William E. MXcmms, Nat'l. Dir. & Treas. 
Society of IndependentPmfessi0na.l Earth Scientists 
4925 Greenv ille Ave., Suite 170 
Dallas, Texas 75206. 
m-b= i-JEW 

Letter dated Januaxy 8, 1988 (CDPP 6). 
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c-t-s: -.--,... 
Asserts mat OPEC increases of production has caused devastation, 
Tlrowning U.S. idepsndent prahzers in a flood of cheap, foreign, 
imported oil." 

Requests an early public hearing to present its position and a 
believeswouldlx aworkable solution. 

Mr. John E. Watson, President 
TewsIndeomdentkcdu~CRoyaltyAsm(TIX0) 
1910 First Republic Bank Tower 
515 Congress Avenue 
Austin, Texas 78701 
@Iember NESC) 

Letter with attached CcrranentaryI dated January 28, 1988 (COPP 19). 

conmlents: 

Prcgram it 

TIPRO provides data on the drop in U.S. oil production and predicts 
%agging indusky activity in exploration, stripper well operation and 
enhamed recovery aperations." 

The consequences of low U.S. oil production are: l)imreas& reliance on 
0PEcoil;and 2) anannual increase in the trade deficit of as mch as 
$110 billion beginnkg in 1992. 

An enclosed TIPRO statement on oil import policy dated August 24, 1985, 
proposes an import fee on crude oil andpetroleumprcducts atalevel&high 
enough to offset the costs of: the strategic petroleum reserve; DOE 
budgetary items related to imports; synthetic fuels develo-t; and COD 
measues aimed at protecting the flow of imports. 

Mr. James L. He!!, President 
Transportation Institute 
521 Auth Way 
Camp Springs, Maryland 20746 

Letter dated January 28, 1988 (COPP 55). 

Yixreasing imports of crude oil and petrolem prcducts affect the 
national security of this country because they reduce the demnd for 
transportaticn cf cil by U.S.-flag cmmarcidl vessels." The number of 
;nilita.rily useful tankers will decline, and create a shortfall in the 
rnmbar needed for mticnal security emergencies. 
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Tnmeasing imports of oil to the gulf displaces the crude oil produced in 
~askaand~~eliminatedthe~forproducingandtransportingthe 
oil." 

The rise inthelevel ofpetroleumproduct imports to the east coast 
reduces the need for intercoastal transportationof refined petroleum 
P- betweenthegulfcoastandtheeastmast.~ 

Qnother concern is the recentlyconcludedU.S.-Canada F'reeTYade 
@remant whiti authorizes exports to Canada of 50,000 b/d of crude 
pmduced in Alaska.. . .mis agreementislikelytolead to the renewal of 
rquests fromcountries in the PacificRim for similar access to Alaskan 
crude oil." 

The negative effect of imports . ..could be mitigated if a percentage of 
the inrporks were required to be on U.S.-flag ves~;els.'~ 

Ms. susanc. Moya 
U.S. ulamber of Cmmerce 
WasGqton,Dc , 
Statemint dated January 28, 1988 (COF'P 20). 

Reliknze on foreignoil shouldnotbetheonly factor ford- 
energyvulnerability. Other factors tobeconsideredare: 

Worldwide emergency oil stocks are substantial. 

The U.S. has diversified its soumes of oil supplies. 

FYee World depmdeme on OPEC has declined. 

The Chamberurges passage oftheAdmhhtmtionls energy agenda, including 
deregulation of natural gas, repeal of the windfdll profit tax, continued 
filling of the SFR, development of ANWR, retaining taxbenefits for energy 
production, arrlreformiq nuclear plant Iicensingpmcedmes. 

Theolambercautions thatanoil hporttaxorprice floormightqursom 
damestic production, butwtxldlead tohigherprices for all forms of 
energy, raise the consumer priceind~,andreducetheannualgross 
Mtionalpmhlct. 

An wrttaxmaybe GATT-illegal, it-wouldnm counter to U.S. free trade 
initiatives, and would contradict the 1985 IEA Mhisterial agreement to 
maintain open enerqytrade and resist protectionist measures. 

'The chamber suggest t!!t, rather 'than imposing restricticns on access to 
foreign and domestic oil, steps be +&en to develop free world petroleum 
resources and alternative fiels." 
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Mr. Luis A. de la Garza 
Vice President, Valero Energy Corporation c--+- 
P.O. Eox 500 
San Antonio, Texas 78292-0500 
(Member NESC) 

Letterandattached comnents dated January 27, 1988 (COPP 31). 

-tS: 
II . ..the higher the percekge dependence [on foreign energy], the mre our 
national security is impaired." 

Wnething thatisless obvious about our import dependence is that a 
shortage of refining capacity is also currently impairing national 
security." 

'We recommend that the response to the 232 petition include a proposed 
re&y to put domestic and foreign refiners on a level econmic playing 

. . ..should the remedy for the ove.rall 011 dependency problem be a 
crude oil import fee, we recomnend a higher fee be collected on certain 
refined prcducts..." The fee on products should be at least 1.12 times the 
crude impart fee and shouldapplyonlyto thehighervaluepmducts. 

Valero provides data and charts on supply, demnd, and refining capacity 
that indicates theU.S. had only 84% of the refining capacity to be 
self-sufficient at the end of 1986. The ratio may decline to 76% by 1995. 

Valero provides substantial data indicating the higher costs of U.S. 
refiners ccmpared to foreign competitors. 

Flack Wallace 
(co-olairman of Council for a Secure America) 
Hughes&Luce 
1500 United Bank Tower 
Austin, Texas 78701 

Letter of Decmber 28, 1987 with an application in intemention in support of 
the NEX petition, also dated l%caber 28, 1987 (COPP 1). 

mlmlents: 

Urges public hearings, of which at least one shculd be held in an 
oil-producinq state. 

Include remesentatives of the De-t of Defense as part of the 
tiestigat~on and i? ',*le conduct of the public hearings. 

Cages that crude c r l be declared a skategic xinezal. 

Recnranends that a :zpcir;* -;ariable LzpoE b%riff be kpcsed on i.qor,ed 
oil. 

, .’ - 
! !. _ 
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Mr. H. Vauchn Watkins, Jr. 
201 Heritage Puilding 
Jackson, Mississippi 39201 

Letter dated January 20, 1988 (COPP 56). 

As amemherof thesociety of Imkperdentprofessional 
(SIPES), reiterates SIFTS' call for public hearings. 

Earth Scientists 

Late Addition: 

Royal NomegianEbbassy 
Washington, D.C. 

Letter dated January 28, 1988, and received from the DepaiTment of State 
during April 1988 (COPP 65) 

conunents: 

Cites opposition to the United States imposing an oil import fee as a 
mans of enhancbgeneqy security. Argues that the %hort -benefits 
to theUS oil indusbyof anoil import feewouldbe farcubeightedby 
the~tdistortionsand~~esresultingfrwnsuchasystaa, 
which would have serious negative effects on -loration and develolxnent 
of indigenous OECDpetroleummsourms outside the US." 

IbeNorwegianGcvemmen talso argues that an oil import feeorsimilar 
discriminatory ineasurs would be: (1) in violation of present CATI rules; 
and (2) contraxyto the stand-stillcmmi~~tof the Punta del Este 
Declaration of 20 September 1987. 

Finally, the Norwegian Govexment statesthatanoilimpotifeemuldbe 
contrarytothedeclarations of the International Ebergy~encyconcerning 
the need for IEA countries tc removebarrierstoenergytrade. 

. 
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11 . ..we'are philosophically op-pcsed to an'M'1 import fee...." "However, in 
the event that an oil import fee is necessary for national security 
reasons, we would maintain that the fee would fail to achieve its national 
securie objectiveunless aneguit-alentorgreater fee is imposed upon 
inported refinedpetroleumproducts." 

The 1985 study cites a number of factors for growing imports, such as 
impxt barriers of other nations, thelackof cnmxeas need for gasoline, 
OPEC guota subversion, dual pricing of crude oil, and an &crease in OPEC 
refining capacity. 

Mr. Milton R. Copulos 
National Defense Council Foundation, 
L'Enfant Plaza Box 23397 
Washington, DC 20026 

Letter dated Januaq 28, 1988, with czmkents (COPP 52). 

Ci+,es grcwing imports from the PersianGulf, particularly fromSaudi 
Arabia, combined with declining U.S. qloration and production. 

constructs scenarios under full mobilization, relying on a May, 1986 study 
preparedbythe Industrial College of the Armed Forces. The study foresaw 
full mobilization m&ring 21.8 l?BD of oil products, of which 2.2MBD were 
for direct military use and 2.6MBD for increased use by the civilian 
sector to meet defense prcduction needs. 

E&mines scenarios k~olving simultaneouslm-intensity conflicts in the 
philippines, CentmlAmericaandtheMiddleEast. 

Concludes that The currentlevelof imports does indeed constitute a 
threat to the nation's securit]." . 

Mr. Robert C. CXle, Jr. 
National Energy Security Ccmmit'tee 
Weil, Got&al 8 Manges 
1615 L Street, NW 
Washington, CC 20036 

Xemorulctcrm in support of the 232 petition dated January 28, 1988 (COPp 50). 

UrgesECtomkea "?.iX-smle and broad-based Section 232 investigaticn 
tit0 ail factors relsELy 3 3 3?Xdt cf i.T@diEIElt tC U.S. MtiCMl 
SecJrsy. UEjeS ',",at XC " ssnduc, full hearings and develop new scmcmk 
~rsjecticns and zitdels, ‘rased cr zurrent data.. .I' 
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EC should analyze: 

Whether the domestic industry is able to produce an adeguate supply of 
secure oil in conventional wars and other national emergencies. 

"Whether the U.S. will experience an oil supply shortfall in a series 
of simultaneous low-intensity conflicts that could occur now or in the 
future." 

Whethera peacetime supplydisruptionwould impair national security. 

The adverse effect on U.S. foreign policy because of reliance on 
imported oil. 

'Ihe effect of imports cn the development of alternative energy sourcesL 

The SPRcannot ensure an adequate supply of oil in a conventional xar, mr 
can it operate at levels to prevent significant rises in prices that can 
damgetheeconomy. 

The U.S. military presen ce in the Persian Gulf does not protect against 
supply cutoffs or oil shortages in other national emergencies." 

The U.S. oil i&ustry has been seriously damaged, prcduction has declined, 
andfurVlerdamagetoindustryisthreatened,wtzicfi"willlikelyresultin 
even greater oil supply shortfalls in future national emergencies.'1 

The IEA supply-sharing arrangemnts would not mitigate the effects of 
suppLy dismptions. Otto the contrary, they .ould, in effect exacerbate 
any supply emergency faced by the United States..." because the U.S. 
"would, be reguired to be a net contributor of oil to other participants..." 

Cons-emation in an emergency 
of the conservation measmes 
I' . ..the President should not 
enactinentof remedial action 
securityhasjncrms&while 
propxals." 

is unlikely to be of much help because most 
have already been taken. 

defer action under ,&Zion 232 pending tie 
by the C~ngress.~~ ll...the threat to national 
Congress refused to act on the President's 

I1 . ..the Mministraticn should 'ake all appropriate actions that can 
enhahceU.S. production and, hence, alleviate the threat to hational 
securityposedbyoil imports. The focus should be on rmedial actions 
that provide sufficient certainty to domestic producers so as to encourqe 
new oil qloration and development." 

?J??. Uman R. Sternfels, ?esider;t 
Naticnal Fetroleum Xefkers Association 
LB99 L Street, NW, Suite 1000 
sjashirqton, CC 20036 

car dated Janua-rI- 28, 1988 (CCPP 49). 
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c-t-s: 

Imports of refined product threaten our domestic refining capacity, and a 
further loss of capacity "has serious implications for the economic 
well-being and national security of the nation." 

mlrimportamtmlsystemnlustbe examined in the light of..." import 
restrictions in foreign mrkets "so thatU.S. refiners are not unfairly 
disadvantaged. " 

U.S. Custcms should assure tighter and more effective enforcement of 
tariff schedules. 

?Xme combination of increased tariffs and quotas might ultimately be 
implemented, dictated by national objectives, with the goal of maintaining 
a secure domestic refining industry." 

"If a crude oil inport fee is adopted, there should be a corresponding fee 
on refined prcduc!zs, with an appropriate differential reflecting 
additional costs -which domestic refiners bear..." 

"[Clam should be taken that the competitiveness of the petrochemical 
i.rd&tqtich relies on imcrted petroleumprcducts as rawmaterials and 
fuels is not disadvantaged.~ 

Hopes thegcmmnen t will be willing to continue to receive coimentsand 
data after the January 28, 1988, closing date. 

Glen Michael, EXec. Vice Pres. 
NatiOMl Stripper Well ASSOCiatiOn 
P.O. Box 3373 
Abilene, Texas 79604 
c- =c) 

Letter dated January 5, 1988 (COPP 4). 

Requests the chance for public testimony to delve more deeply into such 
thingsas "1) mss of reserveprcduci.rqcapacity; 2) Loss of daily 
production; 3) The plugging of known reservesunderstripperwell 
leases...: 4) The yet unknown recmxy t&miques that may be afforded the 
nation in the next decade: and 5) the percent recovery fromknown 
reserJoirs...." 

F??. Jack H. Yorse, Naticnal President 
Naw Leaoue of the United States 
2300 Wilson ZcuLevard 
Arlingtsn, Virginia 22201 

Letter dated January 21, 1988 :CZPP 17). 
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conunents: . ..e 

Mr. Glenn R. Schleede, Vice Pres. 

Urges public hearings and a "full-scale interagency investigation." 

uq2s an ecpedited examination of the oil import issue. 

Does not "offer or endorse a specific remedy to reduce America's reliance 
on imported oil," but wants a study that outlines the available optmns if 
a threat to national security is threatened. 

New~landElectric 
25 Resmrch Drive 
W-rough, Mssachusetts 01582 

Letter dated January 25, 1988 (COPP 18). 

Urges that a study of the oil iqxxtissue take into account the following 
factors, which are exeznplified in thetextof the letter: 

"1. The other sourcesofenergywhichhavebem,areorcouldbe 
substituted for oil." 

"2. The past, cumant and potential for reducing demand for oil through 
consenmtion measure~.~~ 

"3. The substantially different oil market situations +&t currently 
eexist, compared to the situations at the time Section 232 of the Trade 
E&pansion Ad, xas previously invok&.lt 

"4. The adverse economic impactthat;Jould result if oil import taxes 
were imposed or guantitative limits on impcrts were adopted." 

Uzyes A&t "oil i.qmrt taxes or guantity limits not be i@os&...." 

Mr. C. A. Watts 
NorVl Central Oil Corporation 
6001 Savay, Suite 600 
Houston, TX 77036 

Letter dated January 25, 1988 (COPP-63) 

elmems: 

'tS~p~ the &petiticn 
of t!!is problem to 

brought by Znserc!! and TIPFD in ~mcouraging a stu&:. 
be cmpleted wit.!! six mnths.'t 
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'We do net have the support of this proposed investigation by most of the 
majors because they are working hand in glove wi*h the foreign national 
companies which are creating the oil glut problem. As long as refiners 
and marketers can make enough money from those segments of their business, 
it is not particularly important to them that production be profitable." 

Y'he most direct and simple solution for this problem is to -se an 
import fee on the order of $10 per barrel of crude oil and prcducts which 
will stabilized dmestic p.rices at a level that will cause the industry to 
step up its exploration activity." 

Mr. Richard F. Hall, Vice President 
Pacific R esources, Inc. 
1700 K Street, NW, Suite 502 
Washington, IX 20006 

Letter dated January 28, 1988 (COPP 53). 

corranents: 

An imp&z fee would have larger negative than positive impacts. 

TM.rearemnywaystoimproveproductionthatare 
fee: opening federal lands, repeal of the windfall 
fromunnecessarilybm%nsme enviro~tal costs, 
fuels. 

1%. Charles F. Perq, President 
Pemian Basin Petroleum Association 
P.O. Box 132 
Midland, Texas 59702 
c- N-Em 

Letter dated January 12, 1988 (COPP 10). 

-t.S: 

Urges publicheariqs. 

-Mr. GordonGccch, Counsel for 

preferable to an import 
profits tax, relief 
and use of alternative 

The Petrochtical Energy Group & Coalition to @pose Energy Taxes 
1100 15th street NW, suite 1200 
Washington, DC 20005 

r2rment.s received on Jamar( 23, 1368 .:COPP 33). 

I ’ 
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Corporation; PFG Industries, Inc.;Rohm & Haas Cmpany; Texas Easbnan ' 
Company, Division of Fastinan Kaiak Co.; Union-Carbide Corporation; and 
U.S. Industrial Chemicdls Co.] 

@poses imposition of import fee, tax, tariff or guota. The net result 
would be that imports of prcducts made abroad would gain an artificial 
advantage over domestic prcducts, and expxts of U.S. prcxducts would be 
disadvantaged abroad. 

Mr. Arnold H. Weiss, Counsel for 
Pet?mleosMexicancs(PEMEX~ 
1050 Connecticut Avenue, NW 
Washington, DC 20036-5339 

carronents dated Januaq 28, 1988 (COPP 42). 

comments : 

The U.S. is PENEX' laruestmrket, acccuntiig for about half of Mexican 
oil exports. The oil L-I the SPR is 91% Xexican oil. 

If import restrictions are imposed, Sxican oils should& exezpted. 

The NESC petition "does not establish the necessary causallinkbe~&enan 
adjustment of imports of crude oil and refinedpetroleumprcducts and the 
remmal of anythreatto impairthe security of theunited States.ll 

Cites tie LQE Energy Security report on the -;arious adverse effects of 
import restricticns on the U.S. econcq. 

Mexican oil iqort.s wmld no be less secure than oil fromAlaska, and can 
be shipped to tie U.S. through Nexican and U.S. ccastal waters, without 
entering the "high ,.s." 

Impart restricticns-&uld~emineIXexicols economy, reducing its ability 
to pay its debts and to puxhase i.mpcr!zs frcm theUnitedStates. 

. 
The NESC petition is in effect reguesting a price suppcrt program with a 
funding mechanism 'LFlat is firndamerrtdlly inequitable. Yonsumers with a 
greater-than-average reliance on petroleum prcducts, such as hcmecwn ers in 
the Northeast-who use heating oil, petrochacal companies, and 
transportation ccmpanies .--would be required to pay more than their fair 
share of what the Ense,rch petition claims are purely national defense 
costs. " 

An analysis of t?e available evidence on the adverse economic effects of a 
fee or quota -N%L+ l$ "prczide t!!e basis for a remmmndation to the 
President L!?at tie 'Lake no adLicn." 

Cites the DZE Zxerr: Securi:?r study, a DRI s?zxiy, a report by the 
Naticrzil =?o+--i=uz Zxrcil - --d-- ani 3 Pederai Trade Commission repcrt t!!t 
shcw an Lrpcz- fee z-xsirr sericus hrn to t!!e U.S. eccmomy. 
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Asserts that a study by Arthur D. Little "fcund that almost 31 percent of 
American industry was either petrochemical.-or dependent on the 
petrochemical industry." 

"'Ihe statistics relied upon by merch suggest that price suppor!zs alone 
will not be effective even to increase the resource base. For example: 
'Domestic production in 1985 was virtually equal to that in 1979, in spite 
of the fact that prices tripled.' Pet. at Tables 7, 10." 

"Unpleasant as it is to accept, the basic premise underlying the oil 
import fee or quota no longer is operative. A reduction in imports can no 
longer be completely offset by present deliverability from domestic 
prcduction." 

W. E. Bradford, President 
Petroleum Equipment Sqpliers Association 
9225 Kiltv Freeway 
Houston,-Texas 77024 
c- WC) 

Letter dated January 12, 1988 (COPP 8). 

Inaeasd imp* have seriouslydamgedthe oil semices industry: 
employment fell from 377,400 to 247,500 in one year: cmpanies have lost 
over a billion dollars: the number of semice cmpanies fell from 314 to 
192 as of Dec., 1987; personnel are not being trained in skills that might 
benexssaryinthefuture. 

"It -will take five to sever? years to match skilled personnel with dmand 
should the U.S. be called Iupcn to increase dcmestic exploration." 

Mr. C. Richard Cahoon, Vice Resident 
Petroleum ?"arketers Association of America 
1120 Vexmont Avenue, NW, Suite 1130 
Washingtcn, DC 20005 

Cmments dated January 28, 1988 (CDPP 38). 

-tS: 

"(S)upports efforts targeted at increased dmestic exploration, but is 
sdtzi;roaf governent intervention such as taxes or restrictions on 

. . . 

CbjeC.s to iport *%xes !xcause they -te ccmpetitive hnhlances; 
encourages produczicn but hct expicraticn; and mild be devastatkq to Ccc 
ecmomy. 
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Suggests that oil supply capability can be increased by diversifying 
- of supply, increas irq the size of the SPR, and exploring for new 
sources of oil. 

Supports the Administration's energy initiatives and additional tax 
incentives for exploration and reseaxh & development. 

trfWar Games' should not be the basis for import taxes....FMAA does not 
believe that Comarce is bound by these classified scenarios. If they 
axe, R4?!A requests confimation and time a.& information to respond to 

what otherwise is difficult to consider in any seriousmanner.~ 

Mr. Kent Hance, Coannissioner 
Railroad Cmmission of Texas 
1701 N. Conqress Avenue 
P-0. Drawer-12967 
Austin, Texas 78711-2967 

Letter dated January 22, 1988 (COPP 13). 

-t.S: 

Urqes regipnal plblichearbqs, including one inTexas. 

U.S. domestic production will decline and consumption will rise, causing 
impohs to rise to as mu& as 65 percent of consumption in the early 90s. 
A disproportionately hiqh level of imports inckases our vulnerability. 

Gasoline prices could rise to $2.00 per gallcn by the early 90s; inflation 
couldriseto10percentperyear. 

Asserts that "the solution for national securitv and eccncnnic health is 
price stability." 

Mr. John Sharp, Cmnissioner 
Railroad Cmmission of Texas 
1701 N. Conqress Avenue 
P-0. Drawer-l2967 
Austin, Texas 78711-2967 

Letter dated January 28, 1988 (COPP 58). 

-tS: 

Requests +Lhat the Secretary '%mmnend appropriate remedial 

Xequests a ,-lie :?ex*, in ihic? the .P.ailrcad C,xmission 
pleased to paEicipate." 

acticn." 

"would 'be 

- - I .  
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M r. Raymond R. W right, Jr. 
Executive Vice President 
Seaview FQtroleum  Company 
P.O. Box 231 
Blue Bell, Pennsylvania 19422 

B-32 

Letter dated January 28, 1988 (COPP 22). 

'lhe Dot investigation should conclude that "adequate refining capacity is 
as essential to national security as crude oil." 

II . ..adcption of a crude oil fee without a commitant product import fee 
would obviously furt&r impair the industq's ability to respond to a 
national emeryency.~l 
I' . ..t!!e appropriate crude/prcduct fee pretium  which takes into account 
differential environmental b&ens, internalized regulatory costs, plus 
added fuel and work&g capital experms  is 10-20%.t1 

R. Timothy Colmbus, counsel to SIGm 
Collier, Shannon, Rill& Scott 
1055 Thmas Jefferson St. NW 
Washington, Cc 20007 

Letter dated January 7, 1988 (COPP 2), and "Opposition to Petition..." dated 
January 28, 1988 (COPP 24). 

coltm lents : 

Requests extension of the deadline for comments fromJan. 28to m  1, 
1988 [from  letter]. 

Requests a public hearing [fmn letter]. 

Requests '&t we "-licitly define 'national security' with respect to 
this investigation.'1 [from  letter] 

XGX~A cites the DOE EYxxqy Security study for its basic findings: 

Becauseofhiqhconsumptionandlow 
toimportxrnxhofitsenergyheeds. 

reserves, the U.S. will always have 

Cepehdence on cil impcrts does not necessarily equate with national 
security m lnerability; the key factors are 1) dependence cn m&s  
tllat zre sbject to disxq+cn; 2)the risk that a disruption will 
xcx: and 3) our =pabilltl tc respond to a disrupticn. 

DI recent years, m .st crude ard product ixpcrts have cme from  Rliabie 
Nstem flenisphere source , ITdAy CaMda, MeXiW, and Venezuela, jvhich 
have considerable reserxs and excess production capacity. 
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(XX abilief to respond to a supply disr&& has improv& 
substantially. 

Wecent oil price declines benefitted this countq by fueling the recent 
strong growth and expansion in the U.S. econmy and by slowing down the 
gradual depletion of remaining U.S. oil resemzs." "...a decline in U.S. 
production in the short-term actually enhances our security in the 
long-run by preventing a premature depletion of reminirq accessible 
reserves." 

Reserves of Canada, Mexico and Xnezuela, which comprise 110 billion 
barrels 'would provide more than adeqxke supplies in the event of a . 

- ~ prolonged war." 

The Secretary of Comerce correctly declined to initiate an 
investigation." k?mn Congressmen requested a Section 232 investigation on 
petroleum prcduct i..rt.s in 1985. 

The U.S. has ample refining capacity in case of an emergency because of 
the availability of idle operable capacity, the addition of NGLS, and 
overall refinery processing gains. , 

SIG?Q refutes the NESC petition suggestion that investments by =weins 
comtries in U.S. refineries makes the U.S. less secure. "If anyming, 
these inv- enhance the U.S. national security." 

If Cot fir& a national security +dt, it should not impose import 
restraints, wfiich "will not resolve our long tern energy independence arid, 
if anything, willewcerbate the problem by 'draining America first' of 
its most viable oil resemes. An oil inrport fee alsowould impair our 
security by discouraging future prcduction by our reliable and secure 
foreign suppliers.'~ 

%n oil import fe would imrease the cost to consumers not only of crude 
oil and petroleum products but also of all other energy ~ou.rce5.~ It 
would '*also have substmtial negative effecks on the U.S: GNP and economy 
and on the inflation rate." 

If COCdetemines+,hatscme im@ort restraint is advisable, it shadnot 
lxcamada differential fee on crude oil and petroleump.rcducts. "In the 
absence of &xxt ccmpetiticn, U.S. refiners could inmease the price of 
all petroleum prmiucks up to the level of the fee.....'Ihe result would be 
even higher costs to the U.S. economy, mqomdmg the problem of a flat 
fee." 

Scciery of IndemndeAt ?xfessimal -E.h Scie,n;ists 
4925 Greezville Ave., Sulzs 1-O 
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calnnents: - -- c 

Asserts that OPEC increases of production has caused devastation, 
Yrowning U.S. independent producers in a flood of cheap, foreign, 
imported oil." 

Requests an early public hearing to present its position and a prcgram it 
believes would be a workable solution. 

Mr. John E. Watson, President 
Texas Independent producers &Royal- Assn. (TIPRO) 
1910 First Republic Emk Tower 
515 Congress Avenue 
Austin, Texas 78701 
(Member NESC) 

Letter with attached ccrmen+m~' dated January 28, 1988 (COPP 19). 

-tS: 

UrgespublichearingsinWashingtonandotherareasacross the nation. 

TIPRC provides data on the drop in U.S. oil prcduction and predicts 
Ysaggingir&stry activity in exploration, stripper well operation and 
enhanced recovery operations." 

The consequences of low U.S. oil production are: 1)increased reliance on 
oPEcoil;and2)anannual increase in the trade deficit of as much as 
$110 billion beqinnirq in 1992. 

An enclosed TIPR.Z statenent on oil import policy dated August 24, 1985, 
proposes an import fee on crude oil and petroieum products atalevelhiqh 
enough to offset the costs of: the strategic petroleum reserve; IBE 
budgetaq items related to @zt.s; synthetic fuels development; and COD 
nwsures ainied atprotectiq the flcwof imports. . 

Mr. James L. Henry, President 
Transportation Institute 
521 Auth Way 
Camp Springs., Maryland 20746 

L&ter dated January 28, 1988 (COPP 55). 

coots : 

'lI.nczasixj iqxr?s rf rzde oil md petroleum praducts affect the 
haticnal semi-it'; of -,".is ccuntr~ because &hey reduce t!!e demndfor 
+Z~tiOl? of CL ky Y.3. -flag c-ial vessels." The number cf 
;nili*ily -useful *Zrkerz xiii decline, and create a shortfall in the 
rxrmbar needed fcr r.aticnd secxi2i emeqencies. 
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"Increasing imports of oil to the gulf displaces the crude oil produced in 
Alas)oandthusel~tedtheneedforp~cingandtransportingthe 
oil." 

'The rise inthelevelofpetroleumproduct imports to the east coast 
reduces the need for intercoastdl tranqxrtation of refined petroleum 
productsbe~eenthegulfccastandtheeastcoast.~f 

“Another concern is the recently concluded U.S.-Canada F'ree Trade 
Aqeement which authorizes exprts to Canada of 50,000 b/a of crude 
produd in Alaska.. . -This agr cement is likelytolead to the renewal of 
requests fromcountries in the Pacific Rim for similar access to Alaskan 
crude oil." 

The negative effect of imports . ..could be mitigated if a percentage of 
the imports were required to be on U.S.-flag ~essels.'~ 

Ms. Susan c. Iwya 
U.S. Cha&er of Comnerce 
Waskngton,lX 

Statement dated January 28, 1988 (COF'P 20). 

Fkliknce on foreign oil should not be the only factor for deteminhg 
eneqy vulnerability. Other factors to be consider& are: 

Worldwide ehergency oil stocks are substantial. 

The U.S. has diversified its sources of oil supplies. 

Free World dependence on OPEC has declined. 

The Chamber urges passage of the Administration's energy. agenda, includi- 
deregulation of natural.gas, repeal of the windfall profit tax, continued 
filling of the SF%, develmt of ANWR, retaining tax benefits for energy 
production, ti reforming nuclear plant licensing procedures. 

The Chamber cautions that an oil import tax orprice floormightspurscme 
dmestic production, but would lead to higher prices for all form of 
energy, xaise the amsumer 
mtional pmhct. 

price index, and reducethe annual gross 

An iqwrt *pax my be GXT-illegal, it xuld run corrnter t0 U.S. free tzade 
initiatives, and -mild contradict tie 1985 IEA ,Ninkterial agreement to 
maintain cpen enexqy trade and resist protxtionist measures. 

"The Chamber sqqest t!hat, ratkr L! Lnpsing restrictions cn access t 
foreign and dcmeskc cil, steDs be +%Jcm to develop f,-ee world petrolem 
resources and alternative _fr,leL." 
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Mr. Luis A. de la Garza 
Vice President, valero Ek~erqy Corporation -..'- 
P.O. Box 500 
San Antonio, Texas 78292-0500 
(- =w 

Lietterandattached comments dated January 27, 1988 (COPP 31). 

cclrnnents: 
1’ . ..the higher the pementage dependence [on foreign energy], the more our 
national security is impaired.lf 

f~~ethingthatisless obvicus about our importdependenceis that a 
shortage of refiniq capacity is also currently i.mpFring national 
securiQ." 

"We recrxmend that the response to the 232 petition include a.proposed 
z to put domestic and foreign refiners on a level econmuc playmg 

. . ..should the remedy for the averall oti dependency problem lx a 
crude oil import fee, we remmmend ahigher feebecollected oncertain 
refinedpmducts... tt The fee on products should be at least 1.12 times the 
crude import fee and should apply only to the highervalue prcducts. 

Valeroprovides data and cha.Hx on supply, demand, and refinjngcapacilzj 
that indicates theU.S. hadonly 84% of the refiningcapacitytobe 
self-sufficient at the end of 1986. The ratio may decline to 76% by 1995. 

Valeroprovides substmtial data inaicatkq thehighercosts of U.S. 
refiners compared to foreign cmpetitors. 

Ma& Wallace 
(co-Chabman of Council for a Secure America) 
Hughes & Lace 
1500 Unit& Bank Tower 
Austin, Texas 78701 . 

Letter of December 28, 1987 with an application in intervention in support of 
the NEX petition, also dated DeceWer 28, 1987 (COFF 1). 

cm: 

Uryes public hear-s, of-which at least one should be held in an 
oil-producirq state. 

Include represen tatives of the Ce paYznentof Defense as part of the 
investigation and in the ccnduct cf the public hearinqs. 

Crges thatLcude oil 5s tiedared a strategic xineral. 
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Mr. H. Vauqhn Watkins, Jr. 
201 Heritage Buildirq 
Jackson, Mississippi 39201 

Letter dated January 20, 1988 (COPP 56). 

conanents: 
-. 

As a member of the Society of Independent Professional 
(SIPES), reiterates SIPES' call for public hearings. 

EarthScientists 

Late kiditicn: 

Royal Norwegian mtisy 
Washington, D-C. 

Letter dated January 28, 1988, and received f-mm the km of State 
during April 1988 (COPP 65) 

corwants: 
, 

Cites apposition to the United States imposing an oil import fee as a 2 
means of enhancing energy security. Argues that the 'khort -benefits 
to theUS oil industqof an oil iqort feewouldbe faroutxeightedby 
thenrarketdistortionsanddiseconamiesresultingf~sucfiasystem, 
which wculd have serious negative effects on exploration and development 
of indigencus OECDpetroleumzsomces outside the US." 

he NomeyianGov emmentalso argues that an oil inport fee or similar 
discriknatory measures muld be: (1) in violaticn of presen tGATrrules; 
and (2) contrary to the stand-still ccmni- of the Punta de1 "tie 
Declaration of 20 September 1987. 

Finally, the NorwegianGovemnerrt statesthatanoil import fee-xouldbe 
contrary to the declarations of the Intemational -*Agency concernkq 
the need for IEA countries to remove barriers to energy trade. 
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EXECUTIVE S-Y 

Introduction 

On March 11, 1994, the Independent Petroleum Association of 
America (IPAA) and various other industry associations, 
companies, and individuals filed a petition under Section 232 of 
the Trade Expansion Act of 1962, as amended (19 U.S.C. Section 
1862 (1988)) requesting the Department to initiate an 
investigation of the impact on the national security of imports 
of crude oil and refined petroleum products. 

The IPAA petition alleged that U.S. energy security worsened 
since the Department's last Section 232 oil import investigation 
in 1988 because oil imports grew both in absolute terms and as a 
percentage of U.S. oil consumption, leaving the United States 
further subject to an oil supply disruption with the resultant 
economic costs. The petition also alleged that imports of low- 
priced oil are weakening the domestic petroleum industry to such 
an extent that it will not be able to support U.S. security needs 
in the event of a major conventional war. 

On April 5, 1994, the Department initiated the investigation and 
invited public comment. The Department held three public 
hearings in New York, New York; Dallas, Texas; and Santa Clara, 
California. During the comment period, 69 people presented 
comments reflecting both support for and opposition to the 
allegations made by the petitioner. 

Under Section 232, the Department has 270 days, until December 
31, 1994, from the date of initiation of an investigation to 
submit a report of findings and recommendations to the President. 

Methodolosv 

The Department chaired an interagency working group that included 
the Departments of Energy, Interior, Defense, Labor, State, and 
Treasury, the Office of Management and Budget, the Council of 
Economic Advisors, and the U.S. Trade Representative. This 
report is based on a number of agreed-upon economic assumptions 
including, inter alia - -I crude oil price levels, U.S. crude oil 
production, economic growth rates, and inflation. 

The Department used a two-step process to evaluate the petition. 
In the first step, the Department reviewed key factors from the 
1988 investigation to determine whether they improved or 
deteriorated. These factors included: 1) domestic oil reserves; 
2) domestic oil production; 3) industry employment; 4) the impact 
of low oil prices on the economy; 5) the status of the domestic 
oil industry; 6) oil import dependence; 7) import vulnerability, 
including measures to offset an oil supply disruption; 8) foreign 
policy flexibility; and 9) U.S. military requirements. The 



second step involved review of new factors that emerged since the 
last investigation, including: 1) the status of OPEC; 2) oil 
price transparency due to the emergence of. a futures market; and 
3) the demise of the Soviet Union. 

The Department made use of the extensive data and analyses that 
were already available regarding the current and prospective 
status of the domestic petroleum industry and the world oil 
market. In view of this extensive body of available data, the 
Department determined that an industry survey was not necessary. 
The Department also drew upon the written comments and testimony 
from interested parties who participated in the public hearings. 

Review of Kev Factors From the 1988 Investisation 

1 A Domestic Oil Reserves 

Petition: Low-priced oil imports (hereinafter referred to as low 
oil prices) were largely responsible for the decline in domestic 
oil reserves. 

DOC Analysis and Conclusion: Since the 1988 investigation, U.S. 
proved crude oil reserves declined by 3.8 billion barrels. Low 
oil prices contributed to, but are not totally responsible for, 
the erosion of the U.S. oil reserves base. The underlying 
physical reality is that the U.S. already developed the bulk of 
its known and easily accessible low cost deposits and decided 
against developing other geological prospects such as the Arctic 
National Wildlife Refuge and the Outer Continental Shelf. Since 
the reserves base reflects the structural geological reality, 
given present technology, oil price increases at best can arrest, 
but not reverse this trend. 

2. Domestic Oil Production 

Petition: Low oil prices are responsible for the decline in U.S. 
production. 

DOC Analysis and Conclusion: The production outlook remains 
essentially the same as in the 1988 investigation. The United 
States is a high-cost producer compared to other countries 
because we have already depleted our known low-cost reserves. 
Since 1986, low oil prices have exacerbated the cost-price 
squeeze facing U.S. producers. U.S. production declined by 1.7 
million barrels per day (MB/D) and net imports increased. The 
dislocation undercut U.S. exploration activities and impaired the 
development of competing energy sources, thereby enabling OPEC to 
recapture part of the market it lost after the price shocks of 
the late 1970s. 
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3. Exoloration and Industrv Emolovment 

Petition: Low oil prices are responsible for the massive falloff 
in drilling and in industry employment. 

DOC Analysis and Conclusion: The Department found a sharp 
reduction in U.S. drilling and oil and gas industry employment 
between 1985 and 1993. The level of exploratory drilling, well 
completions, and rotary rigs in use for oil and gas exploration 
declined since 1988. Employment fell from 582,000 in 1985 to 
351,000 in 1993. A large share of the lost jobs occurred in 
petroleum exploration and development sectors. 

However, oil imports are not the only reason for the decline in 
exploratory drilling and well completions. U.S. companies are 
drilling less because they made substantial gains in total 
productivity by employing new exploration and drilling technology 
and focussing on the most productive geological opportunities. 

4. The Imnact on the Economv of Low Oil Prices 

Petition: The petitioner did not specifically address the 
benefits to the economy of low oil prices. 

DOC Analysis and Conclusion: The Department found that the 
economic consequences of low prices resulted in positive benefits 
to the U.S. economy. Because the United States is now a net 
importer of oil, lower prices on balance helped the economy. The 
public benefitted from lower prices for transportation fuels and 
heating oil. For the economy as a whole, low oil prices 
contributed to a reduction in inflation, a rise in real 
disposable income, and an increase in the Gross Domestic Product. 

5. Current Status of the Domestic Oil Industrv 

Petition: Low oil prices and the uncertainty concerning future 
price drops were forcing small producers to abandon many fields 
prematurely. The possible loss of these reserves and production 
would result in increased dependence on foreign oil. 

DOC Analysis and Conclusion: The Department found that, as world 
crude oil prices declined since 1986, the relatively smaller U.S. 
oil fields with higher cost production became uneconomical and 
the operators shut-in or abandoned some wells. The impact of low 
prices has been especially severe on small producers operating 
stripper wells with average production of 15 barrels per day or 
less. If small producers continue to shut-in production because 
of low oil prices, this could result in reduced cash flow to 
reinvest in exploration and increased dependence on lower-cost 
foreign oil. 
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6. Oil Imoort Deoendence 

Petition: U.S. national security worsen-& because oil imports 
have increased since 1988 both in absolute terms and as a 
percentage of U.S. 
oil will continue. 

oil consumption and our dependence on imported 

DOC Analysis and Conclusion: The Department found that net U.S. 
imports have grown from 5.9 MB/D in 1987 to 7.5 MB/D in 1993. 
Imports currently account for 44 percent of domestic consumption 
compared to 37 percent in 1987. Imports from Persian Gulf 
countries increased from 1.07 MB/D in 1987 to 1.64 MB/D in 1993. 

U.S. demand for imported oil is expected to continue growing 
because of declining production and increased economic growth. 
The Energy Information Administration of the U.S. Department of 
Energy (EIA/DOE) projects that net imports will increase to 11 
MB/D by 2000 and account for approximately 51.5 percent of 
domestic consumption. 

To the extent the United States and other countries import more 
oil in the future, EIA/DOE projects that they will turn 
increasingly to OPEC countries located in the Persian Gulf which 
has the largest amount of known low-cost reserves and surplus 
production capacity. The Persian Gulf producers will account for 
approximately 55 percent of world crude oil exports by 2000. 

7. Vulnerabilitv to a Supolv Disruption 

Petition: Increased reliance on low-priced oil imports will 
leave the United States subject to a supply disruption and 
resulting costs to the economy. 

DOC Analysis and Conclusion: The Department found that political 
and economic problems in the Persian Gulf region make supply 
disruptions a possibility in the near-term. Disruptions are 
possible in other regions, but the risks to the U.S. and other 
importing countries are lower because oil production facilities 
elsewhere are not as concentrated as they are in the Persian 
Gulf. 

The United States and the OECD countries have limited prospects 
to offset a major oil supply disruption because: 1) there is 
little surplus production outside the Persian Gulf; 2) U.S. and 
OECD government oil stocks today provide less protection from an 
interruption than was the case in 1988; and, 3) there is 
currently no substitute for liquid transportation fuels which 
account for approximately two-thirds of all oil consumption in 
the United States. During a major oil supply disruption, there 
could be substantial economic austerity as a result of the 
decreased availability of oil. This, in turn, 
hardships for the U.S. economy. 

could pose 
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8. Foreisn Policv Flexibilitv --.- 

Petition: The petitioner did not raise this issue. 

DOC Analysis and Conclusion: The Department found that our 
allies' and trading partners' dependence on potentially insecure 
sources of oil may affect their willingness to cooperate with the 
United States during a major oil supply disruption. 

9. U.S. Militarv Reouirements 

Petition: Low oil prices are weakening the domestic petroleum 
industry to such an extent that it will not be able to support 
U.S. security needs in the event of a global conventional war. 

DOC Analysis and Conclusion: The Department of Defense advised 
that the military requirements for petroleum fuels could be 
satisfied under current planning scenarios. 

10. Other Factors 

The Department evaluated several factors that served to improve 
the security of U.S. oil supplies since the 1988 investigation. 
Foremost among these factors are the following: 

Status of OPEC - Low oil prices are in large part a symptom of 
the apparent disarray within OPEC. The ability of OPEC to 
manipulate prices has been impaired because its members have been 
unable to coordinate production levels among themselves. 

Transoarencv of Oil Markets - The growth of the futures market 
into a full-fledged commodity market has made crude oil prices 
more transparent and less subject to manipulation. Computerized 
trading, options, and forward contracts have connected refined 
products and crude oil markets more closely than was the case in 
1988. 

Demise of the Soviet Union - The end of the Cold War and the 
breakup of the Soviet Union removed the risk of Middle East oil 
becoming a pawn in East-West competition. The demise of the 
Soviet Union also has reduced the probability of a conventional 
war that could jeopardize Western Europe's and Japan's access to 
Middle East oil. 

Findinq 

Since the previous Section 232 petroleum finding in 1988, there 
have been some improvements in U.S. energy security. The breakup 
of the Soviet Union and the apparent disarray within OPEC have 
enhanced U.S. energy security. Lower oil prices on balance 
benefitted the U.S. economy. However, the reduction in 

ES-5 



exploration, dwindling reserves, falling production, and the 
relatively high cost of U.S. production-a&l point toward a 
contraction of the U.S. petroleum industry and increasing imports 
from OPEC sources. Growing import dependence, in turn, increases 
U.S. vulnerability to a supply disruption because non-OPEC 
sources lack surge production capacity; and there are at present 
no substitutes for oil-based transportation fuels. Given the 
above factors, the Department finds that petroleum imports 
threaten to impair the national security. 

Recommendation 

The Department does not recommend that the President use his 
authority under Section 232 to adjust imports. The Clinton 
Administration's other efforts to improve U.S. energy security 
are more appropriate than an import adjustment. 

Section 232 requires the Secretary of Commerce and the President 
to recognize the close relationship between the economic welfare 
of the nation and U.S. national security. As energy security 
effects the economic welfare of the U.S., energy security must be 
considered in determining the effects on the national security of 
petroleum imports. 

The Department concurs with the conclusions of the 1988 study 
that, on balance, the costs to the national security of an oil 
import adjustment outweigh the potential benefits. For example, 
an oil import adjustment such as a tariff would likely have an 
inflationary effect on the economy and would result in the loss 
of significant jobs in the nonpetroleum sectors. This, in turn, 
would reduce real Gross National Product (GNP). An import 
adjustment would diminish the competitiveness of energy-intensive 
export companies and strain relations with close trading partners 
who may seek an exemption from the adjustment. 

The Clinton Administration recognizes the importance of U.S. 
energy security and is pursuing a series of policies to enhance 
that security. It is important to note that no cost-effective 
government action could eliminate U.S. dependence on foreign oil 
entirely, but the following supply enhancement and energy 
conservation and efficiency policies help limit that dependence. 
Thus, the Department recommends continuing the policies described 
below: 

0 Increased Investment in Eneruv Efficiencv - The 
Administration increased the budgets substantially over the 
last two years to achieve an enhanced energy efficiency 
level. There are extensive programs underway ranging from 
developing new appliance standards to working on innovative 
workplace solutions to decrease long-distance commuting. 
The goals of these extensive energy efficiency programs are 
to decrease consumption of oil. 
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0 Increased Investment in Alternative Fuels - The 

Administration placed particular emphasis on improving the 
efficiency of the transportation sector where oil comprises 
about 98 percent of the fuel utilization. The 
Administration is among other things initiating a 
partnership with automobile manufacturers to design more 
energy efficient automobiles and developing a program to 
bring alternative transportation fuels and vehicles into the 
marketplace. These actions will reduce direct consumption 
of petroleum-based transportation fuels so that the need for 
imports will decrease. 

0 Increased Government Investment in Technoloov - The 
Administration more than doubled its investment with 
American industry in advanced technologies for the 
exploration and production of natural gas and oil. This is 
important because technological innovation can significantly 
decrease the domestic finding costs for natural gas and oil, 
thereby maintaining and expanding the domestic resource base 
and improving its economics. 

0 Exoanded Utilization of Natural Gas - The Administration 
aggressively promoted expanded markets for natural gas at 
the expense of imported oil. In addition, reliance upon 
natural gas as one of the cornerstones of our Climate Change 
Action Plan provides benefits to our environment through the 
reduction of greenhouse gas emissions. 

0 Increased Government Investment in Renewables - The 
Administration increased investment in renewable resources 
because they offer great hope of replacing imported oil in 
selected end uses. 

0 Increased Government Reaulatorv Efficiencv - The 
Administration is reducing the red tape and regulations that 
burden domestic industries. Various government agencies are 
conducting sweeping reviews to make their regulatory 
structures more responsive to domestic concerns. 

0 Increased Emnhasis on Free Trade and U.S. EXDOrtS - Free 
trade, privatization, and promotion of American exports 
helps develop the world's energy resources and prevent 
overreliance on any single region of the world. These. 
actions include: assisting energy conservation efforts and 
the development of new energy supplies in this hemisphere 
and other areas friendly to the United States. 

0 Maintainins the Strategic Petroleum Reserve - The Strategic 
Petroleum Reserve is the nation's stockpile of crude oil 
available in the event of an oil supply disruption. The 580 
million barrels of crude oil under government ownership and 
control provides a bulwark against a supply disruption. 

ES-7 



0 Coordinatins Emersencv Cooneration Measures - The United 
States is coordinating oil emergency cooperation among the 
energy consuming countries through the International Energy 
Agency. Discussions are continuing to strengthen the 
existing market-oriented coordinated energy response 
measures for dealing with possible future disruptions. 
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S E C T IO N  I. I N T R O D U C T IO N  A N D  M E T H O D O L O G Y  

A . In t roduct ion 

O n  M a r c h  1 1 , 1 9 9 4 , th e  D e p a r tm e n t o f C o m m e r c e  ( the D e p a r tm e n t) 
rece ived  a  p e titio n  u n d e r  S e c tio n  2 3 2  o f th e  T rade  E x p a n s i o n  A c t 
o f 1 9 6 2 , as  a m e n d e d  (19  U .S .C. S e c tio n  1 8 6 2  ( 1 9 8 8 1 1 , to  ini t iate 
a n  invest igat ion o f th e  i m p a c t o n  th e  n a tio n a l  secur i ty  o f 
impor ts  o f c rude  oi l  a n d  re f ined  p e t ro leum imp0rts. l  T h e  
p e titio n  w a s  f i led by  th e  In d e p e n d e n t P e t ro leum Assoc ia t ion  o f 
A m e r i c a  (IP A A ) ( the p e titione r )  wh ich  represen ts  a  b r o a d  
coal i t ion o f a p p r o x i m a te ly  5 ,5 0 0  ind iv idua ls  a n d  oi l  a n d  n a tu ra l  
g a s  p roduc ing  c o m p a n i e s  invo lved  in  th e  exp lora t ion ,  d e v e l o p m e n t, 
a n d  p r o d u c tio n  o f c rude  oi l  a n d  n a tu ra l  g a s  in  th e  Un i ted  S ta tes.  
A lso jo in ing  th is  p e titio n  w e r e  3 1  d o m e s tic indust ry  
assoc ia t ions,  c o m p a n i e s , a n d  ind iv idua ls  rep resen t ing  p roducers ,  
royal ty  o w n e r s , dr i l l ing e q u i p m e n t m a n u facturers,  fie l d  e q u i p m e n t 
suppl ie rs ,  dr i l l ing c o n tractors, a n d  oi l  p r o d u c tio n  serv ice  
firm s . 

O n  Apr i l  5 , 1 9 9 4 , th e  D e p a r tm e n t in i t ia ted th e  invest igat ion.  O n  
Apr i l  1 2 , 1 9 9 4 , pub l i shed  a  n o t ice in  th e  Fede ra l  Resis ter  
a n n o u n c i n g  in i t iat ion o f th e  invest igat ion a n d  sol ic i t ing pub l i c  
c o m m e n ts. O n  M a y  1 1 , 1 9 9 4 , th e  D e p a r tm e n t pub l i shed  a  s e c o n d  
n o t ice in  th e  Fede ra l  Resis ter  a n n o u n c i n g  pub l i c  hea r i ngs  a n d  
inv i t ing pub l i c  par t ic ipat ion.  Cop ies  o f th e  Fede ra l  Resis ter  
n o t ices a re  s h o w n  in  A p p e n d i x  A . 

Du r i ng  th e  c o m m e n t per iod ,  6 9  in terested par t ies  s u b m i tte d  
c o m m e n ts, i nc lud ing  5 3  w i tnesses  w h o  test i f ied a t th e  pub l i c  
hear ings .  A  l ist ing o f th e  w i tnesses  a n d  a  s u m m a r y  o f the i r  
c o m m e n ts a n d  tes t imony  a re  i nc luded  in  A p p e n d i x  B . 

U n d e r  S e c tio n  2 3 2 , th e  D e p a r tm e n t h a s  2 7 0  days  f rom th e  d a te  o f 
in i t iat ion o f a n  invest igat ion to  s u b m i t a  repor t  o f fin d i n g s  a n d  
r e c o m m e n d a tio n s  to  th e  P res ident .  There fore ,  th is  repor t  is d u e  
to  th e  P res ident  o n  D e c e m b e r  3 1 , 1 9 9 4 . 

B . S u m m a r v  o f th e  P e titio n  

T h e  IP A A  p e titio n  m a d e  th e  fo l l ow ing  a l legat ions:  

0  T h e  e n e r g y  secur i ty  o f th e  Un i ted  S ta tes  h a s  w o r s e n e d  s ince  
1 9 8 8  b e c a u s e  oi l  impor ts  h a v e  g r o w n  b o th  in  abso lu te  te rms  
a n d  as  a  p e r c e n ta g e  o f U .S . o i l  c o n s u m p tio n . 

0  U .S . d e p e n d e n c e  o n  un re l i ab le  Pe rs i an  G u lf supp l ie rs  h a s  
r isen substant ia l ly  a n d  wi l l  c o n tin u e  to  increase.  

0  U .S . o i l  p r o d u c tio n  h a s  dec l i ned  signi f icant ly.  D o m e s tic 
exp lora t ion ,  dr i l l ing,  a n d  oi l  reserves  a re  a t very  l ow  



levels compared to when the Department last conducted its 
investigation in 1988. 

-.-,- 
0 Low-priced oil imports will erode the domestic industry, 

especially in employment. The decline in industry activity 
has resulted in the loss of a substantial number of jobs in 
oil and natural gas extraction activities. 

0 Increased reliance on low-priced oil imports will leave the 
United States vulnerable to a supply disruption and the 
resulting costs to the economy. 

C. Criteria for Reviewins the Petition 

Pursuant to Section 705.4 of the National Security Industrial 
Base Regulations (U.S. C.F.R. Section 705.4 (199411, the 
Department considered the following regulatory criteria in 
determining the affect of imports on the national security: 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

domestic production needed for projected national 
defense requirements; 

the capacity of domestic industries to meet projected 
national defense requirements; 

the existing and anticipated availabilities of human 
resources, products, raw materials, production, 
equipment and facilities, and other supplies and 
services essential to the national defense; 

the growth requirements of domestic industries to meet 
national defense requirements and the supplies and 
services including the investment, exploration and 
development necessary to assure such growth; 

the impact of foreign competition on the economic 
welfare of any domestic industry essential to our 
national security; 

the displacement of any domestic products causing 
substantial unemployment, decrease in the revenues to 
government, loss of investment or specialized skills 
and productive capacity, or other serious effects; and 

any other relevant factors causing or will cause a 
weakening of our national economy. 

D. Methodolosv for Interaoencv Studv Process 

The Department chaired an interagency working group that included 
the Departments of Energy, Interior, Defense, Labor, State, and 
Treasury, the Office of Management and Budget, the Council of 



Economic Advisors, and the U.S. Trade Representative. This 
report is based on a number of agreed%pon economic assumptions 
including, inter alia - -I crude oil price levels, U.S. crude oil 
production, economic growth rates, and inflation. 

The Department used a two-step process to evaluate the petition. 

ster, 1: Review Kev Factors From the 1988 Investioation: 

The Department reviewed the factors examined in the 
1988 investigation to determine whether they improved 
or deteriorated. This provided benchmarks against 
which to assess the economic health of the domestic oil 
industry and our national security. These benchmarks 
included: 1) domestic oil reserves; 2) domestic oil 
production and exploration; 3) industry employment; 4) 
impact of low oil prices on the economy; 5) the status 
of the domestic oil industry; 6) oil import dependence; 
7) import vulnerability, including measures to offset 
an oil supply disruption; 8) foreign policy 
flexibility; and, 9) U.S. military requirements. 

ster, 2: Evaluate New Factors: 

The Department identified and evaluated three new 
factors that emerged since the 1988 investigation: 1) 
the status of OPEC; 2) oil price transparency due to 
the emergence of a futures market; and, 3) the demise 
of the Soviet Union. 

In conducting this assessment, the Department relied upon the 
extensive body of data available on the world oil market and on 
the U.S. petroleum industry. Specifically, the Department drew 
heavily from data in the Annual Enercrv Outlook and International 
Enerqv Outlook, published by the Energy Information 
Administration, U.S. Department of Energy, and from data 
submitted by the petitioner. In view of this extensive body of 
available data, the Department determined that an industry survey 
was not necessary. The Department also drew upon the written 
comments and testimony from interested parties who participated 
in the public hearings. 

E. Commodities to be Investicated 

The commodities investigated for this study include crude oil and 
refined petroleum products. Crude oil is listed in the 
Harmonized Tariff Schedule (HTS) of the United States under HTS 
classification numbers 27100005-O (crude oil testing under 
25 degrees API) and 27100010-O (crude oil testing 25 degrees API 
or more).' 
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The following refined petroleum products are listed under these 
HTS classification numbers: --,.- 

27100015-O Motor fuel, including both leaded and 
unleaded gasoline; naphtha-type jet fuel, and 
kerosene-type jet fuel. 

27100020-O Kerosene derived from petroleum, shale oil, 
or both (except motor fuel). 

27100025-O Naphthas derived from petroleum, shale oil, 
36061000-l natural gas, or combinations thereof (except 

motor fuel). 

27100045-2 Mineral oil or medicinal-grade derived from 
petroleum, shale oil, or both. 

27100030-O Lubricating oils and greases derived from 
34031110-3 petroleum, shale oil, or both, with or 
34031150-3 without additives. 
34031910-O 
34031110-3 
34031150-3 
34031950-l 
27100040-O 
34031110-3 
34031150-3 
34031950-l 

27100045-2 Mixtures of hydrocarbons not specifically 
27121000-O provided for, derived wholly from petroleum, 
27132000-O shale oil, natural gas, or combinations 
27139000-0 thereof, which contain by weight not over 

50 percent of any single hydrocarbon 
compound. 

27122000-O Paraffin and other petroleum waxes. 
27129020-O 
34049050-O 

27040000-2 Petroleum coke. 
27131200-o 

38011050-O Asphalturn, bitumen, and limestone rock 
asphalt. 

I-4 



Endnotes-__ 

1. Letter from George Alcorn, President of the Independent 
Petroleum Association of America (IPAA), to Ronald H. Brown, 
Secretary of Commerce, dated March 11, 1994 (hereinafter 
referred to as the petition). On December 6, 1993, the IPAA 
filed an emergency petition on the basis of an affirmative 
determination that President Reagan made on January 3, 1989. 
On January 24, 1994, the Department advised IPAA that the 
Omnibus Trade and Competitiveness Act of 1988 amended 
Section 232 (c) (1) (B) to preclude the President from taking 
action later than 15 days after the presidential 
determination on which such an action is based. Therefore, 
the 1988 amendment did not permit the President to initiate 
action five years after such a determination. The 
Department also stated that IPAA may request a new 
investigation and incorporate by reference any material 
submitted with its December 6, 1993 petition. The March 11, 
1994 petition incorporates the materials the IPAA submitted 
as part of its December 6, 1993 submission to the Secretary 
of Commerce. 

2. American Petroleum Institute (API) gravity is an arbitrary 
scale expressing the density of liquid petroleum products. 
The measuring scale is calibrated in terms of degrees API. 
It is an accepted standard in the petroleum industry. 

I-5 



SECTION II. CURRENT U.S. ENERGY ASSESSMENT ---.... 

The national security and economic health of the domestic oil 
industry differ today from 1988 when the Department conducted the 
last national security investigation. 

This section evaluates the national security implications of U.S. 
dependence on imported oil in order to address the allegations 
raised by the petitioner. As noted in Section I, this section 
employs a two-step methodology which reviews the factors the 
Department examined in 1988 to determine whether they improved or 
deteriorated and evaluates any new factors that have emerged 
since 1988. The Department also drew upon the written comments 
and testimony from interested parties who participated in the 
public hearings and from analyses provided by the interagency 
working group. 

Review of Key Factors From the 1988 Inveeticration 

1. Domestic Oil Reserves 

1988 Investigation: The Department found that the United States 
had modest oil reserves relative to current and projected 
production because we depleted a large share of the reserves. At 
that time, the Department recommended the exploration and 
development of important geological prospects in Alaska and on 
the Outer Continental Shelf to stem the decline in U.S. reserves 
and production. 

Current Petition: The petitioner alleged that low-priced oil 
imports (hereinafter low oil prices) were largely responsible for 
the decline in domestic oil reserves, stating that if prices 
remain stable at approximately $20 per barrel, the U.S. would 
have a large recoverable oil resource base. 

A witness at one of the public hearings disagreed with the 
petitioner's assertion that low-priced imports were responsible 
for the rapidly declining reserves base. 

The production decline was primarily of a geological nature 
and thus could not have been reversed or arrested through 
government p0licy.l 

Department Review: The Department found that U.S. proved 
reserves of crude oil dropped from 26.8 billion barrels in 1988 
to 23.0 billion barrels in 1993. However, imports are not solely 
responsible for the declining resource base. The Unitedtates 
has a modest amount of proved reserves relative to world reserves 
and domestic consumption. Table II-1 shows that U.S. proved 
reserves of 23.0 billion barrels account for only 2.3 percent of 



the world's proved reserves. However, in 1992, the U.S. 
accounted for 26 percent of world consumption.' 

c-c 
On the other hand, OPEC accounts for 77 percent of the total 
world reserves of 999 billion barrels. The six Persian Gulf 
countries have proved oil reserves of 662.9 billion barrels. 
While proved U.S. reserves declined by approximately 3.8 billion 
barrels since 1987, OPEC's reserves increased by 95.5 billion 
barrels. 

This reserves situation in the U.S. is not surprising when one 
considers that the United States was one of the first countries 
to produce oil; and for many years, was the world's largest 
producer. The United States is the most heavily explored 
petroleum-bearing region in the world. Prior to 1986, 
approximately 80 percent of all wells drilled worldwide were 
drilled in the United States.3 According to the Department of 
Energy, U.S. companies produced 167 billion barrels of oil and 
830.4 trillion cubic feet of natural gas through 1992.4 

In recent years exploration for oil in the United States has not 
been very successful. Energy Department data show that between 
1987 and 1993 over 82 percent of additions to oil reserves came 
from revisions and extensions of existing oil fields and new 
reservoir discoveries in old fields rather than from exploration 
and discovery of new fields.5 There remain some important oil 
prospects in Alaska and the Outer Continental Shelf, but the U.S. 
Congress prohibited exploration and development of these 
potentially productive areas because of environmental concerns. 
In addition, a large share of the oil reserves potential the 
petitioner discussed at the public hearing in Dallas is not 
recoverable at current prices and technology. 

Conclusion: Low oil prices contribute to, but are not totally 
responsible for, the erosion of the U.S. oil reserves base. The 
underlying physical reality is that the United States already 
developed the bulk of its easily accessible low cost deposits and 
decided against developing other geological prospects such as the 
Arctic National Wildlife Refuge and the Outer Continental Shelf. 
Since the reserves base reflects the structural geological 
reality, given present technology, oil price increases at best 
can arrest but not reverse this trend. 

2. U.S. Oil Production 

1988 Investigation: The Department found that the United States 
was a high-cost producer compared to other countries because we 
have already extracted the bulk of our low-cost easily accessible 
reserves. 
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Current Petition: 
responsible for the 

The petitioner alJ.eged that low oil prices are 
decline in U.S. production. 

Department Review: The Department found that U.S. crude oil 
production has been falling since 1970. Table II-2 shows that 
production declined by 2.7 million barrels per day (MB/D) over 
the past 23 years and by 1.4 MB/D between the 1988 investigation 
and 1993. 

Consistent with established natural resource extraction 
practices, U.S. companies exploited the bulk of the easily 
accessible reserves and then began to develop the smaller and 
more costly oil deposits. The companies made use of productivity 
gains resulting from advances in drilling technology, but they 
could not offset the higher per-barrel costs associated with 
smaller fields and more complicated geology. The following 
factors explain why oil production in the U.S. is high: 

0 Production rates are low by world standards, averaging 12.5 
barrels per day per well on average. (If we count only the 
lower 48 states, this figure further declines to 9.5 barrels 
per day per well). Iran, Iraq, and Saudi Arabia can produce 
approximately 8,000 barrels per day per we11.6 

0 Finding costs of $6.88 per barrel are high compared with 
average Middle East costs of $3.84 per barrel.7 

0 Estimated production cost is $15 to $20 per barrel compared 
to less than $1 per barrel for Iran, Iraq, and Saudi 
Arabia.* 

0 Proved reserves of 23.0 billion barrels are small compared 
with Saudi Arabian, Iranian, and Iraqi reserves of 261, 93, 
and 100 billion barrels, respectively.g The bulk of their 
reserves are in easily accessible, large fields; whereas the 
remaining U.S. reserves are likely to be in small onshore 
deposits, expensive offshore, and Arctic frontier areas. 

These circumstances placed U.S. producers in a classic l'cost- 
price squeeze" when world oil prices dropped 50 percent in 1986. 
Table II-3 shows that the landed cost of imported crude oil 
dropped 50 percent, from $26.67 per barrel to $13.49 per barrel, 
between 1985 and 1986. The landed price climbed back to $21.13 
in 1990, largely in response to the Iraq-Kuwait conflict; but it 
fell to $15.76 by 1993. In November-December 1993, the landed 
cost of imports fell to $13.01 per barrel. 

The cost-price squeeze triggered by falling oil prices had severe 
consequences for the level of U.S. production and import 
dependence. Since 1986, it contributed to a 1.7 MB/D decline in 
U.S. production and a 2.1 MB/D increase in net imports. 
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This situation also poses problems for current and projected U.S. 
production and imports. First, when world oil prices are at $18 
to $20 per barrel, U.S. production costs--&f $15 to $20 per barrel 
constrain the exploration and development of new reserves, 
particularly in the deep waters of the Gulf of Mexico. Second, 
small companies may cut back on operations or go out of business 
because low profitability makes it difficult for them to attract 
capital funds for exploration and development. Third, the firms 
that remain in business are likely to suffer because they lack 
the cash flow to maintain existing wells, conduct new 
exploration, or to develop small producing properties. Fourth, 
companies are increasingly unable to replace proved oil reserves; 
and domestic production continues to decline. In turn, U.S. 
companies will purchase more foreign crude to offset falling 
domestic production and to meet growing demand. 

Conclusion: The production outlook remains essentially the same 
as in the 1988 investigation. The United States is a high-cost 
producer compared to other countries because we have already 
depleted our known low-cost reserves. Since 1986, low oil prices 
exacerbated the cost-price squeeze facing U.S. producers. U.S. 
production declined substantially and net imports increased. The 
dislocation also undercut U.S. exploration activities and 
impaired the development of competing energy sources, thereby 
enabling OPEC to recapture part of the market it lost after the 
price shocks of the late 1970s. 

3. EXDlOratiOn and Industrv EmDlovment 

1988 Investigation: The Department found that low oil prices 
caused companies to reduce exploratory drilling and cutback on 
the number of oil field workers. 

Current Petition: The petitioner alleged that low oil prices are 
responsible for the massive falloff in drilling and in industry 
employment. 

These tremendous price declines strike directly at 
independent producers because all of their revenues come 
from the sale of oil and natural gas at the wellhead. 
Unlike major integrated firms, independents cannot depend on 
profits made in other operations such as transportation, 
refining, marketing, or international operations. Price 
volatility also adds to market uncertainty, thereby eroding 
the confidence of investors, financial institutions, and 
corporate planners whose decisions directly affect 
exploration and development budgets for the domestic 
industry.l' 

As an exploration and production company, the oil price 
instability of the past nine years has caused us to reduce 
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our exploration budget from ovey..$2,000,000 to less than 
$500,000. The low oil price has caused abandonment of 
dozens of our stripper wells and has stopped the 
implementation of secondary recovery projects capable of 
producing hundreds of thousands of barrels of oil.ll 

Department Review: The Department found a sharp reduction in 
U.S. drilling and employment between 1985 and 1993 (see Table II- 
4) : 

0 exploratory drilling declined from 312 million feet in 1985 
to 127.7 million feet in 1992; 

0 total wells completed dropped from 69,170 in 1985 to 23,959 
in 1993; 

0 the number of rotary rigs in use for oil and gas exploration 
dropped from 1,980 in 1985 to 754 in 1993; and, 

0 employment fell from 582,000 in 1985 to approximately 
351,000 in 1993.l' The Department of Labor determined that 
a large share of the lost jobs occurred in the petroleum 
exploration and development sectors. 

However, oil imports are not the only reason for the decline in 
exploratory drilling and well completions. U.S. companies are 
drilling less because they find more oil per foot drilled than 
they did in the past. For example, between 1986 and 1992, the 
U.S. oil industry achieved productivity gains that increased the 
finding rate from 8 barrels per foot drilled to approximately 
12.5 barrels per foot dril1ed.l' The U.S. oil and gas industry 
made substantial gains in total productivity because they 
employed new exploration and drilling technology and focused on 
the most productive geological opportunities. The Energy 
Department found that U.S. companies more-than-doubled their 
productivity in terms of exploratory drilling for well extensions 
and discoveries of oil and gas.14 

Conclusion: Advances in technology as well as low oil prices 
contributed to the large drop in industry employment and 
exploratory drilling. 

4. The Imnact on the Economv of Low Oil Prices 

1988 Investigation: The Department found that low oil prices 
yielded positive benefits for the economy. 

Current Petition: The petitioner did not specifically address 
the benefits to the economy of low oil prices. 
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Department Review: The Department found that the economic 
consequences of low prices resulted in positive benefits to the 
U.S. economy. 
oil, 

Because the United States-i* now a net importer of 
lower prices on balance helped the economy. The public 

benefitted from lower prices for transportation fuels and heating 
oil. For the economy as a whole, 
to a reduction in inflation, 

these lower prices contributed 
a rise in real disposable income, 

and an increase in the Gross Domestic Product (GDP). 

The Energy Department found that oil and gas consumption in the 
U.S. is heavily concentrated within five manufacturing sectors: 
chemicals; paper; stone, clay and glass; primary metals; and 
refining.15 In 1988, these manufacturing sectors accounted for 
78 percent of U.S. consumption of oil and gas. Energy costs 
represent a major component for manufacturers, and these 
industries have benefitted from reduced prices for their 
supplies. At the public hearings, 
stated: 

the Petrochemical Energy Group 

Any action, such as the imposition of an oil import fee or 
quota, that would increase the price of U.S. petrochemical 
products, would create a subsidy for foreign producers. The 
ultimate result of this foreign producer subsidy would be a 
substantial loss of sales for U.S. producers that would, in 
turn, jeopardize a large number of jobs for U.S. workers and 
would create a further erosion in the U.S. balance of 
trade.16 

Conclusion: Since 1986, low oil prices have yielded large 
positive benefits to the U.S. economy. 

5. Current Status of the Domestic Oil Industrv 

1988 Investigation: The Department determined that low oil 
prices caused small producers to shut-in or abandon marginal 
wells. The Department also found that U.S. integrated oil 
companies began shifting their exploration efforts overseas since 
they were unable to access promising geological prospects or to 
reduce high production costs. 

Current Petition: The petitioner alleged that low oil prices and 
the uncertainty concerning future price drops were forcing small 
producers to abandon many small fields prematurely. The possible 
loss of these reserves and production would result in increased 
dependence on foreign oil. 

Department Review: The Department found that the major decline 
in prices since 1986 significantly impacted the U.S. oil 
industry, reducing both production and exploration, and forcing 
some companies to shift activities overseas. 

i 
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The integrated companies responded to-high costs, low prices, and 
the lack of access to prime exploration acreage by reducing their 
spending on domestic exploration and development. The American 
Petroleum Institute (API) found that the 18 integrated U.S. oil 
companies reduced spending on domestic exploration and 
development,from $29.9 billion in 1982 to $7.4 billion by 
1992. I7 The API also stated that the large integrated companies 
now spend almost 65 percent of their exploration and development 
budgets overseas.l' 

A large number of integrated firms shifted their exploration 
efforts to non-OPEC countries. For example, Chevron is active in 
Canada and Kazakhstan. Phillips Petroleum is replacing its U.S. 
reserves at low cost by exploring in Gabon, Somalia, and New 
Guinea. ARC0 shifted a large portion of its exploration program 
overseas, 
Canada.l' 

while Mobil is active in the Hibernia file in eastern 
Texaco signed agreements for large exploration and 

development projects in Russia and China.20 Texaco recently 
announced plans to streamline its U.S. operations and sell off 
approximately 600 oil and gas producing properties. 
Domestically, the integrated companies are downsizing their 
exploration and production operations and emphasizing refining 
and marketing operations; 
emphasizing low cost, 

while internationally they are 
high yield exploration and production. 

The Department concurs with the petitioner's allegation that the 
independent producer's income is dependent on the price it 
obtains for the crude oil sold. The small independent producers 
lack the diverse revenue opportunities of the integrated firms 
because they have no captive refining and marketing operations. 
In addition, the independents generally lack the capital and 
technical expertise to explore overseas. 

The impact of low prices has been especially severe on small 
producers operating stripper wells. Oil wells with an average 
production of 15 barrels per day or less are called stripper 
wells. The U.S. Department of Energy estimates that in 1992 
there were 478,588 stripper wells, 
1.4 MB/D of oil production.21 

accounting for approximately 
These wells accounted for 78 

percent of all U.S. wells. At the public hearing in Dallas, the 
petitioner stated that stripper wells account for a large share 
of U.S. crude oil reserves: 

Ac.cording to the National Stripper Well Association there 
are 3.272 billion barrels of oil reserves accessed by 
stripper wells.22 

The National Petroleum Council's (NPC) study on "Marginal Wells" 
found that U.S. operators of such properties are especially at 
risk when oil prices decline. The NPC study found (Table II-51 
that at a domestic price of $18 per barrel, U.S. companies would 
not meet lease operating costs on 73,843 wells accounting for 
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12.6 percent of wells and 3 percent of production (61 million 
barrels of oil per year). This would increase to 130,691 wells 
accounting for 22.3 percent of wells andJ+.6 percent of 
production (155 million barrels of oil per year) at a domestic 
price of $10 per barre1.23 

An operator of stripper wells in Texas commented on the impact of 
low oil prices on his production: 

Our average cost in producing a barrel of oil is $11.50. 
Assuming a futures price of $20 per barrel and a resultant 
posted price of $18.50 for North Texas sweet crude, a $2 
drop in our price, or a lo-percent reduction, results in a 
net income decrease of 29 percent. A $4 price drop, or a 
$16 per barrel futures price results in a 57-percent 
decrease in our net.24 

The Department found that the price of oil also affected the 
exploration and development of natural gas. When petroleum 
producers engage in exploration, they often cannot predict 
whether they will find crude oil or natural gas, or both, because 
exploration is not oil specific. Low prices make drilling and 
development projects less attractive, regardless of whether the 
project involves crude oil or natural gas. It also creates a 
ceiling for natural gas prices because the two fuels compete for 
some of the most important end uses, the industrial boiler fuel 
market. 

Conclusion: Low oil prices continue to exacerbate the chronic 
cost-squeeze problem faced by small producers. If small 
producers were to shut-in production because prices fall, this 
could result in increased dependence on foreign oil. Shutting-in 
production will, in turn, adversely impact the development of 
natural gas supplies. 

6. Oil Imnort Deoendence 

1988 Investigation: The Department found that the long-term 
security of the United States is less promising because of the 
expectation of rising oil imports for the United States and the 
other Organization for Economic Cooperation and Development 
(OECD) countries. 

Current Petition: The petitioner alleged that the national 
security of the United States worsened because oil imports have 
increased since 1988 both in absolute terms and as a percentage 
of U.S. oil consumption and our dependence on imported oil will 
continue. 

Department Review: The petitioner's allegations concerning the 
trend of U.S. dependence on imported oil are accurate. The 
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Department found that net U.S. 
in 1987 to 7.5 MB/D in 1993. 

impor&.s-have grown from 5.9 MB/D 
Table II-6 shows that oil imports 

currently account for 44 percent of domestic consumption compared 
to 37 percent in 1987. The Department also found that imports 
from Persian Gulf countries increased from 1.07 MB/D in 1987 to 
1.64 MB/D in 1993. Saudi Arabia and Kuwait accounted for the 
bulk of the increase, with imports growing from 642,000 B/D and 
70,000 B/D, respectively, during 1987 to 1.28 MB/D and 343,000 
B/D in 1993.25 

Based on assumptions adopted by the Energy Information 
Administration of the U.S. Department of Energy in making its 
forecasts, U.S. oil imports are likely to increase over the next 
decade.26 During 1994, U.S. consumption of oil is expected to 
grow at a modest rate and reach approximately 17.7 MB/D.27 
Table II-7 shows that domestic oil supply is expected to decline 
by about 200,000 B/D to 8.4 MB/D. Net imports are expected to 
increase by 500,000 B/D and reach 8 MB/D. They will account for 
45.2 percent of U.S. oil consumption during 1994, up from 44 
percent in 1993. 

The Energy Department forecasts that U.S. demand for imported oil 
is expected to continue growing because of declining production 
and increased economic growth. They project that net imports 
will increase to 11 MB/D by 2000 and account for approximately 
51.5 percent of domestic consumption. 

During 1994, total world demand (excluding the former Soviet 
Union) is expected to grow from 62 MB/D to 63 MB/D because of 
strong economic growth in the Far East and China. The increase 
in demand will not tax OPEC and is unlikely to lead to higher 
prices. This short-term outlook reflects sluggish Free World 
economic growth and the availability of surplus oil production 
capacity. If Iraq attempts to reenter the oil market in 1995 and 
other producers respond by expanding their own production to 
maintain their market share, this additional production could 
exert downward pressure on oil prices. 

Other OECD countries are projected to increase their oil imports 
as well. Japan has no indigenous production and will continue to 
rely on imports. Western Europe's imports are likely to increase 
after 2000 because of growing demand and declining North Sea 
production. Table II-8 shows that between 1992 and 2000, world 
oil consumption is likely to increase to 77 MB/D. The fastest 
increase will occur in developing countries in Asia and Latin 
America. However, the OECD countries are expected to remain the 
largest consumers, with oil use in that group expected to grow 
from 39 MB/D in 1992 to approximately 45 MB/D by 2000. Oil will 
continue to remain the world's major energy source, accounting 
for 38 percent of all energy consumed. 
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The Energy Department also forecasts that non-OPEC production is 
likely to increase only slightly, from 41 MB/D in 1992, to about 
42 MB/D in 2000. Table II-9 shows that GB?JD production is 
expected to remain flat at 17 MB/D. The decline in U.S. 
production of approximately 200,OOOO B/D will be offset by 
increasing North Sea output. Other non-OPEC producers, including 
Latin America, the Middle East, Africa, and Asia, will grow from 
10.6 MB/D to 12.4 MB/D. Latin America will lead in production 
increases, followed by Asia. 

The former Soviet Union and the other Republics are unlikely to 
expand exports substantially until 2005. 
in Russia, 

Production is declining 
and the other Republics' output remains flat. In the 

short-term, Russian demand also is falling. Russia is likely to 
continue reducing sales to the Republics in order to maintain 
hard currency exports. Barring a major increase in demand, 
Russian net oil exports are likely to remain in the 2.0 MB/D to 
2.2 MB/D range. The future outlook is uncertain because Russia 
has large oil and gas resource potential but needs to upgrade its 
pipeline system and establish investment and trade laws that will 
attract foreign companies.28 

These consumption and production trends lead to the conclusion 
that world demand for OPEC (largely Persian Gulf) oil should rise 
from 26 MB/D in 1992 to 36 MB/D in 2000. The non-Persian Gulf 
producers are likely to increase production from 9.5 MB/D in 1992 
to 11.2 MB/D in 2000. The Persian Gulf producers are expected to 
expand production capacity by 10 MB/D by the end of the decade. 
Iran, Iraq, Kuwait, Saudi Arabia, and United Arab Emirates (UAE) 
are expected to be the largest exporters. This will be the first 
major expansion of the vast Persian Gulf reserves discovered 
during the 1980's. This expansion of production will be needed 
to offset the decline of non-OPEC producers such as the United 
States. 

The United States and the other OECD countries are likely to 
become more dependent on OPEC, particularly on the Persian Gulf 
members of OPEC, whose share of world crude oil exports is 
expected to increase from 42 percent in 1992 to 55 percent by 
2000. With the exception of Venezuela, nearly all surplus 
production capacity is likely to be concentrated in the Persian 
Gulf. This forecast means that every year between 1992 and 2000 
the Persian Gulf countries collectively will have to develop 
approximately 1.5 MB/D of crude oil production capacity to meet 
world demand in 2000 and beyond. This may be optimistic in light 
of current oil prices, capital requirements, and regional 
stability. 

Conclueion: The Department finds that imports are expected to 
account for over 51 percent of U.S. oil consumption by the year 
2000. The U.S. and the other OECD countries are likely to become 
increasingly dependent on the huge low-cost reserves of the 
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Persian Gulf producers that will accou-Gt for approximately 55 
percent of world crude oil exports by 2000. 

7. Vulnerabilitv to a Sunplv DiSrUDtiOn 

1988 Investigation: The Department found that the growing import 
dependence of the United States increased its vulnerability to a 
supply disruption. 

Current Petition: The petitioner alleged that "our increased 
reliance on low-priced oil imports will leave the United States 
subject to a supply disruption and resulting costs to the 
economy."29 

Department Review: The Department found that the security of the 
United States as well as that of the other OECD countries depends 
on the level of vulnerability to, and the likelihood of, 
significant supply disruptions (i.e., disruptions of at least 
200,000 barrels per day lasting 3 months or more). The risk of a 
disruption is determined by the military, political, and economic 
situations facing the key exporting countries. The level of 
vulnerability is determined both by the degree to which importing 
countries depend on imported oil and by their ability to offset a 
disruption. Offsets to disruptions include the amount of 
available surplus global oil production capacity and oil 
inventories (e.g., private and government strategic stocks). 

a. Risks of disruDtions 

The interagency group reviewed the post-World War II period and 
found that significant supply disruptions occurred 11 times and 
lesser disruptions (ranging from 100,000 B/D to 700,000 B/D) 
occurred at least ten times since 1951. Production losses ranged 
from as little as 200,000 B/D to as much as 5 MB/D. 

Types : Table II-10 shows that five of the major interruptions 
were the result of internal political events (civil disturbances 
or revolutions), four were the direct result of wars, one 
involved a facility accident, and one was the result of the 1974 
Arab oil embargo. 

0 Location: Nine of the major interruptions occurred in the 
Middle East (including North Africa), and four of these 
occurred in the Persian Gulf. 

0 Magnitude: Most of these disruptions were relatively small 
(less than 700,000 B/D), with only three disruptions of 3 

MB/D or larger, and all occurred in the Persian Gulf. 

0 Duration: Only three disruptions lasted longer than one 
year. 
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The impact of supply interruptions have varied. Most have not 
significantly disrupted world markets; however, three 
interruptions did have major economic impl*cations: 

0 The Arab oil embargo following the October 1973 Arab-Israeli 
War caused a loss of 1.6 MB/D in world supplies, more-than- 
tripled crude oil prices, and contributed to the abrupt 
reversal in the economies of OECD countries from about 6 
percent growth in their Gross National Product (GNP) in 1973 
to a GNP decline in 1975. 

0 The Iranian Revolution caused losses of nearly 4 MB/D and 
more-than-doubled the price of crude oil between late 1978 
and early 1980, and OECD members' GDP declined from 3.6 
percent in 1979 to 1.3 percent in 1980. 

0 Iraq's invasion of Kuwait removed almost 5 MB/D from world 
production (the largest disruption in history) and caused a 
more than 170-percent increase in prices between June and 
October of 1990, but the price increase was short lived 
because of the availability of surplus crude production 
capacity in Saudi Arabia and other key producing countries. 
In contrast to previous disruptions, OECD countries also had 
over 1 billion barrels in strategic stocks, which were not 
released during the crisis. 

There are a number of unresolved regional conflicts in the 
Persian Gulf which could lead to war. A number of these 
countries are developing enhanced military capabilities that 
could be targeted against regional oil facilities during a 
conflict. An outbreak of hostilities could result in the 
destruction of oil production and transportation facilities 
(e.g., as happened in Kuwait during 1991). These developments, 
in turn, would eliminate production capacity, tighten supplies, 
and result in higher prices for consuming countries. 

b. Offsets to disruDtions 

The ability to offset a disruption depends in large part on the 
availability of surge production capacity and strategic oil 
stocks. Surplus world production capacity declined from 9 MB/D- 
10 MB/D in 1988 to approximately 1 MB/D in 1992.30 This decline 
resulted from: 1) higher demand for oil which, in turn, absorbed 
a large part of the Persian Gulf surplus capacity; 2) declining 
output in the United States; and, 3) the idling of Iraqi and 
Kuwaiti fields damaged during the 1991 Persian Gulf War. The 
Global Center for Energy Studies determined that surplus world 
production capacity had increased to 4 MB/D by 1994; but the bulk 
of the current surplus capacity is located in the Persian Gulf 
and Venezuela, and by 2000, most surplus capacity is likely to be 
located in Saudi Arabia, Iran, Iraq, Kuwait, and the Union of 
Arab Emirates.31 As noted in this section, U.S. production is 
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declining and there is little, if arq+capacity to surge 
production during an emergency. 

Government-owned oil stocks in all of the OECD countries declined 
slightly since the 1988 Commerce investigation. In 1988, the 
U.S. Strategic Petroleum Reserve's (SPR) inventory of 555 million 
barrels provided 96 days' protection based on net imports of 5.8 
MB/D.32 The current SPR inventory of 590 million barrels would 
provide 77 days' protection based on 1993 net imports of 7.5 
MB/D.33 Similarly, other OECD countries' government-owned oil 
stocks declined by 27 percent from 400 million barrels in 1988 to 
316 million barrels in 1992.34 

C. Imnact on the economv 

It also is necessary to consider U.S. oil requirements within the 
wider context of the civilian economy during a major oil supply 
disruption. For example, the transportation sector would 
experience many hardships because there are no substitutes for 
gasoline, diesel, and jet fuel. Despite conservation and reduced 
consumption resulting from higher prices, less oil would be 
available for civilian end uses during a major supply disruption. 
This, in turn, could pose hardships for the U.S. economy. 

Conclusion: Political and economic problems in the Persian Gulf 
region make supply disruptions a possibility over the near-term. 
Disruptions are possible in other regions, but the risks to OECD 
countries are lower because oil production facilities elsewhere 
are not as concentrated as they are in the Persian Gulf. 

The United States and the OECD countries have limited prospects 
to offset a major oil supply disruption because: 1) there is 
little surplus production outside the Persian Gulf; 2) U.S. and 
OECD government oil stocks today provide less protection from an 
interruption than was the case in 1988; and, 3) there is no 
substitute for liquid transportation fuels. 

Interfuel substitution offers limited prospects to moderate a 
supply interruption because oil has limited interfuel 
competition. Approximately two-thirds of all oil consumption in 
the United States (ll+ MB/D) is consumed by the transportation 
sector; and, at present, there are no widely available 
substitutes for gasoline, jet, or diesel fuel for internal 
combustion engines. During a major oil supply disruption, less 
oil would be available for civilian end uses. This could pose 
hardships for the U.S. economy. 

However, the development of the North Sea gas fields, the 
Canadian gas pipeline, as well as liquefied natural gas, offers 
some prospects for substitution in the consumer heating and 
industrial boiler fuel markets. The availability of excess 
natural gas production/deliverability capacity would facilitate 
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interfuel substitution during a supply disruption. On the other 
hand, the substitution prospects for coal and nuclear electric 
power are limited because of demand and regulatory concerns. 

8. Foreisn Policv Flexibilitv 

1988 Investigation: The national security risks associated with 
dependence on imports involve not only economic concerns, but 
include foreign policy flexibility. 

Current Petition: The petitioner did not raise this issue in the 
petition. 

Department Review: As the 1988 investigation noted, dependence 
upon unreliable sources of petroleum (i.e., subject to 
interruption) can constrain U.S. 'foreign policy flexibility.35 
The United States and its allies may find themselves constrained 
from pursuing either unilateral or multilateral foreign policy 
actions for fear of provoking producer countries into actions 
that could result in the manipulation of oil prices and increased 
prices for consumer countries. Further, the lack of flexibility 
could also impair international cooperation to avoid the bidding- 
up of world oil prices in the aftermath of an interruption in oil 
supplies (e.g., the Iranian Revolution). 

Conclusion: Our allies' and trading partners' dependence on 
these potentially insecure sources of oil may affect their 
willingness to cooperate with the United States during a major 
oil supply disruption. 

9. U.S. Militarv Recruirements 

1988 Investigation: The Department found that the United States 
would be able to meet both direct and indirect military 
requirements for petroleum during a major conventional war. 
However, the report noted that significant civilian austerity 
would be necessary to respond to decreased availability of oil. 

Current Petition: The petitioner alleged that low oil prices 
will "even further erode the domestic industry, including its 
employment, technology, research and development, and available 
capital. This will weaken the industry's ability to surge 
production in the event of a crisis and will result in decreased 
production which leaves the United States even more vulnerable in 
the future."36 

Department Review: The Department of Defense (DOD) advised that 
the military requirements for petroleum fuels could be satisfied 
under current planning scenarios. 
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Conclusion: The United States would-b5 able to meet both direct 
and indirect military petroleum requirements during a major 
conventional war or major supply disruption. 

10. Other Factors 

The Department also evaluated several factors that have served to 
improve the security of U.S. oil supplies since the 1988 
investigation. Foremost among these factors are the following: 

0 Status of OPEC - Low world oil prices are in large part a 
symptom of the apparent disarray within OPEC. The ability 
of OPEC to manipulate prices has been impaired because its 
members have been unable to coordinate production levels 
among themselves. The urgent financial requirements of many 
OPEC members has led them to compete for revenue and market 
share even if this meant that they accept a lower per-unit 
price for their resource. 

0 Transoarencv of oil markets - The growth of the futures 
market into a full-fledged commodity market has made crude 
oil prices more transparent and less subject to 
manipulation. The use of computerized trading, options, and 
forward contracts has connected refined Products and crude 
oil markets more closely than was the case in 1988. 

0 Demise of the Soviet Union - The end of the Cold War and the 
breakup of the Soviet Union removed the risk of Middle East 
oil becoming a pawn in East-West competition. The demise of 
the Soviet Union also has reduced the probability of a 
conventional war that could jeopardize Western Europe's and 
Japan's access to Middle East oil. 

11. Conclusions 

Table II-11 shows that despite the demise of the Soviet Union and 
the apparent disarray within OPEC, the U.S. oil security position 
has eroded since 1988. The reduction in exploration, falling 
domestic production, dwindling reserves, relatively high cost of 
U.S. production, and the resulting low rates of return on 

, investments (at current prices) point toward a contraction of the 
U.S. producing industry and increasing imports. Growing import 
dependence, in turn, increases U.S. vulnerability to a supply 
disruption because non-OPEC sources lack surge production 
capacity; and there are at present no substitutes for the 
transportation fuels which account for two-thirds of U.S. 
petroleum consumption. The above developments point toward a 
threat to the national security of the United States. 
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Countrv 1987 1994 
% Gain/Decline 

+/- % share of world reserves 

North America 82.7 79.8 - 3.6 8.0 
of which U.S. 26.8 23.0 -14.2 2.3 

Central/South America 65.7 74.1 +12.8 7.4 
Western Europe 22.4 16.6 -25.9 1.7 
FSU/Eastern Europe 60.8 59.2 - 2.6 5.9 
Middle East 564.7 662.9 +17.4 66.3 
Africa 55.2 62.0 +12.3 6.2 
Far East/Oceania 

Total 
889.3 37 8 999.2 44 6 +18.0 45 

+12.4 loo.0 

of which OPEC 
of which Arab OPEC 
of which Middle East 

SOURCES: 
1987 

670.7 766.2 +14.2 76.7 
494.9 585.2 +18.2 58.6 
564.7 662.9 +17.4 66.3 

I 
United States: U.S. Crude Oil, Natural Gas, and Natural Gas Liauids Reserves) 
Advance Summary for 1987, Energy Information Administration. 

Other Countries: Oil and Gas Journal, December 28, 1987. 

1994 

TABLE II-1 
WORLD CRUDE OIL RESERVES, 1987 AND 1994 

(Billion Barrels) 

United States: Advance Summarv, U.S. Crude Oil, Natural Gas, and Natural Gas 
Liuuids Reserves, 1993 Annual Report, Energy Information Administration, August 
1994, p. 8. 

Other Countries: Oil and Gas Journal, December 27, 1993, pp. 44-45. 
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TABLE II-2 
PETROLEUM OVERVIEW, 1950-1993 (MILLION BARRELS PER DAY) 

YEAR CRUDE NATURAL TOTAL OTHER CRUDE OIL PETROLEUM TOTAL EXPORTS NET CRUDE CHANGE PETROLEUM 
OIL GAS PRODUCTION DOMESTIC IMPORTS PRODUCT IMPORTS IMPORTS OIL IN PRODUCTS 

PLANT SUPPLY IMPORTS STOCKS SUPPLIES 
LIQUIDS 

1950 5.41 0.50 5.91 0.49 0.36 0.85 0.30 0.55 0.05 0.06 6.46 

1955 6.81 0.77 7.58 0.04 0.78 0.47 1.25 0.31 0.88 0.04 8.46 

1960 7.04 0.93 7.9-l 0.15 I .02 0.80 1.82 0.20 1.62 0.01 0.08 9.80 

I%5 7.80 1.21 9.01 0.22 1.24 1.23 2.41 0.19 2.28 0.01 0.01 11.51 

1970 9.64 1.66 11.30 0.35 1.32 2.10 3.42 0.26 3.16 0.01 -0.10 14.70 

1973 9.21 1.74 10.95 0.49 3.24 3.01 6.25 0.23 6.02 0.01 -0.14 17.31 

1974 a.77 1.69 10.46 0.49 3.48 2.64 6.12 0.22 5.89 0.01 -0.18 16.65 

1975 a.37 1.63 10.00 0.51 4.10 1.95 6.05 0.21 5.84 0.01 -0.03 16.32 

1980 8.60 1.57 IO. 17 0.68 5.26 1.65 6.91 0.54 6.31 0.01 -0.14 17.06 

1985 8.97 1.61 10.58 0.76 3.20 1.87 5.07 0.78 4.29 0.10 r 
I 

15.73 

1987 8.35 1.60 9.95 0.85 4.61 2.00 6.67 0.76 5.91 -0.04 16.67 

1990 7.36 1.56 8.92 1.02 5.89 2.12 8.01 0.86 7.15 0.11 16.99 

1992 7.17 I .73 8.90 1.16 6.08 1.80 9.88 0.95 6.93 0.07 17.03 

1993 6.84 1.70 8.54 1.25 6.73 1.80 8.53 1.00 7.53 -0.15 17.19 

m: Annual Enem Rewew. 1993, Energy Infonnabon Admmlsaation. July 1994, p. 141. 

Note: Totals may not equal sum of components due to independent rounding. 

II-17 



YEAR $ PER BARREL 

1973 6.41 
1975 12.70 
1980 33.67 
1985 26.67 
1986 13.49 
1987 17.65 
1988 14.08 
1989 17.68 
1990 21.13 
1991 18.02 
1992 17.75 
1993 15.76 
Nov.-D=. 1993 13.01 

TABLE II-3 
LANDED COSTS OF U.S. CRUDE OIL IMPORTS, 1973-1993 

$ VALUE OF IMPORTS 
(US BILLIONS) 

7.6 
19.0 
64.9 
31.2 
20.6 
30.1 
26.3 
37.7 
45.5 
38.0 
39.5 
38.7 

SOURCE!3 

1973-1993, Annual Energy Review 1993, Energy Information Administration, April 1994, p. 175. 

Nov. - Dec. 1993, Petroleum Marketing Monthly, April 1994, 41 p. 
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TABLE II-4 
U.S. OIL INDUSTRY INDICATORS 

1973-1993 

Year Rotary Rigs in Use for Oil & Crews Engaged in Seismic Footage Drilled Employment’ 
Gas Exploration Exploration (Thousand Feet) (Thousands) 

(Average) 

1973 1,194 250 139,427 273.9 

1980 2.909 530 312,303 559.7 

1985 1,980 378 312,569 582.0 

1990 1,010 125 149,378 395.1 

1992 721 76 120,662 350.3 

1993 754 79 127,738 351.4 

SOURCE: Monthly Energy Review, March 1994. pp. 80-81, Energy Information Administration, U.S. Department of Energy. 

Total Wells 
Completed (Oil, 
Natural Gas, Dry 
Hole Exploratory & 
Development Wells) 

27,692 

69,838 

69,170 

28,055 

23,201 

23,959 
I 

‘SIC-13, Bureau of Labor Statistics, U.S. Department of Labor. 
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TABLE II-5 

DOMESTIC 
OIL PRICE 

$20 66,225 11.3 145 2.6 
$18 73,843 12.6 167 3.0 
$16 82,048 14.0 197 3.5 
$14 95,527 16.3 252 4.5 
$12 110,179 18.8 320 5.7 
$10 130,691 22.3 425 7.6 
$8 161,752 27.6 589 10.5 

WELLS 

OIL WELLS AND PRODUCTION THAT DO NOT MEET LEASE OPERATING 
COSTS, FOR LOWER 48 STATES ONSHORE 

WELLS 
(%I 

DAILY 
PRODUCTION 

THOUSAND B\D OE 
PRODUCTION 
(PERCENT) 

NOTE 1: Based on 586,058 wells and production of 2,045.730 million BOE in 1992. 
NO’IX 2: These wells can no longer produce enough income to meet normal lease operating costs. 
NOTE 3: Gas production was converted to barrel oil equivalent (BOE) on the basis of 6 thousand cubic feet of gas per BOE. 
NOTE 4: Oil prices vary by region, oil gravity, and sulfur content. An average domestic price of $16 per barrel is equivalent to a West Texas Intermediate spot 
price of $20.70 and a California price of $13.60 per barrel. For each domestic price, an equivalent regional price was used to determine the economic status of oil 
wells. 

SOURCE: Marginal Wells Study, National Petroleum Council, July 1994, p. 97. 
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1981 r 3,323 I 1,848 

1991 I 4,092 I 2,064 

TABLE II-6 
U.S. CRUDE OIL AND REFINED PRODUCT IMPORTS 

lW3-1993 
(Thousand Barrels per Day) 

Non-OPEC 
Sources 

3,263 

2.672 

3,237 

3,617 

3,882 

3,721 

3,788 

4,196 

Total Total 
Imports Exports 

6.256 I 231 

8,018 I 857 

Net Imports Apparent Net Imports As % of 
Product Petroleum Product Supplied 
Demand 

6.025 I 17.308 I 34.8 

6,587 I 17,283 I 38.1 

7.161 I 16.988 I 42.2 

Sources. For the years 1973-1985: Petroleum Sunnly Monthly, January 1988, pp. 2-9, Energy Information Administration, U.S. Department of Energy. For the -* 
years 1988-1993: Petroleum Sunnlv Monthly, March 1994, pp. 3-15, Energy Information Administration, U.S. Department of Energy. 
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1992 8.9 7.8 6.938 17.033 40.7 
1993 8.6 8.5 7.523 17.193 43.8 
1994 8.4 9.2 8.0 17.7 45.2 
2000 7.0 11.0 10.0 19.4 51.5 

TABLE II-7 
U.S. OIL OUTLOOK 

(Million Barrels Per Day) 

TOTAL DOMESTIC OIL 
OIL SUPPLYI IMPORTS’ 

NET APPARENT PRODUCT NET IMPORTS AS % 
IMPORTS DEMAND OF PETROLEUM PRODUCT 

SOURCES: 

1992-1993. Annual Enerw Review 1993, Energy Information Administration, July 1994, p. 141. 

1994. Short-Term Eneru Outlook. 2nd Ouarter 1994, Energy Information Administration, May 1994, Table 7, Mid World Oil Price Case, p. 28. 

2000. Annual Energv Outlook 1994, Energy Information Administration, January 1994, Tables A-l - A-19, pp. 55-76. 

2 Does not include refinery processing gains which amounted to 770,000 B/D during 1992. 

3 Includes up to 100,008 B/D of annual acquisitions for the Strategic Petroleum Reserve. 
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TABLE II-8 
WORLD OIL CONSUMPTION AND PRODUCTION, BASE CASE 

(MILLION BARRELS PER DAY) 

SUPPLY AND DISPOSITION 

PRODUCTION 
United States1 
Canada 
OECD Europe 
OPEC 
Other Rest of Worldb 

Total 
Net Eurasia Exports 

CONSUMPTlON 
United States1 
U.S. Territories 
Canada 
Japan 
Australia and New Zealand 
OECD Europe 
Rest of Worldb 

Total 
Stock Draw & Discrepancy 

EURASIA 
PRODUCTION 
China 
Former Soviet Union 
Eastern Europe 

Total 

CONSUMITION 
China 
Former Soviet Union 
Eastern Europe 

Total 
World Oil Consumption 

HISTORY 
1990 

9.68 9.88 9.77 8.0 
2.02 2.03 2.12 2.2 
4.58 4.81 5.08 6.4 

24.81 24.93 26.38 35.5 
11.12 11.43 11.72 13.0 
52.21 53.08 55.07 65.1 
2.17 1.36 1.58 1.2 

16.99 16.71 17.03 19.3 
0.21 0.24 0.21 0.3 
1.69 1.62 1.64 1.9 
5.14 5.28 5.45 6.8 
0.82 0.81 0.82 1.0 
12.90 13.38 13.61 15.5 
16.07 16.49 17.56 22.0 
53.82 54.53 56.32 66.8 
-0.57 0.08 -0.32 0.3 

2.77 2.83 2.84 3.1 
11.40 10.41 8.91 8.5 
0.34 0.29 0.25 0.4 

14.51 13.53 12.00 12.0 

2.30 2.50 2.63 3.2 
8.39 8.35 6.70 6.2 
1.65 1.33 1.09 1.3 

12.34 12.18 10.42 10.7 
66.16 66.71 66.75 77.4 

1991 1992 
PROJECTION 

2ooo 

a Includes the 50 States and the District of Columbia. 
b Includes Australia, New Zealand, and the U.S. Territories. 
OECD = Organization for Economic Cooperation and Development. 
OPEC = Organization of Petroleum Exporting Countries. 
NOTES: Production includes crude oil, natural gas liquids, refinery gains, hydrogen, and other hydrocarbons. Totals 
may not equal sum of components because of independent rounding. 
SOURCES: History: Energy Information Administration (EIA), International Enertrv Annual, DOE/EIA-O219(92), 
Tables 8 and D2. Projections: EIA, Annual Enerev Outlook 1994, DOE/EIA-O383(94), Table A19, and World Energy 
Projection System, 1994. International Enerev Outlook 1994, Energy Information Administration, p. 13. 
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REGION/COUNTRY 

OPEC 
PERSIAN GULF 
Iran 
Iraq 
Kuwait 
Qatar 
Saudi Arabia 
United Arab Emirates 

TOTAL 

3.2 3.6 4.6 4.3 5.0 
2.2 0.4 4.7 4.0 5.5 
1.7 1.1 3.1 3.0 3.3 
0.5 0.4 0.6 0.5 0.7 
8.5 9.6 11.0 10.5 12.3 
2.5 2.6 3.2 2.9 3.4 

18.6 17.7 27.2 25.2 30.2 

OTHER OPEC 
Algeria 
Gabon 
Indonesia 
Libya 
Nigeria 
Venezuela 

TOTAL OTHER 
TOTAL OPEC 

1.4 1.3 1.6 1.4 1.9 
0.3 0.3 0.3 0.3 0.4 
1.5 1.7 1.4 1.2 1.6 
1.6 1.6 2.0 1.8 2.3 
1.8 2.0 2.5 2.3 2.7 
2.6 2.6 3.4 3.0 3.9 
9.2 9.5 11.2 10.0 12.8 

27.8 27.2 38.4 35.2 43.0 

NON-OPEC 
OECD 
United States 
Canada 
Australia 
North Sea 
Other OECD 

9.7 
2.0 
0.7 
4.2 
0.5 

TOTAL OECD 17.1 

TABLE II-9 
WORLD OIL PRODUCTION CAPACITY ASSUMPTIONS 

@fILLION BARRELS PER DAY) 

1990 

9.7 8.0 7.6 8.3 
2.1 2.2 2.1 2.3 
0.6 0.9 0.7 1.0 
4.6 5.9 5.8 6.0 
0.5 0.5 0.5 0.5 

17.5 17.5 16.7 18.1 

EURASIA 
China 
Former Soviet Union 
Eastern Europe 

TOTAL EURASIA 

2.8 2.8 3.5 3.4 3.6 
11.5 9.1 8.2 7.4 9.1 
0.3 0.2 0.2 0.2 0.3 

14.6 12.1 11.9 11.0 13.0 

OTHER NON-OPEC 
Latin America 5.2 
Middle Fast 1.4 
Africa 1.8 
Asia 1.7 

TOTAL 10.1 
TOTAL NON-OPEC 41.8 
WORLD TOTAL 69.6 

5.5 6.4 6.0 6.8 
1.5 1.9 1.8 2.3 
1.9 1.8 1.5 2.0 
1.7 2.4 2.1 2.8 

10.6 12.5 11.4 13.9 
40.2 41.9 39.1 45.0 
67.4 80.3 74.3 88.0 

ESTIMATES 
1992 BASE -C@E 

ASSUMPTIONS 
SENSITIVITY RANGE 

OPEC = Organization of Petroleum Exporting Countries. 
OECD = Organization for Economic Cooperation and Development. 
NOTES: Capacity is defined as maximum sustainable production capacity adjusted to reflect current operable capacity in 
selected countries. Production includes crude oil, natural gas liquids, refinery gains, hydrogen, and other hydrocarbons. 
Totals may not equal sum of components because of independent. 
SOURCES: ESTIMATES: Energy Information Administration, Energy Markets and Contingency Information Division. 
ASSUMPTIONS: EIA, Oil Market Simulation Model Spreadsheet, 1994. International Energv Outlook 1994, Energy 
Information Administration, p. 20. 
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TABLE II-10 
HISTORICAL REVIEW OF OIL SUPPLY DISRUPTIONS 

YEAR TYPE . . . . . . . . . . . . . . . . . . . . . EVENT MAGNITUDE DURATION LOCATION/REGION . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ........ - ................... ............................................ 
Maximum More Less 

Disrupted Volume than 1 thatll Persian Mediter- North West 
(mb/d) ’ war year Gulf ranean Sea Africa Facility b 

. . . . . . . . . . . . . . . . . . . . . . . . . . . 

External d Internal c 

X Iranian oiltields nationalized 0.7 I I x I 1951 

1956 

1966 

2.0 I I X I I X I I I I X Suez war 

Syria transit fee dispute 

Nigerian civil war 

Libyan price controversy 

0.7 I I X I I X I I I X 

1967 0.5 I x I I x I 
1970 1.3 X X X 

0.6 X X X 

1.6 X X X 

3.7 X X X 

i 1971 Algerian-French struggle 

I 1973 X October Arab-Israeli War 

Iranian revolution 1 1978 

Outbreak of Iran-Iran war / 1980 X 

UK Fulmer storage vessel accident 1988 0.2 X X X 

Persian Gulf war 1990 5.0 X X I x 
\ 

TOTALS 3 8 5 5 1 1 1 5 5 

I This table includes only supply disruptions of at least 200,000 b/d and lasting three months or more. At least 10 other disruptions - ranging in size from 100,000 
b/d to 700,000 b/d - have occurred since 1951, but all lasted less than three months. Most of these disruptions were caused by facility accidents, pipeline 
bombings, bad weather, and delays in Russian export permits. Five disruptions, ranging in size from 200,000 b/d to 500,000 b/d and each lasting about one 
month, have occutred since 1991, including bombings of the export pipeline in Colombia, bad weather at the Russian export terminal of Novorosslysk and in the 
North Sea, and delays in Russian export permits. 

b Accidents 
c Civil disorder, revolution, bureaucratic disorder 
d War between two or more countries 

II-25 



TABLE II-11 

- 

OVERVIEW OF KEY FACTORS 

CHANGES IN KEY BENC HMARKS SINCE THE 1988 INVESTIGATION 

BENCHMARKS IMPROVE WORSE SAME 

1988 INVESTIGATION 

1. Domestic oil reserves 
2. U.S. oil production 
3. Oil infrastructure, employment 
4. Impact of low oil prices on 

the economy 
5. Status of U.S. oil companies 
6. Import dependence 
7. Import vulnerability 

-surge production 
-government owned oil stocks 
-interfuel substitution 
-geopolitical risk of 

disruption 
8. Foreign policy flexibility 
9. Military requirements 

NEW FACTORS-1994 INVESTIGATION 

1. Status of OPEC 
2. Emergence of energy futures 

market-oil price transparency 
3. Demise of the Soviet Union 

J 

J 

J 
J 

J 
J 
J 

J 
J 

J 
J 
J 

J 
J 
J 

II-26 



Year 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

Countries 
United States 
Canada 
Japan 
OECD Europe 

Years 
1992 
1993 
1994E** 
2OOOE** 

APPENDIX TO SECTION II 
Assumptions Behind this Energy Scenario 

World Oil Price Base Case 
J1992 dollars Der barrel) 

- $23.20 
$19.19 
$18.20 
$16.69 
$16.40 
$17.00 
$17.70 
$18.30 
$19.10 
$19.90 
$20.70 

Average Annual GDP Growth Rates, 
1990-2000 

2.2 
2.5 
4.5 
3.2 

U.S. OIL PRODUCTION* 
(Million barrels wr davl 

8.9 
8.6 
8.4 
7.0 

* Does not include refinery processing gains 
** Estimated 

Years 
1993 
1994 
2000 

* Actual 

U.S. Net Oil Imports 
(Million barrels Der dav) 

7.5* 
8.0 

11.0 

Sources: International Enerm Outlook. 1994, pp. 7-11, Energy Information Administration, July 1994; 
and Annual Enerw Outlook, 1994, pp. 55-76, Energy Information Administration, January 1994. 
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SECTION III. FINDING AND RECOMMENDATIONS 

A. Finding 

Since the previous Section 232 Petroleum Finding in 1988, there 
have been some improvements in U.S. energy security. The breakup 
of the Soviet Union and the apparent disarray within OPEC have 
enhanced U.S. energy security. Lower oil prices on balance 
benefitted the U.S. economy. However, the reduction in 
exploration, dwindling reserves, falling production, relatively 
high cost of U.S. production, and the resulting low rates of 
return on investments all point toward a contraction of the U.S. 
petroleum industry and increasing imports from OPEC sources. 
Growing import dependence, in turn, increases U.S. vulnerability 
to a supply disruption because non-OPEC sources lack surge 
production capacity; and there are at present no substitutes for 
oil-based transportation fuels which account for two-thirds of 
U.S. petroleum consumption. Given the above factors, the 
Department finds that petroleum imports threaten to impair the 
national security. 

Section 232 requires the Secretary of Commerce and the President 
to recognize the close relationship between the economic welfare 
of the nation to U.S. national security. As energy security 
effects the economic welfare of the United States, energy 
security must be considered in determining the effects on the 
national security of petroleum imports. 

B. Recommendations 

In light of the finding that petroleum imports threaten to impair 
the national security, the Department has the following 
recommendations: 

1. Trade Actions 

The Department does not recommend that the President use his 
authority under Section 232 to adjust imports. The Clinton 
Administration's other efforts to improve U.S. energy security 
are more appropriate than an import adjustment. 

The Department concurs with the conclusions of the 1988 study 
that, on balance, the costs to the national security of an oil 
import adjustment outweigh the potential benefits-l For 
example, an oil import adjustment such as a tariff would likely 
have an inflationary effect on the economy and would result in 
the loss of significant jobs in the nonpetroleum sectors. This, 
in turn, would reduce real GNP. An import adjustment would 
diminish the competitiveness of energy-intensive export companies 
and strain relations with close trading partners who may seek an 
exemption from the adjustment. 



2 f Clinton Administration Enersv Policv 

The Clinton Administration recognizes theimportance of U.S. 
energy security and is pursuing a series of policies to enhance 
that security. It is important to note that no cost-effective 
government action could eliminate U.S. dependence on foreig;: oil 
entirely, but the following supply enhancement and energy 
conservation and efficiency policies help limit that dependence. 
Thus, the Department recommends continuing the policies described 
below. 

Increased Investment in Enersv Efficiencv: 

The Administration places renewed emphasis on increasing the 
energy efficiency of the domestic economy by the following: 

0 Increasing the budgets substantially over the last two years 
to achieve an enhanced energy efficiency level. 

0 Conducting a substantial program to provide weatherization 
grants to the states for insulation and other building 
improvements to increase their energy efficiency and reduce 
the consumption of oil and other energy sources. This is 
important in the northeast where a significant amount of 
fuel oil consumption goes toward space heating. 

0 Developing new appliance standards that will save energy and 
further reduce demand for oil. 

0 Working on innovative workplace solutions to decrease long- 
distance commuting through the use of telecommuting 
programs. 

These actions provide some examples of the extensive energy 
efficiency programs currently underway. The goals of these 
programs are to decrease consumption of oil. 

Increased Emnhasis on Alternative Fuels: 

The Administration places particular emphasis on improving the 
efficiency of the transportation sector where oil comprises about 
98 percent of the fuel utilization and where petroleum-based 
transportation consumption exceeds domestic crude oil production. 

0 Initiating a partnership with automobile manufacturers to 
design a prototype automobile that can achieve levels of 80 
miles per gallon or more by the year 2000. 

0 Establishing a program to bring alternative transportation 
fuels and vehicles into the marketplace by: 

. 
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-- Committing to purchase substantial numbers of vehicles 
over the next several years; and by the year 2000, most new 
Federal vehicle purchases will be alternative fuel vehicles. 

-- Establishing the Clean Cities Program where at least 18 
cities and states will coordinate their purchase 
requirements to introduce alternative-fueled vehicles. 

-- Encouraging industry to respond by constructing service 
stations that provide fuels for alternative-fueled vehicles. 

These actions will reduce direct consumption of petroleum-based 
transportation fuels so that the need for imports will decrease. 

Since 1973, the United States added 48 million vehicles with only 
a small increase in gasoline consumption because of increased 
automobile energy efficiency. Over the past 20 years, our 
consumption of gasoline increased by only 100,000 barrels per 
day. If the 1973 consumption trends had continued, we would be 
consuming 3 MMB/D more gasoline today, all from imports. 

Increased Government Investment in Technolosv: 

The Administration more than doubled its investment with American 
industry in advanced technologies for the exploration and 
production of natural gas and oil. This is important because 
technological innovation can significantly decrease the domestic 
finding costs for natural gas and oil, thereby maintaining and 
expanding the domestic resource base. This program includes: 

0 Accelerating the advanced oil recovery program, by providing 
technology for the private sector, to increase the 
productive capacity of our domestic resources. 

0 Increasing the budget for technology partnerships with the 
private sector over the last two years. 

These programs are maintaining the domestic resource base and 
improving its economics. 

Exoanded Utilization of Natural Gas: 

The Administration aggressively promotes expanded markets for 
natural gas at the expense of imported oil and to the benefit of 
air quality. The Administration developed the following 
initiatives: 

0 Increasing the research budgets for natural gas utilization 
in areas such as fuel cells and advanced turbines. 

0 Developing an integrated natural gas strategic plan that 
brings together all research and regulatory efforts. This 
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entails focusing on expanded technology investment programs 
and identifying regulatory barriers inhibiting increased 
utilization of this domestic fuel. - .-,- 

0 Expanding cooperation with the Gas Research Institute to 
advance research efforts in a more cooperative way. 

0 Making reliance upon natural gas one of the cornerstones of 
our Climate Change Action Plan by providing benefits to our 
environment through the reduction of greenhouse gas 
emissions. 

Thus, the emphasis on natural gas, a clean and plentiful domestic 
fuel, will make us less dependent upon imported oil as an energy 
source. 

Increased Government Investment in Renewables: 

The Administration increased investment in renewable resources 
because they offer great hope of replacing imported oil in 
selected end uses. 

The government increased the budget to continue aggressive 
partnerships with industry to develop low-cost renewable 
technologies. Renewable energy sources offer another way to 
reduce the oil intensity and dependency of the domestic economy. 

Increased Government Resulatorv Efficiencv: 

The Administration is reducing the red tape and regulations that 
burden domestic industries, Various government agencies are 
taking the following actions: 

0 The Department of the Interior's Bureau of Land Management 
is conducting a sweeping review to make its regulatory 
structure more responsive to domestic concerns. It reduced 
the royalty burden on stripper well production from Federal 
lands. Interior's Minerals Management Service is offering 
to lease additional oil and gas acreage in the producing 
areas of the Gulf of Mexico, especially those areas where 
industry expressed its greatest interest (the subsalt 
shallow water prospects). 

0 The Department of Energy is working with the Interstate Oil 
and Gas Compact Commission to identify the various state 
laws and regulations that impact domestic production. 
Energy will provide guidance on how to streamline the 
application of these laws and regulations. 

0 The Environmental Protection Agency began a Common Sense 
Initiative that includes domestic refineries as one of the 
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six industries targeted for review and reform of current 
environmental regulations. --..-. 

Increased Emohasis on Free Trade and U.S. Exports: 

As noted earlier, the concentration of the world's energy 
resources in the Middle East poses significant security risks. 
This is why the United States is ready to assist American firms 
and their employees through encouraging the export of goods, 
services, technology, and fuels by: 

0 Assisting energy conservation efforts and the development of 
new energy supplies in this hemisphere and other areas 
friendly to the United States. 

0 Emphasizing free trade, privatization, and promotion of 
American exports helps develop the world's energy resources 
and prevent overreliance on any single region of the world. 

0 Allowing the export of low-sulfur Western steam coal and 
liberalizing restrictions on the export of California heavy 
crude to world markets. 

0 Encouraging our companies to negotiate mutually beneficial 
sales of low-sulfur coal and heavy crude oil to foreign 
customers because these exports will further diversify world 
energy supplies. 

Maintaininq the Strateaic Petroleum Reserve: 

The Strategic Petroleum Reserve (SPR) is the nation's stockpile 
of crude oil available in the event of an oil supply disruption. 

0 The 580 million barrels of crude oil under government 
ownership and control provides a bulwark against unforeseen 
circumstances that can affect crude oil supplies, impact 
upon crude oil prices, and severely disrupt the domestic 
economy. 

0 The Energy Department is correcting problems associated with 
SPR deliverability and ensuring that the facilities 
comprising the SPR complex operate as expected. 

0 The Energy Department is seeking innovative methods to 
increase the size of the SPR to meet future oil needs. 

0 Although the pattern of U.S. dependence on petroleum imports 
is growing and is expected to continue to do so, currently 
the SPR is not being filled to capacity and is not being 
filled at all. 
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-- In part, this is because alternative financing methods 
are not financially feasible due to above-market costs that 
would have to be incurred for otherwise normal commercial 
activity. 

-- To fill the SPR to capacity, and thereby enhance 
national security, the President should encourage the 
Secretary of Energy to take whatever measures are necessary 
to make use of alternative financing approaches to filling 
the SPR cost-effective. 

0 The United States is coordinating oil emergency cooperation 
among the energy-consuming countries through the 
International Energy Agency. Discussions are continuing to 
strengthen the existing market-oriented coordinated energy 
response measures for dealing with possible future 
disruptions. 
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Endnote 

1. 1988 Commerce 232 Report, Section V, pp. 2-5, U.S. 
Department of Commerce. 
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Agency Form Under Review b 
Offlce of Management and 

) Work Schedule. 

Cons and Disa 
iza tion of Heal 

6) titilization of 

be conducted fro 

(202) 395-7313. 

1 can be obtained by 
g Edward Michals. DOC 

ce Officer. (202) 482- 

and Constitution Avenue, 
Yashington. DC 20230. 
tten comments and 

recommend.atiorAs for the 
information collection sh 
Maria Gonzalez, OMEN 
room 3208 New 

Bureau of Export AdmfnMratlon 

Initiation d National Securky 
lnvestlgath of ImpoRs of Crude Oil 
and PetroWm Products 

AGENCY: Bureau of Export 
Administration, Commerce. 
ACTION: Notice of initiation of national 
security investigation and request for 
public comments. 
SUMMARY: This notice is to advise the 
public that an investigation is being 
initiated under section 232 of the Trade 
Expansion Act of 1962 as amended I19 
USC. 1862). to determine the effects on 
the national security of imports of crude 
oil and petroleum products. Interested 
parties are invited to submit written 
comments, opinions, data, information, 
or advice relative to the investigation to 
the Strategic Analysis Division, Office of 
Industrial Resource Administration, 
U.S. Department of Commerce. 

DATES: Comments must be received bv 
May 12.1944. 

ADDRESSES: kvritten comments (ten 
copies) should be sent to Brad Botwin, 
Director, Strategic Analysis Division, 
Office of Industrial Resource 
Administration Department of 
Commerce, room 3878. U.S. Department 
of Commerce, 14th Street and 
Pennsylvania Avenue NW.. Washington. 
DC 2.0230. 
FOR FURTHER INFORMATION CONTACT: 
Bernie Kritzer, Senior Policy Advisor. 
Office of Foreign Availability. 
Telephone: (202) 482-5305. 

Karen Swasey, Section 232 Program 
Manager, Strategic Analysis Division. 
Office of Industrial Resource 
Administration, Telephone: (202) 482- 
3795. 

SlJPPW4ENTARY HPORMATION: 

Backpund 
In a petition submitted by the 

Independent Petroleum Association of 
America, on March 11.1994, the 
Department of Commerce was requested 
to initiate an investigation under section 
232 of the Trade Expansion Act of 1962. 
as amended (19 U.S.C. 1862), to 
determine the effects on the national 
security of imports of crude oil and 
petroleum products. 

On April 5.1994. the Department of 
Commerce formally accepted the 
application and initiated an . 
investigation. The findings and 
recommendations of ‘he investigation 
fire to he reported by the Secretay of 
Commerce to the President no later than 
December 31. 1994 (i.e., wtthin 270 
days). 

The items to be investigated have 
distinct Harmonized Tariif System 
(HTS) tariff classification numbers. 
They include the following HTS 
numbers and earlier TSUS numbers: 

Name 

Cruda oil. undar 25 degrees API ..____.._.- .................................. -“- ... ..-7 -. ........................ 
CrudeoK25degreesAPIcxmore .__-...--............................................................................................- - - 
Motor fuel, including . tead@ and unkadect; naphth&type let tuel and kerosenHype jet heel . ............ ..- . -_ 
Kerosene derived from petxm& om. sh& oil. or both, except mot01 fuel .................... . . . ............ .- .......................... 
Naphthaa derived from petrm shale oil. natural gas, or combnaMns thwe~f. excepl mobr d ........... -- 

Mineral oil of mecfcinal grade derived from petroleum. shale oil. or bdh -------. ...... - -.-. . 
Lubficating oils and greases, &rived tram petroleum, shale oil. 0I b0lR with of m  edditivsr I.. ........ -- . ..I 

: 

TSUS 

475.05 
476.70 
4752!fl 
475.30 
47535 

475.40 
475.45 

476.55 

475.60 

HTS 

27lODDD5-0 
27100010-0 
271WOlW 
271ODWo--o 
27lDW23--0 
36061000--r 
27KUXWb2 
27lOCQ3D-D 
34031110-3 
&#3116D--3 
3403191w 
3403111D-3 
34Wll50-3 
34WlSl 
27lOUW-O 
3403111*3 
3403115D-3 
3403195D-1 
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Name TSUS HTS 

Mixtures o! hydrocarbons not specially provided for, derived wholly from petroleum. shale oil, natural Qas, or c.om 
bnations them!. which contain by weight not over 50% 01 any single hydrocarbon compound __.......................... 

Paraffrn and other petroleum waxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..... 

Petroleum c&e . . . . . . . . . . . . . . . . * . . . . . . . . . . . . . . . . . . . . . . . . . . . ,...- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .......................... 

Asphalturn. bitumen, &  limestone-rock asphalt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .._............................................................................ 517.11 

This investigation is being undertaken 
in accordance with Part 705 of the 
National Security Industrial Base 
Regulations (15 CFR parts 700 to 709) 
(the “regulations”). Interested parties 
are invited tosubmit written comments, 
opinions, data, information, or advice 
relevant to this investigation to the 
Office of Industrial Resource 
Administration, U.S. Department of 
Commerce, no later than Ma 

The Department is particu Y 
12, 1994. 

arly 
interested in comments and information 
directed to the criteria listed in 5 705.4 
of the regulations as they affect national 
security, includin the following: 

(a) Quantity of t!e circumstances 
related to the importation of the articles 
subject to the investigation: 

(b) Domestic production and 
productive capacity needed for these 
articles to meet projected national 
defense requirements; 

(c) Existing and anticipated 
availability of human resources, 
products, raw materiais. production 
equipment, and facilities to produce 
these items; 

(d) Growth requirements of domestic 
industries to meet national defense 
requirements and/or requirements to 
assure such growth; 

(e) The impact of foreign competition 
on the economic welfare of the domestic 
industry; and 

(fl The disnlacemen! of anv domestic 
products cat&g substantial 
unemployment, decrease in the 
revenues of government, loss of 
investment or specialized skills and 
productive capacity, or other serious 
effects. 

All materials should be submitted 
with 10 copies. Public infoIlnation will 
be made available at the Department of 
Commerce for public inspection and 
copying. Material that is national 
security classified information or 
business confidential information will 
be exempted from public disclosure as 
provided for by 5 705.6 of the 
regulations (15 CFR 705.6). Anyone 
submitting business confidential 
information should clearlv identify the 
tusiness confidential pokon of the 

submission, file a statement justifying 
nondisclosure and referring to the 
specific legal authority claimed, and 
provide a non-confidential submission 
which can be placed in the public file. 
Communications from agencies of the 
United States Government will not be 
made available for ublic inspection. 

The public recor B concerning this 
notice will be maintained in the Bureau 
of Export Administration’s Records 
Inspection Facility, room 4525. U.S. 
Department of Commerce, 14th Street 
and Constitution Avenue, NW., 
Washington. DC 20230, telephone (202) 
482-5653. The records in this facility 
may be inspected and copied in 
accordance with the regulations 
published in part 4 of title 15 of the 
Code of Federal Regulations (15 CFR 4.1 
et seq.). Information about the 
inspection and copying of records at the 
facility may be obtained from Ms. 
Margaret Comejo, the Bureau of Export 
Administration’s Freedom of 
Information Officer, at the above 
address and telephone number. 

Dated: April 6.1994. 
Sue E. E&art, 
Assistant Secretaryfor Export 
Administmtion. 
IFR Dot. 94-6627 Fiied 4-11-94; 6:45 am] 
BILLING CO&Z 3SlO-OTP 

475.65 
475.70 

49422 

517.5120 

27100045-2 
27121000-O 
27132000-O 
27139000-0 
27122000--o 
27129020--o 
34049050-O 
2794000~2 
27131200-O 
38011050--0 

such views. 
This nrori d d FIX contains two 

a . able for inspection and copyin ’ 
~~~~~-e~~ds,/&%ntral Referencer 

I 

c : Inspection Facility. room 6 - . Herbert 
C. Hoover Building. 1 treet between 

~~~~~~~~~~30. 

Institute of Standards and Technology. 
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. 
COMMISSION ON CIVIL RfGHTS 

Agenda end Notice of Pu 
of the Oklahoma Advisory 

* F hol;i a aanmunity forum on 
Yf3dnasdav. Iune 1.1994. f+om 9 am. 

until 5 p.m. at the Clarion Hotel, 
North Li~cob~ Boulevard in 
City and Thursday, Jun 

minorities, women. and persons with 
disabilities. 

infmaatioo,orp- 
ltiiaEEtetiW to the Cummfttee. 

DgP~oFcohwERcE 

Burst 6f .Export Admlnkfration c 
. . . 

PubiicHe&lng5onsectlon232 
NatloMlBeuntty~of 

- lmportaofCnbde4ONendPetruleufn 

AGENCK Bureau afExport 
ArntiOn, CQmmerce. 

~cnok Notice of public hearings 

SUMMART: The Bureau of 
~dministraticut @%A) is ho d& public T 
hearings on the investigation that the 
Denartment of Commerce initiated. on 
Apti-$l994, to detennlne the effects 
on the national security of hlmparts of 
crude oil and refined petroleum 
products under section 232 of the Trade 
Ekpamion Ad of 1962. as amended. 
This notice identifies the issues on 
which the Department is interested ln 

obtaining the public’s views. It also sets 
forth the procedures for public 
participation in de hearings. 
bAfEs:-The hearings will be held in New 
York.NewYork..onbiondayJ~e6, 
.1994: in Dallas, Texes. on Monday, June 
13 1994; mtd ip !hnta Clam, California. 
on Tlaursday. June 16.1994. Requests to 
spaakareduebyMcmday.Mey23, 
1994. The u in New York wilI be 
heldintbeGsmmcmialCourtroomofthe 
US. Cunt d Intemstianal Trade. One 
FedaralPIaz+Tbs.baaringinDallas~ll 
~;;; ;~mb$=mp=n 

2711N.ibskill ai?- 
center East 
' ' 

ClarawIIIbeheldat~~~~: 
Clara Council thmbers.1500 
Wluburt& Avenue. 
A-sead~rreststospeakand 
written cripies of tin oral presentation to 
Steven C Goldmpn. hkwuty Director. 
Officeofhld~Rssr*~rzr . . . Admrnrstrshan , rootn 3a’,Ei. us. 
Deuartment of f2Hxmmx 14th street 
alla P8nnf@vanla Awarn&. NW., 
Washio@n+DC292S1 

. 

On March 22.1994, theIndependent 
P8troI8unl Assocfetion ofAmerica 
p&Ioned tlmXkpartment of Commerce 
to initIata an investigation under section 
232 of theT& RxpsnsIon Aci of 1962. 
as amended (19 U.S.C lsSZ), to 
delewhle.t8a effects on the nati0M1 
securi~ofimportsdcnrdeoilund 
paero~~=w 

On April 5. lW4 , (be Dep8rtment of 
-formsByacceptedthe 
pet5ticm and btfzhbd an invejtlgation. 
The findings and mcommendations of 
2; f&-@$oy~* b 

President no later than Dacamber 31, 
1994 (i.e.. within 279 days). For further 
details on this investigation. see the 
FaderaI RegIater of April 12.1994 (59 
FRl7335). . 

Consist~ti with the intemst of the 
us. D!qmmeDt of commerce in * . . 

~g~~~zr 

Admini&tion (RXA) b hokiing public 
hearings as part of the investigation. The 
presentations at the heariqs will assist 
the Departmeat ID detennlnin 

f 
whether 

importsofaudaollandpetroeum 
products constitute a threat to the 
national security and In formulating 

remedies if such a threat Is found to 
exist. 

The De ailment is particularly 
intemste I.!- m  c~mtttants and information 
directed to the criteria listed in 0 703.4 
of the National Security Industrial Base 
f@diItiMS[15~parts7~ to7091 
(the “mgulations”) es they affect 
national afxuxity. including the 
foIlowing: 

[al Quantity of the artides subject to 
the investigation and other 

circumstances related ta the importation 
of such articles; 

CblDomestic moduction and 
productive cagdty needed for these 
articles to meet projected national 
defenae 

(cl ExiX!$Z$&ipated 
availability of human v 
products. raw materials reduction 
eouiument. fadIiti&. a68dlter auaolies 
atidkwicesM8dbd16produa& 
articles; . 

(d)t%owthmquimmentsofdome& 
industries needed tomeet national 
defense requimmen!s and tba supplies 
andservIc8s&ndudinginv&mant, 
axpinK!iDn and dewJlopment) #Iecwsq- 
to assure such grow& 

(e)Th8impactoffcuuignannpatitiw 
ontheeumomicwelfamoftb8dome&c 
indus& 

(0 The diep-ofany domestic 

revenues of govemmenL ivss of 
in~orspedaBmdskiRsand 
productive capacity, or other serious 
effacts;8nl3 . . 

&I Any other factors thttt are causing. 
Fa;;;a=ee.a wddng of our 

=-f-Y* 
II.d~andcmmlent 

The ublic hearings are scheduled to 
b8h8l~inN8w~NefwYorkon 
Mcmday. June 6.1994: In DaNas, Texas. 
on Monday, June 13.1994; and in Santa 
cJ=&fg$&tia+ m$l-zi-a;“* 

Yr 
” 

690 a.m; and en at 5 p.m. The New 
t$$msawlII be he!d in the 

Mmom of the U.S; Court 
of International Trade, One Federal 
Plaza. The DaRas hearing will be held 
at the Joe C Thompson Amphitheatm. 
Cityplatx CentwrRast. 2711 N. Hasklll. 
TheSantaClamhearIngwIllbeheldat 
the City of Santa Clara Coundl 
Chambers. 1500 Wwburtor~ Avenue. 
A. Promdue for Jkquesting 
Participatiqn ,’ 

The Department encourages &rested 
public partfdpants to present tbelr 
views orally at the hearings Any person 
wishing to make an oral presentation at 
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the hear ings must submit a  written 
request to the De arfment of Commerce 
at the address in xi cated in the ADDRESS 
section of this notice. The request to 
partidpat8 in the hear ings must be  
eccompanied by 10 cop&s of a  summary 
of the oral oresentation. The written 
request end  summary must be  received 
by the Department no  later than 
Monday.  May 23.1994.  In addition. the 
request to speak should contain a  
dayt ime hone  number  where the 

\ p@XSOIl W  0  Will b8  JIUtkbl~ the Oral 
presentat ion may be  contacted before 
the hearing. Please note that the 
submission of comments for 
presentat ion at the public hear ings is 
separate from the . ~;~~A$;;, cor~~ants contam 
1994.  Federal Register notice. 

Since it may be-  necessary to limit the 
number  of persons making 
uresentations, the written request to 
+rtici 
shoul B 

ate in the public hear ings 
descr ibe the individual’s interest 

in the h8ar ings and,  where appropriate, 
explain why the individual is a  proper 
representat ive of a  group or cIa& of 
mans that has  such ari interest. If all 
hrterested 
accomm tJ 

arties cannot  b8  
ated at the hearings, the 

s-aries of the oral pmsentat ions wiR 
be  used to albXat8 speaking t.ilnB and  to 
ensum that a  full ratlg8 of comments are 
.eard. 

“ach person &3cted to make a  
pre :entation wiR b8  notified by the 
Uer artment of Commerce no  later than 
5  cm. on  Thursday,  May 26.1994.  The 
Department will ar range the 
qresentat ion times for the speakers.  
, t tendees will be  seated ona  first-come, 
fiTt-SBn’8d basis. oil the &V Of the 
!wring. persons sekted to’be  heard 
shuuld bring 100  copies of the summary 
of their oral pmsentat ion to the hear ing 

. address indicated in the DATES SectiOn 
of this notice. . 

cOpil3S Of the r8qUasts t0 participate in 
the public heiirIngs artd the summaries 

between the hours of 8:30 a.m. end  4:30 
p.m., Monday  through Priday. 

B. Conduct  of tie Hearing - _._ 

The Department reserves the right to 
select the persons to b8  heard at the 
hearings, to schedule their respective 
presentations, and  to establish th8 
procedures goveming the conduct  of the 
h8aring. Each spealter will be  limited to 
10  minutes, and  comments must be  
dimly related to the criteria listed in 
5  705.4 Of th8 ‘%3gtdat i0nS’*. 

A Commerce official wil) be  
desiguated to preside at the hearings. 
Representat ives Corn the Departments of 
Energy and  Interior will also participate 
in the hearings. This will not be  a  
judicial or evidentiary-typ8 hearing. . 
Only those conduct ing the hear ing may 
ask questions, and  there will be  no  
cross-e xamination of persons present ing 
statements. 

Any further procedural  rules for the 
proper conduct  of the hear ing wiif be  
er inounced by the presiding Officer. 

Foreign-Trade ~oneHwird 

pockat  n-911 

to comment  on  

Dated: May 3.16%. 

7 
International Trada AdminlstratIon 

rtlrade Certificate d  Review 

~~atiOlu will be  
at the Bureau of Rx~ort 

Administration’s Freedom of * 
Information Records inspection Facility, 
room 4525,  U.S. Department of 
Commerw, llth Street and  
Pennsylvania Avenue,  NW, Washington,  
UC 20230.  te lephone (202) 482-5653.  
Ese records in this facility may be  

r 
ed  and  copied m accordance 

wi the mg’ulatfons publ ished in part 4  
Of title 15  Of the Cod8 Of Federal  
Regulat ions (15 CPR 4.1 et seq.) 
Information about  the ins ‘on  and  
copying of records at the acility may be  p”” 
obtained from Ms. Margaret  Comejo, the 
Bureau of Rxport Administration’s 
Freedom of Information Officer, at the 
above address and  te lephone number,  

proposed 
comments relevant to whether an  



APPENDIX B 
SUMMARY OF PUBLIC COMMENTS 

In response to the Department's request for comments as part of 
its investigation under Section 232 of the Trade Expansion Act of 
1962, as amended (19 U.S.C. 18621, to determine the effects on 
the national security of imports of crude oil and petroleum 
products, the Department received 69 comments. Among those 
submitting comments were members of Congress, foreign government 
officials, state government officials, trade and professional 
associations (including those representing petroleum producers, 
refiners, distributors of refined petroleum products, or energy- 
intensive industries), energy consumer organizations, company 
executives, union officials, and individuals. This Appendix 
summarizes those comments. 

Most commenters acknowledged the decline in U.S. oil production 
and our increased dependence on imported oil. They held varying 
opinions, however, on the causes for the decline of production 
and on the extent to which increased dependence on imports would 
adversely affect U.S. national security. 

Some commenters who represented independent oil producers 
emphasized the role of inexpensive imported oil in the decline of 
U.S. oil production. They cited the large number of high-cost 
marginal wells that have been shut-in or abandoned and explained 
why the availability of low-cost foreign oil made it difficult 
for domestic producers to secure the necessary capital to explore 
for and to develop new reserves. They also stated that the 
decline in domestic production and exploration was destroying the 
infrastructure of the U.S. petroleum industry (e.g., related 
service industries) and that this, along with the failure to 
develop new reserves, would make it difficult to surge domestic 
production in the event of a significant and prolonged supply 
disruption. 

Other commenters, who opposed import fees, import quotas, or any 
other restrictions on oil imports, argued that the decline in 
U.S. crude oil production was due largely to geological factors. 
They claimed that most low-cost domestic reserves have already 
been developed. Many of these commenters argued that import 
fees, quotas, or other restrictions would help domestic producers 
only at a steep cost to other sectors of the U.S. economy (e.g., 
energy-intensive industries, including the petrochemical 
industry). Most of those who opposed import restrictions, 
however, were not opposed to other kinds of assistance (e.g., tax 
incentives, opening additional areas to exploration, etc.). 



NAME 

Ackell, Mr. Joseph J. (Independent 
Fuel Terminal Operators Assoc.) 

Alcorn, Mr. George A. (Chairman, 
Independent Petroleum Assoc. of 
America) 

Bennett, Mr. John (Bennett Production 
Corporation) 

Biggs, Mr. Danny (President, Kansas 
Independent Oil & Gas Assoc.) 

Boyce, Mr. Albert G. (Managing 
General Partner, Tannehill Oil Co.) 

Burks, Mr. Herchel (President, Local 
Union 4134, United Steelworkers of 
America) 

Burns, Mr. Timothy F. (Vice President, 
Federal Government Relations, 
Chemical Manufacturers Association) 

Caperton, The Honorable Gaston 
(Governor of West Virginia) 

Chenoweth, Mr. James W. (Director, 
of Corporate Affairs, Lone Star 
Steel Co.) 

Clark, Mr. Paul (President, Clark 
Operating, Inc.) 

Crippen, Mr. Dick (Exec. Dir., 
Conservation Committee of 
California Oil & Gas Producers) 

Damron, Mr. R. David (Petrochemical 
Energy Group and the Coalition on 
Energy Taxes) 

Dunlop, Mr. Charles L. (Independent 
Refiners Coalition) 

Embassy of Venezuela 
Ernst, Mr. Paul (V.P., Johnson & 

Ernst Operating Co.) 
Fields, Congressman Jack (Texas) 
Fox III, Mr. David (Independent Oil 

& Gas Assoc. of W. VA) 
Garlick, Mr. David M. (Director, Oil 

and Gas Division, Railroad 
Commission of Texas) 

Giglotti, Mr. Michael A. (Independent 
Oil & Gas Assoc. of PA) 

Ginnings, Mr. J-1. (Ginnings Co.) 

_ -.,- 
BXA FOIA NO. 

232NY-10 

232TX-1 

232TX-6 

232TX-4 

232CAL-7 

232TX-7 

OIL232-4 

232TX-27 

232TX-29 

232TX-8 

232CAL-5 

232TX-3 

232N'Y-2 

OIL232-5 
232TX-9 

232TX-28 
232NY-5 

232TX-25 

232NY-13 

232TX-10 

PAGE NO. 

B-6 

B-6 

B-7 

B-7 

B-7 

B-8 

B-8 

B-9 

B-9 

B-10 

B-10 

B-11 

B-11 

B-12 
B-12 

B-13 
B-13 

B-13 

B-14 

B-14 

B-2 



NAME 

Godown, Mr. Lee R. (Chief of Staff 
for Legislative Affairs, Congressman 

Bob Wise of West Virginia) 
Hall, Mr. James C. (President, 

Drilling and Production Co.) 
Hanson, Ms. Christine (Exec. Dir., 

Interstate Oil & Gas Compact 
Commission) 

Hatch, Mr. Raymond L. (V.P., 
Corporate Development, Berry 
Petroleum Co.) 

Henderson, Mr. Kenneth P. (Chief 
Deputy, Division of Oil, Gas, & 
Geothermal Resources, California 
Dept. of Conservation) 

Hickel, The Honorable Walter J. 
(Governor of Alaska) 

Huber, John J. (Government Relations 
Counsel, Petroleum Marketers 
Association of America) 

Hupp, Mr. Donald J. (President, 
North Texas Oil & Gas Assoc.) 

Hurt, Mr. Clint (Independent Oil & 
Gas Assoc. of W. VA) 

Independent Fuel Terminal Operators 
Association 

Independent Refiners Coalition 
Junco, Mr. Gary J. (President, 

Enserch Exploration, Inc.) 
Kirk, Mr. Ronald (Secretary of 

State, Texas) 
Kozlowski, Mr. Eugene C. (President, 

Nakoil, Inc.) 
Kramer, Mr. Daniel P. (Exec. Dir., 

California Independent 
Petroleum Assoc.) 

Lazenby, Ms. Virginia B. (National 
Stripper Well Assoc.) 

Lichtblau, Mr. John H. (Petroleum 
Industry Research Foundation, Inc.) 

Linn, Mr. Michael C. (Independent 
Oil & Gas Assoc. of NY) 

Martineau, Mr. David F. (Exploration 
Manager, the Pitts Energy Group, & 
V.P., North Texas Oil & Gas Assoc.) 

McCarley, Mr. Lon A. 
McDougall, Mr. Robert E. (President, 

Phoenix Production Co.) 
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McFadden, Mr. Mike (Western Area 
Sales Mgr., Pride Petroleum 
Services, Inc.) 

Metzler, Mr. Mark P. (Chief Admin. 
Officer, Felderhoff Bros. Drilling 
co. ‘ Inc.) 

Mogan, Mr. James E. 
Nelson, Mr. R.D. (Manager, Planning 

and Pricing, Mobil Sales and Supply 
Corporation) 

New England Fuel Institute 
Petrochemical Energy Group and 

Coalition on Energy Taxes 
Polk, Mr. Jim M. (President, West 

Central Texas Oil & Gas Assoc.) 
Powers, Mr. Louis W. (President, 

Powers Petroleum Consultants) 
Ryall, Mr. Philip L. (President, 

Stockdale Oil & Gas, Inc.) 
Schafer, The Honorable Ed 

(Governor of North Dakota) 
Schwager, Mr. John L. (Independent 

Oil & Gas Assoc. of W. VA) 
Setzler, Mr. Bill (President, Trio 

Operating Co., Inc.) 
Shadle, Mr. Jack M. Jr. (Executive 

Director, Oklahoma Commission on 
Marginally Producing Oil & Gas Wells) 

Sheffield, Mr. Scott IParker & 
Parsley Petroleum Co.) 

Society of Independent Gasoline 
Marketers of America 

Spannaus, Mr. Harry A. (Exec. V.P., 
Permian Basin Petroleum Assoc.) 

Spiller, Mr. J.A. (Texas Independent 
Producers & Royalty Owners Assoc.) 

Steffes, Mr. Dale W. (President, 
Planning & Forecasting Consultants) 

Sternfels, Mr. Urvan R. (President, 
National Petroleum Refiners 
Association) 

Talley, Mr. Jimmy L. (President, 
Talley & Assoc., P.C.) 

Thacker, Mr. W.M., Jr.(V.P., Texas 
Mid-Continent Oil & Gas Assoc.) 

Townsend, Mr. James (New England 
Fuel Institute) 
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Westfall, Mr. Gary (Independent Oil 232NY-7 B-33 

& Gas Assoc. of W. VA) 
White, Mr. Rex H. Jr. (President, 232TX-17 B-34 

Texas Independent Producers and 
Royalty Owners Association) 

Williams, Mr. Steven R. (Independent 232NY-8 B-34 
Oil & Gas Assoc. of W. VA) 

Willis, Mr. Roy W. (Independent 232CAL-1 B-35 
Petroleum Association of America) 

Willis, Mr. Roy W. (Independent 232NY-1 B-35 
Petroleum Association of America) 

Zecchi, Mr. Paul J. (President, 232TX-23 B-36 
Independent Petroleum Assoc. of 
Mountain States) 
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COMMENTS RECEIVED AS PART OF NATIONAL 
SECURITY INVESTIGATION OF IMPORTS OF CRUDE OIL 

AND PETROLEUM PRODUCTS 

Mr. Joseph J. Ackell 
Vice President 
Indeoendent Fuel Terminal Ooerators Association (IFTOA) 

Comments dated May 23, 1994 (232NY-10): 

The IFTOA strongly opposes oil import fees or 
mandatory adjustment of import levels, or any 
that would artificially increase the price of 
products available for domestic consumption." 

duties, the 
other "action 
petroleum 

"Oil import restrictions, regardless of their form or 
structure, will increase the price of both foreign and 
domestic oil.. ..U.S. businesses that are energy intensive 
will lose their competitive edge because foreign producers 
will not be subject to these fees." "...IFTOA supports fair, 
equitable measures to assist the domestic producing sector, 
such as production tax incentives and non-tax incentive 
programs." 

Mr. George A. Alcorn 
Chairman 
Indeoendent Petroleum Association of America 

Comments dated June 13, 1994 (232TX-1): 

"The primary reasons given in 1989 for finding that oil 
imports threaten to impair U.S. national security are still 
valid: 

Declining domestic production (down 1.3 MM/D between 
1988 and 1993) 
Rising oil imports (up more than 1 MM/D between 1988 
and 1993) 
Growing Free World dependence on potentially insecure 
sources of supply (U.S. reliance on OPEC sources 
increased between 1988 and 1993 from 47.6 percent to 
51.1 percent of total oil imports. In 1993, the U.S. 
imported more barrels of oil from Arab OPEC and Persian 
Gulf suppliers than in 1988.) 
"Vulnerability to a major supply disruption" (The 
Office of Technology Assessment, in a study conducted 3 
years ago, found that U.S. "oil replacement capability 
had eroded significantly".) 

In developing a remedy, "we urge the Administration to look 
at all options." For example, a bipartisan group of 
Congressmen and Senators are discussing a production-based 
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tax credit. "To be useful to producers, however, these tax 
credits must be fully creditable against Alternative Minimum 
Tax. They have to be easily monetized, preferably 
refundable, if they are to be a substitute for the price 
levels needed to preserve existing production and to 
encourage new investment in drilling and expanded recovery 
technology." 

Mr. John E. Bennett 
Vice President 
Bennett Production Corporation 

Comments dated June 13, 1994 (232TX-6): 

"It is our hope that the Commerce Department will urge the 
Congress and the Administration to provide tax credits or 
other incentives to our industry..." 

Mr. Danny Biggs 
President 
Kansas Independent Oil & Gas Association 

Comments dated May 26, 1994 (232TX-4): 

"Our infrastructure is in shambles. Rigs are being 
cannibalized or cut up for junk. The industry has lost 
thousands of employees since the last price collapse in 
December of 1993. Kansas oil production is the lowest since 
1934." II.. .The major oil companies are pulling out of 
Kansas by shutting their headquarters, reducing employment, 
and selling their oil producing properties." "The oil 
refineries in Kansas are quickly disappearing...Kansas had 
11 refineries operating during the 1960-1980 period when our 
nation did not encourage imports of crude oil and refined 
products. Now Kansas has four." "Another underlying 
negative impact on the oil and gas energy industry that 
remains behind is the dramatically increased number of 
unfunded but mandated environmental laws and restrictions 
imposed on the industry..." 

Mr. Albert G. Boyce Jr. 
Managing General Partner 
Tannehill Oil Comoanv 

Comments dated June 8, 1994 (232CAL-7): 

"The cost of obtaining and renewing permits and complying 
with laws and regulations is becoming a substantial economic 
burden." I'... these costs are at the expense of drilling new 
or replacement wells, and hence, increased production and 
jobs... The most immediate impact for California oil prices 
would be to repeal the ban on the export of Alaska North 
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Slope (ANSI oil. This will give California producers a 
projected $1.00 to $2.50 price increase by eliminating the 
glut of this oil coming into our state...Tax incentives and 
credits would be useful in generating capital for 
development and operational improvements, but the fact 
remains this only works if there is taxable income. The 
alternative minimum tax could not be applicable to these 
incentives in order for them to be of benefit...Some type of 
'floor price for California and domestic oil production' 
would give independents a basis upon which we could plan for 
the future, make investments and expenditures to increase 

-production, hire people back, and create more business and 
jobs for affiliated supporting industries." 

Mr. Herchel Burks 
President 
Local Union 4134, United Steelworkers of America 
Lone-Star, Texas 

Comments dated June 10, 1994 (232TX-7): 

"About ten years ago Lone Star had more than 6,500 
employees. Now we're down to about 1,50O...The only way to 
rebuild our workforce, in case of an emergency, would be to 
train them on the job. This could easily take years to 
regain the expertise we have already lost...If the domestic 
oil and gas industry continues to deteriorate, plants like 
Lone Star will cease to exist. The support infrastructure 
that the oil and gas industry cannot exist without is now 
disappearing." 

Mr. Timothy F. Burns 
Vice President 
Federal Government Relations 
Chemical Manufacturers Association 

Comments dated May 12, 1994 (OIL232-4): 

--"An oil import fee, tax, or quota would not only raise the 
-price of imported oil, but also that of domestic oil and 
natural gas as well. U.S. manufacturing costs would 
increase disproportionately to those of foreign 
manufacturers with whom the U.S. competes in domestic and 
world markets. This situation would jeopardize sales and 
jobs as well as deepen the country's trade deficit. Energy- 
intensive industries would be hardest hit, including the 
chemical industry... The chemical industry would be 
negatively impacted by an oil import fee or related 
mechanism due to its unique reliance on oil and natural gas 
for both power and raw material uses, and therefore, 
strongly opposes such proposals...There are actions that the 
federal government can take that would benefit both the 
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domestic oil and natural gas industries and the country's 
economy. These actions include: 

Create policies which encourage diverse import options 
Expand the availability for exploration and development 
of those federal lands with the most promising 
potential for oil and gas 
Implement supply-enhancing proposals in the Department 
of Energy's Domestic Natural Gas and Oil Initiative." 

The Honorable Gaston Caperton 
Governor of West Virginia 
Chairman, Interstate Oil & Gas Compact Commission 

Comments dated June 13, 1994 (232TX-27): 

An IOGCC study, entitled The Potential of Enhanced Oil 
Recoverv in Oklahoma, that was published in 1987, concludes 
that "there is a great deal of oil remaining in the ground 
in simply the KNOWN reservoirs, and with proper price 
incentives that oil will be produced...The IOGCC has long 
been an advocate for increased use of technological recovery 
enhancements for oil and gas...Increased attention to 
technology transfer by both the states and the federal 
government will yield positive results in terms of petroleum 
resources recovered." 

Mr. James W. Chenoweth 
Director of Corporate Affairs 
Lone Star Steel Comoanv 

Comments dated June 13, 1994 (232TX-29): 

Supports the package of emergency measures to help domestic 
petroleum industry described in the IPAA Newsfax of 
March 28, 1994, including: 

Tax credit to preserve marginal production 
Tax credit to encourage new drilling 
Deductions of geological and geophysical costs 
Elimination of net income limitations on percentage 
depletion 
Abolishment of existing prohibitions against the export 
of oil (with provisions to protect the domestic 
merchant marine industry) 
Tax credit to encourage new production from the Outer 
Gontinental Shelf and frontier areas 
Reduce financial responsibility provisions of the Oil 
Pollution Act of 1990 
Reassess royalty laws and extend royalty reductions to 
marginal production and frontier areas 
Revise regulations on royalty collections so that 
natural gas production is not unfairly penalized 
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Minimize additional burdens in regulations being 
considered by the Administration for underground 
injection control and natural resources damage 
assessment 
Persuade Interior Department not to change land 
management policies from multiple use to a new approach 
called "ecosystem management" 

Mr. Paul Clark 
President 
Clark Ooeratins, Inc. 

Comments dated May 23, 1994 (232TX-8): 

"The premature abandonment of stripper wells caused by the 
low oil price coupled with the pessimism in our industry 
today tell me that the level of imports is not going to do 
anything but increase unless something is done to see that 
the producer receives a viable price for his crude oil... 
Like most small companies, Clark Operating, Inc., cannot 
afford the big drilling budget needed to find new reserves 
by wildcatting. Instead, it buys properties that are no 
longer economical for the big companies to operate and 
attempts to obtain a profit through its lower overhead and 
direct cost containment. Recently, Clark Operating, Inc., 
has been unable to find such properties to purchase, because 
the larger companies have begun to plug wells as a result of 
low oil prices or potential environmental liability. 
Failure to acquire additional properties has caused the 
company's production and its income to decline 
significantly. Prolonged continuation of this pattern could 
eventually force Clark Operating, Inc., out of business. 

Mr. Dick Crippen 
Executive Director 
Conservation Committee of California Oil & Gas Producers 

Comments dated June 7, 1994 (232CAL-5): 

"Even though posted prices are up from the low of December 
'1993 and January 1994, 19 percent of the State's production 
is still uneconomic... 750 M/D becomes unprofitable on a cash 
basis at $5 per barrel, and the break-even point of 100 
percent profitable is in the $14 to $15 range." 

. 
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Mr. R. David Damron 
Manager, Government Affairs 
Hoechst Celanese Corporation 

c--c 

(on behalf of The Petrochemical Enerav Group and 
the Coalition on Energy Taxes) 

Comments dated May 23, 1994 (232TX-3): 

"An oil import tax or fee operates to drive the price of 
both foreign and domestic oil above the world oil price. 
This directly affects the ability of domestic enterprises to 
compete with foreign sources, thereby reducing domestic jobs 
and the ability of domestic companies to compete in both the 
American marketplace and the world marketplace...The 
petrochemical industry's unique vulnerability to an oil 
import fee is derived from the fact its production costs 
reflect the cost of the oil and natural gas derivatives used 
as raw materials in the manufacture of the products, 
together with the cost of the fuel used in the manufacturing 
process... Unpleasant as it is to accept, the basic premise 
underlying the oil import fee or quota no longer is 
operative. A reduction in imports can no longer be 
completely offset by present deliverability from domestic 
production." 

Mr. Charles L. Dunlop 
President and Chief Operating Officer 
Crown-Central Petroleum Corporation 
(on behalf of the Independent Refiners Coalition) 

Comments dated May 18, 1994 (232NY-2): 

II . . . if any import fee is placed on imported crude oil or if 
any other remedial action is taken that increases the cost 
of crude oil, a proportionally higher fee must be placed on 
imported gasoline such that the existing tariff differential 
is preserved... Without corresponding action on imported 
gasoline, domestic refiners would be severely disadvantaged 
by action on imported crude oil which would raise the cost 
of refiners' raw material. Furthermore, without companion 
action on imported gasoline, the goal of a crude oil import 
fee could be thwarted by a shift of U.S. imports from crude 
oil to gasoline... Ample justification exists for a finding 
that imports of gasoline and blending stocks alone pose a 
threat to national security. According to recent reports, 
domestic refining capacity declined by 20 percent in the 
1980s and is expected to decline by an additional 10 percent 
by the year 2000. These refinery shutdowns can be 
attributed to the high environmental compliance costs 
accruing to U.S. refiners and to the competitive advantage 
of lower cost gasoline accruing to foreign refiners based on 
the absence of similar compliance costs...The Secretary 
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should recommend that the President impose an import fee on 
gasoline and blending stocks amounting to the difference 
between U.S. and foreign environmental compliance costs, 
$.07 cents per gallon and increasing $.Ol per gallon until 
it reaches $.12 per gallon in the year 2000." 

Embassy of Venezuela 
Washington, DC 

Comments dated May 12, 1994 (OIL232-5): 

"Oil imports do not constitute a threat to U.S. energy 
security per se; rather, oil imports originating from 
reliable suppliers, particularly those in the Western 
Hemisphere, contribute to the energy security of the United 
States.. .Venezuela believes that development of the Orinoco 
Belt and other reservoirs in the Western Hemisphere will 
strengthen U.S. energy security in the long run...In terms 
of reliability, the expansion of supplies in the Western 
Hemisphere is tantamount to developing domestic supplies in 
the United States... Should proposals to limit oil imports be 
actively considered, they should contain an exemption for 
Western Hemisphere countries.. .Because almost 70 percent of 
Venezuelan crude oil and petroleum product exports are 
destined for the United States, any program that would limit 
oil imports, either by tax or by quota, would have a severe 
economic effect on Venezuela." 

Mr. Paul Ernst 
Vice President 
Johnson & Ernst Operating Comnanv 

Comments dated May 23, 1994 (232TX-9): 

"Because of the producing characteristics of the wells we 
have shut-in (high water cut, corrosion, and scale 
deposition tendencies), it is very improbable that we will 
return them to production without a stable oil price of 
around $25.00/bbl.. .The erosion of oil prices has had a 

devastating effect upon our ability to replace our oil 
reserve base. In an eight year period prior to 1986, we 
drilled 293 wells. This exploration effort helped to 
maintain our reserve base. Since 1986, we have drilled only 
18 wells. This lack of exploration is totally due to a lack 
of investment capital...A stable, I emphasize stable, oil 
price of $20 to $25 per barrel would be the best incentive 
to revive our domestic oil industry, particularly the 
stripper producing segment of our industry." 
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Congressman Jack Fields of Texas -..,- 
2228 Rayburn House Office Building 
Washington, DC 20515 

Comments dated June 20, 1994: 

"Congressman Fields introduced legislation in the 103rd 
Congress that would have allowed the President to lease 
certain Outer Continental Shelf (OCS) areas, provided that a 
number of stringent conditions were met: 

The Energy Information Agency determines that the level 
of crude oil imports exceeds 50 percent for more than 
four consecutive months 
The only areas to be leased would be those OCS planning 
areas that have undergone sufficient environmental 
review to fully comply with the National Environmental 
Policy Act 
The Minerals Management Service certifies that the 
proposed planning area has significant quantities of 
oil or gas resources." 

"While much has been written about OCS leasing and 
development, there is no evidence that OCS leasing is a 
danger to our environment. In fact, the OCS program is our 
nation's safest energy extraction program...According to the 
National Academy of Sciences, oil from tankers and other 
forms of transportation account for 45 percent of oil 
pollution in the sea, while oil from offshore production is 
less than two percent...At a minimum, the President should 
be given the authority to lease certain offshore areas when 
the level of imports reaches 50 percent." 

Mr. David Fox III 
Executive Vice President 
McJunkin Appalachian Oil Field Supolv CO.. Inc. 

Comments dated May 25, 1994 (232NY-5): 

Mr. Fox discusses the massive reductions in revenues and 
workforce in the oil field service industry. 

Mr. David M. Garlick 
Director, Oil and Gas Division 
Railroad Commission of Texas 

Comments dated June 7, 1994 (232TX-25): 

"We have determined that one of the most serious distortions 
caused by low world oil prices is the premature abandonment 
of producing oil fields... The Commission has also determined 
that low world oil prices have distorted the incentives to 
explore new fields... The Texas Railroad Commission 

B-13 



recommends that the Federal government provide income tax 
credits to encourage domestic production." 

Mr. Michael A. Giglotti 
President 

- -- c 

Independent Oil and Gas Association of Pennsvlvania 

Comments dated May 20, 1994 (232NY-13): 

II . . . single most important reason for the decline of the 
Pennsylvania petroleum industry is the price available at 
the wellhead for our oil and gas production. This price is 
directly affected by the market forces impacted by imported 
crude oil prices...In addition, . . . more than 90 percent of 
the wells in Pennsylvania are stripper wells...These wells 
are especially sensitive to any changes in price paid for 
production. This is due to the level of costs necessary to 
operate the wells compared to any change in wellhead 
price..." 

Mr. J.I. Ginning6 
Ginninss Companv 

Comments dated May 23, 1994 (232TX-10): 

"Increasing imports are necessitated by the precipitous 
decline in domestic production, which is the result of an 
indifferent National Government to the predatory pricing of 
oil exporting nations and the unfriendly business climate 
here in the United States, particularly in the area of 
Environmental Rule.. .The domestic oil industry has a good 
record of environmental performance, but environmental 
regulation must be based upon demonstrated need, scientific 
integrity, and positive cost/benefit results. The only 
possibility to both comply with environmental mandates and 
preserve our domestic oil production is an adequate and 
stable price for oil." 

Mr. Lee R. Godown 
Chief of Staff for Legislative Affairs, 
Conqressman Bob Wise. 2nd District, West Virsinia 
2434 .-Rayburn House Office Building 
Washington, DC 

Comments dated June 6, 1994 (232NY-15): 

"Cheap foreign oil and gas have and continue to undercut the 
ability of" domestic oil and gas producers, and collateral 
businesses in the steel and supplier areas, "to attract the 
investors they need to create the capital pools to keep 
their businesses healthy.. .Our domestic oil and gas industry 
. . . is hanging on by its fingernails. Soon, the ability to 
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attract capital, to have the collateral supplier industries 
in place, to keep up with technology, and to be able to 
react quickly to future energy crises will be gone. This is 
not an industry that we can resuscitate overnight should the 
emergency need arise." 

Mr. James C. Hall 
President 
Drilling and Production Comnanv 

Comments dated June 8, 1994 (232CAL-3): 

II . . . the lower valued crude oil and higher operating costs 
make the California petroleum industry vulnerable to any 
price fluctuation.. .The collapse in oil prices has had a 
dramatic effect on California production...Much of the 
damage that has been done to the industry is irreversible. 
Many of the solutions that are available can only provide 
greater longevity of existing fields." 

Mr. Hall makes the following recommendations: 
Provide more favorable tax treatment for marginal well 
production such as that proposed by Senator David 
Boren, D-Oklahoma. 
Refrain from passing new legislation that would place 
an undue burden on the industry until a thorough review 
of the impact of such legislation can be conducted. 
Review existing local, state, and Federal regulations 
to identify those that are unnecessarily burdensome on 
the domestic petroleum industry. 
Remember that "there are regional differences that 
require specific solutions". 
Require Energy Impact Reports, as proposed by former 
Congressman Dannemeyer, to ensure that, when changes in 
land use ordinances and the imposition of fees and 
regulations are contemplated, "the need for a strong 
domestic oil and gas industry and the importance of 
crude oil supply for national security is considered." 
"Industry and government cost sharing programs such as 
the newly created Petroleum Technology Transfer Council 
(PTTC) can accelerate the time it takes to implement 

new and available technology below the current ten to 
fifteen years." 

Ms. Chrietine Hanson 
Executive Director 
Interstate Oil and Gas Compact Commission 

Comments dated May 20, 1994 (232TX-20): 

I' Marginal production has dropped steadily from the 1984 
high of 463 million barrels to 368 million barrels in 
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1992.. .The IOGCC National Stripper Well Survey shows "an 
average annual abandonment of 16,326 wells per year over the 
last decade.. .The factors which have-+forced many of these 
small wells to be idled or sealed are still at work -- low 
world oil price and high operating costs." 

Ms. Hansen enclosed a copy of the December 1993, IOGCC 
resolution that identified various measures to encourage 
domestic production: 

Act to "relieve domestic crude oil producers of 
excessive and regressive taxes and regulations" 
Enact energy tax initiatives, credits and deductions to 
"reward and stimulate private investment in increased 
exploration, drilling and production of domestic crude 
oil, including but not limited to: 
a) full deductibility for federal income tax purposes 

of actual exploration drilling and completion 
costs; and 

b) income tax credit for all crude oil produced from 
new field discovery wells, and enhanced recovery 
projects. 

Exercise restraint in "instituting new regulatory 
initiatives that restrict and penalize and which charge 
the cost thereof to the domestic oil produced". 
Adopt any of the following measures to stimulate new 
domestic exploration, drilling, and production and to 
prevent premature abandonment of existing stripper 
wells: 
a) A federal import tariff or transportation tax on 

all non-North American crude oil and refined 
petroleum products to be activated only when the 
price of crude oil falls below the minimum fair 
price and reflecting only the price differential 
between domestic and non-North American crude. 

b) A federal tax credit or transferable voucher 
payable to producers of domestic crude oil of 
sufficient size to ensure that domestic producers 
receive an amount equal to the differential 
between imported and domestic crude oil to ensure 
the greatest benefit to the energy consumer." 

Mr. Raymond L. Hatch 
Vice President, Corporate Development 
Berrv Petroleum Companv 

Comments dated June 9, 1994 (232CAL-8): 

"AS a result of the Alaskan North Slope export ban, 
artificially low prices exist for crude oil in California. 
A study by Professor Martin Carnoy of Stanford University in 
December 1993 shows that lifting the ban on the export of 
Alaskan North Slope Crude could add as much as $2.50 to the 
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price of crude oil in Alaska and California." In addition, 
Dr. Carnoy estimates production increases of 300,000 BOPD in ---.- 
Alaska, when foreign markets are opened, and an increase of 
lOO,OOO-200,000 BOPD of heavy oil in California...Lifting 
the ban on the export of ANS and the resulting increase in 
crude price may result in a somewhat lower refinery margin 
but will not result in an increase in gasoline price to the 
California consumer.1' 

Mr. Hatch also commented on the significantly higher cost of 
doing business in California because of regulatory 
requirements. 

Mr. Kenneth P. Henderson 
Chief Deputy, Division of Oil, Gas, & Geothermal Resources 
California Deoartment of Conservation 

Comments dated June 8, 1994 (232CAL-2): 

Mr. Henderson blames the long-term decline in California 
crude oil production on "the drop in the price of crude oil" 
and on the costs of producing crude oil in California, 
including the extra costs of producing heavy crude and 
regulatory compliance costs. 

The Honorable Walter J. Hickel 
Governor of Alaska 

Comments dated June 15, 1994 (232CAL-13): 

Governor Hickel urges that the export ban on Alaskan North 
Slope (ANSI crude oil be lifted: "An obvious and simple 
part of the remedy to the continued decline in national 
petroleum production is to lift the export ban on Alaska 
North Slope crude oil... To do so will enhance the nation's 
petroleum security because it will encourage development and 
production of domestic supplies in both Alaska and 
California." Governor Hickel also urges that oil 
exploration be permitted in certain parts of the Arctic 
National Wildlife Refuge (ANWR): "The State of Alaska would 
like to see the Coastal Plain of the Arctic National 
Wildlife Refuge developed in a responsible manner...The area 
of interest for development is small, given the size of the 
Coastal Plain, and Alaskans have proven that we can 
supervise resource development with environmentally high 
standards." 
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Mr. John J. Huber 
Government Relations Counsel 
Petroleum Marketers Association of America- (PMAA) 

Comments dated May 10, 1994 (OIL232-8): 

The PMAA strongly opposes "the imposition of an oil import 
fee or other unequal assessment on imported crude oil and 
finished products. If such an assessment is levied, it will 
inevitably result in regional inequalities, competitive 
inequalities within the petroleum industry, hardships on 
persons using home heating oil, and increased friction with 
our trading partners.. .Rather than imposing import fees or 
other assessments on crude oil or finished products, we 
should provide drilling incentives, allow for the expensing 
of environmental costs, or provide credits for environmental 
compliance. We should also encourage our trading partners 
to adopt the environmental standards which American refiners 
and producers are expected to uphold." 

Mr. Donald J. Hupp 
President 
North Texas Oil and Gas Association 

Comments dated May 23, 1994 (232TX-5): 

Stripper wells "make up the vast majority of North Texas 
wells, almost 90 percent.. .A flood of imported oil drove the 
price down to levels where many high-cost wells became 
uneconomical.. .As major oil companies have taken 
opportunities to explore for new reserves outside of the 
U.S., independent producers, their families, their 
employees, their businesses, and their communities remain at 
the heart of the domestic industry.. .They are the ones whose 
production has been lost and replaced by imported oil. They 
are the ones who, because of inadequate and unstable prices, 
have been forced to prematurely plug and abandon their wells 
and reserves--the true strategic reserves of the U.S. They 
are the ones who have been forced to take people's jobs away 

--From them by the thousands. They are the ones who have come 
-up empty handed when trying to secure capital to drill new 
wells. They are the ones with secondary recovery projects 
sitting on the shelf because the high cost of such recovery 
techniques cannot be justified with low unstable prices. 
They are the ones who struggle to survive daily under the 
burden of onerous regulatory and environmental costs...Texas 
recently implemented tax incentive programs that have 
encouraged the drilling of hundreds of new wells and the 
production of sizable quantities of oil and natural gas that 
can work on the national level." 
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Mr. Clint Hurt 
President L . ..d 
Clint Hurt and Associates 
(on behalf of the Independent Oil and 

Gas Association of West Virginia) 

Comments dated May 24, 1994 (232NY-6): 

"As we depend more and more on imported oil, the 
infrastructure required for domestic production is rapidly 
being destroyed. Our industry has lost more than 400,000 
skilled drilling jobs in the past decade and our drilling 
equipment is falling into disrepair or being sold to foreign 
owners." 

IndeDendent Fuel Terminal Operators Association (IFTOA) 

Comments dated May 11, 1994 (OIL232-2): 

"IFTOA does not oppose fair and equitable measures to 
restore the domestic producing sector. Members need strong 
domestic producers and refiners to provide a secure supply 
of product at a competitive price. However, IFTOA adamantly 
opposes an import fee or other similar measures, which may 
help the domestic producing industries but at the direct 
expense of marketers and consumers by forcing price 
increases and supply restrictions. If the Department's 
study indicates that measures must be taken to fortify the 
domestic sector, IFTOA encourages the Department to consider 
alternatives such as production tax incentives and non-tax 
incentive programs." 

Independent Refiners Coalition (IRC) 

Comments dated May 12, 1994 (OIL232-6): 

The IRC urges the Department to take action, not only on 
crude oil imports, but on imported gasoline, as well: 
"Without corresponding action on imported gasoline, domestic 
refiners would be severely disadvantaged by action on 
imported crude oil which would raise the cost of refiners' 
raw material. Furthermore, without companion action on 
imported gasoline, the goal of a crude oil import fee could 
be thwarted by a shift of U.S. imports from crude oil to 
gasoline." Absent any determination with regard to imports 
of crude oil, the IRC would still support remedial action on 
imported gasoline (i.e., motor fuel and motor fuel blending 
stock). "In the U.S., refiners must comply with strict 
environmental laws, and the cost of such compliance is 
severely injuring the domestic industry because cheaper 
imports, not subject to such environmental compliance costs, 
have entered the U.S. market with the marginal barrel of 
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imported gasoline setting the market price. This situation 
creates a significant domestic compet.tive disadvantage 
because domestic refiners cannot recover their capital costs 
associated with environmental compliance...We propose that 
the President place an import fee on imported gasoline 
approximately equalling the embedded cost differential of 
environmental costs starting at $.07 cents per gallon in 
1994 and increasing $.Ol cent per year thereafter until it 
reaches $.12 cents per gallon in 2000." 

Mr. Gary J. Junco 
President 
Enserch Exoloration. Inc. 

Comments dated June 9, 1994 (232TX-21): 

Mr. Junco urges the U.S. to impose an import fee on foreign 
crude oil. He considers this option to be preferable to a 
floor price for domestic crude oil, because a floor "would 
price domestic crude at the margin, insuring that it is the 
last barrel purchased." In lieu of an import fee or floor 
price, Mr. Junco suggests the following: 

Allow environmentally sound exploration of Federal 
lands, including the Arctic National Wildlife refuge 
and the Outer Continental Shelf. 
Eliminate tax disincentives. 
Adopt tax policies to encourage hydrocarbon exploration 
and to promote the use of natural gas as an alternative 
to imported oil. 
Adopt a comprehensive national energy policy that 
recognizes the important role the domestic energy 
industry plays in the U.S. economy." 

Mr. Ronald Kirk 
Secretary of State, Texas 

Comments dated June 13, 1994 (232TX-26): 

."We have allowed ourselves to become increasingly dependent 
-on cheap foreign oil. Our national addiction has become so 
powerful that we have developed foreign and trade policies 
which actually undercut our own domestic oil industry and 
threaten our national security.. ..We need a national energy 
policy." 
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Mr. Eugene C. Kozlowski -_-_ 
President 
Makoil, Inc. 

Comments dated June 8, 1994 (232CAL-9): 

"Our company is a small independent oil company which is 
being forced to survive by forming a joint venture in the 
Republic of Georgia for the purpose of drilling and 
producing crude oil... The funds we will spend in the 
Republic of Georgia are funds that would normally have been 
spent in the United States . ..The United States has no 
shortage of crude oil reserves. The finding of these 
reserves, however, are being stifled by excessive taxation, 
instability in commodity pricing, excessive environmental 
controls, government agency harassment, and a long standing 
impression that the oil industry is basically 'bad'...If a 
quota system was initiated in which the U.S. would not 
import more than 50 percent of its crude and product 
requirements, the price of domestic crude would increase and 
more drilling and exploration would be promoted." 

Mr. Daniel P. Kramer 
Executive Director 
California Independent Petroleum Association 

Comments dated June 7, 1994 (232CAL-6): 

"Of the approximately 42,000 producing wells in California, 
about half are classified as stripper wells. Generally, 
these wells have high operating costs per barrel of 
production. This fact, along with the high energy costs 
associated with producing heavy oil, results in much higher 
operating costs for California production when compared with 
other producing regions in the United States...With 38 
separate government agencies to report to, and 150 specific 
regulations to adhere to, it is a testament to the remaining 
producers' business acumen, environmental consciousness and, 
unfortunately, just plain luck that they are still in the 
arena. Couple these costs with an historical 40 percent to 
60 percent price differential between the California 
benchmark crude oil Kern River/Midway-Sunset and U.S. 
benchmark West Texas Intermediate and you have a recipe for 
economic disaster.. .When the price for heavy oil in the 
early '80's was in the mid and low $20 range, many 
California reserves could be economically developed. Now, 
with the extreme price fluctuations between $8 and $15, many 
companies are having significant difficulty making an 
adequate return on investment." 
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MB. Virginia B. Lazenby 
President 
National Stripper Well Association c-l- 

Comments dated June 6, 1994 (232NY-12): 

"Nearly 78 percent of the nation's oil wells are stripper 
wells, with an average production per well in 1991 of 2.2 
barrels per day. Most of these wells are now uneconomic, 
operating at a loss. These marginal wells, defined in the 
tax code as those wells that daily produce less than I5 
barrels of oil (or the natural gas equivalent) or which 
produce heavy oil. are essential to our domestic energy 
supply. They provide approximately 20 percent of domestic 
oil production in the lower 48 states...Price is everything. 
The NSWA firmly believes that oil imports need to be 
adjusted directly through a floor price and import fee on 
oil. Indirect methods of adjusting imports, for instance, 
increasing domestic production through tax incentives, can 
only be useful if they are designed to get operating capital 
into the hands of stripper well producers when prices fall 
below a certain level. The primary goal should be to 
maintain our vital existing marginal production as well as 
to encourage new drilling. In addition, to assist marginal 
production, the National Stripper Well Association has 
recommended that the Department of Energy establish an 
emergency program to purchase stripper well production for 
the strategic petroleum reserve." 

Mr. John H. Lichtblau 
Chairman and C.E.O. 
Petroleum Industrv Research Foundation, Inc. 

Comments dated May 23, 1994 (232NY-3): 

"Any measure imposed to achieve a significant reduction in 
oil imports from their current or projected level under 
existing market conditions would raise the price of oil to 
the point where it would cause measurable damage to the U.S. 
economy... the decline in U.S. production since 1985 is 
clearly due, at least directionally, to a structural 
geological reality, given the present state of 
technology.. .Our current import dependency of 43 percent is 
quite low relative to that of most other industrial and 
industrializing nations... The risk of Middle East oil 
becoming a pawn in the East-West contest has, of course, 
ended with the Cold War...Future disruptions, if any, will 
come mainly out of local conflicts. They could still be 
large, but they will be limited in scope and duration...From 
an historical perspective these occasional future 
disruptions may not appear significant. But at the time of 
their occurrence, their impact on major importers such as 
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the U.S. could be severe. Thus;-the ability to offset the 
temporary loss of imports, not only for domestic economic 
reasons, but even more to give the freedom to act during 
such a disruption, may be in the national interest. Our 
Strategic Petroleum Reserve (SPR) program has been created 
for precisely this purpose.. .The right policy at the present 
time would be to fill our SPR as rapidly as possible, while 
world oil prices are relatively low, to the 750 million 
barrel level for which the capacity and infrastructure are 
already in place.. .Acceptance of the argument that oil 
imports do not present a threat to U.S national security 
does not mean that the government should be unconcerned with 
the domestic oil producing industry. A proactive policy to 
stimulate additional oil and gas drilling through tax 
incentives and royalty waivers for specifically defined new 
wells, as well as removal of existing federal and state 
offshore acreage restrictions, could be viewed as being in 
the national interest, not because of its potential impact 
on oil imports but because of its significant real economic 
impact on a core regional industry." 

Mr. Michael C. Linn 
Director 
Independent Oil & Gas Association of New York 

Comments dated May 25, 1994 (232NY-9): 

"Because of low gas and oil prices, and their volatility, 
activity in terms of new wells drilled and completed has 
declined dramatically.. .When domestic producers are trying 
to finance future drilling, it is through raising capital 
from investors or from bank or bank-like institutions. 
Volatility in oil prices... curtails most lending or 
investment. As a result, fewer and fewer wells are drilled 
. . , more reliance on foreign imported oil...can lead to 
catastrophic results such as the destruction of 
infrastructure and shutting in marginal or stripper wells, 
thereby losing reserves from wells that had been producing." 

Mr. David F. Martineau 
Vice President 
North Texas Oil and Gas Association 
Exploration Manager 
Pitts Enersv GrouR 

Comments dated June 13, 1994 (232TX-11): 

"By depending too heavily on foreign oil supplies, we are 
once more vulnerable to foreign policy and economic 
blackmail, or to an eruption of hostilities in the Middle 
East.. .The break-even clearing price for oil today is $22.00 
per barrel. Middle Eastern producers know it, and the 
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cartel price of oil will continue to be set by them. There 
are those who talk of the 'oil commodity price,' but to 
treat the price of oil as anything hut a cartel-controlled 
price is a lie and a stab in the heart to our national 
security... Price stability and elimination of tax 
disincentives for oil are two important ingredients required 
for the U.S. to improve national security." 

Mr. Lon A. McCarley 

Comments dated May 10, 1994 (OIL232-12): 

Mr. McCarley cites regulatory costs, environmental costs, 
and higher costs of production as hurting domestic oil and 
gas producers, making it difficult for them to compete with 
low-priced imported oil. 

Mr. Robert E. McDougall 
President 
Phoenix Production Companv 

Comments dated May 26, 1994 (232CAL-4): 

"Most of our Company's production, and approximately 75 
percent of Wyoming's oil production, is low- to mid-gravity 
sour crude. As a result, our actual wellhead prices are 
substantially less than the West Texas Intermediate 
Benchmark Crude prices... Imports from Canada have a further 
impact on our price problems...During 1993, the Canadian oil 
and gas industry had high activity and increased oil and gas 
production as a result of Canadian Government-sponsored 
royalty holidays and sliding scale wellhead royalties. 
These subsidies allowed Canadian producers to sell oil in 
the Billings market at an approximate $1.50 per barrel 
advantage over Wyoming producers...During the past ten 
years, Canadian oil imports into the United States have 
increased from approximately 200,000 barrels per day to 

-nearly l,OOO,OOO barrels per day. Wyoming and Montana 
independent producers call for.. .quota or tariff relief on 
Canadian subsidized oil imports." 

Mr. Mike McFadden 
Western Area Sales Manager 
Pride Petroleum Services, Inc. 

Comments dated June 16, 1994 (232CAL-10): 

Mr. McFadden cites a number of statistics to demonstrate the 
current plight of independent oil producers in California: 
"Since 1985, over 61 drilling and well servicing rig 
companies have gone out of business, either going bankrupt 
or selling out. Due to the decline of the oil industry, 
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there are now only 390 production rigs working in the state, 
compared to almost 600 in 1991.-----Likewise, the current 
drilling rig count in California is 35 rigs working, 
compared to 150 at the height of the industry-.-The total 
number of jobs lost in the California oil industry is 
approximately 31,000.. .The artificially low price of 
California crude, due to the ANS export ban coupled with 
ever-increasing environmental regulations, has caused the 
premature plugging of thousands of wells. The number of 
producing wells has declined by 23 percent over the last few 
years." 

Mr. Mark P. Metzler 
Chief Administrative Officer 
Felderhoff Brothers Drillinq Comnanv, Inc. 

Comments dated June 13, 1994 (232TX-12): 

"As an exploration and production company, the oil price 
instability of the past nine years has caused us to reduce 
our exploration budget from over $2,000,000.00 annually to 
less than $500,000.00. The low oil price has caused 
abandonment of dozens of our stripper wells and has stopped 
the implementation of secondary recovery projects capable of 
producing hundreds of thousands of barrels of oil...The 
reduction of exploration activity which has resulted from 
price instability is causing major changes that cannot be 
easily reversed. This diminished state of the service 
infrastructure threatens our country's ability to increase 
domestic exploration and production...With continued price 
instability clouding business prospects, small service 
companies must rely solely on internally generated working 
capital as bank financing is difficult to obtain...Price 
stability coupled with restoration of tax incentives 
encouraging domestic exploration will put the U.S. industry 
in a position to attract capital from private sources and 
maintain the service and production infrastructure necessary 
to secure our country's energy needs." 

Mr. James E. Mogan 

Comments dated April 24, 1994 (OIL232-1): 

Mr. Mogan expressed his opposition to initiating a national 
security investigation of imports of crude oil and refined 
petroleum products. 
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Mr. R.D. Nelson 
Manager, Planning and Pricing 
Mobil Sales and SURR~V Cornoration --_ 

Comments dated May 17, 1994 (OIL232-11): 

"The U.S. reserve base has matured and since 1985 and 
domestic production has steadily declined. This decline is 
inevitable, but could be delayed if the domestic industry 
were allowed to explore and develop the country's most 
promising prospects, such as in the Arctic National Wildlife 
Reserve (ANWR) or on the Outer Continental Shelf...The 
decline in production could also be slowed if there were 
rewards for industry to explore in less prospective areas or 
to continue production from marginal wells...We believe any 

-attempt by government to intervene in the market through 
tariffs or fees on imported crude or petroleum products will 
.be counterproductive and costly to the U.S. economy." 

New Encrland Fuel Institute (NEFIZ_ 

Comments dated May 11, 1994 (OIL232-3): 

"NEFI is categorically opposed to any Federal response that 
would lead to import fees, duties or tariffs, mandatory 
adjustments of the level of petroleum imports, or any other 
initiatives that will increase the price of petroleum 
products for U.S. consumers.. Oil import fees will increase 
the prices of foreign and domestic oil in the United States 
above the world oil price. Consumers will suffer higher 
energy bills. Furthermore, energy-reliant industries will 
need to absorb these higher costs...Oil import fees "also 
place a disproportionate burden on certain regions of the 
country. The Northeast.. .will be hard hit by an import fee 
because it must endure increased energy costs yet not 
benefit as a domestic producing state...The United States' 
use of foreign oil imports does not make the nation 
vulnerable to threats of supply interruption...Today, the 
vast majority of this nation's oil imports are supplied by 
secure and friendly sources, such as Mexico, Canada, the 
United Kingdom, Venezuela, Nigeria and Indonesia...NEFI does 
not object to measures to restore the domestic producing 
sector... NEFI is not opposed to tax code measures that, for 
example, allow for full deductions for actual costs. And, 
NEFI supports several non-tax incentives." 
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Petrochemical Enercv Group (PEG) 
(Brian Ferguson) -. -- ,- 

Coalition on Enersv Taxes (COET) 
(Pete Sipple) 

Comments dated May 12, 1994 (OIL232-7): 

"The petrochemical industry is one of the industries that is 
vulnerable to increases in oil prices. When the price of 
oil goes up, so does the price of the basic raw materials 
that are derived from oil and natural gas, and are used in 
the production of all petrochemicals...Production costs 
would be increased for U.S. petrochemical companies but not 
for foreign petrochemical producers. The foreign suppliers 
would be given a significant competitive advantage over U.S. 
companies.. .Without a significant increase in access to 
potential reserves in this country for the purposes of 
exploration and production, imports are bound to increase in 
volume, and the question is not whether, but from where, the 
imports come.. .The problem involving exploration and 
production of new oil reserves is not going to be solved or 
even addressed by a tariff on imported oil or any indirect 
subsidy to some or all domestic oil production and refining. 
What is needed is access to promising new sources of 
domestic supply for the purpose of exploration and 
production... The Department's investigation should include a 
thorough review of a number of alternatives to expand our 
security, such as those discussed in the DOE Domestic 
Natural Gas and Oil Initiative, other than merely pushing up 
oil prices through a price support program." 

Mr. Jim M. Polk 
President 
West Central Texas Oil & Gas Association 

Comments dated May 26, 1994 (232TX-22): 

"When oil dipped below $14 a barrel on the WTI posted price, 
over 40 percent of the producing wells on my books became 
unprofitable... I cannot survive on oil prices below a posted 
price of $15 a barrel," 

Mr. Louis W. Power6 
President 
Powers Petroleum Consultants, Inc. 

Comments dated June 13, 1994 (232TX-2): 

"Our total imports of crude and refined products are at 8.3 
MMB/D in 1993, up nearly 73 percent since the low in 
1983.. .Basically, since 1985 the Middle East price setters 
have orchestrated a low price for world oil in the $13 to 
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$20 per barrel range except when the security of our oil 
supplies was threatened by the Gulf-W_ar." 

Mr. Philip L. Ryall 
President 
Stockdale Oil and Gas, Inc. 

Comments dated June 8, 1994 (232CAL-11): 

"The historically low oil price along with higher costs, 
especially environmental costs, has placed the upstream oil 
sector in a very weak position. We cannot create enough 
capital from our current cash flow to keep up with declining 
production by drilling replacement wells, let alone develop 
new reserves... In order to grow, we must have a higher oil 
price and some stability.. .To this end I am asking for a 
joint study by the Department of Commerce, Department of 
Energy and Industry as to how we can best save our domestic 
upstream industry." 

The Honorable Ed Schafer 
Governor of North Dakota 

Comments dated June 13, 1994 (232CAL-12): 

"In North Dakota today we have 2,200 people employed in the 
oil patch. That is a loss of 2,956 jobs in just a decade 
(total oil jobs in 1985 stood at 5,156) and a loss of 8,010 
jobs since our high employment in that sector in 1981, when 
North Dakota had 10,210 jobs in the oil patch...The known 
remaining oil resource in the United States is large; about 
350 billion barrels will remain trapped in reservoirs after 
conventional recovery operations end. Advanced technology 
recovery projects could double the amount of reserves 
currently estimated as producible.. .Too few people are being 
trained in" EOR (enhanced oil recovery) and ASR (advanced 
secondary recovery) techniques because of the current low 
demand for those skills." 

Mr. John L. Schwager 
President, Indeoendent Oil & Gas Association of W. VA 
President and C.E.O., Alamco, Inc. 

Comments dated May 26, 1994 (232NY-4): 

"The inability of our industry to attract capital or 
generate sufficient cash flow has caused the precipitous 
decline we have seen in domestic production levels and 
drilling activity... The three worst years for U.S. drilling 
activity since World War II have been the last 3 years...The 
price of oil is the culprit... Even if we wanted to raise our 
domestic oil production, we couldn't. The oil field service 
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industry is a shadow of its former self. If it weren't for 
their overseas operations, I wonder whether the major 
service companies would even exist to perform services for 
the domestic industry." 

Mr. Bill Setzler 
President 
Trio Ooeratincr Comoanv, Inc. 

Comments dated May 23, 1994 (232TX-13): 

"The most dramatic problem I believe we presently face is 
the non-replacement of our crude oil reserve base...Our drop 
in drilling activity... is the result of investor inability 
to believe that a decent rate of return on their investment 
is possible at this time because of the low and unstable 
price of crude oil... The decline in crude oil reserves "most 
certainly will affect the industry's ability to respond to 
any national security crisis which would require even a 
nominal increase in crude oil production." 

Mr. Jack M. Shadle Jr. 
Executive Director 
Oklahoma Commission on Marqinallv Producina Oil & Gas Wells 

Comments dated June 8, 1994 (232TX-15): 

The Oklahoma Commission on Marginally Producing Oil and Gas 
Wells commissioned the University of Oklahoma's Center for 
Economic and Management Research (CEMR) to conduct a survey 
of Oklahoma oil producers and an economic analysis of the 
results. "According to Oklahoma Corporation Commission 
figures in 1993, there were 93,192 oil wells. The Survey 
determined that 69,823 were strippers...The average stripper 
well's break-even point is $19.57 per barrel when pulling, 
remedial and workover-recompletion costs are 
included... 32,000 stripper wells are now shut down...This 
32,000 shut down category is 46 percent of the total 
stripper wells... It is 34 percent of the total oil 
wells.. .Price is why most of the 32,000 shut down wells are 
idle. They need $20 oil, which allows an accumulation of 
capital to return wells to operation." 

Mr. Scott Sheffield 
Chief Executive Officer 
Parker & Parslev Petroleum Comoanv 

Comments dated May 27, 1994 (232NY-14): 

"Our domestic industry as a whole is in shambles and will 
continue to decline until action is taken to reduce our 
import levels through increased drilling activity and 
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preserving our marginal well industry...The economics to 
develop the properties have been largely unprofitable due to 
the continuing fluctuation of low oi-l-and gas prices. This 
has resulted in a continuing decline in our rig count and 
U.S. production." Mr. Sheffield urges that imports be 
restricted to the 50 percent level and supports "any 
initiatives to preserve our marginal well industry, such as 
the Boren proposal." 

The Society of Independent Gasoline Marketers of America (SIGMA) 

Comments dated May 13, 1994 (OIL232-10): 

"SIGMA opposes the IPAA petition. It urges the Department 
of Commerce to recommend against any presidential action 
that would place artificial limits on import levels...In 
.recent years the United States has diversified its sources 
of supply, turning increasingly to secure, reliable sources 
of supply in the Western Hemisphere to satisfy its energy 
needs.. .The United States has developed a workable and 
effective mechanism for responding to any supply disruptions 
that may occur.. .The development of such programs as the 
Strategic Petroleum Reserve and the International Energy 
Agency Sharing Program have greatly improved the United 
States' ability to respond quickly to supply disruptions and 
other crises... Imports of petroleum products are not the 
cause of the higher costs facing the domestic refining 
industry today. The government has imposed environmental 
costs on the domestic refining industry, but, to date, such 
costs have not rendered the industry uncompetitive...The 
government could offer beneficial tax treatment for 
investments incurred by domestic refiners to comply with 
environmental regulations and could improve the industry's 
access to capital through the elimination of the 'lender 
liability' requirements.. .and perhaps through the 
institution of Federal loan guarantees for domestic 
refiners." 

Mr. Harry A. Spannaus 
Executive Vice President 
Permian Basin Petroleum Association 

Comments dated May 26, 1994 (232TX-16): 

"The primary reason why the Permian Basin Drilling Rig count 
has decreased from over 500 rigs working in I'982 to just 
114 rigs working as of last Friday, June 10, 1994, a 43 
percent decrease in drilling rig availability since 1982, is 
because of price and price alone...To believe that the 
domestic crude oil explorer and producer can continue to 
serve the energy needs of this nation while not receiving a 
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fair price, tax incentives or even subsidies to encourage 
business is unrealistic." - --.e 

Mr. J.A. Spiller 
Texas Independent Producers & Rovaltv Owners Association 

Comments dated May 26, 1994 (232TX-18): 

"As a rule, I can barely break even operationally with oil 
prices at the $14 level. To maintain my production through 
well workovers and other remedial measures, I need a $14 to 
$16 price. To put together drilling deals and drill wells 
for more reserves, I need prices ranging from $18 to $20 
(depending on the prospect) in my area of operations...If 
I'm going to continue my contribution to the nation's 
domestic production, I must have economic stability. If 
that means a floor price system, an oil import tariff or a 
tax credit system tied to price, then I'm for it." 

Mr. Dale W. Steffes 
President 
Planninq and Forecastins Consultants 

Comments dated May 23, 1994 (232TX-24): 

Mr. Steffes recommends adopting a National Energy Security 
Policy (NESP) that would involve the creation of a type of 
import quota system, differing from the 1959 quota system in 
that benefits would be distributed to domestic producers, 
instead of domestic refiners, the right to import cheaper 
foreign crude oil would be earned proportionally by domestic 
energy producers. "While I do not agree with the other 
suggested forms of market intervention (tax relief, floor 
prices, or consumption taxes), they are much better than 
letting the United States become overly dependent on foreign 
oil supplies." 

Sternfels, Mr. Urvan R. 
President 
National Petroleum Refiners Association (NPRA) 

Comments dated May 12, 1994 (OIL232-9): 

"NPRA supports government policies which enhance domestic 
energy production, petroleum refining capacity, and 
petrochemical manufacture, but which do not raise energy and 
feedstock costs.. .Those domestic industries heavily 
dependent on petroleum-based energy and feedstocks should 
not be disadvantaged relative to foreign competition...NPRA 
is opposed to crude oil import fees or taxes in any form. 
Such measures would encourage capital investment in refining 
and petrochemical facilities to be made outside the U.S. 
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with the result that the world market share of foreign 
producers would increase while U.S. market share declines." 

Mr. Jimmy L. Talley 
President 
Tallev & Associates, P.C. 

Comments dated June 13, 1994 (232TX-19): 

"In its recently released study, Federal Oil Research: A 
Stratesv for Maximizing the Producibilitv of Known U.S. Oil, 
the Energy Department concludes that the wholesale 
abandonment of marginal wells may already have rendered 
economically inaccessible as much as 40 percent of the 
country's remaining oil resources... DOE contends that at $16 
per barrel, fully two-thirds of the domestic oil resource 
could be abandoned by 1995 and that within 15 years, the 
U.S. could have economic access to less than 25 percent of 
its remaining known oil reserves...The United States must 
decide whether a 50-percent import level will protect the 
country from a major disruption in the world marketplace. 
Then the country must decide on how big a domestic industry 
it needs.. .The policy we need to pursue in the United States 
is not to completely reduce our dependence on imports, but 
to maintain the industry as a viable entity to slow down our 
dependency and be there in case of an emergency." 

Mr. Talley suggests a number of "alternative actions that 
should be considered" in order "to stimulate drilling 
activity": 

Reinstate tax credits for hard-to-produce reserves. 
Impose a fee on imported oil (both crude and refined). 
Permit immediate expensing of geological and 
geophysical costs. 
Establish a per barrel tax credit to encourage frontier 
exploration, and make changes in the tax laws to keep 
marginal wells producing. 
Establish a ceiling on oil imports. 
Other possible actions include import quotas, 
establishment of a floor price, restructuring of the 
depletion allowance, and tax credits for new wells 
drilled (20 percent) and for workover and/or secondary 
recovery wells (10 percent). 

Mr. W.M. Thacker Jr. 
Vice President 
Texas Mid-Continent Oil & Gas Association 

Comments dated June 13, 1994 (232TX-14): 

"In the past, investors, both in and out of our industry, 
have been available on a reasonable basis when the price of 

. 
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oil was $20.00 or more, and there was some appearance of 
stability as to prices.. .As investors in this country, 
including the major oil and gas companies, expend 
substantial sums in exploration efforts in foreign countries 
such as Russia, it will continue to reduce the exploration 
efforts in this country and further reduce domestic reserves 
and cause increased imports.. .Most independent oil and gas 
operators would be considered small businesses; and such 
businesses, not only in our industry but throughout the 
country, are being devastated by unwise, unneeded, and 
unreasonable rules and regulations that do not produce 
economic results to the public.1' 

Mr. James Townsend 
New England Fuel Institute 

Comments dated May 23, 1994 (232NY-11): 

"Oil import fees designed to protect the domestic oil and 
gas industry would severely strain the U.S. economy...On a 
regional level, import fees will unfairly impact the 
northeast, where consumers are most oil-dependent for heat, 
power generation and process use... Import fees will cause an 
increase in manufacturing costs and impair the ability of 
U-.S. companies to export manufactured products, an 
especially difficult problem for energy-intensive industries 
such as chemicals, agriculture, steel, wood and paper 
products, mining and plastics... U.S. oil imports do not make 
the nation vulnerable...Today, the stability and diversity 
of U.S. suppliers, including Canada, the United Kingdom, 
Mexico, Venezuela and Nigeria, provide many reliable sources 
of product without any threat of interruption. Moreover, 
our experience of the 1970s and '80s tell us that oil cannot 
be effectively denied to the U.S. for political purposes; 
the world market is far too complex and 
interdependent... NEFI does not object to measures designed 
to improve opportunities for domestic producers...NEFI would 
support tax code incentives, for example, as well as the 
opening of frontier areas to production, such as the ANWR 
and the OCS." 

Mr. Gary Westfall 
Sales Manager 
Dowel1 Schlumberger 

Comments dated May 26, 1994 (232NY-7): 

Mr. Westfall cites the lack of stability in oil prices over 
the past decade as the major reason for the current state of 
the .dnmn.ct i P n-i 1 uvLLnIYI-- --- industry, 
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Mr. Rex H. White Jr. 
President ---c 
Texas Indeoendent Producers and Rovaltv Owner Association 

Comments dated May 23, 1994 (232TX-17): 

"Price instability... is contributing to dismemberment of the 
basic infrastructure of the U.S. independent petroleum 
producing industry... Once the domestic producing industry 
loses the ability to find capital, knowledgeable personnel, 
and equipment to explore for and produce domestic reserves, 
this infrastructure cannot be easily or quickly regained, 
leaving the nation vulnerable to the policies of foreign 
importers." Mr. White suggests a number of "options that 
could be taken to alleviate some of the burden on domestic 
producers and to allow them to compete with foreign sources 
of energy": 

Require importers of foreign crude oil to donate a 
certain portion of their imports to the Strategic 
Petroleum Reserve. 
Place a $.O7 per gallon environmental fee on imported 
gasoline to help offset environmental costs incurred by 
domestic refiners. 
Create tax incentives to encourage exploration for new 
reserves or the reactivation of old wells. 
Eliminate the $.05 cent per barrel Federal excise tax 
on-shore domestic production. 
Take action to stabilize oil prices (e.g., oil import 
fee). 

Mr. Steven R. Williams 
President 
Petroleum Develooment Corooration 

Comments dated May 26, 1994 (232NY-8): 

"Our ability to attract investment capital is directly 
related to our ability to generate attractive financial 

-'returns for potential investors. Even though our programs 
have focused on natural gas development for environmental 
and other reasons, it is clear that bargain basement oil 
imports have had an adverse impact on the performance of our 
drilling programs, and threaten our future ability to 
attract additional risk capital for our development 
activities.. .Perhaps my greatest fear, given the low level 
of drilling activity, is that the service companies which we 
rely on to develop the reserves in our area will find it 
economically impossible to continue on with their 
operations. While we may squeak by operating wells on a 
shoestring, once they no longer find business viable, and 
shut down their operations, we will have no easy or economic 
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way to return to a reasonable level of activity when and if 
prices do recover." L-c 

Mr. Roy W. Willis 
Vice President for Government Relations 
Independent Petroleum Association of America 

Comments dated June 16, 1994 (232CAL-1): 

Mr. Willis disagreed with the argument that the problems 
facing the U.S. domestic oil producers are the result of 
geological factors that have nothing to do with government 
policies. He asserted that the U.S. still has a vast 
resource base in jackrabbit fields (i.e., fields with a 
limited amount of potential resources of only 2 million or 3 
million recoverable barrels, instead of the normal 10 
million to 20 million barrels of recoverable oil). Mr. 
Willis also challenged the argument that the risk of a major 
disruption in oil supplies has decreased in recent years 
because the U.S has developed more diverse foreign sources 
of oil (e.g., Canada, Mexico, and the North Sea). He 
asserted that recent changes in production in these areas 
indicates that their production is likely to decline. Mr. 
Willis recommended that Commerce consider a remedy that "not 
only sustains current production, but also gives the 
industry the wherewithal to continue to search for and find 
new oil and natural gas and to sustain that very 
infrastructure (i.e., related service and supply industries) 
that we need in order to do it." Mr. Willis discussed the 
effectiveness of production-based tax credits as a remedy. 
He argued that, "to be useful to producers, particularly at 
times of low prices when producers are not likely to have 
taxable income.. .the tax credits then must become some way 
of substituting for cash flow. To do that, they have to be 
transferrable.. .They have to be easily monetarized so they 
can become a source of income with which producers can 
maintain existing production and continue to search for new 
oil and natural gas." He recommended that the tax credits 
be counted against the alternative minimum income tax. 

Mr. Roy W. Willis 
Vice President for Government Relations 
Indenendent Petroleum Association of America 

Comments dated May 12, 1994 (232NY-1): 

"The primary reasons given in 1989 for finding a threatened 
impairment of U.S. national security are still valid, 
declining domestic production, rising oil imports, growing 
Free World dependence on potentially insecure sources of 
supply, vulnerability to a major supply disruption, and the 
need to maintain U.S. access to sufficient supplies of 
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petroleum essential to U.S. economic security, foreign 
policy flexibility, and defense preparedness...Since the 
1970's, we have diversified suppliersof crude oil imports 
into the United States, but crude oil production already has 
or is expected to begin to decline in many of our non-OPEC 
suppliers within this decade." Mr. Willis, citing a 1991 
report by the Office of Technology Assessment entitled U.S. 
Oil Imoort Vulnerabilitv: The Technical Replacement 
Caoabilitv argues that "the ability of our economy to 
adjust to oil import disruptions has actually become weaker 
over the last decade.. .Among the recommendations OTA made to 
reduce our nation's vulnerability to oil import disruptions 
was to preserve the domestic oil-producing 
industry... "Unfortunately, our weakened domestic oil 
industry cannot be regarded as a ready source of oil to deal 
with supply disruptions.. .After nearly a decade of 
relatively low prices, marked with increased price 
volatility, American crude oil production continues to 
decline, and current exploration efforts are not sufficient 
to slow the depletion of domestic reserves, much less expand 
them.. .The United States has just under 600,000 operating 
oil wells and a per-well production average of about 12 
barrels pe,r day. Of total oil wells, nearly 78 percent of 
them are so-called marginal wells, with an average 
production per well in 1991 of 2.2 barrels per day...If we 
are to maintain this production and, equally important, 
bring new reserves on line, the Clinton Administration and 
Congress must provide measures that improve the economics of 
investment in marginal wells and in new drilling...In our 
petition we did not specify a particular remedy...We, 
nonetheless, urge the Administration to look at all options, 
including import fees, indirect actions (e.g., tax 
incentives), and "some combination of direct and indirect 
action . . . For instance, small increases in existing fees on 
imported crude oil and refined petroleum products can be 
made without anti-competitive impacts and those revenues 
used to fund a wide array of domestic energy initiatives." 

Mr. -Paul J. Zecchi 
President 
Indeoendent Petroleum Association of Mountain States (IPAMS) 

Comments date June 11, 1994 (232TX-23): 

"Rocky Mountain production has been dramatically affected by 
falling crude prices. From January 1993 to January 1994, 
monthly production has declined 2,392,324 barrels or 8.3 
percent... At today's prices, many vital reserves are 
uneconomic; and there is no incentive to drill for new 
reserves... From 1988 to 1992, approximately 600 service 
companies left the state of Wyoming. This shows further the 
destruction of the industry's infrastructure in the Rocky 

, 
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Mountain region... American refining capacity is expected to 
decline significantly in the next-few years primarily 
because of the Clean Air Act (CAA)...Our industry stands a 
good chance of losing up to 2 million BPD of refining 
capacity between now and the end of the century due to the 
requirements of the CAA. Most of this loss will occur from 
the smaller refineries and could have a significant impact 
on the independent producer particularly in the Rocky 
Mountain and Mid-Continent areas..." IPAMS makes the 
following recommendations: 

Establish a floor price of $20 per barrel for crude 
oil. 
Establish an import fee, or variable rate import fee on 
imported crude oil. 
Establish a limit on total imports of foreign crude oil 
at 50 percent of total consumption. 
Require all tankers delivering foreign crude oil to 
U.S. ports to be registered and operated as U.S. 
flagships for environmental and national security 
reasons. 
Allow tax deductions for geological and geophysical 
costs. 
Eliminate the percentage depletion limitation against 
net income. 
Establish a production tax credit against Alternative 
Minimum Tax that is applicable' to all drilling costs. 
Require that the costs of implementing and complying 
with environmental regulations be considered before 
such regulations are put in place. 
Increase access to public lands for oil and gas 
development. 
Increase funding to the fluid mineral programs of the 
Bureau of Land Management and Minerals Management 
Service. 
Revise Federal oil and gas lease terms to permit leases 
to be shut-in for more than 60 days. 
Develop royalty incentives for Federal leases. 
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March 11, 1999 

The Honorable W illiam M . Daley 
Secretary of Commerce 
14* Street and Constitution Ave. NW 
Washington DC 20230 

Dear Secretary Daley: 

Y.,  

OKLAHOMA Cm, OK 73112 
(405) 942-3636 

FAX N51942-3792 

FIRST COURT PUCE 
SUITE 205 

BARTI.ESVILLE, OK 74003 
(916) 336-6546 

FAX (9161336-5740 
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Pcwcr CITY, OK 74601 

(4051762-6776 
FAX (4051762-7049 

istook@mail.house.gov 

I request that you immediately undertake an investigation, under section 232 of the 
Trade Expansion Act of 1962, of the impact that imported oil is having on the domestic oil 
industry, as well as on the National Security of our country. 

Currently, the domestic oil industry is enduring the longest sustained period of low 
prices since 1978. This is having a devastating impact on the domestic oil industry. While 
all oil companies have been affected by the low price of oil, those hurt the most are the 
domestic independent producers. 

At the end of 1978, the United States imported 43% of the oil we consumed, 
whereas today we import about 55%. Additionally, in 1979 there were 52,204 new wells 
drilled, whereas in 1998 there were only 22,892 new wells drilled. Even this number 
underestimates the problem. Most of the drilling occurred in the early part of the year; 
December saw only 1,473 new wells drilled. In 1979, there were 2,177 rotary rigs in 
operation, whereas by the end of 1998 there were only 647, 71% less. 

The rise in imported oil is most striking when compared to the decline in domestic 
production. In 1982 the United States produced 8.6 million barrels of crude oil per day. 
By 1998 this had dropped to 6.3 million barrels per day, a decline of more than 27%. But 
while domestic production has dropped over 2 million barrels per day, imports increased 
from 3.4 million barrels per day in 1982 to over 8.5 million barrels per day in 1998, an 
increase of 2500/d in just 17 years. Additionally, the low price of oil has had an impact on 
the available qualified workforce. In 198 1, 1.9 million people worked in the domestic oil 
industry. By 1996 this number had been reduced to 1.4 million. If oil prices remain at 
current levels for much longer this number will decrease even more dramatically. Oil 
producing states estimate that nearly 11,000 jobs were lost in the oil and gas exploration 
and production sector in the first three quarters of 1998. 

Currently, there are about 573,000 oil wells operating in the United States 
(excluding Alaska and offshore production). However, about 436,000 of these wells, or 



76%, are marginally economic, called marginal wells. These marginal wells are the most 
at risk from the low price of oil. While marginal wells produce only 2.2 barrels per day 
on average, they account for about 25% of the total oil produced in the United States. 
Further, while marginal wells account for only 25% of total domestic oil production, 
marginal wells account for about 75% of the oil produced by the small independent oil 
companies. 

For the first six months of 1998 an estimated 48,702 wells were idled or shut in, 
according to a recent survey of 23 oil producing states. As low prices continue, more and 
more marginal wells, that would be economical at $14.00 per barrel, are being capped 
because oil has been averaging $11.16 for too long to just@ operating. Once an oil well 
is capped it can never be reopened and would most likely be uneconomical to re-drill. 
Thus, what was once an national asset is lost forever. 

Many states and localities rely upon revenues raised from the domestic oil patch 
for their annual budget. In the first six months of 1998, Wyoming estimates low oil prices 
will cost $100 million in lost revenue, Louisiana estimates the direct loss to their treasury 
at over $98 million, and in Texas oil severance tax revenues fell $94 million. In Oklahoma 
gross production tax collections were 57% lower than expected for the first six months of 
1998. In addition to the losses suffered by the state treasuries from low prices, states must 
pay increased unemployment claims and retraining costs due to the related loss of jobs in 
the oil patch. 

Without the immediate, action by the federal government, more wells will be 
capped which will further erode our national security. Without immediate action most of 
the domestic oil industry will be lost, which will further increase our dependence on 
imported oil from 55% to over 70%. Although there are limits to what the federal 
government can do to increase the security of the domestic oil industry, some remedies 
can be pursued, such as restricting foreign aid or other benefits to foreign countries that 
are overproducing in violation of agreed-to limits, enacting a marginal well tax credit, 
allowing a percentage of loss carryback such as is already allowed for farmers (and which 
the administration has proposed for the steel industry). Additionally, the Administration 
should immediately drop the proposed changes in the valuation of oil by the Minerals 
Management Service oil and also drop other proposed new burdensome regulations that 
would further hurt the domestic oil industry. 

Additionally, part of the problem is the current administrative policy of allowing 
Iraq to export oil, which, only further strengthens our leading foe. In fact, while we were 
bombing Iraq in December we were importing 486,000 barrels of Iraqi oil per day. This 
number increased to 5 10,000 barrels per day in January. Importing oil from Iraq -- now 
the fourth largest source of foreign oil for the U.S.-- is contrary to America’s national 
security and should be curtailed. 

Therefore, I request that you immediately begin an investigation of the impact that 
imported oil is having on the domestic oil industry and provide a report within 60 days. 



If you have any questions about this request you may contact me, or John 
Albaugh, of my staff, at 225-2132. 

Very Truly Yours, 

Ernest J. Istook, Jr. 
Member of Congress 



hkch 12, 1999 

The Honorable William M. D&y 
Secretary of Corrunqx 
U.S. l3tparLment of commerce 
Washington, D.C. 20230 

For uvtz a year qw, the wurld oil market has been glut-M with excess supply, which has ~~erely 
dtprased oil prices. The crash in oil prices has rkulted in record low gasoline priors and Aand 
at least half a point off tht innation rate. At the fame time, tie impact on domestic oil pmduction 

has been dcvatinting. Ayxcbg to a January swcy by tic IndcpendeDt Petmleum Association of 
Anmica (IPM), 193,000 marginal 00 and gas wells have been shut down with a loss in oil 
pro&&on of 360,ooO barreb p day since November of 1997. Even if oil prices were to increase 
to $14 for the next six months, another 184,000 oil wells wnuid likely be shut ‘in. Onto mar&A _ 
wells, wells that product less than 10 barrels per day, are shut in they rarely come back into 
pfodudi0~~ With 1 million bmds per day of U.S. production cuming ftom marginal wells, loss of 
that production would have a dramatic impact on U.S. oil imports. 

The futurt implicationa of a slowdown of this magnitude are s~cm and long Isting. New drilling 
is down neaAy 50 percent In gcueral, the only wells king drilled art tho.se required to maintain a 
lease. TIE m&r oil cmqmnier have announced significant cuts in capital spending, averagmg 20 
percent. The imped on the United States, a high-cost province, is txpuzted to be a reduction in 
apitd spczrdia~ aa the or&r of 40 pcrcenr The absfxxc of new chillii means that for several ytars 
we’art going to have dc&iag production as old fields are d&ted without new fields being 
brought into ~NM~u&o~. Oil dcvelopmcnr requires long lead times and oil production cannot be 
lJrougbt back up in abort order- 

According to press reports, uil indusay bmkruptay filiqs started to accelerate late last year. The 
courts in Texas done are expecting over 80 Chapter 7 oil industry banknlptcies as a result of the 
crisis. Over 24,000 jobs directly in the oil industry have alre14y been 1os1, with another 17,000 
expwttd. In the Jhort ~11, the rccmomic,,h~pcts in some cucas sc stqgcriug. In the long run, tht 
risk is the lost capability for domestic production. As companies go out of business, equipment is 
taken out of SerVicc and pcoplo ux forced to find other lines of work. PLf the Unitcd States 
discovered after the last price downturn, c~nce the expert& and capability disappear, they in castly 
to replace when prices do recover. 



The tntal U.S. trade deficit 1-t year for go& Md scrviccs wu $166.6 billion, LQI Born $110.2 
billion in 1997.. The petroleum contribution to the deficit was $20 billion less than in 1997, even 
thou& imports of crude otl were up 6 pacent and all pefrolcum products 8 pcrcsnt. Whea oil prices 
rexover, ad they will a~ non-OPEC supplies decline and developing counti economies emerge 
from rwession, our trade deficit figlax& Hill see a s&p increase. The Energy Information 
A&&kt,ration, in its Anne Energy Outlpok 1999, is projcoting all iqxxts a high as 71 per-t 
of cmmmptiou by 2020 at a cost of $1004158 billion. While low oil prices have provided obvious 
bencfiu ta thy CCGIWIU~ i.u tht: short run, we believe it is reckless not to be taking immediate action 
to mitigate the future impact of out increasing dependence on imported oil. 

In 1994, your Department candrmtcd a review uadcr section 232(b) of the Trade l&a&on Act of 
1962 (19 U.S.C. 1862) and f& that the nation’s grow& reliance on imports of crude oil and 
r&ncd pctmleum pmiucts tha’kpd the nfdion’s SCCW@ ~WUC they increase U.S. vulnerability 
to oil supply intemptions. On F&v I6,1995, President Clinton cxmm+ with the fincjing, but 
took no action. In 1994, the U.S. was 51 percent dependent oa foreign oil; in 1998 it whs 56% -.- - 
dependent. Clearly, the atcuri,fy threat that was found in 1995 has incrcascd alu~g witfi those 
imp0l-t.S. 

With all these fktors in mind, we are hereby requesting that you conduct an expedited review and 
lmstigatlon into the impact of low oil prices and ever increasing oil imports m the United States 
national security under the authorities granted to you un% Sec. 212 of the Trade Expnsian Act of 
1%2. A finding that the lcvd of oil imports is I threat to our natimal security will put the fwus on 
a* national policy to rqond to the axisis. We respdfully quest that you complete your 
investigation and send your findings to the President within 60 days. 
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DEPARTMENT OF COMMERCE 

Bureau of Export Adminlstration 

[Docket No. 990427107-9107-01] 

Initiation of National Security; 
Investigation of Imports of Crude Oil 
and Petroleum Products 

AGENCY: Bureau of Export 
Administratton, Commerce. 
ACTION: Notice of initiation of national 
security investigation and request for 
public comments. 

SUMMARY: This notice is to advise the 
public that an investigation has been 
initiated under section 232 of the Trade 
Expansion Act of 1962, as amended (19 
U.S.C. 1862), to determine the effects on 
the national security of imports of crude 
oil and petroleum products. Interested 
parties are invited to submit written 
comments, opinions, data, information, 
or advice relative to the investigation to 
the Bureau of Export Administration, 
U.S. Department of Commerce. 
DATES: Comments must be received by 
June 3, 1999. 
ADDRESSES: Written comments (three 
copies) should be sent to Bernard 
Kritzer. Manager, Special Projects, 
Office of Chemical and Biological 
Controls and Treaty Compliance, 
Bureau of Export Administration, U.S. 
Department of Commerce, Room 2093. 
Washington. D.C.. 20230. 
FOR FURTHER INFORMATION CONTACT: 
Scott Hubinger. Senior Policy Analyst, 
Office of Chemical and Biological 
Controls and Treaty Compliance, 
Bureau of Export Administration, U.S. 
Department of Commerce, (202) 482- 
3825. 
SUPPLEMENTARY JNFORMATION: 

Backgruund 
On April 28,1999. the Department of 

Commerce initiated an investigation 
under section 232 of the Trade 
Expansion Act of 1962, as amended (19 
U.S.C. 1862), to determine the effects on 
the national security of imports of crude 
oil and petroleum products. The 
findings and recommendations of the 
investigation are to be reported by the 
Secretary of Commerce to the President 
not later than January 29.2000. 

The imported crude oil and refined 
petroleum products to be\investigated 
include: 

-Crude oil. under 25 degrees API 
-Crude oil. 25 degrees API or more 
-Motor fuel, including motor gasoline, 

naphtha-type jet fuel, and kerosene jet 
fuel 

-Motor fuel blending components 
-Kerosene derived from petroleum. 

shale oil, or both, except motor fuel 
-Naphthas derived from petroleum, 

shale oil, natural gas, or combinations 
thereof, except motor oil 

-Fuel oils, under 25 degrees API 
-Fuel oils, 25 degrees API or more 
-Mineral oil of medicinal grade 

derived from petroleum. shale oil. or 
both 

-Lubricating oils and greases, derived 
from petroleum, shale oil, or both, 
with or without additives 

-Mixtures of hydrocarbons not 
specifically provided for, derived 
wholly from petroleum, shale oil, 
natural gas, or combinations thereof, 
which contain by weight not over 
50% of any single hydrocarbon 
compound 

-Paraffin and other petroleum waxes 
-Petroleum coke 
-Bitumen 
-Asphaltum. bitumen, and limestone- 

rock asphalt 
-Petroleum gases (natural gas liquids) 

and other hydrocarbons - 
This investieation is beintr undertaken 

in accordance”with part 70<of the 
National Security Industrial Base 
Regulations (15 CFR parts 700 to 709) 
(the “regulations”). Interested parties 
are invited to submit written comments. 
opinions, data, information. or advice 
relevant to this investigation to the 
Office of Chemical and Biological 
Controls and Treaty Compliance, U.S. 
Department of Commerce, no later than 
June 3. 1999. 

The Department is particularly 
interested in comments and information 
directed to the criteria listed in .§ 705.4 
of the regulations as they affect national 
security. includin 

5 
the following: 

(a) Quantity oft e article in question 
or other circumstances related to the 
importation of the articles subject to the 
investigation; 

(b) Domestic production and 
productive capacity needed for those 
articles to meet protected national 
defense requirements; 

(c) Bxisting and anticipated 
availability of human resources. 
products, raw materials, production 
equipment, and facllities to produce 
these items; 

(d) Growth requirements of domestic 
industries to meet national defense 
requirements and/or requirements to 
assure such growth; 

(e) The impact of foreign competition 
on the economic welfare of the domestic 
industry; and 
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(f) The displacement of any domestic 
products causing substantial 
unemployment, decrease in the 
revenues of government, loss of 
investment or specialized skills and 
productive capacity, or other serious 
effects. 

All materials should be submitted 
with three copies. Public information 
will be made available at the 
Department of Commerce for public 
inspection and copying. Material that is 
national security classified information 
or business confidential information 
will be exempted from public disclosure 
as provided for by 5 705.6 of the 
regulations. Anyone submitting 
business confidential information 
should clearly identify the business 
confidential portion of the submission. 
File a statement justifying nondisclosure 
and reference to the speclflc legal 
authority claimed, and provide a non- 
confidential submission which can be 
placed In the public file. 
Communications from agencies of the 
United States Government will not bk 
made available for ublic ins 

The public recor 8 pectisn- concern ng thus 
notice will be maintained in the Bureau 
of Export Administration’s Records 
Inspection Facility. room 6883, U.S. 
Department of Commerce, 14th Street 
and Constitution Avenue, NW, 
Washington, DC 20230. telephone (202) 
482-5653. The records in this facility 
may be inspected and copied in 
accordance with the regulations 
published in part 4 of title 15 of the 
Code of Federal Regulations (15 CFR 4.1 
et seq.). Information ahout the 
inspection and copying of records at the 
facility may be obtained from Mr. Henry 
Gaston. the Bureau of Export 
Administration’s Freedom of 
Information Officer, at the above 
address and telephone number. 

Dated: April 28.1999. 
R. Roger Majak, 
Assistant Secretary for Export 
Adminislr@on. 
[FR Dot. 99-l 1090 Filed 5-3-99: 8:45 am] 
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To: 

George ,Mercier 
M r. Bernard Kritzer, Manager of Special ProjeCt8 
Office of Chemical. and Biological Controls and Treaty Compliance 
Bureau of Export Administration 
Department of Commerce 
UNITED STATES OF AMERICA 
Washington DC 

Reference: 64 Federal Register 85, at page 23820 (May 4th, 1999) 
Bureau of Export Administrat4on Docket Number: 990427107-9107-01 

Action; The solicitation of Public Comments on probable violations of National 
Security, denominated in the area of Oil and Credue Oil Imports, 

To: The United States of America: 

This is to advise the United States that earlier this year, Mormon rrmnagement 
personnel. Gordon 8. Hinckley and Dallin Oakes made arrangements through their 
Contracting to cause the Holy Ghost to instruct me to file a petition under 
31 CFR 575, soliciting an oil importation license om the Office of Foreign 
Assets Controls of the United States Treasury 

I refused the conPnan&nent, and notified the Treasury Secretary of my refusal. 

In the future, other persons may not refuse, and this way the Mormons may be 
able to acquire some degree of influence in the sphere of oil importation 
(or alternatively, other subject matter areas, since an alert to oil may 
preclude active Mormon intercession in that industry). 

100 Sandringham Drive 
Rochester. New York 14610 

-- 

er, Mormon Church 1976-l 9% 

\ 
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Dale W. Steffes 

- 

Box 820228, Houston, TX 77282 Tel 713 467 4732 Fax 28 1 497 4128 

May 13, 1999 

Mr. Bernard Kritzer 
Manager, Special Projects 
Office of Chemical and Biological Controls and Treaty Compliance 
Bureau of Export Administration 
U.S. Department of Commerce, Room 2093 
Washington, DC 20230 

Reference: Initiation of National Security: Investigation of Imports of Crude 
Oil and Petroleum Products. Docket 990427 107-9 107-O 1 

Dear Mr. Kritzer: 

Per the May 4, 1999 Federal Register request for public comments, I am submitting three 
sets of two documents each with this letter for the above investigation: 

1: Trend Discontinuity 19-4 U.S. Foreign Energy Dependency reaches a new all time 
high, 25%, issued March 1999 

2: A collection of seven historical papers on the proposed National Energy Stabilitv 
Policy. Assembled in February 1999 

I commend the Department of Commerce for undertaking this important investigation, 
You will see from my submittals that I have been concerned about national oil security for 
the past 13 years, since 1986. Please list me as a party to this investigation. 

With today’s low gasoline prices and abundant supplies, oil supply security is not a 
prominent public concern. That could change quickly with a foreign politically inspired 
supply disruption. Looking out for potential politically inspired economic disruption is a 
legitimate government obligation. 

All proposed solutions to reduce future United States oil dependency require some form 
of market intervention. Our National Energy Stability Policy is the least intrusive and 
most effective solution. I am available to answer any questions that might arise. 

The last paper in the second submittal is a good summary of the U.S. oil dependency 
activities as of April 1997. Since then, OPEC increased exports 2 mmbpd (late 1997) the 
price fell to $10 and an expanded OPEC curtailed oil exports 4.7 mmbpd with the oil 
price returning to the high teens. 

Sincerely - , . 
’ . r’~, ’ 

Dale Steffes’ lccc L ’ 
.L ,I ’ m-L- 

two enclosures with letter (one of three copies submitted) 

\ 

I\ 

.. - .- c1 ‘,. ^- 



Dale Steffes, 3-8-99 
713 467 4732 

News Release 

U.S. Foreign Energy Dependency 
reaches a new all time high, 25% 

TD 19-4 Trend Discon tin uity March 1999 
Planning & Forecasting Consultants Bos 820228 Houston, TX 77282 Tel 713 467 4732 

The United States has reached an all time high in total energy dependency. The previous 
high was 23% in 1977. In 1998, the nation’s foreign energy dependency rose to 25%. In 
the mid eighties, the country’s energy dependency was in the 12% range. See Figure 1, 
which show historical and forecasted ener,gy dependency with little intervention. 

Our forecast is that U.S. energy dependency will reach 3 3% by the year 20 10, unless some 
major form of market intervention is taken. One of the major reasons the United States is 
the world superpower was because of abundant and low cost ener,T. That major 
advantage is now disappearing. 

Energy dependency is not bad in itself, especially if it is on cheaper foreign energy. 
However, today, one of the tools of international diplomacy is trade sanctions, especially 
with oil and bv the United States. If and when world oil becomes scarce, sanctions 
against U.S. oil supply could become very real and economically disruptive. 

Figure 2 shows our proposed National Energy Stability Policy, whereby the dependency 
would be held at the 25% rate by Presidential edict. 

Implementation of this NESP will not lessen the U.S. energy consumption, but will cause 
the U.S. energy production to increase. 

History of NESP 
In 1987, when the NESP was initially proposed, the recommended dependency rate was 
set at 15%. In 1993, in our very formal proposal to the incoming Clinton Administration, 
the recommended setting was 20%. Now, the recommended implementation is 25%. 

Implementation of this National Energy Stability Policy will not raise the cost of energy 
to the United States consumer. The NESP will cause the world to have two oil prices, 
one for the United States and one for the rest of the world. The differential between these 
two costs will represent the actual difference in cost between the two. In actuality, the 
foreign energy producers will subsidize the U.S. domestic producers. This works because 
“they may own the oil but the U.S. still owns the market”. 

-\ 
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Figure 1 
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Figure 2 

U.S. Energy Dependency w/ NESP 
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A collectioti-of 
Seven historical papers on the 

Proposed 
National Energy Stability Policy 

Assembled: February 1999 

1. Houston Post: NESP Proposal to President Clinton Jan. 93 
2. TD 15-4: Clinton confirms oil security problem Apr. 95 
3. IAEE: NESP Presented in Boston Oct. 96 
4. TD 16-16: Status Report on NESP Aug. 96 
5. TD 16-17: “Mother” of all Exploration Prospects Sept. 96 
6. Study Request: For USITC 332 trade study Oct. 96 
7. TD 17-3: A review of U.S. Oil Dependency Apr. 97 

Dale W. Stefks 
Private National Energy Stability Agency, 
130x 820228 
Houston, TX 77282 
Tel 713 467 4732 
Fax2814974128 
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Houston energy consultant - L -- _ 
pitching his plan to Clintorf 

,. of our total demand for ail energy - about the 
same as it is today. 

Steffes has already outlined his plan to represen- 
tatives of the Department of Interior, the Bechtel 
Corp., the National Coal Association and the U.S. 
Council for Energy Awareness, among others, 
during a briefing at the National Press Club in 
Washington ln October. 

Consultant pitches plan 
Houston energy consultant Dale 

laffes has a different plan for curb- 
‘g dependence on imported oil, and 
Ie seeks to deliver his National Ener- 
y Stabilily Policy lo President Clin- 
In early this week. His idea: Anyone 
reducing energy from any domestic 
ource would get a federal “ticket” 
3 import one unit for each four units 
If domestic energy produced. 

.? x I’<.- DotaWpage, C-4. 

BY SAM FLETCHER 
POST ENERGY WRITER 

Houston energy consultant Dale Steffes has a dif- 
ferent plan for curbing the country’s dependence on 
imported oil and to stimulate the oil patch economy. 
But it’s a plan he wants to administer himself to 
keep it free from politics. 

Steffes plans to deliver his National Energy Sta- 
bility Policy to President Clinton. The letter should 
reach Washington early this week. 

“Everyone is trying to get bis or her ideas in to 
the new administration,” Steffes said. “I’m trying to 
do the same. But I’m convinced mine will work 
better than any other approach for reducing oil 
imports.” 

Under Steffes’ plan, anyone producing energy 
from any domestic source - oil, natural gas, coal, 
nuclear, hydropower or any alternative - would 
receive a federal license or “ticket” to import one 
unit of oil for each four units of domestic energy 
produced. Units would be measured in British ther- 
mal units. 

Because most energy producers in this country 
are not integrated companies involved in importing 
oil, Steffes expects a market to develop for those 
tickets. 

He claims the trade in import tickets will trans- 
fer to &mxstic energy producers about $12 billion a 
year that otherwise would go to foreign oil produc- 
em, Steffes said it shouldn’t raise consumers’ Cost. 

“The cartel will try to set oil prices as high as 
they can, but it won’t work,” Steffes said. “OPEC 
may own the oil, but we own the market. It’s possi- 
ble to decide the maximum amount of oll that well 
imwtt based on a percentage of our national ener- 
gyhemand.” I -,::-I - 

Steffes would put that import level at 20 percent 

He claims his plan would provide the necessary 
feedback to monitor how much the United States is 
paying for energy compared to the rest of the world. 
“We need a higher price for our domestic oil than 
the rest of the world,” he said, because of higher 
production costs. . ~.-. 

Bat Steffes wants to be the one to administer the 
program through a proposed Private Energy Stabil- 
ity Commission, rather than leave it to politicians 

lra Strkksteln/Tha Houston Post 

bale Steffes of Planning 4% Forecasting Con- 
sultants hopes to offer hls idea to help the 
energy Industry to Presldent Clinton. 

-. 

tries such as Mexico, Canada or others. 
“I would make it a clean system with no political 

exceptions,” Steffes said. He claims America’s 
nearest oil- and gas-producing neighbors enjoy “a 
logistical advantage” anyway. 

Steffes says he can manage the program at no 
cost to the federal government and with the possi- 
bility of saving billions of dollars from Energy De- 
partment operations. “All I want is 10 percent of 
the tickets,‘: he said. “Ten percent is not much for 
an idea.” 

Steffes claims his plan will produce additio,.. 
savings by reducing Defense Department expenses 
for protecting oil supplies in the Middle East. But 
it:s too soon to say by how much, he said. 

Boosting income for domestic producers will re 
sult in their paying more federal and state taxes, he 
said, as opposed to foreign production, which con- 

\ 
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*Trend Discontinuitv+ - 
Volume 15 Issue 4 Political Influence April 1995 

President Clinton reconfirms 
I.J.S. Energy Security Problem 

Prcsidcllt Clinton reconfirmed I\VO II~OIII~S ago that ~hc 
Umtcd SI:IICS rcnlly does have an energy security prob- 
icm. but then took no new presidential actions to address 
or resol1.e this potentially serious fixture energy problem. 
All he did \vns continue the identical energy politics that 
ha1.e not lessened our energy dependence since the last 
national energy securiv review seven years ago. 

If you hn\.c ever run out of gas in your automobile. you 
realizes ho\v helpless one can be without fuel for your car. 
All activit\ just shuts down until the problem is resolved. 
Remember how angry yen were with yourself for not 
having more foresight. 

For the first lime ever. in 199-l. the United Slates became 
more than 50% dependent on foreign oil supplies. The 
previous high Icvel of oil imports was in the late 1970’s 
when the United States oil dependency peaked at 47%. 
President Carter’s energy actions during his term. hon- 
ever reduced that level to about half (23%) by the early 
1980’s. Hc accomplished this reduction in oil dependence 
b!, causing world oil prices lo incrcasc. so domestic pro- 
ductlou incrcxcd and domcstlc consumption dccrenscd. 
$34 oil ill I’jXO$ ~VX above lhc ncccssaq U.S. cquilib- 
rium price. With world oil prices again 101~. the U.S. oil 
depcndcncy has risen IO over 50% and is hcnded much 
higher. rmlcss the fcdcral govcrmncnt takes some action 
to prcvcnt our incrcasc on foreign oil dcpcndcncy. 

President Clinton’s energ announcement about the na- 
tion’s ener,?- security problem was instigated by the Inde- 
pendent Petroleum Association of America (IPAA) 
\vhich required the Department of Commerce to conduct 
an investigation on “The Effect of Imports of Crude Oil 
and Rcfincd Petroleum Products on the National Secu- 
riv”. This mandated study was conducted under the au- 
thority of the Trade Espansion Act of 1962. Section 232. 

Under that spcciiic trade Ian. the Prcsidcnt has the au- 
thority to adjust oil imports if hc finds they thrcatcn to 
impair U.S. national security. The Dept. of Commerce 
study did find that petroleum imports threaten to impair 

, U.S. national sccttrity. The Commerce study however 
rccommendcd no new actions. other than to continue and 

enhance existing federal ener3 actions. President Clinton 
echoed Commerce’s recommendations. 

Clinton/Commerce Study Recommendations 

These Dept. of Commerce study energy recommendations 
were vev weak. generally wrong and sometimes counter 
productive. All are some form of domestic market intewen- 
(ion. They assume the gol’ernment bureaucrats know what 
is needed better than the domestic free market. The Presi- 
dent’s energy recommendations to address the nation’s en- 
ere security problem were: 

Spend more federal money on energy efficiency 
Spend more federal money on alternative fuels 
Spend more federal money on energy technology 
Spend more federal money on enerp renewables 
Promote the use of natural gas 
Increase government regulatory efficienq 
Subsidize energy related espons. technology. 

western coal, Calif. hea\? oil. 
Maintain the Strategic Petroleum Reserve 
Coordination with IEA members in times of a 

world oil shortage 

These recommendations are a continuation of past and cur- 
rent energy policy. which have not proven successful. With 
these current policies essentially in place since the last re- 
quested similar study (1988). the U.S. has become even 
more dependent on foreign oil. Which indicates that our 
national energy security has lessened. I do admit that with- 
O~I thcsc politics. the U.S. could probably have been even 
more energy dependent. 

Unless our domestic energy policy is radically changed. the 
U.S. is forecasted to become even more oil dependent and 
the nation will become ever more energy vulnerable. 

While the recommendations listed no specific dollar espen- 
ditures. the government is planning to increase the espendi- 
tures for many of the recommendations. 

Comments on Recommendations 

The following are commentary on the specific administm 
(ion recommendations: 
* By definition. the domestic free market will estab- 
lish the best energy efficienq. If efficiencies have to be fed- 
erally mandated. it is probably because the wrong Oil Price 

\  
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signal is being used. 
* Renewable fuels and alternative fuels will co111c 

about automatically in a domestic free market. whenever 
they become truly economical. 
* Industp tcchnolog): will develop more effi- 
ciently in a domestic free market. Government espendi- 
tures for technolop stymie private investments in 
petroleum technoloF. 
* Natural gas has less than 15 years of resenes. 
while coal has over 100 years of rcsen’es. Why should 
the government promote consumption of a fuel with lim- 
ited domestic reserves over another fuel nith huge do- 
mestic reserves’? Isn’t security of supply the issue here. 
* Increasing government regulatop eff[icienc\ 
sounds paradosicnl. Does this mean regulations will be 
imposed more efficiently. Hopefully it means regula- 
tions will have less dctrintcntal cffccts. Whx \vouldn’t 
this be done anyway? Dots this 111cm sontc regulations 
today arc just vindictive? 
* A govcrnmcntal oil storage systcnt is about as 
UII free market as you cm get. This government action 
hinders efficient private oil storage. The fcdcral SPR in- 
terferes with the normal operations of a futures market. 
and private storage incentives. 
* Agreeing to share oil shortages \vith unequals 
that do not have to carq a world class militac responsi- 
bility is not esactly what I would call a very smart na- 
tional energy stratea. Carrying most of the world’s ar- 
mament cost is bad enough. but carrying their oil secu- 
ritv risk also. is ntorc than the U.S. consumers should 
bear. cspccialiy when it isn’t ncccssac. 

Many of these recontmendations are somcwltat shaded 
by environmental concerns. But.this study \vas not in- 
tended to address the environmental issues facing the 
nation. 

There were 69 submitted comments to this Dept. of 
Commerce esercise. Most everyone agreed that the U.S. 
was becoming more and ntore dependent on foreign oil. 
making the county even more \xlncrable. Most agreed 
that the decline of the U.S. petroleum resource base was 
the principal cause for the U.S. increasing oil depcn- 
dcncc. 

Collcctivcly. the producing side bcggcd for some form of 
economic klp. ix. favorable market intcmcntion: (oil 
price floors. oil import tariffs or oil dcplction tas bene- 
fits). while the consuming side wanted to keep cheap 
cncrc available for the sake of their personal cconont! 
or for international compctitivcncss reasons. 

The Dcpanment of Encra took a year to issue their first 
cncrgy study in Dcccmbcr 1993. The “Natural Gas & 
Oil Initiative” report said the Oil Security Issue lvould 

bc addrcsscd by a11 Intcragcncy task force. \vhich \vonld 

have a report complctcd by Dcccntbcr 1994. As of this 
date. the critical issue is still unaddressed. DOE has cf- 
fectivciy stalled for tn’o years without any policy im- 
provements and U.S. dependency continuing to increase. 

Tltc Commerce study did 1101 adequately address these 
key intangible questions: Tlte political stature of the 
world’s remaining superpower without a secure oil sup- 
ply’? They did not attempt to quantify tltc dollar rclation- 
ship between our military espenditures and the sccurit, 
of our oil imports? The study did not reconcile the U.S. 
balance of trade deficits for oil \vith our current eco- 
nomic status in the world? 

These are presidential questions only the President can 
address. As it 110~ looks. lhc cor1111n will bccomc 5 IO 
7% more dcpc11dcI1l On foreign 011 oul~rcsidcul Clinlon’s 
\V;IIC~I. Evclltuilll~. 111~ U.S. could get 10 111~ posltion of 

having IO play tllC child’s ganlc of “111il~ I” wilh lllc for- 

cigu oil producing countries. 

How could this ltappcn? Wlrcncvcr U.S. oil dcpcndcnc\ 
rcachcs a critical stage. the economic oil wxpo11 GUI be 
turned against us. Quite often. oil is use as an ecouomic 
weapon. and the U.S. is one of the worst offenders. The 
first action our State Department considers is to interfcrc 
with a foe’s oil trade. i.c. I,raq, Iran. Libya, Haiti. N. KO- 

rea. Then lvhen State gets in over its head. tllcy Cdl tllc 

Dcfcnsc Dcpartmcnt. i.e. Iraq/Kuwait. The rcccnt book. 
Victoq. insinualcs Illat oil played a key role in winning 
the Cold War with the former USSR. Just rcccntiy. the 

Administration invoked a I9 17 act. Trading with the En- 
cnty Act. forbidding Conoco to legally deal with lran. 

Understanding U.S. Energy Dependence 

The prima5 reason U.S. foreign oil dependency is in- 
creasing must be recognized and understood. 

All internationally traded oil in the world is priced in 
U.S. dollars. with a small differential for logistics and 
quality. This universal \vorld oil price is mctcrcd in NC\\ 
York. Rottcrdam. Singapore. etc. Howcvcr. this one uni- 
vcrsnl world oil price is gcncrall~ wrong. 

This universal world oil price is normally too low for 
most U.S. oil producers and higher than ncccssar?’ for 
most foreign oil producers. This anomaly COlllCS about 
because of the natural diflercntial between toda\“s vari- 
ous petroleum resource bases. The actual cost of finding 
and producing crude oil in the Middle East region is 
much less than $51 barrel. while in the United States. the 
comparable crude oil cost could be well over S 151 barrel. 
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Because petroleum is fungible. a world free oil market 
\vill find an equilibrium price somewhere in the middle 
ground. Under this oil cost scenario. over time. the 
cheaper foreign oil will continually gain world market 
share over higher cost U.S. domestic produced oil. 

The Power of a World Energy Model 

ljaving oil cost higher thi the rest of the world is not all 
bad. ifthc systcnt can be manipulated to bcnclit the United 
Swx. The P;ICI remains “OPEC may OI\'II fhc oil but the 
U.S. still owns the market”. In times of Ivorld oil surplus. 
the market side has more control than the supply side. 
The rest of the world will always have an oil surplus as 
long as the price is artificially held higher than their nec- 
essay supply and demand equilibrium price. This is 
OPEC’s perennial pricing problem. Holding the world oil 
price too high. allows other low cost foreign oil to gain 
market share against OPEC producers. 

Therefore. by limiting energy imports into the U.S.. the 
foreign oil producers can be forced to subsidize domestic 
energy producers. OPEC Secretac General Subroto con- 
firmed this fact in a written rcsponsc to the author about 
our proposed National Energy StabiliF Policy. 

The President has the authority to control U.S. energy de- 
pendency under lhc 196, 7 trade la\\.. All the President has 
to do. is to limit the number of BTU’s of enera imported 
into this country. The recent Commerce study conclu- 
sions iluthorize him to limit energ? imports in the name of 
nalional sccurily. 

This \vill crcatc a world system \vith two oil prices. one 
price for the U.S and a lower price for 111~ rest of the 
tvorld. Both of lhcse oil prices will be more correct for 
their specific part of the world. based on the cost differcn- 
ti;ll ~CI\VCCII IIIC two diffcrcnt pctrolcum rcsourcc bases. 

The question that immediately arises is: Who should be 
;Illo\ved to import this lower cost oil into the U.S.. because 
it will clearly have an economic advantage over domestic 
oil. Under our NESP. the President nould allocntc these 
ValtIablc import rights to all domestic energy producers . 
proportional to their domestic enera production. This 
will effectively subsidize all domestic energy producers. 
including coal. nuclear. hydra. oil. gas. etc. Our initial 
estimntc is fifteen cents per BTU subsidy for all domestic 
cncrgy produced. 

The U.S. cncrb? polic should incorporate a method to 
utilize the most correct domestic cncrgy price signals and 
then Ict ~hc dontcstic free ntarkct determine the best do- 
mestic solution among our available domestic htcl sources 

and energy consenfation. Then the environmental con- 
siderations could also be economically decided between 
domestic fuels. 

Under this U.S. energy import limitation, the cost offor- 
eign oil imports will be reduced. Our model indicates 
that the United States would sa1.e $ I2 billion per year on 
the current volume of oil imports. Instead ofpaying $44 
billion/yr. our energ?: importers would only pay $32 bil- 
lion&r for an equal amount. This S 12 billion/yr saving 
rvould be cffecti~*ely distributed to the domestic enera 
producers. raising their revenue to $155 billion/yr from 
the current $143&r billion. This increased revenue for 
domestic energy producers Lvould enhance al1 domestic 
energy production. The overall total cost for U.S. en- 
ergy supplies would not change. All this policy would do 
is transfer some of the money presently going to foreign 
producers to domestic energy producers. 

Implication of this National Energ Stability Policy by 
the President would effectively maintain the energy COII- 

sumers’ bills at the current level. 

This NESP has an added benefit. It effectively elimi- 
nates the threat of low oil prices on domestic oil produc- 
ers. If the rest of the world oil price goes down. this pol- 
icy effectively subsidizes the domestic producers even 
more. If the rest of the world oil price goes up, the 
policy subsidizes the domestic producers less. but that 
will also be okay. because our energy dependency level 
nil1 be automatically maintained at this presidentially 
set level. 

With this policy. tlte need for the current Dept. of Coin- 
merce’s energy recommendations and associated espen- 
ditures \vould be eliminated. Also. the espense for the 
principal DOE energy fimctions could be eliminated. 
saving even more of taspaycr’s money. 

The potential big savings could be in the reduced miIi- 
tar): expenditures needed to maintain insecure future 
foreign oil supplies for the United States. 

P&FC has formally and officially offered to create. de- 
sign. and operate this NESP at no cost to the federal 
government. 

Recommendations for the President 

President Clinton should adopt P&FC’s National En- 
ergy Stability Policy of limiting energy imports into the 
United States IO a level that balances our needs between 
concerns for national security. balance of trade, and in- 
ternational competitiveness. 
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Our initial recomnicnd;ltiot1 to the Prcsidcnt lvould bc 
for him to limit the U.S. energy imports al the present 
Icvcl of about 20 pcrccnl (oil 3%). After lhc policy has 
opcratcd for a while. the Prcsidcut lvould have more fac- 
tual data on the oil price differential. so hc could adjust 
the import percentage up or down gradually. depending 
on our other U.S. international relationships. 

The day after his inauguration. I formally offer the Pres- 
ident this energy policy option. His administration has 
yet to respond. 

The first thing that must be done is: somebody needs IO 
esplilin all of the real U.S. energy options to the Presi- 
dent. The recent Department of Commerce study did not 
inform him of all of his energy options. In Mr. Clinton’s 
campaign for ~hc Prcsidcncy. hc promised 111~ pctrolcum 
industry that all cncrgy options \vould bc csamincd. 
lvhich has not yet been done. 

With this in mind. I am actively soliciting the various 
cncrgy related organizations (Tcsas Railroad Commis- 
sion. IOGCC. Congressional Encrg? Ca~sus. CIC.) to CII- 
courage the President to adopt P&FC’s proposed Na- 
tional Energy Stability Policy. 

Summary 

* I iruplorc IIIC Tcsas Railroad Commissioners IO USC lhcir 
prestigious posiliou lo cncouragc Prcsidcnl Clinlou lo ac- 
ccpt OUF &fcr to create. design and opcratc the NESP. 
Hopefully. !.ou will car? this message IO others. such as 
the IOGCC. Congressal Caucus. etc. 

Benefits 
* Implementation of this NESP would 1101 raise the cost 
of enern for domestic consumers. 

* Implementation of our NESP nould eliminate the threat 
of low oil prices OII domestic energy producers. 

* Implementation of our NESP ivould subsidize all do- 
mestic energy produced 15 cents per million BTU. 

Offer 
* 1 offer to make a11 oral prcsentatlon IO csplaiu this 
NESP to any individual or organization thaw truly W;III~S lo 
bcttcr understand the U.S. cncrgy dcpcndcnq problem 
and the best polilical solution. I will csplain \vhy begging 
for ~1s bcncfits. price floors ;111d subsidlcs arc only a SCC- 

ond best polic!,. The loss of indust? CI~I~~O~IIICII~ is IIO~ UI 
issue in today’s compctitivc world. 
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Abstract 

Pfanning & Forecasting Consultants (P&FC) have designed a National Energy Stabiiity Policy 
(MESP) for the United States. This NESP will bring greater price and volume stability to the domestic 
energy industry. This NESP is a “market intervention” to keep the United States porn becoming too 
dependent on foreign energy sources. This national energy stabiliv policy can be privately 
administered by a Private National Energy Stability Agency (PNESA). 

One of the U.S. President’s jobs is to protect the nation against economic and social disruptions by 
outside forces. He is responsible for the security of the nation, including oil supply security. 

This NESP would allow the President to limit the amount of energy imported into the United States to 
a prescribed percentage. He would set this percentage based on his judgment of the national security 
implications, the balance of trade considerations and the international economic competitiveness. Our 
initial recommendation is that the President j?eeze the nations total energy imports at today’s current 
level of 20%, with oil being at the 50% level. 

Limiting the umot~nt of erreqy imported, will create a duel-price world energy system, one price for 
the United States and another, lower price for the rest of the world. The party with the right to import 
this cheaper foreign energy into the U.S. would receive an economic benefit. 

The beneficial rights to import this cheaper energy will be distributed proportionally to the domestic 
energy producers on a BTU basis. This policy in effect would subsidize domestic energy producers, 
enhancing domestic production. 

A secondary benefit of this policy would be the elimination of the threat of low oil prices on domestic 
producers. Xhis factor wili allow oil producers better financing terms. Also, with the import 
percentage set correctly, the policy will not increase the cost of energy to the U.S. domestic consumer. 

Implemet~tation of this NESP will bring greater stability to the domestic energy system, replacing 
volatility. With a stable, reliable national energy supply and demand, all will be able to make better 
economic, political, technological, geographical, social, and ecolog*cal decisions. 



United States Enerqy Problem 

The twentieth century can be called the “oil century.” Henry Ford created the Model T and the 
assembly line at the beginning of the century, while at the same time the great oil strikes where found in 
the Southwest. The automobile industry and the oil industry ma’rriage made the U.S. a world industrial 
and military superpower. This Industrial Might, along with abundant oil supplies played no small pa0 in 

allowing the Untied States to be victorious in World War II. 

However, during the last quarter century, the U.S. domestic oil production has fallen dramatically. 
Domestic yearly crude oil production peaked in 1970 at 3.5 1 billion barrels and trended downward for 
the last 25 years. Last year, domestic yearly crude oil production was down to 2.38 billion barrels. 

An even bigger discontinuity is in the oil imports. In 1971, total oil imports (crude and products) were 
1.43 billion barrels. Twenty-five years later, total yearly oil imports are 3.32 billion barrels and still 
increasing. This U.S. rising oil dependency ,becomes the critical threat to the United States 
hegemony. 

In 1971, the known U.S. reserve of crude oil in the ground was 38 billion barrels. Today, the known 
crude oil reserves stand at 22 billion barrels, which equates to a reserve life index of about sis years. 
However, the United States’ domestic petroleum industry produced about 65 billion barrels of oil during 
the last 25 years. 

The United States principal energy problem is simply defined: “Crude oil has one universal world 
price, in U.S. dollars, with a small price differential based on logistics and quality. Because of 
the world’s differing existin g natural resource endowment, this one universal price is generally 
wrong. It is normally too low for United States producers and higher than necessary for foreign 
producers, especially for the Middle East crude oil.” This NESP makes the oil price more 
representative of the true oil cost for both, the U.S. and the rest of the world. 

As long as this world free market in oil exists, the United States will continue to become more 
dependent on the less costly foreign oil supply, which should be unacceptable to the world’s remaining 
superpower. Over dependence on foreign oil supplies make the United States vulnerable to a threat of 
disruption in oil supplies. 

Some form of market intervention is required to overcome this U.S. energy dependency. Many 
independents want an oil import tariff or price floor implemented. Others want some form of tax 
incentives and benefits. Still others want to force conservation on consumers. AI1 of these are also, a 
form of market intervention and they would tend to work, but most would increase the cost of energy 
to the consumer, either directly or indirectly. 

The President is the Key Enerqy Requlator 

The President of the United States most important job is to protect the nation from disruptions inflicted 
by foreign powers. This is commonly known as foreign policy. It is the one governmental task that a 
state governor, or bureaucrat cannot perform. The only practical, and constitutional arrangement is for 
the President to be ready to dispatch a diplomat or an army to some trouble spot to look after America’s 
interests. The security of the nation is in his hands; and the security of the oil import supply for this 
nation, is also in the President’s hands. 
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It is critical that the President not wait till a pending import threat to act on an oil import policy. 

Preventive action now will avoid an oil supply crisis later. 

Congress created the Department of Energy (DOE) to assist thepresident with his oil security task. This 
nation’s foreign oil supply security will always remain one of the President’s task, with or without the 
DOE. It certainly would be wrong for the President to have to rely on the Department of Defense for 
securing the U.S. oil supply. Is this being done in Saudi Arabia today? Should the loss of nineteen lives 
in Saudi Arabia be considered as one of the costs of the nation’s oil supply? 

Authority of the U.S. President 

The President currently has the authority to act if the nation or its citizens are being harmed or 
threatened. The basis of this authority is existing trade law. The law requires the President to 
investigate if domestic producers are being harmed or if there is an oil security threat. Every 
investigation so far has found there is a threat or harm. The most recent case was when the Department 
of Commerce study found the same, but the recommendations to rectify (the situation) were ineffective. 
The nation’s oil dependency will continue to increase, even with these recommendations implemented. 

P&FC’s Consultinq Specialty 

Planning & Forecasting Consultants is a 24 year old consulting firm specializing in establishing strategy 
in the energy industry for companies and for countries alike. We have written a 50-page manual on the 
forecasting and planning process. With this manual, a company or country can create effective and 
beneficial strategies. 

Our documented energy forecasting track record is unsurpassed. Our energy models mirror the energy 
industry better than others. Figure 1 is P&FC’s basic model of the U.S. Energy Industry. The BTU’s 
flow downward, while the dollars flow upward. In 1996, the United States will require 90 quadrillion 
BTUs of energy. The energy consumers will pay $530 billion for this energy. 

Simplified Model for Explaininq NESP. 

Figure 2 is a Simplified Energy Model we have created to illustrate the national energy stability policy. 
The commentary on the model explains the model. The dot-&estic energy producers supply 71 quads of 
energy, for which they receive $144 billion. The U.S. net imports of energy are 19 quadrillion BTUs, 
for which they receive $48 billion. 

Market Intervention Model 

Figure 3 is a model of our National Energy Stability Policy. Our import control system is incorporated 
into this model. With this market intervention tool, the President can maintain any level of energy 
dependency he feels prudent for the nation. The commentary explains how the policy would work. If 
the President sets the maximum energy imports at twenty percent, then imports will be limited to 18 
quadrillion BTUs. Domestic producers will then supply 72 quadrillion BTUs. One quadrillion BTUs 
are equal to a little less than 500,000 barrels per day. This is almost the amount Iraq wants to start re- 
supplying to the world market. Changing the ratio to 80/20 would tend to depress foreign oil prices and 
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raise domestic oil prices. This control system would establish a differential between the oil prices, 

which would tend to be the value of the energy import ticket. 

This policy is designed on today’s fact that “OPEC may own the oil, but the United States still owns tire 
market”. If the United States becomes too dependent, this fact”wrill become fiction. 

Value of Import Tickets 

The value of the tickets would be set in a public market between importers and domestic producers. 
They would tend toward the differential between foreign cost and domestic energy cost. The value of 
the tickets would be highly dependent on the percentage the President sets. For instance, if the 
percentage is 25% the tickets would have little value because we are not yet at that level of imports. 

However, if the President set the percentage at 15%, the import ticket would be very valuable. 
However, the domestic producers would not be likely to produce that amount without higher unit cost. 
This would raise the overall domestic cost, increasing the total cost to the domestic consumers. Any 
increase in domestic energy costs would not be tolerated politically. 

If set a little below current levels, the cost of energy to the domestic energy consumer would not 
increase. Then the domestic producers would effectively be subsidized about $11 billion per year, all 
of which would come from lower foreign oil costs. This change in energy cost is illustrated on Figure 3 
from Figure 2 data. 

Cost to Operate NESP Privately 

In our original proposal to President Clinton, we estimated that the control system can operate privately 
for $30,000,000 annually. Today, our estimate is $50,000,000 annually. For operating this private 
control system, the Private National Energy Stability Agency (PNESA) would earn 10 percent of the 
import tickets. These tickets will sell through the public clearinghouse. PNESA would be government 
audited. 

Venture Manaqement Model 

This NESP is being formally developed with our Venture Management Model. Figure 4 is P&F0 
Venture Management Decision Process. We have completed the Identification Level study (plus or 
minus of 30% range) and are now ready to continue with the Investigation Level study. We estimate 
the Investigation Level study to cost $1 ,OOO,OOO and the results to decide if the Recommendation Level 
study should be conducted. The Investigation LeveZ study will improve the confidence, accuracy level 
to the plus or minus 15% range. P&FC will sell limited partnership shares to fund the Investigation 
Level study. A limited partnership share will earn a set share of all future net profits. This has the 
potential to Centuplicate their investment annually. 

It is the author’s intention to work full time on this proposal during the Investigation Level study. Also, 
we will be seeking knowledgeable advice on this policy from reliable sources, industry, governmental 
and non-governmental. 

We intend to have an updated proposal ready for the next President’s inauguration, no matter which 
candidate wins in November. 
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FIGURE 2 

A Simple United States  Energy Model 
(Based on P&FC’s  Basic  Energy Model, F ig. 1) 
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The United States Energy Situation 

I. The United Stares foreign energy dependency is  increasing. especially oil dependency. 
Today, total energy dependency is  over 20%. with oil dependency over 50%. An imerruption 
in our foriegn oil imports would disrupt our economy and our American way of life. Of the 19 
Quads of energy imported, 3 Quads are natural gas from Canada. with the balance ml. 16 Quads. 

2. The interruption of the U.S. foriegn oil supply can be used as a weapon against us. W hen the 
U.S. become overdependent, this weapon will be turned on us. The U.S. is  quilty of using the 
intervention in oil trade weapon frequently. It is  the President’s  responsibility 10 protect the 
Arnerian c itizens from harm by foreign influences. 

3. The above model illustmtes todaj’s  energy s ituation. Society and the economy consume 90 
Quads of energy, for which the consumers pay 5530 Billion. The domestic energy producers 
received S14-t billion for their 7 1 Quads. while dK foreigners received S48 billion for their 19 
Quads. The Midstream and Downstream cost cemers share the 5338 billion difference. 

4. The domestic oil pmducefs problem is  that oil is  fungiblc, making for a universal oil price. 
This one price is  always wrong: it is  lo low for domestic producers and higher than necessary 
for most foriegn oil producers. especially those in the Middle East. G iven this natural resource 
fact. the domestic oil production will continue lo decrease and oil imports w$ continue to 
increxe. causing the U.S.to become more and more oil dependent and more vulemable. 

5. To wercome this s ituation. scvcra l  forms of market intervention have been suggested. All 
would work (0 some eslent. but would be more costly to the American consumer, either directly 
or indirectly. 

A. Insmll ti tariff or floor price on imponcd oil 
B. Increase I;LI; on energy consumption 10 reduce volume lo domestic production Ic\cls 
C. Assist domestic producers through wu advanlagcs and/or technology 

6. The National Energy Stability Policy would limir energy imports to a set percentage of 
domcs0c consumption. This pecenmge would be set b? the Prcsideut. See Figure 3. 
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FIGURE 3 

National Energy Stability Policy 
(Performs DOE’s principal function, maintaining U.S. oil supply security) 
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Required actions to implement NESP. 
I. U.S. President implements a regulation that all energy imported into the U.S. must have an 
energy import ticket. The President currently has this legal authority. under e.xisting trade laws, 

2. U.S. President sets national masimum energy pcrccntage dependency based on national 
securtry. balance of trade and international competitiveness considerations. (For csample. 
assume the President sets United States foreign energy dependency at 20%) 

3. U.S. Government accepts the Private National Energy Stabiliy Agency’s (PNESA) offer 
to operate the policy at zero cost to the government. Domestic producers would report 
their monthly production to the PNESA. PNESA would then issue import tickets proportional 
to their production. All producer’s production data would be audited by the PNESA. 

4. These energy import tickets would be camed by producing domestic energy. (Using 
the ewmple dependency. for every 4 BTU produced. the producer would earn the right 
to import 1 cheaper foreign BTU. These impon rights would have value. which would 
subsidirc domestic energy production. The producers could import energy themselves or 
sell their earned tickets to other importers. A public market would soon develop to establish 
the value of the import ticket. This control system automatically limits energy imports to 
the pcrcentagc level dctermittcd safe and reasonable by the President. 

. . 
5. PNESA would collect import tickets for each unit imported. Imports would be limited to 
the amount of import tickets earned. Also, the energy imports would be audited by PNESA. 

6. PNESA would retain IO percent of the import tickets to operate the NESP control system 
as a private enterprise The federal government would audit the PNESA. 

7 When U. S. consumers rcquircd additional energy. it will automatically come at this ratio. 
four from domestic and one from forctgn. This policy automatiuly guarantees domestic 
producers .I ftxd pcrccntagc of ~llr: tot;11 donusttc cncrgy market. This system removes the 
threat of low oil prices on domestic producers and also lessens the threat of future disruption 
by foreign oil suppliers. 
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P&FC’s Venture Management Decision Process 
National Energy Stability Policy 
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STATUS REPORT ON NATIONAL ENERGY STABILITY POLICY 
This Trend Discontinuity is an update on our National 
Energy Stability Policy cl-forts. I have just rcturncd 
from a week in Washington, meeting the staffs of the 
Senate and House about energy policy. I also met with 
the leadership of the congressional ‘Oil & Gas Forum. 
WC have made sonic progress, and ‘though it’s a huge 
challenge, I will eventually win. The reason I will win 
is that I have an energy model that best mirrors the real 
energy world. Our twenty-five year track record proves 
this model’s insight and accuracy. 

I have actively championed this specific national en- 
crgy policy for nearly a dccadc. The nation’s total cn- 
crgy foreign depcndcncy went up 5.8% and the oil for- 
eign dcpendcncy increased 13.6% during that time. 

Changing the way the world energy system works is no 
small task. This energy policy is now becoming more 
known. In January of 1993, I formally forwarded a 35 
page offer to the Clinton Administration. 

WC arc now preparing an updated offering for the nest 
administration, no matter which candidate wins. Thcrc 
stems to bc a movement in the U.S. to get the govem- 
mcnt out of the cncrgy industry and out of regulation of 
energy. 

Abolishment of DOE, Deregulation of Energy 

Both houses of congress have bills introduced to nbol- 
ish the Department of Energy. Senator Rod Grams of 
Minnesota submitted SR 1678 and Representative 
Todd Tiahrt of Kansas submitted HR 1993. These 
bills are not anti energy as much as they are just trim- 
ming the federal budget. 

There certainly is a definite movement today in this 
country toward deregulation of cncrgy. Oil dercgula- 
tion at the wcllhead generally came under President 
Reagan. The FERC started natural gas deregulation in 
the late 1980’s, and electric deregulation is now being 
implemented. 

Our definition of energy regulation is ‘any form of mar- 
kct intcrvcntion to cause some dcsircd response.’ Less 
intcrvcntion gcncrally means less regulation. Dcrcgu- 

lation works best when you have competitive heIs to 
compctc and anti trust laws to overcome monopolistic 

practices. 

Energy deregulation only works when is it completely 

internal to the United States. Energy imported into the 
United States is not always subject to the free market. 
Foreign governments sometime intervene or threaten to 
intervene. Our federal government needs to control its 
own destiny by controlling the oil imports from our side 
of the equation. 

It is important to remember this key fact: “OPEC may 
own the oil but the United States still owns the market.” 
When the U.S. becomes over dependent, this fact will 
become irrelevant. 

Today’s domestic energy deregulation movement does 
not relieve the need for some type of national energy 
intervention policy to protect against foreign manipula- 
tion of our imported oil supplies. The United States is 
always quick to interfere in other nation’s oil trade. 

The President Remains the Key Energy Regulator 

The President of the United States most important job 
is to protect the nation from disruptions inflicted by 
foreign powers. We know this as foreign policy. It is 
the one govcmmcntal task that a governor or bureau- 
crat cannot perform. The only practical, and constitu- 
tional, arrangement is for the President to be ready to 
dispatch a diplomat or an army to some trouble spot to 
look after Americas interests. The security of the M- 
tion is in his hands; and the security of the oil import 
supply for this nation, is also in the President’s hands. 

It is critical that the president not wait till a crisis to act 
on an oil import policy. Preventive action now will 
avoid an oil supply crisis later. 

Congress created the Department of Energy to assist 
the president with his oil security task. This nation’s 
foreign oil supply security will always remain one of 
the president’s task, with or without the DOE. It =r- 
tainly would be wrong for the President to have to rely 
on the Department of Defense for securing the U.S. Oil 
supply. Is this being done in Saudi Arabia today? 



Authority of the President 

The president currently has the authority to act if the na- 
tion or its citizens are being harmed or thrcatcncd. The 
basis of this authority is on existing trade law. The law 
requires the president to invcstigatc if domestic producers 
arc being harmed or if thcrc is an oil security threat. Ev- 
ery investigation so far has found there is a threat or 
harm. The most recent case was when the Department 
of Commerce study found the same, but the recommenda- 
tions were ineffective. The oil imports continued to in- 
crease. 

Design of a Privatized Energy Policy Control Model 
for the President 

The National Energy Stability Policy is a control mcthod- 
ology that would allow the president to use his powers to 
limit energy imports to a safe and prudent volume. Im- 
plementation of this policy would not raise the cost of 
energy to the U.S. Consumer, based on our cncrgy model. 

We have designed this policy so that a private organiza- 
tion could opcratc it, saving a major govcrnmcnt cspcnsc. 
The operating expenses will come from claiming ten pcr- 
cent of the benefits that will be transfered to the domestic 
producers from the foreign oil suppliers. 

We use the following three Figures to develop the con- 
trolling mechanism. Figure 1 is P&FC’s basic energy 
model. In 1996, the U.S. will consume 90 quadrillion 
BTU’s of energy, for which they will pay $530 billion. 

From this, Figure 2 is an even more simplified United 
States energy model version. This model shows 1996 en- 
ergy consumption and dollars paid for this energy. The 
U.S. producers receive $144 billion for the 72 quadrillion 
they supplied. (Represented by A,B,C,D,E centers on 
Figure 1) The foreign producers receive $48 billion for 
the 18 quadrillion they supplied. (Represented by S mi- 
nus T centers on Figure 1) The commentary on this Fig- 
ure briefly describes the current U.S. energy situation. 

We add a privatized control mechanism to Figure 2 to 
create the National Energy Stability Policy as illustrated 
on Figure 3. 

Implementing the policy, the consumer would always 
have all the energy he wants, but the supply would come 
at the percent foreign and percent domestic the president 
decides. Figure 3 commentary briefly describes how the 
model works. 

When implemented, our model says the same amount of 
imported energy will only cost $36 billion, and the do- 
mestic producers will effectively receive $155 billion for 
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their same eighty pcrccnt supplied. This means the cn- 
ergy consumer’s bill will not change. This control of en- 
orgy imports dots two important things: First it transfers 
part of &-money that was going for imported t.xlergy to 
domestic producers, and second it climinatcs the thrG?t of 
low oil prices on our domestic oil producers. Thcsc two 
factors will allow domestic producers to easily supply the 
percentage specified by the President. 

Formal Replies 

To date, I have two key analysis of this policy. Secretary 
General Subroto of OPEC rcspondcd in writing with the 
commentary that the policy would work, and wodd bc 

very dctrimcntal to OPEC. His rcsponsc is shown in Fig- 
ure 4. 

Mr. Len Cobum, Office of Oil Policy for the Dcpartmcnt 
of Energy also rcspondcd. His analysis was that in gcn- 
eral, the policy would not be favorable for the United 
States. His response is shown in Figure 5. 

It is gratifying to have the bcncfit of thcsc two analysis. 
Both rc-cnforcc my convictions that the policy would 
perform as the. model forecasts. 

Additional Analysis by Others 

It is our intent to have additional knowledgeable, infIuen- 
tial people and organizations formally review and analyze 
this policy. 

* I personally asked the Secretary of Energy last week 
for a private meeting, to discuss our energy proposal to 
the Clinton Administration. 

* Two congressman would like the Congressional Bud- 
get O&ce to “score” this NESP proposal. 

* I have requested that the Office of Management and 
Budget to analyze the policy. 

* The United States International Trade Commission 
will review the effects of the policy. 
* I believe the Energy Information Administration 
should evaluate the policy, based on their new energy 
NEMS model. 

* We welcome all energy trade associations to review 
this policy in depth. Also to present what they desire in 
the way of national energy policy. 

* It would be nice if the International Energy Agency in 
Paris would provide their analysis of this policy. 

Lastly, in late October, I am chairing a session on U.S. 
energy policy. This will be at the annual meeting of En- 
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Figure 1 

P&FC’s Basic Energy industry Model 
U.S. Energy Required 

Energy Cost of Service/Revenue Requirement Centers 1996 90 Quadrillion BTU 
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Figure 2 

A Simple United States Energy Model 
(Based on PSrFC’s Basic Energy Model, Fig. 1) 

Domestic 
producers 
72 Quad BTU 

$144 Bil 

Importers of 
foreign energy 
18 Quad BTU 

$48 Bil 

Midstream & Downstream Infrastructure 
Energy Demand of U.S. Economy 

. . 90 Outin BTI c J. o&ipg $530 Billion 
Ener:y D41UalY 

The United States Energy Situation 

I. The United States foreign energy dependency is increasing, especially oil dependency. 
Today, total energy dependency is over 20%, with oil dependency over 50%. An interruption 
in our foriegn oil imports would disrupt our economy and our American way of life. Of the 18 
Quads of energy imported. 3 Quads are natural gas from Canada. with the balance oil. 15 Quads. 

2. The interruption of the U.S. foriegn oil supply can be used as a weapon against us. When the 
U.S. become overdependent. this weapon will be turned on us. The U.S. is quilty of using the 
intervention in oil trade weapon frequently. 11 is the Prcsidcnt’s responsibility IO protect the 
Amcrian citizens from harm by foreign influences. 

3. The above model illustrates today’s energy situation. Society and the economy consume 90 
Quads of energy. for which the consumers pay 6530 Billion. The domestic energy producers 
rcccivcd S1J-t billion for their 72 Quads. while the foreigners rcccivcd S-8 billion for their 18 
Quads. The Midstream and Downstrcnm cost centers share the S338 billion diffcrcnce. 

-1. The domestic oil producer’s problem is thaw oil is fungiblc. making for a universal oil price. 
This one price is always wrong: it is IO low for domestic producers and higher than ncccssary 
for most foricgn oil producers. cspccinlly 1110s~ in the Middle East. Given this natural rcsourcc 
fact. ~hc domestic oil production will conlinuc IO dccrcasc and oil imports will continue IO 
incrcnsc. causing ~hc U.S.IO txcornc more and more oil dcpcndcnt and more vulcrnablc. 

5. To ovcrcomc this situation. scvcral forms of market intcnention have been suggcstcd. All 
would work IO some CSICIII. but would be more costly IO (hc American consutncr. cnhcr dircctI\ 
or indirectly. 

A. lns~all a tariff or floor price on imported oil 
B. Incrcasc ms on cncrgy consumption IO rcducc vohuuc IO domestic production Icvcls 
C. Assist domestic producers through IX advantages and/or ~cch~~ology 

(I. The National Energy Stability Policy would limit cncrgy imports to a SCI pcrccntagc of 
domcstrc COIISIIIII~IIOII. TIIIS peccmagc wodd bc SCI by the Prcsrdcnt. See Figure 3 

\  

.  

& .__ ‘, , ,  ._ .’ __ ~2 ,  : , .  ,  _ . ,  / .  .’ , .  I .  
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National Energy Stability Policy 
(Performs DOE’s principal function, maintaining U.S. oil supply security) 

A Simple U.S. Import Energy Control Model 
Domestic ’ l’ublic Markcc ’ 

- Clcurin~how Importers of 
producers 

Tlcket~ Traded 
* foreign energy 

72 Quad BTU 18 Quad BTU 

$155 Bil 
effective $36 Bil 

Midstream & Downstream Infrastructure 
Energy Demand of U.S. Economy 

. . . . . 90 Ouadrllllrtn RTIJ.30 tin 
. Energy TiChtr DOlhY 

Required actions to implement NESP. 
I. U.S. President implements a regulation that all energy imported into the U.S. must have an 
energy import ticket. The President currently has this legal authority, under e.xisting trade laws. 

2. U.S. President sets national ma.ximum energy percentage dependency based on national 
security, balance of trade and international competitiveness considerations. (For esample. 
assume the President sets United States foreign energy dependency at 20%) 

3. U.S. Government accepts the Private National Energy Stabiliy Agency’s (PNESA) offer 
to operate the policy at zero cost IO the government. Domestic producers would report 
their monthly production to the PNJZSA. PNESA would then issue import tickets proportional 
IO their production. All producer’s production data would be audited by the PNESA. 

4. These energy import tickets would be earned by producing domestic energy. (Using 
the esample depcndcncy, for every 4 BTU produced. the producer would earn the right 
IO import I cheaper foreign BTU. These import rights would have value. which would 
subsidize domestic energy production. The producers could import energy themselves or 
sell their earned tickets IO other importers. A public market would soon develop to establish 
the value of the import ticket. This control system automatically limits energy imports to 

the pcrccntngc lcvcl dctcrmincd s.afc and rcasonablc by the Prcsidcnt. 

5. PNESA would collcc~ import tick& for each unit imported. Imports would be limited IO 
the amount of import tickets carncd. Also. the cncrgy imports would be audited by PNESA. 

6. PNESA would retain It1 pcrccnt of the import tick& IO operate the NESP control system 
as a pnvatc cntcrprisc. The fcdcral govcrnmcnt would audit the PNESA. 

7. When U. S. consumers rcquircd additional cncrgy. it will automatically come at this ratio. 
four from domcsric and one from foreign. This policy automaticaly guarantees domestic 
producers a fiscd pcrccntagc of ~hc total domestic cncrgy market. This s>:stcm rcmovcs the 
tlwxt of low 011 prices OII domestic producers and also Icsscns the threat of kturc disruption 
by forclgn oil suppliers. 
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ergy Economists in Boston, where I will publicly present 
this policy. 

Key Data and Assumptions that Need Further 
Scrutiny 

The following is some key data that needs further verifi- 
cation and documentation: 

* First, the differential estimate behveen the domestic 
oil price and the foreign oil price-will need verification. 
(ie, the value of the import tickets) Also, some sensitivity 
analysis based on various levels of dependency the Presi- 
dent may set, such as 18% or 22%. We recommend he 
starts out at 20%, which is about where our energy de- 
pendency is today. After a year or hvo, he can modify the 
percentage dependency, as he views international com- 
petitiveness, balance of trade and national security. 

* Review the implications on NAFTA, World Trade 
Organization agreements. Our present reading is that 
this policy can be implemented under the existing agree- 
ments 

* Review the economic implications for competitiveness 
on international trade, especially petrochemicals. 

* Determine the potential government reductions in 
expenditures with this policy implemented. 

Figure 4 
Organization of The Petroleum Exporting Countries 

10th March I993 

Dear Sir. Stcffes. 

I should like to acknowledge, with thanks. receipt of your let@ 
dated 2lst January. 1993. addressed to the President of the United States 
and copied to me. It was very kind of you to send me that copy. 

I assume that you are interested to know OPEC’s reaction to 
your proposal, and it is with this in mind that I write you thii letter. 

The acceptance by President Clinton of your proposal would 
have far-reaching implications for OPEC: The immediate impact would be 
that demand for OPEC oil would be reduced. Furthermore. the price of 
international crude would decline, and the annual loss for OPEC would be 
that the Organization would have less investable fun& for modernization 
and espansion. Since demand. world-wide. is expected to inLTea.ssc due to a 
growing world population and higher energy need for development, a 
decrease in oil supply would result in a higher oil price later on. This roller 
coaster movement of oil prices is what OPEC tries to prevent. convinced 
that this would be detrimental to both producers and consumers. including 
the U.S. I do not know whether you have taken into consideration the 
effect your proposal. if implemented. could have on others, for instance. on 
OPEC: as far as our Organization is concerned. the effeti would certainly 
h negative. 

Youn sincerely. 

Subroto 
Secretary General 

. 

Figure 5 
Department of Energy 

--c 
April 23. I996 

Dear Dale: 

I enjoyed talking to with you during your visit IO the Department on Lfarch 
28, 1996. I asked my staff IO look over your intriguing proposal for a 
Private Energy. Stability Commission or PESC. While there is little doubt 
that such a plan could reduce imported energy and revitalize some 
segments of the U.S. energy producing sector in the tLture, we believe the 
COSI IO consumerS and IO the U.S. economy would Ihr outweigh any energy 
security benefit. 

Stripped to its essentials, the a trigger-based quota policy with the 
rights to import given to dom energy producers. The suggested trigger 
is energy imports reaching 20 percent of energy consumption. which is 
about what the United States imported in 1995. Consequently, there would 
be only small economic effects in the very short run in PESC were 
implemented now. 

In the longer term. however. PESC would have considcrahle hits. The 
&nual Energy Outlook for 1996 forecasts focal energy consumption in 
2015 of 108 quads. with imports of 32.25 quads or about 30 percent. 
Substantial energy, primarily oil, price hikes would be required IO increase 
domestic production and back out imports to maintain energy imports at 20 
percent of consumption. Unfortunately consumers would foot the entire 
bill for the increase in domestic oil prices. which would be substantial. 
Donxstic producers would receive a triple windfAll: higher prices for their 
products, outright cash subsidies in the form of quota rights, and a fall in 
world oil prices that would increase the value of the quota rights. 

The U.S. economy would suffer several different ways under a quota 
scheme like PESC. First, higher oil prices would reduce the production 
potential of the U.S. economy and make oil intensive export goods less 
competitive on world markets. Second. substantial distortions would be 
induced into the energy sector by quota right subsidies handed out on a 
BTU basis. Only oil ofthe primary energy sources faces substantial import 
competition. Thus, quota righht subsidies would send the wrong signals to 
natural gas. coal. nuclear, .and renewable industries, for which thcrti are no 
energy security concerns. and lower their costs I&- no net social bcnclil. 
Third. large bureaucracies would be needed IO verify cnsra production. 
issue the quota tights, and enforce the trade restrictions. Fourth. a system 
of energy impori quotas would violate international trade agreements that 
the United States was instrumental in negotiating. 

There would be, however, some potential benefits from PESC. The United 
States would be less oil intensive, so that in the event of a htture oil price 
shock, the U.S. economy would suffer less economic damage. .4nd to the 
extent that there are other external costs of oil use. higher prices for 
petroleum products could move the economy towards greater economic 
cfftciency. 

On balance. while there may be some benefits from PESC. the 
overwhelming evidence is that it would do far more harm than good. 
Moreover. there is no popular support for such a massive government 
intrusion inro the energy sector. With unfavorable economics and politics. 
the PESC is an idea whose time has not yet come. 

Thank you for your comments and interest in energy policy. 

Sincerely. 

Leonard L. Cohum 
Director 
OIlicc ofOil Policy 
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r Figure 6 

P&FC’s Venture Management Decision Process 
National Energy Stability Policy 

I Apprbpriates Funding 
yes-------rqr tnvssttgrtion Study, 

I 
Pmmot. concept 

Confldsnce& 

Level Study Completed Accuracy Level 
Oil Import Tariff 

*or- tsx Oil Price Floors 
Energy Taxes on Consumption 

T Accapu Invsstiqrtion Study 
Yes - Appropriates Funding for 

I 

Recommendrtlon Study. 
Proves concept 

Department of Energy 
Department of Defense 

* Hopefktly, Article 10.1 of DOE’s Initiative will soon 
be completed. This is an inter-agency study of the na- 
tion’s oil security. It was due in December 1994, but is 
yet to be completed. I agree with the Secretary of En- 
ergy, it is needed! 

* Evaluate the NESP from a U.S. ‘balance of trade’ 
and ‘flow of funds’ point of vieiir. 

* Compare the cost and benefits of other proposed en- 
ergy policies, such as: 

\ Give oil producers tax benefits 
Provide government technology 

* Improve the operating cost estimate to the plus or 
minus 15% range for the next level for this private en- 
ergy control system. 
* Draft a regulation for the President to. implement 

I “Recommendation” 
I 

Confidwtce 6 
this policy. 

Level Study Completed Accuncy Level 
+ O,. 5-1. Venture Management System 

Figure 6 is P&FC’s Venture Management Decision Pro- 
cess. It is a step process for developing a new major 

oocs not me*1 
raqulnmcntr-. No 
Record Why 

Accapu Racommandatlon 

project. The information and the knowledge improve 
with each level in this process, but at a higher cost level. 
The final decision can eventually be reached, with com- 
plete confidence. Figure 7 is an abbreviated specifica 
tion’s table for each level of the venture management 

. The next level to be undertaken is the Investi- 

I Figure 7 

Level of 
Study 

Identification 

Specifications for Venture Managment Decision Process 
Purpose of Confidence Level/ cost of 

Study Accuracy Study 

‘To Determine if 4-L30% $250,000 
Investigation level 
should be done.” 

Data 
Source 

Public Data, 
Our Model 

Investigation “To Determine if 
Recommendation 
level should be done” 

+I- 15% 0 1 ,ooo,ooo Purchase 
Data, Research, 
Analysis 

I 
Recommendation “To Decide to DO 

or Not to do” 
I 

+/-O% $5,000,000 Actual Survey’s, 
Lobby Adminstration 

I Issurc AFE Implement $50,000.000 
Instnll Management 

_cI_.--- - .-_ ._ .___ . -_- -__.- -__- __ _.- -- 
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gation level. Presently, we are seeking the necessary 
funds to conduct the “Investigation” level. 

We are offering limited partnership shares. We intend to 
sell 10 percent of the f%ture net profits to fund the 
“Investigation” level study. We will sell additional shares 
to fund the “Recommendation” level study if and when it 
is called for. 

Planning & Forecastings Consultants are offering an in- 
house presentation to those entities that are sincerely in- 
terested in helping to resolve this national energy dcpen- 
dence problem. 

Benefits for Funding the NESP 

* Each limited partner will be involved with the latest ’ 
energy models and data. Much of this data comes from 
our annual study “To Define The Energy Industry to the 
Yeor 2000” This could be a big opportunity to improve 
your assumptions for your next planning cycle. 

* Each limited partner will become much more knowl- 
edgeable about the possible forthcoming national energy 
policy. 

* Each limited partner could Centuplicate his financial 
investment for tinding this “Investigation” level study of 
the NESP. 

Trend Discontinuity 
Planning & Forecasting Consultants 
P.O. Box 820228 
Houston, TX 77282 I 
Trend Discontinuity (TD) is an irregular monthly publication by Planning and 
I:orecasting Conuullanls (P&K) for decisionmakcrs only. The subjccls arc 
catcgurized into one ofsevcn prime Inllucncc~ (Natural I&sources, Social. Political. 
&ological, Economic, Geographical, and Technological) found in our “A~umption 
Generator” Model. Each deals with future trends fweseen. When no clear subslantial 
trend discontinuitia are visible, this publication will review/critique energy related 
books, articles, projects and proposals. When required, we will issue special 
additional editions. A minimum of 12 editions per year are expected. 

TD is primarily publshed for the benefit of our retainer clients and to publicly 
document our energy foreczuts. We also exchange/reciprocate subscriptions with other 

’ newsletters and energy publications. This networking enhances the holistic nature of 
our publication TD welcomes both pro and con feedback from our readers. P&FC 
has scheduled for 1996, four public one day seminars on our management syslem and 
energy models. 

Quotations from TD with attribution are welcomed, but material may not be 
reproduced in whole or paft without prior permission 

TD is a publication of P&FC, a for-profit 24-year old single proprietorship located in 
Houston, TX, USA. The editor and publisher is Dale W. Steffes. The editorial ofice 
is Box 820228. Houston, TX 77282-0228. Telephone: (713)467-4732 FAX: 
(713)497-4128. 

P&FC is not a management consulting lirm. but a strategy consulting fnm. There is 
a major dift’erencc: Good management is doing things right - good strategy is doing 
the right things. 

Conclusion 

Some government bureaucrats and energy trade associa- 
tions are very content with the status quo. They feel 
“owning”-& energy problem provides them with job se- 
curity. I am pleased that Planning & Forecasting Con- 
sultants “owns” the solution. 

The time to implement this energy policy is now, before 
our dependency on imported oil reaches the point where 
it seriously threatens the American way of life. 

\ 

L ‘,: ; : .,.. ,, ” j-L -- . . :ir...:,. ./ . . ,,,_ . 
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The “Mother” of all Exploration Prospects 
l11r Private National Energy Stability Agency (PNESA) is otlerinp 
the rights to one percent ol’the U.S. energy import tickets. We \vill 
use the funds xve generate by this otferin@ to conduct the 
“lnvestigntion” level study (See TD 16-16). and to promote the ac- 
ceptance ol’this policy by the public and t’ederal government. 

For the estimated $1 million in funding that we raise, the limited 
partners \vodd rccsivc ICII pcrccnt (shares) ot I’M:SA a~m~al IICI 

j~~olils. \\ith :I polslllid worlll ol’JIO0 nullion per yc:lr. .l‘his means 
a limited partnership’s one pcrccnt share could Cenluplicate* his 
invcslnlcnt mnually. See Figure I, I’NESA Certilicate of Owner- 
ship. l11s gcwral partner has a buy back provision that caps the 
~mii~igs at 011s hmidrcd limes. 

prices, one for the U.S. and a lower &Z for the rest of the world. 
This means the limited oil imports will cost less. me economic 
rights to these less costlv imports will be distributed to the domestic 
producers moportionallv to their production. This \\ill essentially 
subsidize domestic producers, at the cost of foreign producers. See 
ticket and dollar flows on Figure 2. 

‘[lie value ot‘a limited partner’s share most likely will increase when 
additional shares are issued to timd the “liecornmendatiol1” level 
study. I5is is not unlike buying seismic data to enhance the prior 
hiowlcdge of an exploration well. 

Normally, any substantial IJS. wildcat petroleum exploration well 
would cost more than ow million dollars each. The maximum re- 
turn sspcctcd would be a wit time potential ol‘$ 20 million. 

Each sncrgy production company timdin, 0 this NESP would also re- 
ceive additional windlill bcnelits on all existing domestic produc- 
tion dabout X percent. For esampls, il‘a company had 12.5 million 
dollars as an annual wellhead revenue, they would receive a one 
million dollar windfall of energy import tickets. 

An additional benefit for each limited partner would be the informa- 
tion pained from P%Fc’s annual macro energy studies and unique 
energy models. (A $48,000 value). 

All independent domestic energy producers (oil, gas, coal, nuclear, 
and hydra) will be remiss if they don’t seriously consider investing 
in this “Mother” of all oil prospects. 

Brief Outline of National Energy Stability Policy 

Figure 2 depicts P&FC’s proposed National Energy Stability Policy. 
This model (policy) was dcvclopcd in previous Trend Discontinu- 
ities over the last decade. For rcvicw. ths President ol’ the United 
States would set 111~ prrcc~lhy ol‘ energy to be produced domesti- 
cally and the corresponding pcrcentqe lo be imported. Currently 
that percentage is approachin, cr 70% domestic and 21?4 imported 
\vith the oil dependency IWW excccdin, 0 jO’% and increasinO The r. 
imported energy share IS groxing and needs to be stabilized at a 
prudent and s&i percentage. Our recommendation is ior the Presi- 
dent to initially set the percentage at 80% domestic ~11111 20‘% im- 
ported. Alter operating at this level for a while, the President will 
be able to adjust the import percenlagr: as he sees necessary. 

By limiting U.S. imports, the world oil prier will tend IO decline and 
111~ domestic oil price will tend to increase. ‘Ibis will cause two oil 

Our model indicates that U.S. foreign energy imprts’ cost will be 
reduced $ I2 billion, \\hich will be transkrTed to the domestic al- 

ergy P. roduccrs, less the cost for operating the PNESA system. The 
domestlc producers will then effectively increase their revenues 
about eight percent. This increased revenue will enhance domestic 
energy production to the level set by the President. 

General Benefits for the United States 

I. Could save the U.S. Department of Defense %‘)?? Billionlyr. The 
military will not have to use oil supply as a crutch for a reason lo go 
to war. 

2. Could save the Department ofEnergy $3 billion per year. 
3. Will transfer to the U. S. Domestic energy producers $1 I billion 
per year, essentially from foreign producers. 
4. Will allow federal government to collect an additional 53 billion 
in FlT 

6. The operation of the NESP would come at no cost lo the: govem- 
ment. It would operate privately and funded by claiming ten per- 
cent of the energy import tickets. 

5. Will eliminate the threat of OPEC induced low oil prices 011 

domestic producers. 

7. With the energy import percentage set correctly by the Presi- 
dent, the consumer’s energy bill will not increase horn the current 
$530 billion per year. 

The Management Agreement 

The Administration will authorize the Private National Energy St+ 
bility Agency to operate this policy for ten percent of lhe energ! 
import tickets. TIVZ Administration will implement a federal 111lc: 
requiring all energy imports to have an import ticket. PNESA will 
have the authority to collect these tickets from the imporlers. 
PNESA \vill also have the authority to issue import tickets lo energy 
producers proportional to their production. The total import tickets 
issued \vill be based on the psrcmtasr: the President dkdcs is sat;: 
and prudent for the United States. Both, the I,000 importers and the 
20.000 producers will he audited hv PNESA for compliance. Non 
compliance \vill have I‘ederal judicial penaltics. 

IIe I’ollo\ving is the agreement between Private National Energy 
Stability Agency (PNESA). a Limited Partnership and Phmting k 
Forecasting Consultants (PLFC). a Single Proprietorship. 

PBFC ivill provide overall management t‘or PNESA (spe~iliadl!‘. 
Dale W. Sk~ks) at a rate ot’3 IO.000 per month. 

--- --- 

\  
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Figure 1 
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Private National Energy Stability Agency 

Planning & Forecasting Consultants (P&FC) has an offer pending with the United States 
Government to privately operate the National Energy Stability Policy (NESP). P&FC has 
organized this Private National Energy Stability Agency (PNESA) as a ‘registered limited 
liability partnership’ to operate this national energy policy. 
Funds provided by the limited partners to the PNESA will be used to promote acceptance of 
this NESP by the U.S. Government and for the initial start-up expenses. 
The PNESA will issue energy import tickets to all domestic energy producers. proportional 
to their production and collect energy import tickets from all ener,y importers for each unit 
imported into the United States. For operating this national energy policy. the PNESA would 
earn ten percent of the energy import tickets. 
The President of the United States would set the amount of energy import tickets to be issued. 
as a percentage of energy dependency he deems prudent for the United States. 
The PNESA would operate as a limite 

4 
partnership. A limited partner will not be liable for 

any future obligations. Limited partner hip shares are transferable. 
For a $ invcstmenl, will bc a limilcd 
partner. and will receive one percent of all future net profits of the PNESA. 
The general partner reserves the right to re-purchase-this one share for S 10.000.000. 

General Partner 
Planning & Forecasting Consultants 

Limited Partner’s Official Address 

St. or Bos 

Cit! St. _ zip 

Dale W. Steffcs. Principal & Founder 
Bos 820228. Houston. Tcsas. 77282 

Date 

Ccrtiticatc Number 

\ 
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Figure 2 

National Energy Stability Policy 
(Performs DOE’s principal function, maintaining U.S. oil supply security) 

A Simple U.S. Import Energy Control Model 
Domestic 
rx-oducers 

/ Public hlerket ’ 
- Clelringhouse Importers of 

- -* k&Traded 
b foreign energy 

,r D&an , 512Bil. 18 Quad BTU 

Without NESF 
$144 Bit. 

With NESP 
‘, y 

$155 Bil. effectiv 
II 

Midstream & Downstream Infrastructure I 
Energy Demand of U.S. Economy 

90 Quadrillion BTU, costing $530 Billion~~“,~i$~~ 
Eller~y Tickets Dollam 

PNESA will supply I’cyCl’C an nutomobde, plus dmct expenses, 
postage, telephone Cyc communications services. travel, out of to\kn I 

(Presently, \ve estimate the PNESA operational coit at $50 million 
Der venr. j 

lodging, entertaining expenses, Iirst class ollice space in Houston, 
subscriptions, memberships in trde associations and clubs, medical 
insurance. PNESA \vill provide secretarial senices. PNESA \vill 
provide a CPA accounting and a quarterly audit ofbooks. All expen- 
ditures will 1~~ reasonable and Idly accouI11ed for. 

PNESA’s “Investig:~tion” Lcvcl Study 
lWl3A \vill contract Ibr indcpcudcnl studies I0 improve Ihe Vrn- 
turr: Management “Investigation” IO a conlidence level of plus or 
minus I?% llle Ibllowing right studies and rtforts will depend on 
llir liindiiig rcccivd. 
I. PNESA \vill to hire D Washington lobbyist. lu\v Iinn, etc., to 
rcprcssnt I’NESA IO Ihe AdministraIiou. Congress. They are es- 
prclt3.l lo provide I’RFC \villi xlq11;11~ Ollics spxx and ollicc: ser- 
vices \\licn lhcy xc iii Wxihiii~lou D.C. 

2. PNESA \vill liud ;I political I’AC I’or lobbying the /\clministru- 
lion aId Congress. 

j. l’NliS/\ \v111 hire cwrgy ;IIIU~~SIS to criIiqw I’LuLI-C’s cncrg 
1110dcl. 

4. I’NESA ~111 hire LI linn IO vcril)’ U.S. cncrgy importers ~IIJ 
points ol‘ CIII~‘. I’NESA \\ill hire ;I lirm to vcricy 1J.S. energ pro- 
hccrs mid lkints ol‘ producliou. Sa ‘I’D I j-10. 

5, I’NI1S/\ \\ill hire ;I linn IO rsvicw 1111: NAL:‘fA ;III~ WTO w11- 
111ili11~i1ls. ;iiiJ dhx111inc: llicir rcl~~lionship on (his policy. 
o. I’NI;SA \\ill hire ;I linn IO clcsigu ;I cou1puI~r 111od~l lo disperse 
cllcrgy import IIC~CIS ;111d wll~c1 cncrgy import tickcts. Also, im- 
prow llic: cosl csIirn;ilc lo olw:ilc lliis iiiiporI Iicld svslw1. 

. s , 

7. PNESA will hire a firm to dratt an import regulation for the 
President to implement the National Energy Stability Policy, in- 
cluding its legality. 
8. PNESA will \vork to have the various agencies “score” this pol- 
icy: i.e. Congressional Budget Ollice, Office of Management nud 
Budget, United States International Trade Commission, lnterna- 
tional Energy Apc11cy, Energy Information Administration. 

Product of “Investigation” Studies 
PNESA will present to the next Administration. either Clinton or 
Dole, an updated proposal the dav attcr their January inauguration. 
The initial proposal was hand del~vsrcd on Januq 2 I, 1005. by thr: 
then designated Deputy Secretary oi Energy. 

?Iv results of the “hwestipation” level study will be used 10 &cidr: 
it’ the “Recommendation” level study (+ or -5%) should be undo- 
taken. The11 additional shares of the PNESA will be issued In lind 
llI;il drort. 

Why Should Fcdcral Government Contract with Priwc 
N;ltion;rl Encrz Stability Agcnc? to Operate Palic>? 
Tl~r reason the AdminisIruIion sl1ould contract \vilh the PNESA is 
Ilial I’MC crclalal II1c lwlicy. I’WC nurl11rsd Illr: policy. I’BI:C IlilS 
;I rcliahlc cncrgy iiiodcl Iliat hcst iiiirrors llw ciiergy induslry :id 
lliis ciiergy p0licy nould opemtr: xl no cost 10 ll1r: hlml gOvclll- 
incl1I. It is iluilc hlsi1t Ihat I’fdC is llw only 0llC Ill~lI I1;lS ~111 aI- 
orgy 111dd IIUII trulv understands 111~ 1J.S. mqv J~XII~~IIC\ 
dilcnimn. Our l1isloriLl 25 year ciicrgy li1rc:c;lsIitlg record t11oSl ccr- 
l:iinly provm ll1is cl;iiiii. 

~-----.--_-- _____ ._._ __._ 



TO overcome the U.S. energy dependency problem \vill requtre 
some tbnn ot’market intervention. All proposed solutions are some 
I’orm of ma&A intervention, including this one. What is nnque 
ahout our policy is that it is essentially paid for by t‘oreign energy 
producers. Having to maintain our mlhtary in the Middle East is a 
very costly form of’ market intervention. 

P&FC’s principal consultancy is to provide energy strategies for 
companies and countries. The energy strategy \ve have designed Ibr 
OPEC and IEA is complimenta? to this policy. We have assisted 
sc:vera! energy companies dewmine new energv slrategies. (Our 
standard kc is %96,000 per tbrecasting and planning cycle.) 

Adoption 01’ this energy policy nil! help maintain the superpower 
status ot’the United States, no small feat in Itself: 

Why Should You or Your Company Invest in This Oil Ex- 
ploration Prospect? 
Our energy model indicates that PNESA’s right to import ten per- 
cent of the U.S. energy imports could be worth S 1 billion per year. 
A one percent share of PNESA could be worth $10 million&r for- 
ever. The initial asking price for a one percent share of PNESA is 
only $ I tXI,OOO. Later ones will no doubt be worth more. 

The PNESA has an opportunity to earn substantial money by pri- 
vately operating this national energy policy. We are \\i!!ing to share 
some of these potential protits \\ith those investors that are willing 
to tiind the “Investigation” level of this venture. 
‘lltcre is the possibility that the President would set the energy de- 
pendency level inappropriately. Ifhe sets it too hi&, the tickets will 
have little value until the counw reaches that level of imports. If 

Trend Discontinuity 
Planning & Forecasting Consultants 
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Houston, TX 77282-0228 
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the President sets it IO low: the tickets \vill have a high value, but 
the energy bill to the domestic consumer \vill increase, \vhich is 
presently politically unacceptable. There is also the possibility tllat 
the President will not accept this energy policy ottr. 

--c 
Exxon is the largest U.S. producer of domestic energy with 3.X3%, 
of U.S. domestic energy, \vhich would make their enerpy ilnport 
rizl~ts \vorth about 5380 million per year. All domestic producers 
~&ld share proportionallv. S 02 TD I5 IO Ibr the 400 Iar~est en- 
era-v producers in the IJnited State and tlwir respective shares 01’ 
[J.-i. ewgy production. These import Lickct rights \vill increase all 
ot’ your esisting domestic production rcvcnucs ;I~OIII tight percent. 

This national cncrfy slability policy \vi!! eliminate lhe tluxat ol’!o\v 
oil prices on the domestlc producers. Ilkis Ict alone \vill cause 
them to be much more productive. 

Texas produces about I9 percent ot’the domestic energy. The Texas 
energy producing companies lvould have a windt’all oi % I .9 Billion. 
Your participation in this policy will place you and your company at 
the forefront of national energy policy. You will be tuned to the 
finest energy mode! and forecast. The energy information gained 
\\il! materially assist with your energy strategy. You will recoup 
your investment by using better strategic planning for your com- 
P”nY. 
This national enerpy policy \vill help the IJnited States retain their 
superpower status. Your company can take pride in the part they 
played in solving our national energy dependency dilemma. 

Trend Dirconfinuity (TD) is an irrcgular monthly publication by Planni 
F 

g and 
I:orccassting Consult;mts (P&FC) for decisionmaken only. Ihr suhjc u arc 
~~~cprizul into one of seven prime Influences @‘atural Resources. Social. PoMical. 
I &+;tl. Lxmomic. GcoXrapbic;ll. and Tccbnological) tinmd in our “.L~~~I~IILM~ 
tia~er;ltor” .\lodcl. Each deals with liiturc trends foreseen. When no clc:sr subslantial 
trend discontinuitia are visible. this publication will review/critique energy related 
books. article, projects and proposals. When required. WC will issue special additional - 
aJitionr. .I\ minimum of 12 editions par year are csprtctcd. 

TD is primxily published for the benefit of our retainer clients and to publicly 
doamcnt our energy forecasts. \Vc also exchangereciprocate subsa-iptions \vith other 
newslettc’rs and energy publications. This nstworking enhances the holistic nature of 
arur publication. TD welcomes both pro and con feedback from our readers. P&FC has 
,<hcdulal Ibr 1996. four public one day seminars on our manngement system and 
incrsy mod& 

Quotations from TD with attribution arc welcomed. hut maxial may not Ix 
reproduced in whole or part without prior permission. 

I’D is a publication of PBFC. II for-protit 21-ycu old single proprietorship locatal in 
I Iouston. TS. II&\. The editor and puhlishsr is DA W. St&es. The editori 4cc 
8s DOS X2022X. lltruston. TS 772824228. T&phone: (713)467-4732 I:.LY: 
(713)197-412X. 
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Date October 18, 1996 To Don Carlson, Fax 202 225 4381 Tel 202 225 2571 - fi;iI M#% A,h - 
From Dale Steffes Fax 7 13 497 4128 Tel 713 4674232 

Request for USITC to conduct a 332 study of the proposed 
NATIONAL ENERGY STABILITY POLICY 

USITC contact Ms. Cynthia Foreso Fax 202 205 1859. Tel 202 205 3348 

Ref Offer to President Clinton, dated January 2 1, 1993 to privately operate the 
National Energy Stability Policy. 

‘I’hc proposed National Energy Stability Policy would have the President limit the amount 
of energy imported into the United States to a specific, prudent percentage of domestic 
energy consumption. The current U.S. energy imported is between 20 and 21 percent of 
total consumption. If this energy policy was implemented, it would create two world oil 
prices, one for the United States and one for the rest of the world. 

The request is for the USITC to project the various effects if the President implemented 
this policy at the various energy dependency percentages: l6%, 18%, 20%, 22%, 24%. 

What will the world oil price be?, what will the domestic oil price be? 
Estimate the import ticket rights trading value? 

What effect will implementing this policy have on the U.S. economy? 

What effect will implementing this policy have on the U.S. budget? 

What effect will implementing this policy have on the U.S. consumer’s energy bill? 

What effect will implementing this policy have on the other domestic energy 
supplies? 

What effect will implementing this policy have on the U.S. military budget? 

Present trade laws allow the President to implement this policy. What will the 
WTO and NAFTA implications be? 

This policy will protect domestic producers from low foreign oil prices. What is 
this worth to domestic energy producers? financial lenders? 

P&FC has offered to physically operate this policy privately for ten percent of the 
import tickets. Please estimate the cost of issuing the import tickets to the 
domestic producers and collecting the import tickets from the energy importers. 

\ 
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A brief on 17. S. oil (energy) dependency studies, efforts 
to determine if this is a threat to U.S. hegemony 

United States domestic oil production peaked in 1970 at 3.5 billion barrels, and oil imports 
that year were I .4 billion barrels. By 1995, annual domestic oil production declined to 2.4 
billion barrels, while oil imports rose to 3.3 billion barrels, causing the United States 
dependency on foreign oil supply to be much higher. Shown on Figure 1, 

During that same time period, the U.S. oil reserves decreased from 38 billion barrels in 
1070 IO 22 I)illion IXII ICIS in l’YJ.5. I~csu~vcs arc dclincd as known oil deposits that arc 
producable in llic ftiture with today’s economics 
on oil rcscrvcs as collateral. 

yd technology. A bank will lend money 

Domestic oil production over this 25 year period was 65 billion barrels. This was possible 
because the petroleum industry is an ongoing entity, which continually searches for new 
reserves as those previously found are depleted. 

Year 
1970 

Figure I 

U.S. O il Dependency 
Reserves Production* Imports 
_____________________ (Billion Barrels) ___________________ 

38 3.5 1.4 . 

I995 22 2.4 3.3 

I * Over this 25 year period, the U.S. produced 65 billion barrels of oil. 

This level of oil dependency could be a possible threat to United States’ world hegemony. 
This national oil dependency is not a concern of the general public at this time, but this 
national oil dependency needs to be made better known to the general public and within 
the energy industry in general. 

Overview of Past & Current Studies, Efforts on the U.S. Oil Dependency 

However, this public complacency does not mean that the energy dependency subject is 
not being debated in select circles. The following are some briefs on current work and 
reviews of past efforts on addressing the oil dependency of the United States. 
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1. Past Secretary of Energy, Hazel O’Leary attempted to formally address this issue in her 
Oil & Natural Gas Initiative of 1993. The specific initiative was article 10.1, which called 
for a governmental inter-departmental task force to address the oil dependency of the U.S. 
within the following twelve months. Nothing ever come-of this effort because some select 
departments in the federal government chose not to participate, therefore no report was 
ever completed. P&FC authored an exclusive newsletter, Oil Security Newsletter, for just 
these inter agency members. 

2. The 1977 energy legislation establishing the Department of Energy requires a bi-annual 
report on the U.S. energy situation, including the energy dependency problem. The last 
report issued was August 1996. The title was Sustainable Enerav Strategv. It was a none 
event when issued. However, the house budget committee then asked the General 
Accounting OfIice to review this DOE report. The title of the GAO report was ENERGY 
SECURITY: Evaluating the U.S. Vulnerabilitv to Oil Disruptions and Options for 
Mitigating Their Effects. This GAO report did caused some energy industry discussion, 
because it indicated that the United States was better off economically using cheaper, 
imported foreign oil. 

3. The James A. Baker III Institute for Public Policy at Rice University recently completed 
a year long study (April 1997) related to the availability and reliability of oil from the 
Middle East. It was an academic effort and will. be a valuable addition to the dialogue. 
There were seven sub reports. Amy Jaffee, formerly with PIW, coordinated this study 
effort. The full title of this year long study is: Political, Economic. Social, Cultural. and 
Relicrious Trends in the Middle East and the Gulf and Their Impact on Enerav Supply 
Security. and Pricing. 

4. The Interstate Oil & Gas Compact Commission has an on going effort to address the 
subject energy dependency. Five governors along with a select member of congress have 
taken the responsibility of 5 task reports to address select facets on the subject. Their 
efforts are base on IOGCC’s recent rep r-t A Dependent Nation: How Federal Oil and Gas 
Policv is Eroding America’s Economic 

Governor George Bush of Texas and Rep Lee Hamiliton of Indiana will address the cost 
of imported oil, including military related expenditures. Governor Geringer of Wyoming 
and Sen. Jeff Bingamon of New Mexico will address improving recovery from existing 
U. S. resources. Governor Gary Johnson of New Mexico and Rep J.C. Watts of 
Oklahoma will address the use of incentives for encouraging domestic exploration and 
production. Governor Bill Graves of Kansas will address energy conservation. Governor 
Tony Knowles and Sen. Don Nickles of Oklahoma will address the impact of oil imports 
on the trade deficit. 

5. The trade laws of the United States includes a clause that states if an import harms a 
domestic industry or is a threat to national security, the President has the authority to 
intervene. The IPAA and TIPRO petitioned the Administration to investigate the role of 
oil imports on the domestic industry and national security. In 1994, the Department of 
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Commerce conducted an investigation on the matter. The Commerce Department report 
li~untl that oil imports arc a threat and made some recommendations. The 
recommendations were non elective, as oil imports have continued to increase. - ,L 

6. Independent Petroleum Association of America and American Petroleum Institute, 
along with several state oil and gas associations have proposed a joint public education 
effort, similar to the milk, beef and plastic industry public relations efforts.. This policy 
would have a small tax on the first sale of oil and natural gas and these moneys would be 
spent on public relations advertising, etc. The state of Oklahoma has recently 
implemented a similar program. However just recently, the API decided not to participate 

7. President Carter’s “Moral Equivalent of War” policy was very successfL1 in reducing 
the U.S oil dependency. During his administration, the total U.S. energy dependency 
wc~rt li,oru 23X, clown LO I3%. I Ic csscntially accomplished this with higher oil prices, 
i.e. the windfill profits tax. Figure 2, which is a $&FC graph issued in 1987, shows the 
total energy dependency from 1970 to the year 2000. From 1987 on was forecasted and 
appears to bc a t:,lirly accurate forecast. Also shown is “Nixon’s Project Independence”. 

Figure 2 

A HISTORY OF U.S. ENERGY POLICY 

PERCENT OF U.S. ENERGY IMPORTS 
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Figure 3 is a history of U.S. wellhead expenditures and revenues from 1970 to 1986. 
When President Carter took office in 1977, the value of the domestic oil and gas produced 
that year was about $75 billion. his last year in office, 198 1, the value for the oil and gas 
production was $19 1 billion. Under President Reagan, ihe wellhead revenues fell 
to $80 billion by 1986, and the percentage of energy imports starting rising again. 

It is P&F0 analysis, that the windfall profits tax caused the world oil price to peak at $34 
a barrel in 1981. Without this tax, the world oil price would have peaked at $2S/barrel. 

With these high oil prices, U.S. demand declined and supply increased, lowering oil 
dependency during the Carter years, as shown on Figure 2. 

Figure 3 

+UR~GW-I-IISTORY 0~ u.s. WELLHEAD 
EXPENDITURES AND REVENUES 

I- LEGEND - t 
Carter Adm 

-t- Reagan Adm.- 
1 

YEAR 

U.S. Explorallon, Development, and Production Expendilures 
(Conslant 1986 Dollars) 
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8. Members of congress formed an Oil & Gas Caucus in 1995 ( lo? congress) to address 
this issue. However, very little every came out of this caucus. That caucus has been re 
instituted this session, with about 20? senators and-go? congress as members. Sen. Kay 
Bailey Hutchinson of TX. and Sen., John Breaux of LA are the Senate leaders and Rep 
Poshard? of IL and Rep McCery? of LA are the House leaders. 

There is filed legislation in congress to eliminate the Department of Energy. Sen. Grams 
of Minnesota and Representative Tiahrt of Kansas are leading this effort. 

9. The major oil companies have made a conscious, unanimous decision not to get 
involved in the U.S. oil dependency debate. I concur with their public position, because it 
is a “no-win” situation for them. Also, the majors have much oil production overseas, 
which they want to be able to import into the United States energy market. 

IO. ‘I‘hc Intcrnationnl Energy Agency was founded in 1974 to represent the energy 
consuming countries. This was a response to the formation of OPEC. IEA’s two main 
functions arc to have members maintain a stoLkpi!e of oil supplies and implement an 
sharing agrecmcnt in the event of a supply disruption. The other service they perform is to 
compile and disseminate information on oil stocks, consumption & production trends. 

The DOE is holding hearings again on the Strategic Petroluem Reserves. (O&GJ, 5 5 97) 

1 1. The recent Gulf War (1990), which was estimated to cost $50 billion plus, was really 
about world oil supply availability and reliability. 

12. The State Department must continually take into consideration the world oil prices 
when it implcmcnts actions to disrupt foreign countries oil trade, i.e. Iraq, Iran, Libya. 
Without thcsc sanctions, world oil daily supplies could easily be two million barrels more, 
changing the world oil supply and demand balance. The National Association of 
Manufacturers has taken a lead role against international sanctions by the U.S. 
government. (O&GJ May 5, 1997) Mobil has been issuing paid editorials against 
economic sanctions. 

13. In 1993, Samuel Huntington wrote The Clash of Civilizations for Foreign Affairs. 
This basic article alludes to the Cold War being over and the new conflict will be between 
civilizations, those with oil and those without oil. 

14. Many organizations are encouraging energy conservation. The basis for their efforts 
normally are for either energy security reasons and/or environmental reasons. The Energy 
Foundalion has been formed by three large charitable foundations to promote conservation 
and alternative fuels, with a $10 million per year budget. Of course the Department of 
Energy also has an energy conservation effort that effects energy demand. Some efforts 
are mandatory and others are voluntary. The Rocky Mountain Institute (Lovins) has been 
advocating energy conservation since its inception. There is a government-industry effort 
to improve automobile mileage by a factor of three. 

15. Many states and even the federal government are providing some tax relief and 
incentives to stimulate marginal oil and gas production. This movement started in Texas 
when the Texas Railroad Commission and the Comptroller pushed legislation to provide 
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incentives to keep marginal production in service. The logic is based on an input-output 
model, which says even uneconomical local oil production enhances the local economy. 
The federal government granted deep offshore royalty reliefjo encourage that production. 

16. The Chairman of the Texas Railroad Commission, in a Houston Chronicle op-ed, 
Dec. 30, 1996, stated “Energy Independence is well within our grasp” meaning the U.S. 

17. On May 14, 1996, the Houston Chronicle carried an article by the World Resources 
Institute of D.C., headlined “End of the oil era is now in plain sight”. 

18. On May 5, 1997, the Secretary of Energy visited the Offshore Technology 
Conference in Houston. He stated that instead of making an energy policy, the 
department would be establishing an energy strategy. His eight recommendations were 
somewhat the standard litany of government want list. His traveling aides indicated that 
Mr. Kyle Simpson, Office of the Deputy Secretary and Mr. Jay Hakes, EIA Administrator 
would be the lead people to address U.S. oil dependency. 

19. The United States Energy Association issued May 6, 1997, their tenth annual report 
on U.S. energy policy. It contains eight somewhat standard recommendations. 

Planning & Forecasting Consultant’s Past and Current Efforts on U.S. Energy 
Dependency 

A. P&FC has designed and promoted a unique National Energy Stability Policy for the 
past decade. It operates similar to President Eisenhower’s 1959 Oil Import Quota system. 
I’ve invested ten years and a lot of money in this energy dependence resolution. So far, 
this policy has not been accepted nor even seriously debated. However, OPEC Secretary 
General Subroto indicated it would hurt OPEC. Eventually, it will be recognized as the 
best solution to the U.S. Energy Dependency problem. (See figure 2). In 1987, P&FC 
wanted to cap energy imports at 15%. Our formal offer on Jan. 2 I, 1993, to President 
Clinton was to cap them at 20%. It won’t be long until total domestic energy dependency 
will surpass 25%. This means oil depenfency will soon be approaching 60%. 

B. P&F& current efforts are concentrated on informing the energy consumers and 
energy investors about this energy supply vulnerability and what to expected in energy 
prices. 

We are repeating a 1971 seminar held to inform the National Association of Business 
Economists about the vulnerable U.S. energy situation. This time, the seminar will be held 
under the auspices of the Houston Energy Chamber of Commerce. It is specifically 
designed for energy consumers and energy investors. It will be offered as a “member 
service” through various professional societies and trade associations. As of this date, the 
local chapters of the National Association of Business Economist, the Strategic 
Leadership Forum, the Institute of Management Consultants, and the American Society of 
Heating. Refrigeration and Air Conditioninp Engineers are offering this seminar to their 
local and national members. We are seeking several more national societies or 
associations to offer this seminar as a “member service”. 
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This public energy seminar will be held in late Aug. 1997 in the energy capital of the 
world, Houston, Texas. We believe any energy consumer with an annual energy bill of 
over $100,000 per year or investor with over $100,000-invested in energy companies can 
prudently justifjr attending this seminar. 

C. We will also search out other’s proposed solutions and comments on U.S. oil 
dependency, and also determine how much of a threat is it. 

D. P&FC intends to move the United States Oil Dependency to a higher level on the 
national agenda if it proves to be a threat to the nation’s hegemony. We will do this by 
distribution of this TD via mail and public talks to interested parties. 

Summary 
WC have only briclly summnrizcd the many cll‘orts to address U.S. oil dcpcndency. Our 
files contain an in-depth background on each of ,these efforts. We will be issuing a final 
Trend Discontinuity on this subject when a factual conclusion is reached. We will be using 
our Mirror Energy Model for analysis. 

lf you are aware of other unique efforts on the subject of U.S. oil dependency, please 
bring them to our attention, and we will share them with others, as well as include them in 
our analysis. 

The answer to this U.S. oil dependency question will directly affect the oil prices in the 
future. Both, the energy producers and the energy consumers need to know the answer. 

Planning & Forecasting Consultants 

Box 820228 Houston, Texas 77228 
Tel (7 13) 467 4732 Fax (28 1) 497 4 128 



You may be interested. 
PIRINC has prepared the enclosed report entitled, Oil and National 
Security. The report has been submitted to the U.S. Department of 
Commerce, which has initiated a new investigation under Section 232 of 
the Trade Expansion Act of the effects on the national security of 
imports of crude oil and petroleum products. 

Oil and national security have been the subject of government 
investigations over many years. All have found that oil imports threaten 
to impair national security. This report places these investigations in 
the context of oil market developments and then focuses on the issue of 
appropriate actions. 

The most recent investigations, those of 1988 and 1995, led to 
recommendations in line with then prevailing Administration 
philosophies. Neither investigation recommended any direct 
presidential action to adjust imports, concluding that the costs would 
far exceed benefits. But in 1988 the Commerce Department 
recommended legislative actions to improve domestic supply and to add 
to the SPR and was silent on energy conservation. The 1995 
investigation highlighted current Administration policies to promote 
efficiency and alternatives to oil, but virtually dismissed the supply-side 
of the equation. The new investigation should address both. Price 
developments over the past year should encourage the current 
investigation to recognize the vulnerability of domestic production to 
short term price declines and to consider measures such as more flexible 
royalties to address it. 

If you have any questions or comments, please call John Lichtblau, 
Larry Goldstein or Ron Gold. 

May 1999 

Petroleum Industry Research Foundation, Inc. 
3 Park Avenue l 26’h Floor l New York, NY 10016-5989 

Tel.: (212) 686-6470 l Fax: (212) 686-6558 



Oil and National Security 

On April 28, the Commerce Department initiated a new investigation, under section 232 
of the Trade Expansion Act of 1962 to determine the impact of imports of crude oil and 
refined petroleum products on the national security. Oil and national security have been 
the subject of a number of government investigations over many years. This will be the 
fifth Section 232 investigation of oil imports, following earlier investigations in 1975, 
1979, 1988, and 1995. These are in addition to a 1959 investigation conducted under the 
Trade Agreements Extension Act of 1958. All prior investigations reached the same 
finding, that oil imports threaten to impair national security. The new investigation is 
likely to reach the same conclusion. 

The rationales for the findings have differed over the years as have the actions taken in 
response. If a finding is made that imports represent a threat to national security, the 
President can then determine whether to use his statutory authority to “adjust imports.” 
Under current law, this determination must be made within 90 days. In 1959, President 
Eisenhower used his authority to establish mandatory oil import quotas. In 1975, 
President Ford imposed oil import fees. The 1979 finding was used by President Carter 
to proclaim an embargo on imports of crude oil from Iran and later by President Reagan 
to proclaim an embargo on imports of crude from Libya. 

The investigations of 1988 and 1995 led to recommendations in line with then prevailing 
Administration philosophies. Since the Executive Branch sits in as part of the study 
team, they arc unlikely to be surprised by the findings. In neither case did the Commerce 
Department recommend any direct presidential action to adjust imports, (through quotas, 
tariffs or fees) concluding that the costs would far exceed benefits. But in 1988 the 
Commerce Department recommended legislative actions to improve domestic supply, 
including permitting exploration and development of the Arctic National Wildlife Refuge 
and the Outer Continental Shelf, to ease the licensing procedures for nuclear power, and 
to add to the SPR. In 1995, recommendations focused on continuing current 
Administration policies to promote energy efficiency and alternatives to oil. The current 
investigation would serve the public interest best if it addressed both supply and demand 
considerations in formulating its recommendations. 

This report places these investigations in the context of oil market developments and 
reviews the various criteria for determining effects on national security. It then focuses 
on the issue of appropriate actions. Any such discussion must start with the recognition 
that a continued, high level of oil imports is inevitable and not necessarily undesirable. 
As previous investigations have pointed out, attempts to significantly curtail imports 
through tariffs or quotas would impose very high costs on the US economy. Moreover, 
there are more efficient ways of improving oil supply security: diversification of sources, 
and strategic inventories. The past year however has highlighted an additional concern; 
the vulnerability of the domestic industry to temporary sharp declines in world oil prices. 
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Here there is a case for limited action to minimize permanent losses in secure domestic 
supply from temporary price developments. 

National Security in the Context of Long-Term Oil Market Developments 

Oil Imports and Prices 

Oil Prices and US Import Dependence 
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While everyone can agree there is 
a linkage between oil and national 
security, it is not clear exactly 
what the linkage is. In the 
narrowest sense, the US military 
has always been able to meet its 
needs and would continue to have 
first claim on resources in time of 
emergency. The issue would seem 
to be broader, namely the 
vulnerability of the US economy to 
sudden supply shortfalls and 
unanticipated sharp increases in 
prices. Here, the disruptions and 
recessions following the 1973-74, 
the 1979, and the 1990-91 oil 
crises would seem to prove the case. Even so, it doesn’t follow that import levels per se 
are an indicator of vulnerability to such developments. The chart on the right 
summarizes trends in imports as a share of consumption and oil prices since the 1959 
finding. In that year, net oil imports accounted for about 16% of demand and crude 
prices in 1998 dollars were about $15.50/barrel. Last year, net imports reached 5 1% of 
demand; about three times the 1959 figure while the real price of oil was lower, about 
$12.50. Even the recent price increases bring this year’s average level (as estimated by 
the US Department of Energy’s May Short Term Outlook) approximately back to 1959 
while net imports are projected to rise to 52% of consumption. 

The 1975 and 1979 Section 232 findings highlighted growing import dependency and 
risk of disruption from politically unstable areas, as well as balance of payments 
pressures associated with high prices and high volumes of imports. In 1977, imports 
reached 46% of demand, a share not reached again until 1996, while prices in 1998 
values rose to peak of $61 in 1981. The 1988 and 1995 findings came under very 
different circumstances. Imports were again rising, after reaching a low of 28% in 1982- 
3, but prices were lower and the studies now considered, in addition to ongoing concerns 
about supply disruption, adverse effects on domestic supply, a concern raised in the 
earlier, 1959 investigation. On the other hand, neither study raised balance of payments 
considerations. The current investigation takes place at a time of even higher imports, 
and still lower prices---and while the US and allied NATO forces are engaged in military 
action against Yugoslavia with no apparent problems of fuel supply. 
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In certain respects, oil’s role in the economy is far less prominent than in the 
turbulent70’s. US oil consumption in 1998 was about the same as in 1978 (18.8 versus 
18.7 million barrels a day) while GDP was up by 68%. Payments for imported oil 
approached 3% of GDP in 1980 but now are less than 1%. Nonetheless, oil is still 
important. While demand today in total is about the same as 20 years ago, its 
composition has changed significantly. Consumption of residual fuel oil, which 
competes with coal and gas for the bulk fuels market fell by 75% (from 3.1 to 0.8 million 
barrels a day) between 1978 and 1998 but other, less substitutable uses of oil--- 
particularly transport and chemical feedstocks---have increased by nearly 15%. The 1998 
decline in oil prices held down consumer price inflation by 0.6 percentage points, 
encouraging lower interest rates and raising economic growth by perhaps 0.5%.’ The 
recent recovery in oil prices contributed to the recent, strong increase in the consumer 
price index and raises prospects of slower economic growth. 

Trends in World Supply 

Clearly, any consideration of oil 
and national security must look 
beyond US import levels. The 
next chart looks at the long-term 
changes in world sources of 

Trends in Share of World Crude Production, 1960-98 

lllU% - 

OPEC-Other 

Xl,% 
OPEC-Persian 

supply, specifically, the changing 
shares of world crude supplies 
produced by OPEC, the US, and 
other non-Opec Sources. 

At the time of the 1959 report 
and the beginning of the 
mandatory oil import program, 
the US was by far the most 
important single supply source 
for crude. In 1960, US production accounted for about one-third of world supply. The 
OPEC countries collectively accounted for 41%, and within that group, the Persian Gulf 
accounted for 25%. By the time of the first oil crisis, OPEC’s share of world production 
had grown to 55%, with the Persian Gulf countries alone accounting for just under 40% 
of the total. The US share had fallen to about 16%. The world supply disruptions and 
price increases of 1973-4 and 1979-8 1 both originated in what had become the largest, 
fastest growing supply source, the Persian Gulf. Reflecting these developments, the 
Section 232 investigations of 1975 and 1979 highlighted dependence on these sources of 
supply and risks of future disruptions in their findings. 

The 1980s saw major changes from the patterns of the 1970s with the rise in share of 
supply from non-OPEC sources. Supply from non-OPEC sources apart from the US rose 

I Last year the consumer price index rose 1.6%. “Core” inflation as measured by the CPI ex energy and 
food rose 2.3%. Since food prices were relatively stable, the difference between the two was due to lower 
oil prices. 
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from about 30% of world supply in the early 1970’s to about one-half of world supply in 
the mid-1980s. At the time of the 1988 investigation, OPEC’s share of world production 
was 35%, while the Persian Gulf share was down to 23%. The US share was roughly 
stable. The 1990’s have seen renewed growth in OPEC and Persian Gulf shares of world 
production, although at a far slower pace than in the 1960’s and early 1970’s. Their 
shares remain well below levels reached on the eve of the first oil crisis* The US share 
has declined further while other non-OPEC sources also show a modest decline in share. 
The substantial growth in new sources of supply since the 1970s contributed to the more 
relaxed oil price environment that with one exception, discussed below, has prevailed 
since the mid-1980s. Greater diversity of world supply means more options for sources 
of US imports. Last year, net imports reached 10.4 million barrels a day, up from 8 in 
1978. But imports from OPEC were lower, 4.8 million barrels a day in 1998 versus 5.8 
20 years earlier. Net imports from the Persian Gulf were about the same, 2.1 million 
barrels a day in 1998 versus 2.2 in 1978. 

The 1990s opened with yet another supply interruption in the Persian Gulf, triggered by 
the Iraqi invasion of Kuwait. This interruption also produced immediate price increases 
since, although the region’s market importance was less than in the 197Os, a significant 
loss of supply from any source impacts world markets i.e. a supply shortfall anywhere, is 
a price increase everywhere. But this time, the immediate price increases were far less 
severe and there were no disruptive shortages at home. There were certain critical 
differences between this crisis and the earlier two, reliance on market forces rather than 
price and allocation controls, the existence of strategic stocks, and availability within a 
short period of time of additional supply, mainly from Saudi Arabia.’ 

The Strategic Petroleum Reserve 

When oil supplies are interrupted, the first instinct of market participants is to secure 
whatever immediate supplies they can. Private inventories, even if they seemed adequate 
before, suddenly take on new value as a hedge against future supply uncertainties. The 
result is a more intense scramble for available supply, and further upward pressure on 
prices beyond what normal supply-demand relationships would produce. These pressures 
can be moderated to the extent there is a clear source of potential emergency supply, 
whether or not in fact actually used. This is of course the role of the Strategic Petroleum 
Reserve. 

’ It should be kept in mind that OPEC’s share of the world’s proven reserves is much higher than its share 
of crude production, 77% versus 43%. For the Persian Gulf countries, the discrepancy is even greater, 
about 65% of proven reserves versus about 30% of production. Given the availability of these relatively 
low-cost resources, OPEC’s share of world production, and especially the share of the Persian Gulf 
countries will almost certainly rise further. 
3 While Saudi Arabia was able to raise production by nearly 2 million barrels/day between August and 
September of 1990, making up about half of the initial loss in Persian Gulf supply, Saudi supplies 
themselves appeared to be under threat from Iraq, especially in the early months of the crisis. 
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The chart on the right shows two 
measures of the SPR over time, SPR End-of-Year Volumes and Days of Import Coverage 

the end-of-year volumes of crude 
oil and the same volumes in’ 
terms of days supply of imports, 
where imports are those of the 
year ahead. 

70” It” 

The first barrels did not enter the 
SPR until 1977. At the 
beginning of the second oil crisis, 
the SPR held only about one- 20 

week’s worth of net oil imports. 
But by 1990, the SPR held about 
580 million barrels of oil, 
equivalent to nearly three months 

I 

of total net oil imports. The existence of such a large potential source of emergency 
supply (plus the existence of emergency stocks in other consuming countries and the 
standby emergency sharing agreements administered by the International Energy 
Agency) kept oil prices well below the peaks reached in earlier crises. 

In recent years, the volume of oil in the SPR has fluctuated in a narrow range of between 
about 560-590 million barrels. While volumes have remained roughly stable, they have 
declined substantially in terms of their import coverage, from nearly 3 months of net 
imports at the end of 1990 to less than two at the end of 1998. Without further increases 
in the SPR. days of import coverage will fall further. Based on. the Department of 
Energy’s 1999 Reference Case Forecast for net imports, current SPR volumes will 
provide 48 days of import coverage in 2005 and only 42 in 2010. The existing capacity 
of the SPR is 680 million barrels. Filling that capacity would raise import coverage in 
2010 to only about 50 days. That about half the import cover we had in the early 1980’s. 
Thus, filling the existing capacity ought to be the minimum policy objective for the SPR. 

Recent Trends in Domestic Production 

All of the investigations to date have recognized the role of domestic production as a 
source of secure supply and its vulnerability to low prices. The investigations since the 
1970s have also recognized that given the maturity of the US resource base, protectionist 
measures could be very expensive for the US economy relative to any prospective 
increase in domestic oil production. The arguments against protectionist measures are 
most compelling in environment of long-term, stable prices. But oil, as with other 
commodities, is subject to significant near-term price fluctuations and these fluctuations 
in themselves can have important consequences. Over the past year, oil prices first 
moved down to extremely low levels and then, since March, moved back up. 

The temporary depression in prices has had significant adverse effects on the domestic 
petroleum industry that will not be fully reversed with recovery in prices. 
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The left panel of the chart below shows annual averages for 1990-98 domestic crude 
production, oil prices as measured by WTI, and, as an indicator of activity, number of oil 
exploration and development well completions. The right panel shows monthly 
developments in these same items since January 1998. The annual figures show a gentle 
decline in production in the first half of the 1990s averaging about 160 KBD per year, 
rough stabilization in 1996-97 when prices moved up, and a new decline, this time of 
about 200 KBD, in 1998. However, over the second half of the year, production declined 
at a 500 KBD annual rate, consistent with the timing of price declines. Well completions 
moved broadly in line with prices of WTI, with both measures showing declines in 1998 
vs. 1997. The changes in 1997-98 averages understate the impact of the 1998 oil price 
declines on the industry. As shown in the right panel, the price of WTI at the beginning 
of 1998 was about $17 a barrel. By the end of the year, the price fell to about $11 barrel. 
Prices moved up after the OPEC agreement to cut production in March, averaging over 
$17 in April. Activity levels, as measured by (annualized) well completions fell by 
nearly 70% from the beginning of 1998 through February-March of 1999. Crude 
production itself has fallen by about 11% or 700 KBD since the beginning of 1998. As 
indicated by the trends in activity level, the recent production decline reflects the 
cutbacks in efforts made by the industry, not any inherent lack of oil prospects. 

Trends in Domestic Crude Production, Drilling Activity And Prices 
Drilling Activity in Thousands of Petroleum Well Completions 
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These cutbacks were made in response to the severe financial pressures facing domestic 
producers, especially the independents, as a result of low prices. The table below 
summarizes selected 1998 financial data for the majors and independents as reported in 
the latest Department of Energy survey. For 1998 as a whole, the Majors reported a 63% 
decline in net income from domestic oil and gas production versus 1997 and a somewhat 
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smaller, 44% decline in net income from foreign production. The situation for 
independents was far worse, with net income from production down by 96% from 1997.4 

Although the price of oil as 
measured by WTI has recovered 
to early 1998 levels, the damage 
done to domestic production will 
not be so easily reversed. The 
current higher price levels will 
have to be sustained for some 
time in order for the industry to 
recover its financial health, and 
confidence, to support higher 
investment. Some losses are 

Net Income from Oil & Gas Production- As Surveyed 
by the Department of Energy - $ Billion 

1998 1997 % Change 

Majors 
Domestic 3.1 8.3 -63% 
Foreign 4.2 7.5 -44% 

Independent Producers 0.05 1.3 -96% 

permanent, in particular production from stripper wells shut in by low prices. 

A Limited Role for Government 

The investigations of 1988 and 1995 both recognized that the U.S. is a mature area in 
terms of oil production but it is important not to confuse maturity with exhaustion. At the 
beginning of 1990, the US proven reserves of oil, as published by the Oil & Gas Journal 
stood at 25.9 billion barrels. From 1990 through 1998, the US produced a cumulative 
total of 28 billion barrels of crude and natural gas liquids, yet proven reserves at the 
beginning of 1999 stood at 22.5 billion barrels. In effect, the industry through its 
exploration and development activity was able to add nearly as much to its inventory of 
economically recoverable reserves as were produced. Maintaining this performance 
depends on industry effort and opportunity. Access to acreage must remain a key policy 
tool. As shown above, industry effort, and production were severely impacted by the 
price decline of 1998. 

While there are strong arguments against protecting the domestic industry from long-term 
low oil prices, there is a case for recognizing the vulnerability of the industry, and 
potential, permanent losses of secure supply, from temporary price declines. Federal 
royalty policies could be modified to incorporate a sliding scale, with lower rates when 
prices are depressed and normal rates otherwise.5 Costs of adopting such an approach are 
likely to be minimal, first because rates would fall only if and when prices are 
exceptionally low, and second, at least some long-term production losses would be 
avoided. At the state level, some adjustments in this direction have already taken place. 
Earlier this year, Oklahoma amended its gross production tax to establish a variable rate 

4 Low prices aggravated budgetary and international payments problems of major exporting countries, 
many of whom have few other sources of revenue. The severity of their problems prompted the agreement 
in March among OPEC and other major producers to cut production in a so far successful effort to raise 

P 
rices from their previously depressed levels. 
The Federal onshore royalty rate on leases issued after December 22, 1987 is 12.5%. Flat rates of 12.5% 

or 16.7% apply to Federal offshore leases. In 1997 the Federal government collected $4.3 billion in 
royalties from oil and gas production on Federal offshore and onshore leases. 
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tied to the average monthly price of oil. At a price of $17/barrel or above, the tax rate is 
7%, between $14 and $17, the rate is 4%, and below $14, the rate is 1%. 

While there are still opportunities in the onshore lower 48 states, the least mature, and 
most promising, areas of the country are to be found in the Outer Continental Shelf and in 
Alaska. Parts of both, including ANWR, are currently off-limits to the oil industry. 
Permitting environmentally sound exploration and development in these areas was a 
prominent recommendation of the 1988 investigation. The current prohibitions should 
not stand in the way of new efforts to reconcile environmental concerns with access to 
potential new sources of domestic supply. 

The latest investigation is being undertaken at a time of calm world oil markets and 
therefore should face no pressures to rush to conclusions. The study should take the time 
needed to formulate policy recommendations that avoid the limitations of the prior two. 
The 1988 investigation was silent on energy conservation. The 1995 investigation 
properly highlighted actions to promote efficiency and alternatives to oil, but virtually 
dismissed the supply-side of the equation. The new investigation would serve the public 
interest best by focusing on both. 
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Introduction \ 
The American Petroleum Institute (API), a national trade association representing about 400 

companies involved in all aspects of the petroleum industry, including exploration and development, 
production, manufacturing, distribution, and marketing, is pleased to present its views on the challenges 
to U.S. national security posed by growing dependence on imported crude oil and petroleum products. 

It is now more than 25 years since the 1973 oil embargo shocked us into awareness of our 
dependence on the global marketplace for a growing share of our energy needs, and the vulnerability of 
our economic system to hazards associated with that dependence. Since then, the world has greatly 
changed, principally for the better. In general, it is our view that the U.S. has adapted successfully to the 
challenges of growing dependence. As a result, although the United States today is more dependent on 
the global oil market for its primary energy sources than it was 25 years ago, the nation is less vulnerable 
to the market’s inherent risks. This is attributable in part to the successful implementation of policies 
designed to reduce these risks, particularly the risks associated with short term supply interruptions. Even 
more importantly, it is attributable to a massive expansion of non-OPEC supplies, which have greatly 
diversified the sources of global oil supply in general, and U.S. imports in particular. This view is 
consistent with the conclusions of the last Section 232 investigation on this topic, done in 1995, and we 
believe that those conclusions continue to be generally valid. 

However, our past success in reducing vulnerability in an environment of growing import dependence 
should not give rise to complacency. We recognize that sustaining future energy security will continue to 
require adaptation to both old and new challenges. Periodic investigations such as this one provide a 
useful forum to monitor new developments, and to develop appropriate remedies to these challenges. 

Vulnerability can be managed 
In the early 70’s, the U.S. took its first steps into irreversible interdependence with evolving global 

energy markets. Those first steps were awkward, full of fears born of cold war anxieties, false notions ,,f 
global resource scarcity, and the ominous prospect of what seemed to be OPEC’s inevitable domination of 
oil markets. 

It was tempting then, in the midst of what seemed a multitude of crises, to believe that a careful and 
well-intentioned government could correct a multitude of ills within energy markets. The Federal 
government was not shy to respond -- it intervened with a heavy hand into energy markets -- controlling 
prices, allocating supplies, and developing synthetic fuels. Ironically, that very planning and government 
market management, including billions of dollars poured into various energy programs, are now widely 
regarded as having aggravated the very problems they set out to correct. 

As a result, these efforts to directly manipulate supply and demand are now widely recognized as 
policy blunders. Our growing interdependence with the global economy did indeed present us with new 
dangers in 1973, but it was also presenting us with opportunities. Rather than rising to the challenge of 
seizing these opportunities by managing the risks, our first reaction was to do neither, by turning inward 



and attempting to isolate and insulate ourselves from the intrusion. It was a costly error, which hopefully 
we will never repeat. 

In fact, the evidence is strong that we have learned from our errors. Since decontrol of energy 
markets by Presidents Carter and Reagan in the late 70s and early SOS, both Republican and Democratic 
administrations have understood the key realities of the global marketplace in which this industry 
operates, and have developed appropriate strategic measures to manage the risks associated with that 
marketplace. First, they have recognized that global oil markets are heavily influenced by a small 
contingent of low cost producing nations in the Persian Gulf. Second, they have recognized that the 
supply behavior of those countries is the outcome of market, political and military circumstances which 
often give rise to unpredictable supply swings and price volatility, and that explicit energy policy 
measures are required to manage the economic vulnerability associated with this volatility. Third, they 
have recognized that the appropriate strategic energy policy is to rely principally on market forces to 
promote the development and security of alternative supplies. Generally, this policy of primary reliance 
on markets has been extremely effective in managing what 25 years ago was seen as growing 
vulnerability to supply disruption and to the use of oil as a political weapon by suppliers intent on 
subverting U.S. foreign policy goals. Massive new supplies have been developed outside of OPEC, 
OPEC’s market share has been reduced, and new technology has greatly expanded the frontiers of non- 
OPEC supply. This supply growth has facilitated economic expansion and enhanced the security 
associated with world oil. 

Current policy embodies an appropriate strategic commitment 
The status of current policy toward imports is described clearly in the Comprehensive National 

Energy Strategy [CNES] adopted by the Department of Energy last year. First, the CNES properly 
articulates the key features of the market realities faced by this industry. 
l Energy is the economy’s lifeblood. The CNES begins with recognition of energy’s role in the 

economy. It states that “Energy is the lifeblood of modem economies...The lifestyle U.S. citizens 
enjoy, the envy of much of the world, was built in large measure on reliable, affordable energy 
supplies. ‘I 

l Markets are global, and participation is not optional. The CNES also explicitly acknowledges the 
reality that the U.S. is inextricably bound to reliance on a global marketplace. It states that “Energy is 
a global commodity. The price and availability of energy resources in one region can have global 
implications. Complacency about energy availability was shaken during the economic recessions that 
followed the two oil shocks experienced in the 1970s.” 

9 Markets as the keystone of enerpv policy. Finally, and perhaps most importantly, the CNES 
recognizes the limits of governments and the primacy of markets. “During the 1970’s, it became 
apparent that the decades-old regulation of many energy prices was counterproductive and that the 
nation should pursue market-oriented policies toward energy supply and use wherever possibie . . This 
approach allows markets to be the key determinants of supply and demand, while government 
supplements market forces through policies that bolster energy security and provide for a cleaner 
environment.” 

Second, the CNES outlines key elements of the strategic commitment to promoting security of energy 
supply and use. 
l Improving the security of enewv is a kev strutepic goal. Recognizing security as one of the 

government’s key strategic goals, the CNES states that “Enhancing the security of global and 
domestic energy markets is one of the best bulwarks against threats to our nation’s continued 
economic prosperity.” 

l Oil supply stabilization at home. The first measure proposed by the CNES to promote this goal was 
to stop the decline in domestic oil production by 2005. A separate document, the Fossil Energy 
Strategic Plan, is even more explicit, calling for policies to increase the supply of secure domestic oil 
by 0.5 million barrels a day by the year 2010. Toward these ends, the CNES specifically commits the 
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Department of Energy to “support environmentally responsible development of leased federal lands,” 
and repeatedly cites the need to ‘I.. avoid duplicative and unnecessary regulations” to promote 
development of oil and gas resources on federal lands. 

l Maintain SPR readiness. A second measure proposed by the CNES to promote this goal was that of 
maintaining the readiness of the SPR to provide the government with the capability to supplement 
supply early in the case of an emergency generated by a temporary supply disruption. 

T Diversification of global supply. The security of the global petroleum market has been significantly 
enhanced by the emergence of numerous new sources of supply worldwide. The Strategy document 
recognizes the key importance of maintaining this diversification, and recognizes the role played by 
U.S. firms in continuing this trend. The administration has been very helpful in promoting 
diversification into areas such as the Caspian Sea, Russia, and Latin America. 

l Aggressive zas development. Another key element of the CNES is the active promotion of expansion 
of domestic natural gas supply. Retirement of nuclear facilities, new technical advances in gas 
turbine technology, the strong environmental advantages of natural gas, and the magnitude of the 
remaining resource base have given rise to expectations of major increases in gas demand in the U.S. 
over the next several decades. Most forecasts now call for an increase of 30% to 50% in natural gas 
consumption over the next 15 years, with about 80% of this increase coming from domestic sources. 
Meeting this challenge will require an aggressive acceleration of drilling activity nationwide, 
combined with sustained growth in the development and application of new technology. 

This general strategic approach is not new to the CNES adopted last year. Rather, the CNES simply 
articulates an approach to energy policy which has been evolving for nearly two decades, namely that of 
facilitating the free flow of trade and investment to allow industry to compete in this market. This 
approach has already accumulated an impressive record of success. 
l Technological progess. Industry has developed and applied ever more advanced technology, 

reducing the cost advantage enjoyed by the Persian Gulf, and greatly expanding the frontiers of non- 
OPEC supply worldwide. 

l Domestic oil supply growth. By the end of 1997, industry had already successfully reversed the 
decline in domestic oil supply in the Lower 48 states, and had plans in place to arrest the decline in 
Alaskan oil after 1999. 

l Natural zas expansion. Domestic natural gas supply had risen by nearly 3 TCF between 1986 and 
1997, a nearly 19% expansion. 

l SPR capabilitv. The SPR was deployed to limit the impact of the major disruption in Persian Gulf 
supply during the war with Iraq in 1990 and 199 1. 

l Global supplv diversification. Since the late 70s concentration in the global oil market has generally 
been declining. OPEC’s market share fell from nearly 60% of the global market in the mid-70s to just 
over 40% in 1997. 

As a result of these successes, the global economy now enjoys a far higher level of energy security than in 
the 70s despite a nearly 20% higher level of oil consumption. The U.S. is a principal beneficiary of this 
enhanced security, which has occurred despite an increase in import dependence to historic highs by 
1998. 

Recent experience has exposed new sources of vulnerability 
However, these successes to date should not lull us into a false complacency that the security 

problems associated with growing import dependence are permanently “solved.” In fact, the experience 
of 1998 exposed a number of serious gaps in the defenses afforded by current policy. 

Generally, the central concerns of energy security policy since the 70s have been those of reducing 
vulnerability to short run supply interruptions and limiting the long-term concentration of supplies from 
OPEC and the Persian Gulf. There is little if any protection in current policy from any risks associated 
with temporary collapses in prices such as that which might be associated with a short-term decline in 
demand. This is understandable, for several reasons. First, it was supply interruptions that triggered the 



sharp price spikes in 1973 and 1979 that led to two major U.S. recessions. Second, it was OPEC’s 
exercise of market power which kept prices high from 1973 through the early 8Os, contributing to a sharp 
slowdown in worldwide economic growth during those years. Third, because the U.S. is a net oil 
importing country, it would generally be expected that a decline in price, temporary or otherwise, would 
on balance represent an economic gain to the U.S. 

However, this third point contains a subtle flaw. That is, while a permanent decline in price is 
unambiguously beneficial to a net importing country such as the U.S., a temporary decline is problematic, 
for several reasons. First, while the temporary decline confers unambiguous short-term benefits to 
consumers, it also increases the market share of the low cost OPEC producers, setting the stage for 
potentially higher future prices. Second, the asymmetric response to prices of supply from marginal 
petroleum producing properties may cause such losses of market to OPEC to be permanent and 
cumulative even if the price decline is short lived. That is, marginal oil and gas wells are often not easily 
restarted once the abandonment decision is made. Consequently, a short term price decline may result in 
a permanent loss of production capacity, and a fluctuating price may lead to progressive deterioration of 
marginal production capacity. 

In 1998, many of the strategic accomplishments of the recent past became jeopardized, as the industry 
faced precisely such a temporary collapse in prices due principally to an unanticipated drop in demand 
and two poorly timed supply increases from OPEC countries. 
l Drop in Asian demand. Recession in the Asia/Pacific region began in the second half of 1997, but 

was not generally recognized until early 1998. Between 1990 and 1997, the region accounted for 
nearly 80% of the growth in global oil demand. While demand growth appeared to continue in 1997, 
much of the increase is now recognized to have been stock building, as consumption was actually 
falling by late 1997. The impact of the collapse became pronounced in 1998, as Asian growth shifted 
abruptly to a sharp and unexpected decline. 

l Miscalculation by OPEC. The second significant factor in the emerging crisis occurred in November 
of 1997. OPEC, facing a largely stagnant market share due to continued growth in non-OPEC supply, 
decided to increase its production quotas in an attempt to regain market share. 

l Abnormallv warm winters. A third factor at work was the abnormal warmth of the winters of both 
1997/98 and 1998/99. In the first quarter of 1998 heating degree days were 17% below normal in the 
principal U.S. heating oil markets, leading to a sharp decline in U.S. oil consumption in the first 
quarter of 1998 and an excessive build of middle distillate inventory. 

l Return oflraq. The fourth factor contributing to the crisis was the U.N. decision to permit increased 
Iraqi exports for humanitarian reasons. As a result, a million barrels a day of new Iraqi crude 
reentered the market in 1998, in a year when the total increase in world demand was less than half 
that level. 

The extreme financial vulnerability of the domestic industry quickly became apparent. Oil prices fell 
40% between November of 1997 and December 1998. Earnings for the major oil companies fell 62% 
between third quarter 1997 and third quarter 1998. A sample of independent oii companies had, overall, 
negative third quarter earnings in 1998. The consequences mounted quickly. 
l Decline in drillin& The first victim of the crisis was investment by the industry in new wells, The 

number of active drilling rigs declined by almost half between November 1997 and February 1999, 
hitting a new all time low in early 1999. 

l Declines in emplqvment. A second consequence of the crisis was a sharp acceleration in the decline 
in industry employment. U.S. employment in exploration and production fell by over 47,800 jobs 
between January 1998 and February 1999, a 14% drop. 

l Shut in qf marginal wells. Since November of 1997, 136 thousand oil wells and 58 thousand gas 
wells have been shut in as uneconomic. Many of these wells will be permanently abandoned. 

l Production declines. Crude oil production in 1998 resumed the decline that had been largely halted 
in the previous two years. Oil production fell 7.8% from January 1998 to January 1999. Natural gas 
supply growth came nearly to a halt in 1998. 
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Price collapse was temporary, but it had real long term consequences for strategic goals 
The factors giving rise to the recent oil price weakness were transitory. Eventually the combined 

forces of demographics and income growth, particularly in the developing world will result in a 
resumption in growth of world demand for oil. Even a modest resumption of sustained growth will 
require massive new supply additions, much of which will continue to come from the Persian Gulf. With 
demand growth of only 2 percent annually, an additional 36 million barrels per day of new crude oil 
production capacity will need to be added worldwide within the next two decades, posing as formidable a 
supply problem as the industry has ever faced in the past. Similarly, supplying the natural gas volumes 
expected by recent forecasts will require aggressive expansion of industry activity beyond current levels. 

These future prospects for the global market continue to pose critical strategic challenges that this 
particular industry has demonstrated a unique capacity to meet. The strategic danger is not that the recent 
weakness in oil prices will continue indefinitely. It will not. In fact, the worst of the most recent price 
weakness may already be past. Rather the danger is that the industry emerges from these temporary 
declines permanently diminished in its capacity to perform this role in the future. There are a number of 
losses that the recent price weakness has precipitated that are viewed as wholly or partially irreversible, 
including: 
l Permanent loss of domestic resources. Plugging of abandoned wells generally renders the resources 

behind such wells as permanently unrecoverable. 
l Lost human capital. Rapid industry-wide job losses in petroleum severely depress enrollments in 

geology, petroleum engineering, and related sciences that are difficult to recover, as the fields acquire 
a reputation as risky. This reduces the capability of industry to respond to a recovery. For example, 
in 1983 there were 11,000 undergraduates in petroleum engineering in the U.S. By 1996, that number 
was down to 1,300, and serious personnel shortages reduced the industry’s capacity to increase 
drilling in 1996 and 1997. Likewise, today’s cutbacks will generate future personnel shortages when 
markets begin to recover. 

l Jeopardized feasibility of stabilizing or reversing the decline in domestic oil production. The decline 
in domestic oil supply in 1998 alone offset two thirds of the increase set as a strategic goal of the 
Fossil Energy Strategy for 2010. Further declines in supply are likely in 1999, particularly if capital 
spending continues to fall as indicated by surveys of company spending plans made early in 1999. 

l Jeopardized feasibility of domestic zas expansion goals. A major increase in domestic gas supply 
would require an acceleration of drilling effort relative even to the activity that was occurring prior to 
the crisis. But now, drilling has fallen far short of those levels. This shortfall has already nearly 
halted the growth of gas supply in 1998, and threatens to reduce supply in 1999. The sensitivity of 
the outlook to drilling is illustrated for offshore gas production in a study released recently by the 
Department of Energy (DOE). In a high drilling case, DOE estimates that Gulf of Mexico gas 
production could expand over 40% by 2002, but under a low drilling scenario, production couldfall 
by more than 30% over the same horizon. By early 1999, actual drilling was already falling below 
the levels assumed in DOE’s low case. 

l Reduced global supplv diversification. Cuts in capital spending and drilling have occurred globally, 
not just in the U.S, and a recent survey by Salomon Smith Barney indicates that such investment will 
continue to decline through 1999. Lowered levels of investment in non-OPEC regions will eventually 
lead to some recovery of OPEC’s market share, potentially reversing the trend toward diversification 
of global supplies that has so enhanced energy security in the past. 

Unintended policy effects erode security framework 
But it is not only the recent oil market weakness that is eroding the foundations of the security 

framework that has been established over the past several decades. Equally important is the progressive 
erosion of that framework by the unintentional side effects of other federal policies, particularly in the 
areas of domestic land use, taxation, regulation, and foreign policy. Unintended restrictions on the ability 
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to supply energy, both domestic and international, are increasingly imposed with casual regard to their 
implications for compromising industry’s ability to ensure future availability of oil supply. 
l Federal land access. Domestically, access to federal land has become an acute problem. Since 1983, 

access to federal land in eight Western states has declined by more than 60 percent. In Alaska, the 
industry is being denied access to some of the most prospective areas of the domestic resource base, 
in portions of the National Petroleum Reserve and in the entire Arctic National Wildlife Refuge. 
Offshore, con;inued government moratoria on key acreage impedes development, and restricts the 
application of some of our most promising new technologies. These restrictions flourish despite the 
exemplary environmental record that the industry has compiled in its development offshore and in 
sensitive onshore areas. 

l Foreinn frontier SUPP~V. The U.S. petroleum industry has much to offer in terms of sustaining this 
supply diversity via the contributions of U.S. energy companies to supply growth outside of the 
United States. Numerous new opportunities have opened up worldwide over the past decade, in 
Russia, the Caspian Sea Region, Asia, West Africa and Latin America. Generally, U.S. firms in 
recent years have been welcomed by these new frontier countries for their experience, capital and 
technical prowess. Increasingly, however, these activities are being threatened by the unintended 
consequences of two sets of U.S. policies, namely the increasingly adverse tax treatment of foreign 
source income by the U.S. government, and the growing tendency for the U.S. to utilize economic 
sanctions against oil producing countries as an instrument of foreign policy. Both have had the effect 
of putting U.S. firms at a competitive disadvantage in international activity. Since 1986, the largest 
U.S. firms have lagged far behind their principal global competitors, comprised of both OPEC and 
non-OPEC companies. Over the decade from 1986 to 1996, non-U.S. companies expanded their 
liquids supply by nearly 60%, while global supply by U.S. companies actually declined over the same 
period. Our companies did increase their foreign production over the period, but at less than half the 
rate of foreign companies of similar size, and not by an amount sufficient to offset decreases in 
domestic production. Economic sanctions threaten to further aggravate these trends. Existing 
sanctions exclude U.S. firms from countries comprising 10% of world oil production and 16% of 
estimated remaining oil resources, while new sanctions threaten to expand this coverage to countries 
accounting for two thirds of current oil production and over 80% of remaining oil resources. 

l Alternative Minimum Tax. The asymmetric response of marginal production to price changes puts 
such production at risk in a volatile market. However, rather than trying to remedy such 
vulnerability, the current structure of the Alternative Minimum Tax serves to aggravate it, by 
increasing the tax burden on producers in weak markets. 

l Rezulatorv policies. A number of federal regulatory programs currently threaten to marginalize 
portions of the domestic resource base that are otherwise viable supply sources. 

l Reduced downstream flexibility. In recent years, a number of differing fuel standards have developed 
in response to regional air quality concerns. In some instances, such differences may serve to reduce 
the substitutability of fuels to such a degree as to make regions of the U.S. more vulnerable to 
regional price shocks following refinery accidents or sudden demand or supply shifts. 

Policy remedies: Some do’s and don’ts 
A number of remedies are readily available to address these concerns. Hoirever, some of the 

most frequently mentioned measures are among the least desirable, while some of the most needed 
remedies are typically not considered. 

In the first category are measures devoted to direct limitation of imports. While tariffs or quotas 
on imports are the most direct approach to limiting import dependence, it is not likely that such measures 
represent a cost effective means to reduce the risks associated with such dependence, and some likelihood 
that they might even increase them. Such controls would support U.S. domestic prices and protect 
domestic production, at least temporarily. However, they would also raise energy costs to all consumers 
and industries in the U.S., while depressing global energy demand and reducing world oil prices, reducing 
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non-OPEC supplies outside of the United States. This differential impact on U.S. costs would 
disadvantage all U.S. industry, and any gain in global supply diversity from increased domestic supply 
would be at least partially offset by the loss of non-OPEC supply elsewhere. A 1996 DOE study of a 
hypothetical $20 per barrel import fee, for instance, indicates it could lower imports by about 3 million 
barrels daily by 201.5, through a combination of increased domestic production and decreased domestic 
consumption, but at a cost to the domestic economy of as much as $120 billion annually. Previous DOE 
studies of import tariffs have estimated costs on the order of 10 times any estimated benefits. Moreover, 

* such tariffs typically invite retaliation, eroding the fabric of free trade and investment ‘that has been 
developing for several decades, and which has been a key factor driving the diversification of global 
supply. In a rapidly globalizing economy, the institution of tariffs on such a key commodity as oil would 
impose a major burden on the competitiveness of U.S. industry. 

On the other hand, we have identified above a number of key concerns with the adequacy of 
current policy. Most of the remedies to these concerns, however, are not explicitly in the realm of trade 
policy. A few would require new legislation; most could be implemented within the scope of existing 
legislative authority. Such remedies would be designed to supplement existing policies. The strategic 
framework developed to date has recognized the vulnerability posed by the upward price movements 
associated with temporary crude supply interruptions, and has developed effective remedies for such risk. 
Current strategy does not recognize that there is also a risk associated with temporary price collapses, 
namely that of permanent damage to the petroleum industry and reductions in its capacity to respond in 
the future. Because of this current gap in the security framework, short-term crisis conditions seriously 
threaten the achievement of the government’s own explicit policy goals. Although no explicit 
contingencies have been established to handle such a crisis, a number of options are available to the 
government to significantly alleviate this threat. 

At a minimum, government policies affecting the industry should be designed to “do no harm.” 
Policies which compromise industry’s ability to supply energy should be reassessed. Such policies 
include: 
l No new taxes. Avoid new taxes harmful to industry, such as reinstatement of the Superfund tax, the 

oil spill excise tax, or increased taxes on foreign source income. 
l Changes in the Alternative Minimum Tax (AMT). The AMT raises industry taxes in weak markets. It 

should be repealed or reformed. 
l Unneeded rezulation. Avoid costly new regulations with questionable benefit. Royalty valuation 

rules proposed by MMS put new burdens on industry with little prospect for enhancing government 
revenue. New requirements for reducing sulfur in fuels threaten major new burdens on the refining 
industry with little commensurate environmental benefit. Likewise, there is little reason for new EPA 
regulations for hydraulic fracturing of coalbed methane wells, or for inclusion of the oil and gas E&P 
industry in EPA’s Toxic Release Inventory (TRI). 

Beyond this minimum, it is within the scope of existing government policy precedents to provide 
temporary assistance to limit the damage associated with an extraordinary market event. Such “lifeboat” 
policies are as important an instrument to managing vulnerability to abnormal price collapses as 
stockpiles are to managing vulnerability to abnormal upward price shocks. They implicitly recognize that 
the assets permanently lost to a short-term crisis may have more long term value than the cost of the 
rescue. Such options might include: 
l Emerzencv loans. Provide low cost emergency loans to smaller independent producers. 
l Temporarv royal@ relief Provide royalty relief on properties made marginal by temporary collapses 

in prices. 
l Lease extensions. BLM/MMS should issue blanket extensions of term on leases where an exploration 

well has been drilled, or where there is a suspension of exploration or production. 
l Marginal well tax credit. Provide temporary tax credits to prevent abandonment of marginal wells 

during a temporary price collapse. 
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Beyond this agenda of items intended to address short-term crises, industry now views .a number of 
current federal policies as inconsistent with its expressed long-term strategic energy objectives. These 
include: 

Access restrictions. Current access restrictions to federal onshore and offshore properties preclude 
exploration in areas containing some of the most highly competitive remaining world-class domestic 
exploration targets. 
PermittinE. The cost, complexity and time required in the permitting processes for oil and gas 
exploration and development should be reduced. c 

Expensing. Current items such as geological and geophysical (G&G) and lease delay rentals should 
properly be expensed rather than capitalized for federal income tax purposes. 
Royal@ valuation. Work with industry to implement a fair and equitable royalty valuation system in 
place of the current one, which all parties agree is unworkable the way it is currently being managed. 
-Unilateral sanctions. Limit the use of unilateral economic sanctions as an instrument of foreign 
policy. 
Treatment of foreign source income. Current limitations on use of the foreign tax credit and other 
aspects of current tax law reduce the competitiveness of U.S. firms operating abroad. Easing these 
would reduce the potential for double taxation of foreign source income. 
Support for alternative fitndina of Superfhd. Past funding of Superfimd came predominantly from 
the petroleum industry, despite the fact that it was responsible for less than 10% of the problem. 
More equitable, broader-based funding mechanisms should be devised for future Superfund revenues. 
Fuel standards. The effects of regulation on the flexibility of the refining system should be 
considered in designing standards aimed at improving environmental performance. 

Conclusion 
While the API believes that the U.S. has generally adapted successfully to the challenges of growing 

dependence, we also recognize that world markets continue to pose continuing security challenges, some 
old and others somewhat new. Vulnerability to short run supply interruptions is appropriately managed 
by the maintenance of a Strategic Petroleum Reserve. Vulnerability to long run market concentration is 
appropriately handled by policies that encourage global supply diversification. It is this diversification 
that has been the key strategic accomplishment of energy markets over the past quarter century, and it is a 
commitment to free trade and investment that has been the keystone of policies promoting such 
diversification. 

However, the experience of 1998 and early 1999 has revealed a new source of vulnerability not 
covered well by existing energy security policy. It has also highlighted the elements of other federal 
policies that are unintentionally eroding the foundations of the successful framework which has been 
developed over the past several decades. Unfortunately, this erosion is occurring at precisely a time when 
the challenges imposed on that framework are increasing. API strongly hopes that this investigation 
serves to focus attention on remedies appropriate to enable the industry to continue to effectively meet 
these challenges. 

Edp 
06/02/99 
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I , 

Comments of the Government of Mexico on the Investigation 

initiated May 4, 1999 under section 232 of the Trade Expansion 

Act of 1962, as Amended. 

The Government of Mexico presents its comments to assist the Department of 

Commerce in its investigations of United States’ imports of crude oil and petroleum 

products under section 232 of the Trade Expansion Act of 1962, as amended. The 

Government of Mexico is extremely concerned about the possibility of the 

unjustified creation of an obstacle to bilateral trade in this product. Mexico believes 

such an action, under section 232 of the Trade Expansion Act of 1962, would be 

not only unfounded and unnecessary, but would also harm the economic well- 

being of both countries, with unpredictable and long-lasting consequences on the 

energy sector on North America. 

The nature of trade between our two countries is highly complementary. Mexico 

has been supplying the United States with 1.25 million b/d average of oil in the first 

quarter of 1999, representing 14.1% of total U.S. imports, and 8.4% of total supply 

of this product in the United States, which is today the single most important 

refining country of Mexico’s heavy crude oil, Maya. On the other hand, 60.4% of 

Mexican refined oil products imports come from the United States, which 

represented 12.1% of Mexican domestic consumption. The United States is the 

single natural and LPG gas supplier of Mexico to complement its domestic 

production. The reliability of the United States supply of petroleum products to 

Mexico enhances the already high degree of integration of both countries in crude 

oil and petroleum trade. In addition, the United States is an important capital goods 

supplier of Mexico’s energy sector, thereby confirming the importance of trade. 

Mexico believes that no justification exists for the use of measures that constitute 

exceptions to the multilateral rules of trade, futhermore in a manner which would 

constitute a means of arbitrary restriction to commercial flows and would inevitably 

open the door for other Members of the WTO to apply similar exceptions in other 

cases. 



Safeguarding trade in petroleum between Mexico and the United States will help 

promote economic growth in the North American region. A sound, healthy 

economy on both sides of the border, based on unhampered trade, is the most 

appropriate way to address any possible commercial or industrial concerns now or 

in the future. 

For the reasons stated above, the Government of Mexico urges the Department of 

Commerce to reject any action that could threaten to distort the trade of crude oil 

and petroleum products between Mexico and the United States. 



NEW ENGLAND FUEL INSTITUTE 
Phone: (617) 924-1000 n Fax: (617) 924-1022 

June 3, 1999 

Mr. Bernard Kritzer 
Manager, Special Projects 
Office of Chemical and Biological 

Controls and Treaty Compliance 
Bureau of Export Administration 
U.S. Department of Commerce 
Room 2093 
14th and Pennsylvania Avenue, N.W. 
Washington, D.C. 20230 

Dear Mr. Kritzer: 

The New England Fuel Institute hereby submits 3 copies of 
its comments to the Department of Commerce regarding the 
Department's investigation on oil imports. NEFI would be pleased 
to respond to any questions that the Department may have. 

Respectfully submitted 

Executive Vice President 
and CEO 

Enclosures 

Mailing Address: P.0. Box 9 137, Watertown, MA 02272-9 137 l Business Address: 20 Summer Street, Watertown, MA 02 172 

\  

&.. ;  -, .  Li. , . . ,  .  ,.i : ,  _: 



NEW ENGLAND FUEL INSTITUTE 
Phone: 1617) 924-l 000 n Fax: (617) 924-l 022 

COMMENTS 

of the 

NEW ENGLAND FUEL INSTITUTE 

on the 

"INITIATION OF 
NATIONAL SECURITY INVESTIGATION OF 

IMPORTS OF CRUDE OIL AND PETROLEUM PRODUCTS" 

BUREAU OF EXPORT ADMINISTRATION 
DEPARTMENT OF COMMERCE 

Docket No. 990427107-9107-01 

Washington, D.C. 

June 3, 1999 

Mailing Address: l?O. Box 9 137, Watertown, MA 02272-9137 l Business Address: 20 Summer Street, Watertown, MA 02 172 



The New England Fuel Institute ("NEFI") hereby submits 
comments to the Department of Commerce on the Section 232 
investigation involving oil imports. As importers and marketers 
of refined petroleum products throughout the six New England 
states, our members are deeply concerned that the U.S. Government 
could impose restrictions on these imports in the form of quotas 
or increased tariffs. NEFI members believe that imports do not 
threaten national security, and no import adjustments are 
necessary. 

I. Description 

NEFI represents 1100 home heating oil marketers in the six 
New England states. These members also market other refined 
petroleum products; many operate small bulk plants and a few 
operate barge and deepwater terminals. The vast majority of 
refined petroleum products consumed in New England are either 
imported directly or derived from foreign crude oil. 

II. No Threat to National Securitv 

Based on current circumstances, NEFI believes that oil 
imports do not pose a threat for the following reasons: 

First, the U.S. Government has examined whether oil imports 
threaten to impair national security on a number of occasions. 
In the 197Os, the U.S. was not only dependent on foreign supply 
but about 40 percent of those imports came from the Middle East. 
These imports made the U.S. vulnerable to a supply disruption. 
However, beginning in the 1980s non-OPEC sources of supply began 
coming on the world market. As this supply increased and 
diversified, the U.S. and the world became less dependent on 
Persian Gulf supplies and accordingly less vulnerable to a supply 
disruption. In recent years, this diversity has continued and 
supplies from North and South America have increased 
substantially. In fact, Canada has become the second largest 
supplier to the United States. Because of these changes, it is 
difficult to conclude that the majority of imports now come from 
insecure sources, thereby posing a threat. 

Second, since the late 1970s the United States and many of 
its allies have stockpiled crude oil to hedge against another 
supply disruption. Such stocks -- the Strategic Petroleum 
Reserve ("SPR") in the United States -- have a calming effect on 
the markets. These reserves add another layer of protection to 
the U.S. and its economy. Thus, the existence of the SPR also 
argues against a finding that oil imports pose a threat. 
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Third, NEFI members believe that the Department's 
examination of the oil import question should focus on whether 
such imports impact (1) military requirements, and/or (2) the 
U.S. economy; 

(1) As the Department is well aware, U.S. and NATO forces 
in Yugoslavia have had no difficulty obtaining supplies of 
petroleum for their operations. Moreover, there is ample 
statutory authority for the President to require that military 
supplies be given priority if any circumstances changed during 
the next several months should the war escalate. 

(2) The U.S. economy is thriving as a direct result of 
lower petroleum prices. Consumers have more money to spend on 
other goods and services, and industry, particularly those that 
are energy-intensive such as agriculture and petrochemical, have 
enjoyed lower costs of production. All of these factors help 
boost the economy. 

During the past 18 months, oil prices dropped about $6 per 
barrel and the Consumer Price Index ("CPI") was correspondingly 
reduced by .7 percent. An adjustment to imports (quotas or 
tariffs) would raise prices. It is clear that an increase in oil 
prices would result in a corresponding increase in the CPI. Such 
increases would be bad for the economy; they would slow growth 
and reduce employment. Accordingly, oil imports do not currently 
threaten national security under either the narrow definition of 
"meeting military requirements" or the broader definition of 
"impacting the U.S. economy." In fact, a case could be made that 
adjustments to imports would threaten the national security. 

III. Regional and Sectoral Impact of Adjustments 

A. New England 

NEFI is concerned that adjustments to imports under 
Section 232 could disproportionately damage New England's 
economy. New England has a higher than average use of oil for 
heating and operating its homes, commercial businesses and 
industries. Accordingly, any restrictions on imports would be 
felt more severely in New England than other parts of the nation. 
The Department should recognize that this injury would be wide- 
spread across the region and have long-term consequences. In 
addition, it would injure the home heating oil marketers of New 
England and raise the price of this essential fuel to the 
consumers whom they serve. 
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B. Injury to Independent Producers/Targeted 
Relief Outside of Section 232 

While the U.S. economy has benefitted from lower oil prices, 
domestic producers, particularly independents, have suffered 
financially, and some have closed in wells with marginal 
production. NEFI recognizes these problems, and its members 
believe that the Government should take action to provide relief 
to this segment of the petroleum industry. However, the form of 
relief should not include any adjustments to oil imports. It 
would be imprudent and inequitable for the Government to provide 
relief for independent producers by damaging the overall economy, 
injuring energy-intensive industries such as agriculture and 
petrochemicals, and disproportionately harming certain regions of 
the country such as New England and other segments of the 
petroleum industry, such as home heating oil marketers. Surely, 
the Government can help producers more directly with measures 
outside the scope of Section 232 relief. 

IV. Conclusion 

The New England Fuel Institute respectfully urges the 
Department of Commerce to find that oil imports do not threaten 
to impair the national security of the United States. Such a 
finding is not supported by the current state of events: 

1. Oil imports come from diverse and far more stable 
sources than imports during earlier Section 232 investigations; 

2. The Strategic Petroleum Reserve provides protection to 
the economy from a supply disruption; 

3. U.S. military requirements in Yugoslavia and elsewhere 
in the world are being adequately met; and 

4. The U.S. economy is doing exceptionally well. 

However, if the Department were to make such a 
determination, it should not recommend any adjustment to oil 
imports. Such adjustments (tariffs and quotas) would: 

1. Harm the U.S. economy, by slowing growth and reducing 
employment; 

2. Make energy-intensive industries less competitive at 
home and abroad; and 
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3. Damage the independent home heating oil segment of the 
petroleum industry and disproportionally damage the New England 
economy. 

NEFI supports targeted assistance to independent domestic 
producers who have experienced financial difficulties as a result 
of lower petroleum prices. However, relief for these companies 
should not come at the expense of the U.S. economy and other 
segments of the industry. 

Thank you. 
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COMMENTS 

Subject: Section 232 Investigation of Oil Imports 

Irving Oil Corporation and Irving Oil Terminals, Inc., both 

U.S. companies headquartered in New England (referred to 

collectively as "Irving") hereby submit comments to the 

Department of Commerce pursuant to Section 232 of the Trade 

Expansion Act, as amended, 19 U.S.C. Section 1862. Irving is an 

independent company that engages in the importation and 

distribution of refined petroleum products. Irving is supplied 

primarily by its affiliate, Irving Oil Limited, a refiner located 

in New Brunswick, Canada. 1 The Company is concerned that the 

Department's investigation and the possibility of adjustments to 

oil imports could have adverse consequences for its operations, 

the trading relationship between the U.S. and Canada, and the 

U.S. economy. 

1 Irving Oil Limited owns and operates a 250,000 barrel 
per day refinery in Saint John, New Brunswick, Canada. 
It refines and ships to the United,States gasoline, jet 
fuel, kerosene, diesel fuel, home heating oil, and 
residual fuel oil. The Saint John refinery is a state- 
of-the-art facility producing refined petroleum 
products with specifications that exceed U.S. 
environmental standards. 

I- mainway 
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I. Secure Source of Supply 

Based on the authority of Section 232, the U.S. is trying to 

determine if oil imports threaten to impair the national 

security. However, to make such a determination, the Department 

of Commerce should not simply look to the volume of imports 

entering the country. Such an approach does not lead to a 

qualitative analysis of the import situation. Rather, the 

Department should focus on the security of the sources of supply 

provided to the U.S. By gauging the security of these sources, 

the Department can better determine the vulnerability of the U.S. 

to potential supply disruptions. 

II. Vulnerabilitv 

Diversity of SUPP~V 

One of the most significant measures of assessing 

vulnerability is whether oil production is concentrated in a few 

countries. Since the 1970's, the sources of U.S. petroleum 

imports have become extremely diverse. Currently, more than 

twenty different countries from various different regions of the 

world supply petroleum products to the United States. The 
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diversity of sources represents a significant change from the 

past reliance of the United States on Persian Gulf suppliers. 

Today, more than half of the petroleum imported into the 

United States comes from a wide variety of sources in the Western 

Hemisphere. From 1994 through 1997, imports from Canada and 

Mexico increased 23 percent and 41 percent respectively; in 

comparison, imports from all other countries increased only 

10 percent. In addition to Western Hemisphere sources, Europe 

and Africa are also significant sources of supply. So long as 

this diversity of supply is maintained, the United States will 

not be vulnerable to political turmoil or production problems in 

any one region. 

B. Canadian Imports 

In addition to diversity, the stability and proximity of 

foreign sources are also important factors. Since 1996, Canada 

has been the second largest supplier of imported petroleum 

products to the United States, surpassing any Persian Gulf 

supp1ier.l A number of qualities contribute to making Canada an 

extremely secure source of petroleum for the United States. 

1 Energy Information Administration, Dept. of Energy, 
Petroleum Supply Monthly, Pub. No. DOE/EIA-0109 (99/04) 
at 8-12 (Apr. 1999). 
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First, the United States and Canada have enjoyed a special 

trade relationship since the implementation of the U.S.-Canada 

Free Trade Agreement (CFTA) in 1988. This agreement, which 

grants special treatment for trade between the two countries, was 

continued and strengthened in the North American Free Trade 

Agreement (NAFTA) in 1994. 

Second, the United States and Canada have a close and stable 

diplomatic relationship that is free from the types of political 

issues that plagued U.S. petroleum supply from the volatile 

Persian Gulf in past years. 

Third, the United States and Canada share a common, secure 

land border that permits delivery of petroleum products by truck, 

rail car and barges on inland waterways. This shared border 

ensures that (1) delivery would continue even if ocean 

transportation were interrupted by a crisis, and (2) supplies 

would reach the United States rapidly if supply from another 

source were interrupted. Moreover, the proximity of substitute 

supply from Canada to the United States would also help to reduce 

vulnerability if a supply disruption were to occur in another 

part of the world. 
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III. Harm to U.S. Economy and Trading Partner 

U.S. consumers pay substantially lower prices for their 

gasoline as a direct result of imports, including those from 

Canada. In addition, the U.S. economy as a whole derives 

substantial benefits from such lower petroleum prices. In the 

recent past, the United States experienced an overall reduction 

in energy prices of approximately $40 billion. Consumers spent 

this amount on other goods and services, and the U.S. economy 

flourished. 

Conversely, higher petroleum prices tend to have a 

detrimental effect on the economy. Thus, restrictions on 

petroleum imports pursuant to Section 232 would raise the price 

of fuel in the United States and would harm the U.S. economy; 

long-term economic analyses conclude that economic growth would 

be slowed, while unemployment, inflation and interest rates would 

increase. A weak economy would not foster national security. 

In addition, such restrictions would injure the closest ally 

of the United States. Due to the significance of the U.S. market 

to Canadian petroleum suppliers, restrictions could have a 

detrimental impact on them and the Canadian economy. 
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IV. Import Adiustments Inconsistent with NAFTA 

The potential adjustment of imports from Canada appears to 

conflict with the provisions of the North American Free Trade 

Agreement (NAFTA) and its predecessor, the U.S. Canada Free Trade 

Agreement. Specifically, Article 607 of NAFTA excepts 

restrictions on trade in energy between the United States and 

Canada only if necessary to protect military supply or in 

response to armed conflict. The President's statement that 

accompanied the submission of the NAFTA to Congress actually 

states that this exception "does not apply to energy trade 

between the United States and Canada."2 Accordingly, the ability 

of the United States to adjust imports from Canada is 

questionable and inconsistent with the underlying principles of 

NAFTA. 

V. Conclusion 

Irving urges the Department to determine that petroleum 

imports do not threaten to impair the national security of the 

United States. Diverse, secure sources of supply, particularly 

those from Canada, minimize U.S. vulnerability. However, if the 

2 North American Free Trade Agreement Implementation Act 
Statement of Administrative Action, reprinted in House 
Dot. 159, 103rd Cong., 1st Sess., Vol. 1 (1993). 
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Department finds such a threat, certainly no restrictions on 

imports, particularly those from Canada, should be imposed. Such 

restrictions would not serve national security objectives, would 

injure U.S. independent marketers supplied by Canada, and, in 

turn, their customers, and would potentially violate NAFTA. 
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BeznardKritzer 
Manager Special Projects 
O&x of Chemical and Biological Cc&r&s aud Treaty Compliance 
Bureau of Export Administration 
U.S. Department of Commerc e, Room 2093 
Washington DC., 20230 

Ref Irmstigatim of Imports of Crudei Oil and Petroleum Products on U.S. National 
Security (Docket No, 990427107-9107-01) 

CITGO Petroleum Corporation, is a reeer, tmnqortex and marketer of transportation 
fuels, lubricants, petrochemicals, refined waxes, asphalt and other industrial products. 
CITGO has 5000 employees, 6 major manuf&tming ficilities, ownership of 60 
marketing terminals and a product sllirplier to more than 15,000 branded gasoline 
stations. CITGO is owned by PDV Amjerica, Inc,, an indirect wholly owned subsidiary 
of Petr&os de Venezuelq S.A., the *onal oil company of Vesrezuela, Since CITGO 
imports a great deal of oil for our mam+ctuing processes, we believe we are uniquely 
qualified to present our views on the subjlect notice. 

It is widely acknowledged that the Uni~$ States will never be self4cient in crude oil 
.gtduction, and therefii must import oil and some quantity of petroleum products to . . mamtam a strong economy, Poli& that continue to encourage global supply 
diversification will serve to protect U.S.I national security, It ia this diversification that 
has been the key strategic accomplish&& of energy markets over the past quarter 
century, and it is a commitment to free trade and investment that has been the keystone of 
policies promoting such diversificatiox~ Thus the long term US. strategy of reliance on 
diversified and secure sources of crude supplies is w&g to the benefit of the U.S. 
economy. 

Oil imports outside the Middle East cur&ntly account for over 80 percent of total U.S. 
imports. Reliable suppliers, particularly those in the Western Hemisphere such as 
VenezUela, do not represent a threat to &t&ma1 security. Venefllela has become one of 
the largest exporters of oil to the United States, dy supplying over 18 percent of 
total US oil imports. Venezuela is locates@ very close to the U.S. Gulf Coast and for over 
80 years has played a key role in ensuring the energy security of the United Sates. 
Through global crises and calm, Venezuela has served as a reliable and dependable 
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source of oil for the U.S. Venezuela continuous democracy in Latin 
America, andhighly values an relationship with the U.S. 

The increasing globalization of the wo$d economy is transcending traditional political 
and geographicaI boundaries. Venezueb tir one has accepted the chalIenge of My 
integrating its economy iuto the glo&l envirotuncnt. Siuce‘ Venezuelan crude oil 
production was opened to private i&zstment U.S. energy companies have made 
sU investments. Venezuela’s in&national verti~ integration strategy has made 
its national oi1 and gas company the wor)d’s second oil company aud third largest reti, 
and one of the largest investors in the T&ted States. In the U.S. alone, CITGO holds 7 
percent of total refining capacity with ’ 10 percent share of the gasoline market This 
econcunic interdependence works to tte advantage of US. and V i( enezuelan energy 
securi~. 

I 

by current or foreseeable conditions, hqulation from irld markets will fail, aud would 
Any actions by the President to impose [Artificial re&au& on imports are not warmnted 

entail costs that are not swtainablelin a competitive and interdependent global 
marketplace. I I 

ClTGO encourages the Department’s i&estigaticm to facus attention on the beneMs of 
reforming U.S. energy, tax and regulat&y policies to enable the petroleum industry to 
continue to eff&ively meet the nation’s +gy needs. 
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These comments are submitted on behalf of the Government of Venezuela by its Embassy 

in Washington, D.C. in response to the Bureau of Export Administration’s notice of initiation of a 

national security investigation under section 232 of the Trade Expansion Act of 1962, as amended 

(19 U.S.C. § 1862) and request for public comments regarding the effects on national security of 

imports of crude oil and petroleum products (64 Fed. Reg. 23820 - 23821). These comments are 

submitted to the Department of Commerce to ensure that Venezuela’s energy and trade relationships 

with the United States and its contributions to U.S. national security are considered in the 

formulation of U.S. policy. 

INTRODUCTION 

For over eighty years, Venezuela has been a constant, stable, and reliable supplier of oil to 

the United States. Through global crises and calm, Venezuela has been, and remains, a consistent 

and dependable source of crude oil and petroleum products for the United States. As one of the 

world’s largest exporters of oil, and the largest foreign supplier of crude oil and petroleum products 

to the United States, Venezuela has never stopped its flow of oil, for political or any other reasons, 

to the United States, or any other market. 

Venezuela and the United States have developed a strong energy relationship that has 

engendered increasingly broader economic development and investment opportunities in both 

countries. Recognizing the potential in energy cooperation with the United States, Venezuela has 

taken numerous steps to realize that potential, including opening its energy industry to U.S. 

involvement and making substantial investments in the U.S. refining industry. Venezuela, in turn, 

serves as a trusted oil supplier and as a major export market to the United States. 
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The energy trade relationship between the United States and Venezuela has been, and will 

continue to be, a key component in the diversification of foreign energy sources that under-pins much 

of U.S. international energy policy. The development of the U.S./Venezuelan energy relationship 

has fostered, and continues to foster, the broader growth and linkage of energy infrastructures, and 

the development of cooperative energy policies, throughout the Western Hemisphere as a whole. 

Therefore, due in large part to the U.S./Venezuela energy relationship, the Western Hemisphere 

continues to evolve as a geographically and politically cohesive energy market, strongly supporting 

the energy security of the United States, and all countries in the Americas. 

I. Venezuela and the United States: Natural and Historic Partners in Energy 

Venezuela assigns great value to its long-standing, excellent relationship with the United 

States and the long history of oil trade between our two countries that has benefitted both countries 

so much. The supply of oil and energy products to the United States from Venezuela has been 

particularly crucial to U.S. energy security during global crises such as World War II, the Korean 

conflict, the Suez Canal crisis, the Six-Day Arab-Israeli War, the Yom Kippur War, the Iran-Iraq 

War, and, most recently, the Persian Gulf War. In addition, Venezuela has never participated in 

politically-motivated interruptions of oil supplies to world markets. 

The geographic proximity between Venezuela and the United States makes trade between 

the two countries both economically advantageous and logistically feasible. Major port cities along 

both the eastern seaboard and the Gulf Coast can be reached from Venezuelan ports by tanker much 

faster and more economically than from California, Alaska, or Middle East points of embarkation. 

Shipping time between Venezuela and the United States is 4-5 days, as opposed to 35-45 days from 

the Persian Gulf. In addition to its geographic location, Venezuela’s natural resources set it apart 
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from other Western Hemisphere suppliers of oil to the United States. The Venezuelan national oil 

company, Petroleos de Venezuela, S.A. (PDVSA), is the second-largest oil company in the world. 

Venezuela’s proven reserves of crude oil and condensates amount to over 76 billion barrels, the 

largest outside the Persian Gulf. Venezuela’s total oil resources are, in fact, much greater by virtue 

of one of the largest hydrocarbons reserves in the world - the Orinoco Belt, which contains 1.2 

trillion barrels of conventional and unconventional crude oil in situ, of which 270-320 billion barrels 

are recoverable under today’s technology. At current rates of consumption, 396 billion barrels of 

crude oil could satisfy U.S. consumption completely for over 60 years. Venezuela also maintains 

a vast distribution system and has access to most of the Caribbean Basin oil storage capacity. Crude 

oil production in Venezuela is currently approximately 2.7 million barrels per day. Venezuela’s 

refineries produce approximately 1.3 million barrels per day of petroleum products, and Venezuela’s 

long-term plans include increased production of refined petroleum products. Venezuela is also 

orienting itself towards increasing production of its vast non-associated natural gas reserves, which 

amount to over 146 trillion cubic feet. 

II. U.S. Energy Security 

It is an undisputed reality that the United States will have to rely on foreign sources for a 

substantial portion of its oil consumption. Throughout this decade, U.S. officials from significant 

domestic U.S. oil producing states and with considerable expertise on energy issues have understood 

that U.S. reliance on imported oil from nearby and reliable foreign sources is part of the solution to 

the question of U.S. energy security, not part of the problem. In 1991, Representative Mike Synar 

of Oklahoma, former member of the Energy and Power Subcommittee of the House Commerce 

Committee, stressed the importance of Western Hemisphere oil suppliers, saying “the goal is not to 
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displace U.S. oil with oil from other Western Hemisphere countries. To the contrary . . . increased 

reliance on more stable supplies of oil from the Western Hemisphere - particularly Venezuela and 

Mexico -will displace those supplies we currently import from less stable regions.“l’ This sentiment 

was echoed as recently as last year by Senator Frank Murkowski of Alaska, Chairman of the Senate 

Committee on Energy and Power who, upon returning from a visit to Venezuela, delivered remarks 

to the Senate emphasizing the importance of Venezuela to U.S. energy security given the reality that 

“the U.S. will import greater and greater amounts of oil to meet its domestic energy needs in the 

coming decades notwithstanding our efforts to maintain a viable domestic oil and gas industry.@ 

The long-term energy policy goals of the United States, as set forth in the National Energy 

Strategy (NES) issued in 1992 by the Department of Energy (DOE), and reiterated in the recent 

Clinton Administration’s Comprehensive National Energy Strategy last year, emphasize the 

importance of diversifying U.S. oil supply, particularly by decreasing reliance on oil from the Persian 

Gulf and by expanding the development of the “vast potential” of non-Persian Gulf oil producing 

countries. The major mechanism whereby this goal would be achieved is Western Hemisphere 

energy integration. The NES in 1992 stated that “Western Hemisphere cooperation on energy issues 

will be an important focus of the National Energy Strategy,“?’ and suggested policies designed to 

reduce government controls on energy production and barriers to trade and investment in energy, and 

to promote hemispheric cooperation on energy production and use. 

137 Cong. Rec. E3633. 

143 Cong. Rec. S2777. 

U.S. Department of Energy, National Energy Policy Plan (1992), 83. 
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This goal set forth in 1992 is no longer simply a theory. By 1998, the Department of Energy’s 

Comprehensive National Energy Strategy touted increased Western Hemisphere energy cooperation 

that has occurred, and singled out for special mention the collaboration between Venezuela and the 

United States in this regard.!’ The first Summit of the Americas, which took place in Miami in 

December, 1994, provided the framework for increased Hemispheric cooperation. As a result, three 

Energy Ministerial Meetings have taken place and a fourth is scheduled for New Orleans, Louisiana 

in July of this year. The most recent Energy Ministerial Meeting, which took place in Caracas in 

January 1998, coincided with the first Energy Business Forum of the Americas, at which energy 

industry representatives from various countries in the Hemisphere discussed the role of industry and 

the private sector in promoting Hemispheric cooperation. The confluence of the Hemispheric 

Energy Ministers’ Meeting and the Energy Business Forum demonstrated not only the resolve of 

Western Hemisphere governments to coordinate their policies, but also the willingness of Western 

Hemisphere companies to forge business and commercial relationships across borders that will 

increasingly be the sine qua non of meaningful Western Hemisphere energy cooperation. 

As the Hemisphere’s largest energy exporter and largest energy importer, respectively, 

Venezuela and the United States have propelled the process of integration and energy cooperation 

throughout the Western Hemisphere. In addition, the investments by Venezuela in the U.S. oil 

industry and the participation of many of the U.S. companies in exploration and production activities 

in Venezuela have been instrumental in this process. 

Venezuela’s oil trade relationship with the United States has helped forward U.S. energy 

policy and U.S. national security interests, while at the same time serving the economic interests of 

$1 U.S. Department of Energy, National Energy Policy Plan (1998), 16- 17. 
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both countries. In recent years, Venezuela has dramatically reformed its energy and fiscal policies 

to provide the U.S. energy industry with access to its enormous hydrocarbons reserves, thereby 

benefitting the U.S. oil industry and ensuring even further the secure flow of energy products to the 

United States. 

III. Integration of the U.S. and Venezuelan Oil Industries 

Venezuela has integrated its economy into the Western Hemisphere and the global 

environment. The process of integration began in 1989 with the implementation of a comprehensive 

program of macroeconomic adjustment and structural reforms at both the political and economic 

levels. Venezuela has liberalized its economy, lifting restrictions on foreign investment, lowering 

tariffs, undertaking fiscal and monetary reforms, and, this spring, ratifying a bilateral tax treaty with 

the United States. Bilateral trade between Venezuela and the United States exceeded $20 billion in 

1997, and Venezuela is currently the third-largest U.S. trading partner in Latin America as well as 

the third-largest market for U.S. exports in the region. 

The opening of the Venezuelan oil industry to foreign companies is a key component of 

Venezuela’s economic strategy. Foreign companies, many of which are U.S. companies, are now 

actively participating in upstream activities of the Venezuelan oil industry. First, PDVSA has 

successfully completed three rounds of international bidding for the operation of inactive or marginal 

oil fields. Under agreements to develop these areas, foreign companies or consortia contribute 

financial resources, infrastructure, operational skills, and technology, towards crude oil production 

from these fields. Second, through eight profit-sharing agreements in areas along the northern coast 

of Venezuela that are expected to contain several billion barrels of crude oil, foreign companies or 

consortia are the owners of crude oil they produce in collaboration with PDVSA, which is entitled 
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to up to a 35 percent share in each venture. U.S. companies participate in seven of these agreements. 

Finally, four strategic associations, three of which have U.S. participation, have been initiated for 

the upgrading of the extra-heavy hydrocarbons reserves in the Orinoco Belt. These associations will 

upgrade Orinoco Belt reserves from 7”-9” API, producing 16 “-30” API synthetic crude oil which 

can then be refined in refineries in Venezuela and throughout the world, including in the United 

States. 

Among the U.S. companies that are or have been involved in these activities are: BP Amoco, 

Benton Oil and Gas Company, Conoco, Emon Oil and Gas Company, Burlington Resources, Maxus 

Energy Corp., Mobil Corp, Arco, Chevron, Mosbacher Energy Company, Occidental, and Pennzoil. 

Venezuela is also extensively involved in the U.S. oil industry. Having invested over $2 

billion to date, PDVSA ranks among the top ten foreign investors in the United States. PDV 

America, a U.S. subsidiary of PDVSA, owns Citgo Petroleum Corporation (Citgo), headquartered 

in Tulsa, Oklahoma, and PDV Midwest Refining L.L.C., (PDV Midwest), headquartered in Lemont, 

Illinois. These companies refine and market petroleum products, including gasoline, diesel fuel, jet 

turbine fuel, petrochemicals, lubricants, asphalt, and refined waxes, throughout the continental 

United States east ofthe Rocky Mountains. Citgo has significant refining operations in Lake Charles, 

Louisiana and Corpus Christi, Texas. Additional Citgo refineries are located in Savannah, Georgia 

and Paulsboro, New Jersey, and Lyondell-Citgo, a Texas limited liability company formed by 

subsidiaries of Citgo and Lyondell, operates a substantial refinery in Houston, Texas. Citgo has the 

largest retail gasoline distribution network in the United States, marketing gasoline through more 

than 15,000 independent Citgo-branded retail outlets in 48 states. The assets of PDV Midwest 

include a 160,000 barrels-per-day refinery and 13 products terminals. Together, Citgo and PDV 
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Midwest account for approximately seven percent of total U.S. refining capacity. PDVSA’s U.S. 

investments also include refining joint ventures with Amerada-Hess, in the U.S. Virgin Islands; with 

Phillips, in Texas; and with Mobil, in Louisiana. 

IV. Oil and the Venezuelan Economy 

The Venezuelan economy is reliant, to an extraordinary degree, on the petroleum industry, 

which accounts for 27 percent of Gross Domestic Product (GDP), 78 percent of export earnings, and 

more than half of government operating revenues. Venezuela understands the economic hardship 

that faces domestic U.S. producers as a result of low oil prices. No country, however, has suffered 

more from the recent temporary oil prices than Venezuela. Venezuela’s Central Bank foresees a 

decline of 5 to 7 percent of our GDP largely because of the severe drop in oil prices. In addition, the 

Venezuelan government has already made several national budget adjustments, Venezuela’s budget 

deficit has been as large as 9 percent of GDP, and Venezuela’s food consumption in the first quarter 

of this year decreased by more than 10 percent. 

The recent drop in U.S. oil prices (which have since increased significantly) were reflective 

of the steep reduction in oil prices worldwide and, of course, were not caused by oil imports into the 

United States. Oil is a commodity traded on the world market, and the low oil prices were the result 

of a combination of unexpected global factors that gave rise to world-wide overproduction relative 

to demand. These factors include the steep reduction in demand for oil in Asia stemming from the 

economic crisis in that region, unusually warm winter weather, and the return of significant volumes 

of crude oil production from Iraq onto the world market. The existence of such factors cannot be 

the basis for any action by the United States that would jeopardize the oil relationship between 

Venezuela and the United States that is vital to both countries, 
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Venezuela is not an adversary of domestic U.S. producers, large or small. Rather, Venezuela 

has a community of interests with U.S. producers in defending oil prices. Our common goal is to 

maintain world oil prices at reasonable levels to permit adequate returns for producers in the United 

States as well as in Venezuela, and to make possible the significant investments that will be needed 

in order to satisfy the growing world-wide demand for oil that will characterize world markets well 

into the 21 st century. Historically, reasonably-priced oil has contributed greatly to economic 

development throughout the world, including the United States, and it has been a significant factor 

in the unprecedented growth of the U.S. economy of the past seven years. 

V. Conclusion 

The thrust of Venezuela’s energy policies, now and for the future, and the essence of the 

international reintegration of the Venezuelan oil industry, is perhaps most profoundly evident in the 

nature and extent of Venezuelan / U.S. energy relations, whereby Venezuela exports oil to the United 

States, U.S. companies are actively engaging in upstream activities in Venezuela, and the 

Venezuelan oil industry is actively engaging in downstream activities in the United States. 

Venezuela is not simply an exporter of oil to the United States; it is much more. As a commercial 

matter and as a matter of joint national interests, Venezuelan and U.S. energy interests are 

inextricably bound together, as is the energy security of both countries. Venezuela has made 

significant commitments to be a dependable supplier of oil to the United States to meet U.S. energy 

needs. Venezuela and the United States have continued - and have strengthened - a cooperation 

by which Venezuelan oil serves U.S. energy needs reliably and securely and complements the United 

States’ own sources of oil. 
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The Independent Fuel Terminal Operators Association 

("IFTOA1') hereby submits comments to the Bureau of Export 

Administration of the Department of Commerce in response to the 

Request for Comments on "Initiation of National Security 

Investigation of Imports of Crude Oil and Petroleum Products.1'1 

The investigation was initiated pursuant to Section 232 of the 

Trade Expansion Act of 1962, as amended.* 

I. Introduction 

IFTOA is an association of owners or operators of deepwater 

terminals along the East Coast from Maine to Florida. The 

members are independent petroleum companies; none is affiliated 

with a major integrated oil company. They import and export 

products including gasoline, diesel fuel, home heating oil, 

kerosene and jet fuel; and market such products at the wholesale 

and retail levels. Thus, the members have a direct interest in 

U.S. policies affecting imports of petroleum. 

The purpose of the current Section 232 investigation is to 

determine whether the U.S. national security is impaired by the 

importation of petroleum. The term \\national security" for 

11 64 Fed. m. 23820 (May 4, 1999). See also,15 CFR Parts 700 
to 709. 

-u 19 U.S.C. § 1862. 
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purposes of a Section 232 investigation has never been defined. 

IFTOA submits that the "national security" is a complex matter; 

it must be evaluated in terms of the vulnerabilitv of the United 

States to an interruption in the supply of an essential 

commodity, the long term interests of the national economy and 

each of its sectors, and the diplomatic and trade effects of 

various policies designed to reduce imports or increase domestic 

production. U.S. national security is not simply a function of 

the level of petroleum imports as a percentage of U.S. petroleum 

consumption or the volume of oil that the military consumes. 

IFTOA believes that a diverse global supply of petroleum 

from secure sources, together with the ready availability of the 

Strategic Petroleum Reserve, are the most effective means of 

protecting the national security. 

As members of the U.S. petroleum industry, we recognize the 

plight of domestic producers caused by the drop in the price of 

petroleum over the past year. Even with the recent incremental 

increase, the long-term effects on domestic producers will be 

severe. However, as discussed below, IFTOA believes that imports 

of petroleum do not adversely affect the national security. At 

the same time, IFTOA would support measures to assist domestic 

producers without restricting imports. 
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II. Current and Projected Levels of Imports 
Do Not Threaten National Securitv 

A. Diverse Supply and Secure Sources 

Since the 1970's, the sources of U.S. petroleum imports have 

become diverse, and secure. In fact, more than half of the 

petroleum imported into the United States comes from sources in 

the Western Hemisphere.3 In 1997, Canada and Venezuela each 

supplied more imports than Saudi Arabia.4 In 1996, Venezuela 

modified its refineries to produce additional reformulated 

gasoline to meet Clean Air Act standards; as a result, its 

exports of petroleum to the United States have undergone 

substantial growth.' Imports of petroleum from the North 

American Free Trade Agreement partners, Canada and Mexico, grew 

23% and 41% respectively between 1994 and 1997. In comparison, 

all other imports grew at a rate of 10% during that period. 

Significant change in U.S. supply has occurred outside of 

the Western Hemisphere as well. Currently, more than twenty 

2’ U.S. Dept. of Energy, Comprehensive National Energy 
Strategy, Pub. No. DOE/S-0124, at 16 (Apr. 1998). 

41 U.S. International Trade Commission, "Industry & Trade 
Summary - Refined Petroleum Products," USITC Pub. 3147 at 12 
(Dec. 1998). 
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different countries export petroleum to the United States. Of 

these, a substantial number are not members of the Organization 

of Oil Producing and Exporting Countries ("OPEC"), and imports 

from non-OPEC countries exceed imports from OPEC countries. 

Individual non-OPEC countries, such as Colombia, Norway and the 

United Kingdom, now rival Kuwait as a source of petroleum for the 

United States.6 Thus, the foreign sources of supply to the 

United States are no longer concentrated in one country or a 

small group of countries in a politically volatile area such as 

the Middle East. 

World-wide supply patterns can also have an impact on U.S. 

national security because disruptions in other parts of the world 

affect the available supply to the United States. In the rest of 

the world, as in the United States, reliance on OPEC - 

particularly Persian Gulf - suppliers has decreased since the 

197Os, while supply from new sources has increased. Thus, the 

potential of a severe impact to the United States of disruptions 

elsewhere in the world has also decreased. 

6’ Energy Information Administration, Dept. of Energy, 
Petroleum Supply Monthly, Pub. No. DOE/EIA-0109 (99/04), at 
8-15 (Apr. 1999). 



5 

B. Dependence, Not Vulnerability 

Dependence on foreign sources of petroleum is inescapable 

and has certain beneficial economic effects; the lower prices 

that result from imported sources have been a major contributing 

factor in the economic boom of the past few years. However, 

dependence is not equivalent to vulnerability. A paper 

published by the Energy Information Administration last year made 

this very distinction, which has long been maintained by the 

Department of Energy and the Petroleum Industry Research 

Foundation. The Agency found that the measure of net imports as 

a percentage of total petroleum could only describe the 

dependence on foreign petroleum; however, it determined that it 

is the vulnerabilitv to changes in foreign supply that should 

determine whether measures to protect security should be taken. 

In choosing oil security measures, one of the most 
important distinctions is between oil import dependence 
and oil import vulnerability. Knowing that the Nation 
imports 2 percent or 50 percent of its oil tells how 
dependent it is, but not how vulnerable it is to oil 
price shocks and to oil disruption.' 

Thus, the current investigation should focus on the vulnerability 

of the United States to disruptions in foreign supply, not on 

If James M. Kendell, "Measures of Oil Import Dependence," U.S. 
Department of Energy, Office of Integrated Analysis and 
Forecasting, Oil & Gas Division at 1 (July 20, 1998). 
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import dependence. Vulnerability should be analyzed from two 

perspectives: (1) physical, i.e., vulnerability to a physical 

petroleum disruption; and (2) economic, i.e., vulnerability to 

substantial price increases. 

The relevant measures of assessing physical vulnerability 

include (1) concentration of world oil production in a few 

countries; (2) maintenance of an emergency supply; (3) surge 

capacity and excess world production; and (4) demand and 

alternative fuels.8 Based on these measures, the United States 

is not as vulnerable to a physical disruption as it was in the 

past. As discussed above, world oil production is no longer 

concentrated in a few countries. The United States and many 

other countries have created emergency stockpiles to be drawn on 

in case of a disruption. As demonstrated by the current low 

price situation, there is excess world production. In addition, 

the General Accounting Office forecasts a decline in reliance on 

oil as a transportation fuel over the next twenty years, which 

would decrease overall demand for petroleum.g 

On the economic side, the most relevant factor in 

determining vulnerability is "oil intensity", i.e., oil 

Y Id. at 4-5. 

9' Id. at 5. 
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consumption per dollar of gross domestic product ("GDP"). Since 

the 1970's, oil intensity has decreased because GDP has increased 

at an even higher rate than oil consumption. Oil consumption in 

1998 was about the same as in 1978 (18.8 versus 18.7 million 

barrels a day), while the GDP had increased dramatically since 

1978. Consequently, while payments for imported oil approached 

3 percent of GDP in 1980, they now account for less than 

1 percent of GDPl'; at such a level, the price of imported oil 

does not have the same impact on the national security that it 

once had. In addition, the switch to other fuels for home 

heating and electricity generation also caused a decrease in oil 

intensity in the United States.ll Consequently, the 

vulnerability of the United States to oil price volatility -- now 

and for the foreseeable future -- is decreasing. 

C. Maintenance of a Strategic Petroleum Reserve 

The existence and maintenance of the Strategic Petroleum 

Reserve is a primary defense against any actual or threatened 

cut-off of imports to the United States. The amount currently in 

reserve, about 562 million barrels, is sufficient to withstand 

El Id. at 7 (describing total energy expenditures as a 
percentage of GDP). 

fif Id. at 7. 
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approximately 56 days of a total import interruption.'* More 

importantly, strategic reserves are now commonplace in many 

countries. The member countries of the International Economic 

Agency have agreed that strategic reserves should be drawn upon 

early in an emergency. In total, the member countries "could 

inject 4 million to 5 million barrels per day of oil from their 

reserves into the market."13 The existence of reserves around 

the world helps to lessen the potential impact of disruptions in 

other countries, which ultimately lessens the effect of those 

disruptions in the United States. 

D. The U.S. Economy Benefits from Imports 

The continued health of the U.S. economy is a critical 

element in the national security analysis. The security of the 

U.S. derives fundamentally from the strength of the economy. 

Policies that limit growth or impair U.S. economic performance 

relative to our competitors ultimately will harm national 

security by depriving the U.S. of its leadership position in the 

world economy. 

12/ Id. at 5. 
121 Comprehensive National Security Strategy at 16. 
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As demonstrated by the experience of the past two years, the 

low prices that accompany imports are beneficial to the U.S. 

economy as a whole. The 1998 decline in oil prices held down 

consumer price inflation by 0.6 percentage points; economists 

believe that the drop in oil prices may have accounted for 0.5% 

in the increase in economic growth. The price of energy in the 

United States drives every sector of the U.S. economy. The low 

prices afforded by an unimpeded supply of foreign petroleum 

contributes significantly to U.S. economic security.14 

E. Adverse Impact of Restrictions on Imports 

1. Sectoral Impact 

Restrictions on petroleum imports pursuant to Section 232 

would be contrary to national security interests because they 

would necessarily increase the price of petroleum in the U.S. 

relative to the world price. This price increase is the primary 

effect of a flat import fee, a variable import fee, a "floor" 

price for domestic oil, or a quota on imports. Each of these 

py Conversely, increased petroleum prices can harm the economy. 
For example, in April 1999, a 0.7% increase in the consumer 
price index "was driven by a 6.1% spike in energy prices;" 
this increase also caused some businesses "to raise prices 
to make up for the extra bit they are spending on energy 
costs. " Wall Street Journal, Consumer Prices Jumped 0.7% in 
April, A2, May 17, 1999. 
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forms of restriction forces domestic petroleum prices higher, 

thereby injuring all domestic consumers of energy in direct 

proportion to their use of energy. Industries particularly 

vulnerable because of high levels of energy input include, but 

are not limited to petrochemicals, agriculture, transportation, 

mining and manufacturing. 

2. Regional Impact 

Moreover, import restrictions would have a disparate impact 

on the various regions of the country. Those regions with a 

higher than average use of petroleum would be injured relative 

regions with less than average petroleum use. The Northeast, 

with its high proportion of homes, businesses, and industries 

that use oil for heat and power, would be most severely harmed 

oil import restrictions. 

3. Macroeconomic Impact 

The macroeconomic effects of oil import restrictions are 

also detrimental. Virtually every economic analysis of the 

to 

by 

effect of oil import restrictions concludes that growth would be 

slowed, unemployment, inflation and interest rates would 
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increase.15 In addition, as prices for goods manufactured in the 

United States would rise due to increased energy costs, they 

would become less marketable on the export market. A loss in 

export sales would decrease U.S. industrial production, GDP and 

employment. 

III. Tarseted Solutions to Assist U.S. Petroleum Producers 

IFTOA recognizes the seriousness of the situation faced by 

domestic producers, which have been hurt by the extended period 

of low prices. However, it would be contrary to U.S. national 

security interests to take broad action to assist the domestic 

producers in a manner that would have a devastating impact on 

other sectors of the industry and the U.S. economy in general. 

Therefore, IFTOA strongly supports the adoption of 

alternative measures that would provide effective, targeted 

assistance to U.S. producers. Such assistance was proposed in 

Congress this session in S. 325 and S. 595 introduced by Senator 

Pete Domenici (R-NM) and Senator Kay Bailey Hutchison (R-TX), 

respectively. Such measures should include: 

21 Id. (describing economic concerns generated by the April 
1999 jump in CIP). 
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. tax credits for marginal well production; 

. special tax treatment for income derived from 
recovered inactive wells; 

. modification of royalty policies; 

. expansion of oil recovery credit to cover 
additional recovery techniques; 

. modification of Alternative Minimum Tax to 
allow carry-back for unused credits and to 
apply regular tax depreciation schedules; and 

. credit for exploration and development. 

In addition to such immediate remedies, the Government can 

play a significant role in improving the situation of domestic 

producers in the long term. The National Energy Policy Plan has 

committed the government to working with industry in developing 

new technologies to increase recovery from mature wells and 

decrease the cost of the regulatory environment.16 IFTOA urges 

the consideration of the wide range of relief options that can be 

employed to assist the domestic producers without harming other 

industry sectors. 

IV. Timeframe 

Although the Department has announced an abbreviated time 

frame for the investigation, the Association urges the Department 

to spend more time on its review. The nation's economy is at a 

161 Comprehensive National Energy Strategy, at 15. 
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historically high level that has been sustained for a long period 

of time. No oil crisis, such as those of the 197Os, currently 

threatens the national security, supplies of petroleum are more 

than abundant and military fuel requirements are being met for 

U.S. and NATO forces engaged in combat in Yugoslavia. Thus, 

while IFTOA appreciates the desire of the Department to expedite 

the investigation, in terms of the national security, 

circumstances do not warrant such an expedited determination. 

V. Conclusion 

U.S. dependence on foreign sources, under current situations 

and for the foreseeable future, does not translate into 

vulnerability of the United States to disruptions in supply and 

price volatility. Diverse, secure sources, coupled with the 

availability of the Strategic Petroleum Reserves and a high gross 

domestic product, protect the national security. 

The U.S. economy - hence our national security - benefits 

from low-cost fuel imports; conversely, the economy would 

languish if restrictions were imposed on these imports. 

Therefore, the Commerce Department should find that current and 

projected levels of petroleum imports do not threaten national 
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security, and that restrictions on such imports would not serve 

national security objectives. 
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I : 

COMMENTS ON THE ADVISABILITY OF OIL IMPORT RESTRICTIONS UNDER 
SEC. 232 OF THE TRADE EXPANSION ACT 

Introduction 

Twenty-five years ago I was begin&g my career as an analyst in the policy office of the Federal 
Energy Administration. My office did the staff work for the interagency Energy Resources Council, 
which set Administration energy policy in those days. It was a heady time when energy policy was the 
central question of the day. Most people believed that how the country responded to the key energy 
issues would have important consequences for later generations. Today I have no involvement with 
petroleum policy, but I have spent most of the intervening years as a consultant involved with energy 
forecasting. I have also had experience with the aspects of the global warming problem that touch 
upon what can be done by utilities and how effective various strategies will be. 

I might start by confessing that what I thought was going to happen 25 years ago never happened. 
The idea that the real price of oil in early 1999 could possibly be less than it had been in 1974 
remains difficult to imagine, and is not something I would have even thought possible at the time. 
The reason why it seemed impossible was not that oil was running out - I knew there was plenty iu 
the rest of the world - but I didn’t believe the US would ever allow its dependence on imports to 
grow unchecked. I supposed in those days that basic strategic thinking by what I took to be a very 
powerful military-industrial complex would rule out the possibility of complete reliance on imports. 
If nothing else, I supposed that market forces would operate to keep imports down if the cartel 
controlled supply. 

why didn’t this happen? The real answer is simple: we took the easy way out during a period when 
oil producing nations were unable to get their act together. In my early experience as an energy 
analyst, this was illustrated by a 1975 letter on energy policy sent by the then president of Ford Motor 
Company to President Ford. That letter filtered its way down, and it fell to one of my friends to 
draft a reply. In essence, the president of Ford wanted to know, what’s the point of all this Project 
Independence stuff? Independence would require major changes and wasn’t possible anyway. It 
would be expensive and difficult, and it would certainly hurt the Ford Motor Company. Given that 
the oil reserves of the Middle East are plentiful, why don’t we just rely on the free market to bring it 
to us? No doubt a response was prepared on the merits of the administration’s policy positions, but 
the point is, Congress and the American political system chose the Ford Motor Corporation 
approach rather than the Nixon / Ford / Carter dirigiste approach to energy policy. 

Granted, the easy-way-out philosophy bought a quarter century more cheap oil and the attendant 
economic benefits, but was it worth it when we look at the next quarter century? We postponed 
doing something serious about petroleum dependence and global warming, two pressing problems 
that are intertwined and complex, that grow more threatening with each passing year, and that 
require a policy response that will be unpopular and more expensive than it should have been. The 
problems didn’t go away; we just put off having to face them. The proper response to Ford Motor 
then, and to those who blocked all attempts to at least point our policy in the right direction since, is 
that there really are national security issues at the heart of the both questions, and we cannot allow 
other countries to set critical parameters that will govern our future. 

Those 25 years are gone, there’s no longer a possibility of independence from petroleum imports -- 
there may never have been, even in the early 70s -- but our dependence can be managed much better 
than at present. The possible outcomes of a Sec. 232 proceeding - including either quantitative 
petroleum import restrictions or oil import duties -- are an important first step. I urge the 
Department of Commerce to affirmatively fmd that the current levels of crude oil imports has an 
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adverse impact on national security, and to take immediate steps to limit the consequences of reliance 
on petroleum imports. 

Impact of Foreign Competition on the Economic Health of the Domestic Petroleum 
Industry 

Figure 1 shows the companies that imported large amounts of crude in 1998 and how much they 
brought in. The list accounts for about 88% of crude imports. 

l In 1974 the Seven Sisters, all but two US- 
based, owned and controlled almost all of Figure 1. 1998 Crude Oil Importers 
the oil moving in world trade. Today, the 
surviving companies no longer own 
equity Ln the oil they import and have 
themselves dwindled in number, in part MOBIL OIL CORP 221,971 

because of the truly competitive nature of PDV AMERICA INC 212,745 

the business. The US majors are AMOCO CORP USA 197,203 

remarkably efficient and for the most EXXON CORP 192,431 

part are managed superbly. And yet they SUN CO INC 190,966 

haven’t done very well as a group. The STAR ENTRPSE 189,642 

losers who were assimilated, or are in the USX CORP 187,472 

process of being assimilated, include CHEVRON CORP 178,504 

Gulf, Amoco, and Mobil. Recent market SHELL OIL CO 176,627 

reports suggest that Texaco may soon KOCH INDUS INC 169,696 

join these ranks. TOSCO CORP 165,265 
CLARK REFG & MKTG INC 117,072 

Notice the role of foreign companies. VALERO ENERGY CORP 112,787 

The Venezuelan state oil company (l’DV LYONDELL PETROCHEM CO 90,725 

America) is the second largest importer. E I DUPONT DE NEMOURS 84,716 

The Middle Eastern joint venture, Star BP AMER INC 76,198 

Enterprise, is a major player, and the COASTAL CORP THE 75,244 

European multinationals control BP, PHILLIPS PETRO CO 69,397 

Amoco and Shell. ULTRAMAR DIAMOND SHAMROCK 47,051 
Total 2,755,712 

None of this is sinister by itself, but it 
does show the large and growing extent Total US 3,120,790 

of foreign ownership of key components 
of the US oil market. The US can no 
longer by fiat comman d that the companies carve up available supplies in the event of a 
sustained interruption, as the companies did in 1974. Today, a large share of imports is brought 
in by firms beyond the US government’s jurisdiction. While the US still conducts tests of the 
emergency sharing system set up after 1974, neither of the OPEC-controlled firms participates. 
And yet the supplies they could contribute would be sorely missed in the event of an embargo, 
and the Strategic Petroleum Reserve would be drawn down all the more rapidly if they failed to 
cooperate. 

l The United States is a particularly mature oil province, meaning that the easy-to-find, cheap-to- 
produce reserves are gone. The domestic oil production industry is hurt, and hurt badly, when 
import prices hit historically low levels, since domestic producers can no longer compete 
effectively. Domestic production cost is not only markedly higher here than abroad, the average 
US well produces little more than about 13 barrels a day, meaning that it is economically 
marginal and particularly sensitive to the effect of downward prices swings. The US industry 
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badly needs price stability and predictability to keep production from dropping even faster. In 
recent months we’ve watched Mr. Ali Ibrahim Naimi, the Saudi oil minister, ratchet prices up 
and down as he seeks to enforce OPEC production discipline. Our small producers and stripper 
well owners have paid heavily during the period of low prices and instability. 

l The administration should not be under any illusions that action under Sec. 232 will produce a 
revival in the domestic industry. Assuming domestic prices rise in response to a Trade 
Expansion Act remedy, the ensuing higher prices will produce a flurry of activity in all of the 
indicia of industry responsiveness - more wells will be drilled, more seismic line miles will be 
logged, employment will go up - but there is no reason to expect that a sustained increase in 
domestic crude oil production will result. The decline in US production will continue without 
regard to any likely Sec. 232 action. While one could argue about rates of decline under various 
policy regimes, the restrictions would have to be major indeed to produce any noticeable, 
sustained increase in domestic production. 

It is very likely that either quantitative restrictions or oil import duties will result in market 
distortions that produce harmful inefficiencies. What happened to the domestic refining 
industry in the wake of the Entitlements program of the 1970s should be carefully avoided. 
There probably will be a few refmers who will suffer real harm by a Sec. 232 action, but it is 
better to avoid many of the even more harmful programs that were put in place in the mid-1970s 
to protect refiners/consumers. Specifically, there is no need for a windfall profits tax, nor any 
measure to guarantee refiners access to cheaper supplies of domestic oil, if any exist. Windfall 
profit issues, if any, can be determined using the Petroleum Industry Financial Reporting System. 
Case-by-case relief for supply disruptions can be given where a compelling showing of hardship 
can be made. 

Quantity, Quality and Availability of Imports 

Many Americans might suppose that 20 years of freedom from oil regulations would have produced 
a surge in domestic oil reserves, as the Reagan and Bush administrations promised. The surge never 
developed and today reserves are far below where they were. While there have been a few years 
when additions to reserves at least matched draw 
down for production, there haven’t been nearly 
enough such years to prevent proved reserves Figure 2. Change in US and World 

from falling very significantly. The international Petroleum Reserves 

situation does show expansion in proved 
reserves, but the increase to world reserves was 
much greater between 1975 and 1991 than in the 
last seven years. The data are summarized in 
Figure 2. 

Year Area Oil 
1975 us 34.2 

Gas 
237.1"i 

World 712.4 2546.0 
1991 World 999.2 4,211.5 
1998 US 22.5 167.2 

World 1,020.l 5,087.2 l While there is some question whether 
international reserves will peak in 10 years or 
in 25 years, there is reason to doubt it will be 
much longer than that. Af)w that rime, all 
i i%Tdmd- wl.nmnp&~remdintizg 
su.lies rwnL!w&. In addition, the newly 
industrialized countries, particularly the most 
populous, will also be attempting to secure adequate supplies to provide the types of 
transportation services we take for granted. In many instances, the new market entrant will have 

*including Prudoe Bay gas. Units are billions of barrels for 
oil and trillions of cubic feet for natural gas. Source: Oil 
and Gas Journal, as quoted by second;uy sources. 



added far more value than his or her US counterpart, and will be seeking to run a motorbike 
capable of hundreds of miles per gallon instead of a second SW capable of 15 mpg. 

l There has been no repeat of the politically motivated embargo of 1974. But we learned in 1980 
and again in 1990 how closely our economic fate remains linked to events in the Middle East. 
We seem destined to learn the same lesson for events in Central Asia, where the planned 
pipelines transit a thousand miles of geopolitical territory one could politely describe as being 
difficult to defend. Crude oil is both absolutely essential to our economy, and marginal 
developments abroad can have both direct and indirect macroeconomic consequences. 

l A major difference between the situation today and that prevailing when oil imports hit their 
earlier peaks in 1980 is the relative effect on the merchandise trade balance. Because real oil 
prices have been so low, the US has been able to run consistent deficits on current account 
without letting the imbalance get out 
of hand. And yet the recent run-ups 
in world crude prices have caused 

Figure 3. US Petroleum Consumption (Quads) 

the deficit to grow considerably. So 
while the dollar outflows haven’t be 37 

a problem in recent years, there is 36 

no reason to think that they won’t 35 

become a problem if oil prices 34 

continue to rise. 33 
32 

Defense and Essential Civilian Sector 
Requirements 
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Most people assume that 25 years of 1981 1983 1985 1987 1989 1991 1993 1995 1997 

talking about the importance of energy 
conservation has had the desired effect. 
It hasn’t. Per GZJX& energ cwrsw?@m in 
1997~ as hi& as at dny sine in thepast. All the conservation practiced when prices were high has 
disappeared, despite more stringent standards for the construction of homes, cars, furnaces, and hot 
water heaters. Significantly higher petroleum prices are the only market force that will produce a 
conservation response. 

l The situation is even worse with 
petroleum consumption. The only 
usage declines have followed periods of 
sharply higher prices, lagged by two 
years. Overall petroleum consumption 
has grown rapidly since 1984. See 
Figure 3. 

l Another particularly significant trend 
concerns natural gas. Despite the 
common perception that the US has all 
of the gas it could ever need, and the 
fact that we have been producing more 
natural gas, we have basically been 
importing a large proportion of our 
marginal supplies from Canada. EIA’s 
assessment of the future of this trend 
also presents reasons for concern 
(Figure 4). While Canada is a particularly 

Figure 4. Natural Gas Supply and Demand 
CW 

Source: EIA, 1999 Annual Enerm Outlook 

loyal friend of the United States, it should not be 
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forgotten that the National Energy Board took steps to restrict gas exports to the US in the mid- 
197Os, and caused the gas that did cross the border into the northern tier to be sold for more 
than $4/Mcf. We must expect Canada to protect her own economic interest. Again, there’s no 
reason to think controls are imminent, but the situation deserves careful attention. 

l To the extent that either quantitative 
restrictions or large import duties are Figure 5. Domestic Crude Production l97O- 
imposed on oil, demand for gas will 2020 (MM Bbl per Day) 
increase proportionately. According to 
recent studies, the US is already going 
to fire nearly all planned additions to 
electricity production by using natural 
gas for the foreseeable future, which a 
major reason why the projected growth 
in consumption is so great. If oil duties 

d _ 

are increased, consideration will have to I;omr d8 
be given to ways to prevent natural gas roRuuRclbal 

demand, and hence gas imports, from Lowr d8 o&k&-u 
getting out of hand. Stricter due Loim>~d~613R 

Alasb 
diligence rules for institutions providing 
long-term finance for gas-fired 
electricity production is one possible 
measure. 

19,vQ 119911 BQdQ 8QliJ BQSQ 
Source: EIA, 1999 Annual Energy Outlook 

l Figure 5 presents the Energy Information Administration’s view of what’s going to happen to oil 
production. One can’t help but wonder 
what could make it possible for the US 
to produce so much future natural gas 
(Figure 4) and not so much future oil 

Figure 6. EIA’s View of Petroleum Imports 

(Figure 5). I suspect that EIA may be a 3Q- 

little optimistic about future domestic zvw oiiJ2& 
gas production. &jhma 

6Q- S&k oii@cu 
l By the same token, no one should be 

confused about the magnitude of the 
salutary effect that either oil import 
duties or quantitative restrictions will 
have. At best, they will slightly reduce 
oil imports from the expected reference 
case shown in Figure 6 to the high oil 
case. While the amount of the effect 
would vary with the size of the duty or 197Q r’98Q MSQ BQQQ Ml0 SQ.w 

quantitative restriction, it would have to 
be very large to have even a relatively 
modest impact for nearly a decade. This doesn’t mean that the idea should be abandoned, but 
proponents of the idea should be realistic about how long it will take to bring the situation back 
to manageable proportions. 

Other Factors Relevant to the Damage to National Security Caused by Oil Imports 

Just as the government has had no policy toward oil imports, it has no serious policy toward global 
warming. Global warming has less pressing national security implications than oil imports, but the 
long-term implications of neutrality toward greenhouse gas emissions could produce climatic changes 
that disrupt key national security variables. 



Only two policy initiatives in recent years are even worth mentioning. The Clinton 
Administration began its tenure with what started out as a carbon tax. Unfortunately, it soon 
became a general energy tax when, for illogical political reasons, electricity produced by nuclear 
energy was included in the tax, while the usual ineffective technologies favored by the 
democratic left were subsidized. Shortly thereafter, it died the usual death Congress reserves for 
energy tax legislation. 
The second initiative, the Kyoto Treaty, at first appears to be a serious attempt to do something. 
But consider: In 1990 according to EIA, total fuel combustion greenhouse gas emissions were 
1,346 million metric tons. By 1997, this total had risen to 1,480 million metric tons. EL4 now 
projects that energy-related carbon emissions will reach 1,790 million metric tons in 2010, 
conspicuously way beyond the promised 1990 level. This farce will have grown to 1,975 million 
metric tons in 2020. 
Unfortunately, the Administration failed to really understand how very costly it would be to 
actually hold down the use of carbon-based fuels to 1990 levels. However, Congress 
understood, and continues to ignore Kyoto. The Administration itself has yet to understand that 
the most promising technology for reducing greenhouse gases, by an order of magnitude, is an 
emphasis on nuclear electrification using the most recent innovations in safe reactor design and 
allowing the current generation of reactors to be relicensed in the post-2005 timeframe. It is 
important to understand that while Sec. 232 restrictions on oil imports may have a minor impact 
on CO2 emissions, it will not have anything like the effect that a coordinated strategy 
emphasizing nuclear power would have. 

Conclusion 

The question of h th w e er national security has been harmed by crude oil imports has been 
investigated by the Secretary of Commerce again and again.1 The answer has been made in the 
affirmative again and again. The situation today is every bit as threatening as at any time in the past, 
even more so. And yet Sec. 232 has yet to be used to provide an effective remedy. Sometimes 
administrations fooled themselves into thinking that their energy policies were working; at other 
times overt politics intervened to prevent remediation. 

It is time to use the statute as Congress intended and protect our nation from even greater danger by 
directly managing our dependence on oil imports. Sec. 232 restrictions will not be enough to solve 
the underlying problems, but they are a necessary first step. However, this step should only be taken 
if the Administration is willing to accept the consequences of this extraordinary remedy, many of 
which are harmful, and shows it has the political will to withstand the storm of criticism that action 
under Sec. 232 will inevitably produce. 

Respectfully submitted, 

Bryan CJM. Chaste1 de Boinville 
5124 Bradley Boulevard 
Chevy Chase, Maryland 208 15 
301-951-0692 

1 Affirmative findings of harm were made for the Sec. 232 proceedings of 1975,1979,1982,1987, and 1994. 
However, there has never been an effective restructuring of crude oil imports resulting from a Sec. 232 
initiative. 
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Comments 
On 

National Security Investigation of Imports of Crude Oil and Petroleum Products 
[Docket No: 990427 107-9107-011 

On Behalf Of The 
Independent Petroleum Association of America 

And The 
National Stripper Well Association 

This document presents comments by the Independent Petroleum Association of 
America (IPAA) and the National Stripper Well Association (NSWA) regarding the national 
security investigation of imports of crude oil and petroleum products by the Bureau of Export 
Administration. IPAA represents the 7000 independent oil and gas producers of America. 
NSWA represents the small business operators’ in the oil and natural gas industry, producers with 
low volume, high cost stripper or marginal wells. IPAA submitted the Section 232 petition that 
resulted in the 1994 investigation of the impact of crude oil and petroleum products. IPAA and 
NSWA strongly believe that this prior investigation failed to significantly address the problems 
posed by increased reliance on imported crude oil. Consequently, IPAA and NSWA believe that 
the focus of this investigation should not be whether imports pose a risk to national security but 
what actions should be taken. These comments will review past efforts, present the reasons for 
action to support domestic oil production, and present a number of actions that should be taken 
by the President in response to the determination of national security risks posed by imported 
crude oil. 
Past Actions 

The two most recent Section 232 investigations into the national security implications of 
increased crude oil imports have agreed on one key point - increased imports pose a national 
security risk. In 1987, the investigation conducted under the Reagan Administration reported: 

The Secretary of Commerce has concluded that there has been a substantial 
improvement in U.S. energy security since the last Section 232 petroleum finding 
in 1979. However, declining domestic oil production, rising oil imports, and 
growing Free World dependence on potentially insecure sources of supply raise a 
number of concerns, including vulnerability to a major supply disruption. The 
investigation found that the maintenance of U.S. access to sufficient supplies of 
petroleum is essential to our economic security, foreign policy flexibility, and 
defense preparedness. Given these factors, the Secretary of Commerce found that 
petroleum imports threaten to impair the national security. 

Similarly, the investigation in 1994 by the Clinton Administration produced the following 
statement by President Clinton: 

I am today concurring with the Department of Commerce’s finding that the 
nation’s growing reliance on imports of crude oil and refined petroleum products 
threaten the nation’s security because they increase U.S. vulnerability to oil 
supply interruptions. 

In 1987 imports of crude oil and refined products constituted 40.1 percent of U.S. demand. In 
1994 imports were 50.8 percent of demand. In 1998, imports had increased to over 55 percent of 



demand. Clearly, there can be no other conclusion - imports represent a continuing and growing 
threat to the nation’s security. At issue will be what actions should be taken to respond. 

In 1995, President Clinton listed the following measures that his Administration intended to take 
to address the threat: 

Increased investment in energy efficiency. 

Increased investment in alternative fuels. 

Increased government investment in technology, to lower costs and improve 

production of gas and oil and other energy sources. 

Expanded utilization of natural gas. 

Increased government investment in renewable energy sources. 

Increased government regulatory efficiency. 

Increased emphasis on free trade and U.S. exports. 

Maintenance of the Strategic Petroleum Reserve. 

Coordination of emergency cooperation measures. 

Unfortunately, this was a flawed program - a program that has failed to effectively address 
increasing imports or the national security threat. It is flawed because it places too little 
emphasis on elements that enhance domestic oil production. 

The following items detail some of these flaws. 

0 Increased investment in alternative fuels. 

This item was primarily directed toward the extensive development and utilization of 
vehicles using alternative fuels by the year 2000. While it has been a laudable goal, it has 
produced little change in overall fuel demand, and even less in the context of reducing 
imports. 

0 Increased government investment in renewable energy sources. 

Renewable energy sources accounted for about 8 percent of U.S. energy consumption in 
1997 - a decline of 3 percent from 1996. Of this amount, 55 percent was contributed by 
hydroelectric power, a source of energy that has little Administration support and limited 
likelihood of future expansion. Another 38 percent came from “biomass”. Most of this 
was from waste incineration - another source with little Administration support. The 
remaining renewable energy contributions were geothermal (5 percent), solar (1 percent), 
and wind (< 0.5 percent). Clearly, none of these would make any significant reduction in 
imported oil use. 



l Increased emphasis on free trade and U.S. exports. 

This component  was primarily directed at improving the reliability of imported oil 
sources. However, the U.S. is now twice as dependent  - on a  percentage basis - on the 
foreign oil sources that participated in the 1973 oil embargo as it was then. This 
diversification strategy has failed. America remains largely dependent  on the volatile 
M iddle East for its imported oil. Protecting against the potential instability of M iddle 
Eastern oil supplies consumes significant amounts of the U.S. budget. CNN reported last 
year that “m ilitary bui ldups that have kept U.S. ships, planes, and troops within striking 
distance of Iraq since the 1991 Persian Gulf war have cost U.S. taxpayers about $6.8 
billion. . . .” This $6.8 billion figure is in addition to annual expenditures of about $50 
billion to maintain a  strong m ilitary contingent in the Gulf and it does not reflect the most 
recent actions in Iraq. 

l Maintenance of the Strategic Petroleum Reserve. 

After the determination of the 1994 Section 232 analysis, the Administration supported 
efforts to sell 28 m illion barrels of Strategic Petroleum Reserve oil for budget purposes. 
It was not until 1998 that the Administration reversed its support for sales and not until 
the end of 1998 that the Administration initiated an effort to reacquire the oil it had sold. 
Moreover, even if it were full, the Strategic Petroleum Reserve provides at most a  90 day 
supply of crude oil. 

l Increased government regulatory efficiency. 

W h ile the concept of this element is to improve the regulation interaction between the 
government and the industry, it has fallen far short and in many respects the regulatory 
relationship has deteriorated. The most noteworthy example is the proposal by the 
Department of Interior to increase the royalties taken from the production of crude oil on 
federal lands by changing the valuation method. This proposed method ignores contracts 
producers signed with the federal government by collecting royalties on values 
downstream of the well. This proposal has been a serious barrier to developing a  sound 
regulatory reform agenda between independents and the Administration. The issue has 
been characterized by a  contentious relationship that has included name-call ing by the 
Secretary of the Interior. Its outcome remains a  key issue. 

Additionally, the Bureau of Land Management  has proposed a major rewrite of all of its 
oil and gas operating rules that have created serious unrest within the industry rather than 
a  sense of a  better regulatory agenda. This so-called plain English exercise has created 
additional uncertainty, costs, and barriers for developing federal lands. And, other 
elements of the Administration, such as the Forest Service have banned drilling for a  
potentially world class gas reserves in certain federal lands in Montana. 

Recent efforts by the Administration have showed the potential for a  better working 
relationship such as the use of “royalty in kind” to acquire oil for the Strategic Petroleum 
Reserve. 

l Expanded utilization of natural gas. 
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This element of the program would be a valuable element if it were approached 
appropriately. Unfortunately, it has not been. Although the Comprehensive National 
Energy Strategy (CNES) includes a goal to expand the nation’s natural gas supply to 
meet a national use of 30 trillion cubic feet per year, the Administration’s actions have 
not moved toward the essential steps that are necessary to meet this net 40 percent 
increase over current natural gas use. There are three key elements to the expanded 
utilization of natural gas: access to natural gas bearing resources, a regulatory structure 
that provides gas producers with adequate incentives to develop new gas, and a industry 
with the capital to develop the resource. Rather than assist in developing new resources, 
the Administration has limited access to likely potential resources. Producers are faced 
with a FERC proposal on pipeline rates that could further diminish the share of the 
natural gas price going to producers and therefore reduce their return on investment. 
Finally, as the past eighteen months have shown, there can be no healthy domestic natural 
gas industry without a healthy domesticoil industry. 

The current approach adopted after the 1994 Section 232 analysis must be revised to include a 
specific and aggressive focus on what was described in the last paragraph of President Clinton’s 
announcement: 

Finally, led by the Department of Energy and the National Economic 
Council, the Administration will continue its efforts to develop additional cost- 
effective policies to enhance domestic energy production and to revitalize the U.S. 
petroleum industry. 

More importantly, this aspect must be developed with a full recognition of the fundamental 
changes that have taken place in the domestic oil industry over the past 15 years - a factor that 
changes the type of actions that the federal government must take. 

A Changing Industry and The Implications 

Changes to the Domestic Oil Industry 

Inherent in evaluating options to respond to the national security threat posed by ever-increasing 
imports of foreign oil is a clear understanding of the evolving nature of the domestic oil industry. 
Today’s domestic industry has changed dramatically since the 1986 oil price crisis. The 
principal factor in this change is the shift in the role “major” oil companies are playing in the 
development of domestic oil resources. The 1986 price crisis changed the way majors viewed 
U.S. oil production. It began a clear shift in investment by majors in domestic oil production. 

In rough terms, U.S. oil production comes from three areas - Alaska, the Gulf of Mexico 
offshore, and the onshore lower 48 states. Currently, about 20 percent of domestic production 
comes from Alaska; about 20 percent comes from the offshore Gulf of Mexico; and, about 60 
percent comes from the lower 48 onshore - one-third of this from “marginal wells” producing 
less than 15 barrels per day. Since 1986, investment by major oil companies has shifted to 
exploration and development targets outside the United States. Within the U.S. majors are now 
primarily interested in developing Alaska and the deep water offshore. As a result the lower 48 
onshore has increasingly become the province of the independents. The independents’ share of 
this production has increased from about 45 percent in the mid-1980s to over 60 percent in 1997. 
It is an irrevocable shift in the structure of domestic oil production. It is a shift that must now be 
reflected in public policy decisions. 



Clearly, independents are a different element of the oil and gas production industry than majors. 
They do not have the resources of majors such as refineries and chemical operations to buffer 
them during periods of low oil prices such as those in 1986 and again over the past eighteen 
months. Independents finance their operations differently than majors as a result. Recent 
assessments by IPAA to summarize sources of financing show that capital formation was 
generated primarily from the following four sources: end-users of the energy (29 percent), 
internally generated sources (26 percent), outside investors - oil and gas partners (20 percent), 
and banks (15 percent). During price crises three of these sources are impaired. Internally 
generated funds are limited. Banks are reluctant to increase their exposure. And, other oil and 
gas partners are suffering the same limitations. Thus, the end-users’ role has increased 
substantially as other capital dries up and the end-users recognize their dire need for resources 
and are interested in developing reserves. 

This reality must be a part of public policy considerations in fulfilling the objectives of the 
CNES. The CNES includes an objective to stop the decline in domestic oil production as a 
means to improving national energy security. This objective is more clearly stated in the Fossil 
Energy Strategic Plan as follows: 

Improve the capability of the U.S. petroleum industry to increase the supply of 
secure, domestic oil by an average of 0.5 million barrels/day in the 2001-2010 
period while significantly reducing the environmental impact of oil production. 

To put this objective in a clearer context, it was developed at a time when domestic oil 
production was on the order of 6.5 million barrels/day. It, therefore, translates into a national 
goal to increase domestic production to about 7 million barrels/day. That target starts from a 
production level that has now dropped below 6 million barrels/day. Clearly, it cannot be 
achieved without substantial reliance on the independent producer and substantial changes in 
national energy policy. 

Yet, at the same time the independent producer has suffered the most significantly from the 
current price crisis. The statistics on damage to the industry are mind-numbing. 

l Domestic production has dropped below 6 million barrels per day - the lowest since 195 1 

l Operating rig counts have hit historic lows 

l Over 56,000 jobs have been lost in the industry since November of 1997 

l More than 136,000 oil wells (25 percent of total U.S. oil wells) and 57,000 gas wells have 
been shut down 

l $2.21 billion in lost federal royalties and state severance and production taxes 

l Capital budgets for oil and natural gas development have been savaged - down 25 - 30% 
with the biggest cuts in the US 

l Indirectly - or perhaps directly - the price crisis has driven mega-mergers within the 
industry. 

Taken together these factors define the devastation in the industry. Equally important, they lead 
to the realization that their consequences are not immediate or necessarily foreseeable. As the 
Energy Information Administration stated in its analysis “Oil and Gas Development in the 
United States in the Early 1990 3: An Expanded Role for Independent Producers”: 



Although the majors’ primary upstream (exploration, development, and 
production) investment targets shifted abroad, the reduced role for the majors in 
U.S. oil and gas production did not become strongly apparent until the 1990’s.. . . 
Reductions in spending and production by other U.S. producers responding to the 
oil price collapse of 1986 and its aftermath, together with lags inherent between 
exploration and development activity and production accounted for this delay. 
Also, the majors did not become net sellers of U.S. oil and gas reserves until the 
1990’s. 

In 1986, domestic crude oil production was 8.68 million barrels/day. Once the price crisis was 
past, little was done to develop responses. The changes to the industry were not understood. By 
1997, domestic crude oil production had dropped to 6.45 million barrels/day - a loss of over 
2 million barrels/day. This time, this crisis, action must be taken to avoid a similar loss of 
domestic production, of an important domestic resource. 

Implications on the Nation ‘s Natural Gas Objectives 

Moreover, the implications are broader than crude oil. They are equally critical to domestic 
natural gas production. The CNES includes an objective to increase domestic natural gas use by 
a net 6 trillion cubic feet/year by 2010. This would require annual production level of about 30 
trillion cubic feet/year. It is critically important to recognize that oil and gas are found together, 
produced together, draw from the same capital pool, and rely on the same infrastructure -both 
human and material. Over the past 18 months low oil prices have not only shut in 136,000 oil 
wells but 57,000 gas wells also. Capital budget cuts for new upstream development hit both oil 
and gas. The exploration and production (E&P) personnel necessary to accelerate and maintain a 
more active resource base development program have been devastated with employment in this 
sector shrinking by 56,400 - about 15% of its total - since November 1997. The requisite 
upstream service vendor segment to facilitate growth (drilling contractors, well service 
contractors, cement and stimulation vendors, well logging, oil country tubular goods) have also 
suffered dramatically. For example, from November 1997 through April 1999, the domestic 
drilling rig count dropped 50 percent. The rig count is a quick measure of the level of activity in 
the industry. While most of this drop has been in the oil side of the business - approximately a 
60 percent drop - the natural gas side of the industry has seen about a 40 percent decline. Faced 
with these stark problems, capital will not easily flow to the upstream (E&P) segment of the 
business; it will require clear indications that adequate returns can be achieved on new E & P 
capital investment. Both elements of the industry must be considered. Without a strong 
domestic oil industry, we cannot have a strong domestic natural gas industry and the national 
goal of a 30 trillion cubic feet per year natural gas market will not be achievable. 

The Consequences for National Security 

Similarly, it is essential to recognize that domestic oil production is the nation’s true strategic 
petroleum reserve. Far more than the hundreds of millions of barrels in the Strategic Petroleum 
Reserve, the ability to produce 6.5 to 7 million barrels/day of domestic oil is essential to 
America’s national security. Oil is this nation’s economic lifeblood. Without a stable oil supply 
the U.S. economy and the world’s economic health are at risk. 

The most recent price crisis has shown how much more vulnerable the crude oil market is to 
instability. This crisis showed how different the oil market has become in the past twelve years. 
In 1986, the market price was largely defined by the decisions of the Oil Producing Exporting 
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Countries (OPEC). But, since then oil pricing has changed to be largely dependent on 
commodity futures markets - principally the New York Mercantile Exchange (NYMEX), the 
International Petroleum Exchange (IPE), and the Singapore Mercantile Exchange (SIMEX). 
These exchanges, like all markets, are subject to volatility and the potential to set prices based on 
factors that do not reflect the fundamentals of the industry. 

The current price crisis is illustrative. Prices have reached historic lows in real terms. Yet, the 
fundamentals of the industry do not suggest that should be the outcome. Worldwide demand for 
oil slowed in 1998 as a result of the Asian economic problems, but it did not decrease. Most 
projections suggest that oil demand will continue increase at a 1.5 to 2.0 percent per year growth 
rate. Similarly, most analysts suggest that the current worldwide productive capacity for oil is 
only 3 to 4 percent above current demand. Thus, without additional production coming on line, 
demand would exceed supply in the next two to three years. Moreover, this simple assessment 
does not address the natural depletion in oil production that occurs - and has been exacerbated 
from new drilling technologies and the lack of new investment as the price crisis drove 
investment down. These conditions in most industries - and historically in the oil industry - 
argue for upward pressure on prices not the catastrophic collapse that occurred. 

Nevertheless, a price collapse occurred and it is important to recognize the factors that 
contributed to it. Generally, the triggering factors are attributed to three events - the collapse of 
Asian economies, warmer than normal winters in the Northern Hemisphere, and a market share 
competition between Venezuela and Saudi Arabia. These occurred in late 1997 and early 1998. 
This first phase was worsened by projections of vast oversupplies of oil by such institutions as 
the International Energy Agency (IEA). Reports by the IEA and others (many of which used 
IEA’s data) projected excess supply while at the same time being unable to find the physical 
barrels that they projected. The markets continued to react and suppress prices - putting extreme 
pressure on domestic oil production. 

As most OPEC and non-OPEC countries took action to reduce production to stabilize oil prices, 
the market was unresponsive. It then became evident that quietly Iraq was using the UN 
sanctions process to continue to destabilize the oil market. At the beginning of the oil price crisis 
Iraq was a minor factor - exporting 600,000 to 700,000 barrels/day of oil. But early in 1998 the 
UN sanctions process expanding the sales volume that Iraq could sell to $5.25 billion every six 
months and allowing the expenditure of $300 million every six months to refurbish its oil 
production capacity. Even though less than $25 million of this allocation has been used, Iraq still 
increased its oil exports to as much as 2.5 million barrels/day. As other nations cut production, 
Iraq’s increased - offsetting the effect on inventories, becoming the swing producer’ in setting 

’ The term “swing producer” can have two meanings - one related to the volume of production and one related to its 
effect on the commodity market trading in crude oil. 

The most common use of the term relates to the volume of production. Most experts would consider Saudi Arabia 
as the world’s swing producer. Over the past several decades, this has been correct. Because Saudi Arabia has had 
the ability to produce 8 to 10 million barrels per day of crude oil, it can alter its production to respond to swings in 
the supply side of the crude oil market. In general, this has been a response that has been taken from a positive 
perspective - that is, Saudi Arabia has been viewed as a responsible nation acting to respond to supply shortfalls by 
increasing production. 

However, the current world market is facing a different balance. Most analysts agree that excess worldwide 
productive capacity is shrinking - a problem worsened by low oil prices. As excess productive capacity diminishes, 
any nation that produces more oil than the increment between demand and productive capacity becomes a swing 



price in the world market, and continuing to suppress world oil prices. Ultimately, this role was 
limited by Iraq’s current productive capacity and by the decision by OPEC and non-OPEC 
countries to further reduce production. Yet, the potential implications are both insidious and 
profound. 

If Iraq was able to exert this much influence on world oil prices under these circumstances, what 
are the implications to national security when the gap between demand and productive capacity 
close? As the gap closes, any producer nation that produces more than the gap can become the 
world’s swing producer2. That is, by reducing its production, it can create a supply shortage and 
drive prices upward. Or, it can increase production and drive prices downward. 

Both options threaten U.S. national security. Shortages and high prices affect the economy 
adversely and the consequences are higher as the country becomes more dependent on foreign 
oil. Low prices directly impair the health of the domestic oil industry as they have in the current 
price crisis, leading to lost production and making the nation more susceptible to supply 
disruption. The current world oil market is heading in this direction and the Administration 
needs to take actions to respond to it and to value the nation’s domestic oil production as an 
element of this response. 

Action Steps 

This Section 232 analysis needs to produce recommendations that fully value domestic oil 
production and to enhance its development. It needs to put a defined set of objectives on the 
broad framework suggested in 1994. These need to address a number of known areas of public 
policy and put in place ongoing commitments to address future emerging issues as the 
implications of the current price crisis are identified. It is also important to recognize that while 
the federal government needs to participate in the support of the domestic oil industry, there are a 
limited number of actions it can take. 

Following are a specific set of recommendations. 

Tax Policy 

producer. So, while Saudi Arabia has been the only volumetric swing producer in the past, many other countries 
will be able to fill that position in the not too distant future. One of these will be Iraq. However, in Iraq’s case it 
will give Saddam Hussein the ability to manipulate oil supply by cutting production and creating economic chaos. 

The concept of a swing producer in the commodity market is different and relatively new. A decade ago, oil prices 
were not determined primarily by the commodity market. Rather, refineries used a system of “posted” prices. 
However, since then the role of the commodity markets, such as the New York Mercantile Exchange (NYMEX), 
have dramatically changed the pricing of crude oil. Now, traders buy and sell paper barrel futures on the exchange 
floor. But, in doing so, the “liquid” barrel market is also defined. The factors that drive traders reflect the same 
volatile dynamics of stock and commodity markets. Among these are assessments of the current and future supply 
and demand for crude oil. During the past year these perceptions were critical to the pricing of crude oil, 
particularly the perception of excess supply. In this trading world, producers that are willing to sell the last barrel at 
the market price are effectively able to set every barrel’s value. During the latter part of 1998, Iraq showed its 
willingness to continue increasing production while all other producing nations reduced theirs. In taking this action, 
Iraq became the “swing producer” for the commodity market. 

In this case, the term “swing producer” is used in this latter context. 

2 In this case, the term refers to the volumetric swing producer. 
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A pivotal option available to the federal government is reform of the tax code. Over the past 
several decades treatment of the oil and gas industry in the tax code has constrained the use of 
deductions and credits as opposed to the time when the national policy objective was to 
encourage domestic oil and natural gas development. Some of these constraints have been 
modified - many to the benefit of independents. However, as price fluctuations become more 
threatening, more must be done. For example, the National Petroleum Council’s 1994 Marginal 
WeUs report made the following statement: 

Preserving marginal wells is central to our energy security. Neither government 
nor the industry can set the global market price of crude oil. Therefore, the 
nation’s internal cost structure must be relied upon for preserving marginal well 
contributions. 

The Marginal Wells report then went on to recommend a series of modifications to the tax code 
including a marginal wells tax credit and expensing key capital expenditures. 

The proposed marginal wells tax credit is a good example of a well-reasoned countercyclical 
approach to the problem. It phases in when oil prices drop and phases out when they rise. It 
serves as a safety net in times price crises. It protects what was 20 percent of domestic oil 
production at the start of 1998 and what will always be a pivotal element of the nation’s true 
strategic petroleum reserve - as long as it is preserved. 

During periods of low oil or natural gas prices that threaten the future of domestic resources, it is 
essential to develop options to enable producers to retain a greater portion of their income. At 
the federal governmental level, adjustments to the tax code can provide a mechanism to allow 
producers to retain cash from existing operations or to recover it from prior years’ operations. 
The oil and gas producing industry endorses changes to the tax code that would address these 
objectives. 

l Tax Credits 

A countercyclical marginal well tax credit - a concept recommended by the National 
Petroleum Council’s 1994 iMarginal Wells report - that would be available during low oil 
and gas price fluctuations, including a ten year carryback and applicability against both 
regular and alternative minimum taxes. This provision would serve as a safety net to 
small producers by providing additional revenue at a time when prices are low to keep 
wells operating. 

The Marginal Well Production Tax Credit amendment to the Internal Revenue code will 
establish a tax credit for existing marginal wells. Marginal oil wells are those producing 
less than 15 barrels per day or producing heavy oil and for high water cut wells producing 
less than 25 barrels per day. Marginal gas wells are those producing less than 90 
thousand cubic feet (Mcf) a day. The amendment will allow a $3 a barrel tax credit for 
the first 3 barrels of daily production from an existing marginal oil well and a $0.50 per 
Mcf tax credit for the first 18 Mcf of daily natural gas production from a marginal well. 

The tax credit would be phased in and out in equal increments as prices for oil and 
natural gas fall and rise. The phase in/out prices are as follows: 

OIL - phase in/out between $14 and $17 

GAS - phase in/out between $1.56 and $1.89 
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The amendment would allow the tax credit to be offset against regular and the alternative 
minimum tax (AMT). In addition, for producers without taxable income for the current 
tax year, the amendment would provide a 1 O-year carryback provision allowing 
producers to claim the credit on taxes paid in those years. The carryback credit may be 
used to offset regular tax and AMT. 

l Modification of Alternative Minimum Tax (AMT) 

A countercyclical restructuring of the calculation of Alternative Minimum Taxable 
Income (AMTI) to eliminate from the calculation certain preference items and 
adjustments. During low oil prices, this would reduce the income against which the 
AMT is calculated thereby leaving more income to maintain and develop production. 

l Modification of Percentage Depletion 

Current law limits the use of percentage depletion in several ways thereby limiting the 
availability of capital to maintain and develop production. These provisions would: 
eliminate limitations on the use of percentage depletion across all properties; eliminate 
the current limitation on using percentage depletion in excess of 65 percent of net taxable 
income; and, allow excess percentage depletion to be carried back against past taxes. 
These steps will free capital for small producers to maintain and develop production. 

l Exnensing. Expenditures 

The ability to recover expenditures as quickly as possible allows capital to be reinvested 
more rapidly. These provisions would assure that geological and geophysical costs and 
delay rental payments can be expensed in the year that they are incurred. 

These fundamentally essential reforms to the federal tax code have been introduced in both the 
House of Representatives (H.R. 1971) and the Senate (S. 1042). 

Financial Instruments 

A second and new area for federal public policy related to domestic oil production is the creation 
of financial instruments to aid the industry in troubled times and improve capital development 
generally. 

l SBA Loans 

The Administration has opened this idea by working with the Small Business 
Administration to use existing authority to provide small business loans to oil producers 
and related industry. However, it is a limited program. 

l Loan Guarantees 

The Senate passed a broader loan guarantee program offered by Senator Pete Domenici 
during consideration of the 1999 Emergency Supplemental Appropriations Act (H.R. 
1141). While not completed on that legislation, the provision has now been incorporated 
into H.R. 1664. The oil and gas loan guarantee program provides a two-year GATT-legal, 
$500 million guaranteed loan program to back loans provided by private financial 
institutions to qualified oil and gas producers and the associated oil and gas service 
industry. The minimum loan to be guaranteed for a single company at any one time 
would be $250,000 (subject to waiver); the maximum would be $10 million. The board 
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established to administer this would have the authority to determine the specific 
requirements in awarding loan guarantees, including the percentage of the guarantee, 
appropriate collateral, loan amounts, and interest rates. Repayment of the loans would be 
required within six years. 

Loan guarantees are an approach that has been used by the federal government to 
facilitate the recovery of key domestic industries or municipalities in times of severe 
crisis. They have been used for Chrysler Corporation and New York City. The 
Department of Agriculture operates an ongoing loan guarantee program for farmers that 
addresses their problems during low commodity prices. In this case the concept would 
provide bridge financing to allow independent producers and the oil industry supply 
business to recover from the current price crisis. 

. PADDIE MAC 

Another concept that deserves evaluation is called the “Petroleum Development 
Investment Management Corporation” - PADDIE MAC for short. This concept is 
pattern after other government sponsored enterprises (GSE) like Fannie Mae and Sallie 
Mac. 

Under the Paddie Mac concept, loans would be made and serviced by banks and other oil 
and gas lenders in conformity with Paddie Mac guidelines. Paddie Mac would guarantee 
the non-recourse loans (volumetric production payments) secured by producing oil and 
gas properties. Independent engineering of reserves confirming sufficient future 
production to repay the loans would be required, standardized documentation used and 
future prices would be hedged through Paddie Mac. Paddie Mac would also make a 
secondary market for the guaranteed loans, assuring lenders of liquidity. Loans 
purchased would be bundled for sale in the capital markets as investment grade debt. 
Based on its GSE status, the cost of funds to borrowers are projected to be two or more 
percent less than most producers now pay, and hedging of future prices would be more 
favorable than most producers get today. Efficient hedging would be available, separate 
from loans, to enable producers to insulate themselves from price volatility and 
disastrously low prices. 

The Department of Energy has considered this concept in the past and the Administration 
should revisit it now. 

Addressing possible financial instruments where the federal government can assist the domestic 
oil industry are a needed part of a total package. 

Public Lands and Royalties 

The U.S. is a mature oil producing area but there are still substantial oil reserves that can be 
developed. Additionally, world class gas reserves lay beneath federal lands and need to be 
developed to reach the national 30 trillion cubic feet per year goal. Many of these are on federal 
lands where federal policy defines both their access and their desirability. Both need attention in 
any policy option. The Administration needs to revisit its positions on access to public lands for 
production. The Department of Energy has shown how new production techniques reduce the 
environmental risks to public lands. Similarly, the federal government needs to recognize that 
the U.S. is competing for worldwide capital. Other governments have been responsive to the 
flight of capital. The federal government needs to recognize that just as the recent price crisis 
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has force change on the industry, it is time to determine how the federal government needs to 
change to draw its resources into the worldwide competition. There are options in all areas. 

l Federal policymakers to find ways through existing federal laws and regulations to 
provide regulatory relief to small independent oil producers. For example, the Bureau 
of Land Management is allowing marginal oil well operators producing on public 
lands to suspend operations for up to two years without losing their leases. This 
suspension would waive the requirement that operators promptly plug wells that are 
not producing paying quantities until oil prices return to normal prices. 

l With oil prices now at record lows, wells producing 50 barrels of oil per day or 120 
Mcf/d are uneconomic. Royalties need to be reduced for these wells; otherwise they 
will be shut-in or abandoned, further reducing the benefits of domestic production. 
Better still would be a two-year royalty reinvestment policy for these uneconomic 
wells. If every royalty dollar for an uneconomic well is reinvested into keeping the 
well on line, the greater the return to the American public. Both the royalty 
investment account and reduced royalty approach would terminate when oil prices 
recover to economic levels. 

l Other options include: 

l Temporarily suspend mandatory on-site maintenance tasks that do not pose a 
threat to public health, safety, and the environment, but which are costly for 
producers to carry out. 

l Delay any portion of the “Plain English” rule that creates additional regulatory 
burdens or costs. 

l Reduce to $1 .OO an acre those lease rental charges which are currently over $1 an 
acre. If a lease bonus is $2.00 an acre or more, then waive first year rental. 

l Eliminate rights of way and rental charges for pipelines, roads and other surface 
facilities. 

l Speed up the processing of permits and applications to operate on public lands. 
Independents can’t afford to have investment capital sitting idle while they wait 
for overdue approvals. 

l Streamline processes related to the National Environment Policy Act (NEPA). 
Also, provide credits for costly environmental documentation work. These cost 
savings measures were developed from Interior Secretary Babbitt’s Green River 
Advisory Committee recommendations. 

l Transfer Bureau of Land Management oil and gas regulatory authority to state 
agencies to eliminate costs associated with complying with duplicative federal 
and state regulations. 

These reforms to the federal regulatory structure have been introduced in both the House of 
Representatives (H.R. 1985) and the Senate (S. 1049). 

Federal Rovaltv Regulations 
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Unfortunately, one federal regulatory initiative needs to be addressed directly - the 
Minerals Management Service (MMS) proposal to revise the current crude oil 
valuation process. The MMS’s proposed oil royalty valuation rule making essentially 
raises royalties by implementing policies not consistent with the lease contract and 
increases uncertainty. IPAA does not oppose changes in the present oil royalty 
valuation system. But, independents need a fair and equitable oil royalty rule. 
Congress acted to delay implementation of this rule until October 1999 with the 
assumption that MMS would negotiate in good faith on this rule. Workshops have 
occurred, but independents have no way of determining if MMS plans to make 
changes to the rulemaking that will be beneficial. MMS needs to repropose the 
rulemaking for comment. Alternatively, the issue needs to be addressed through 
enacting legislation (S. 924) that would clarify the underlying issues in contention 
between the federal government and producers. 

However, as discussed above, the broader issue here is creating a royalty policy that 
draws a fair balance between the revenue that can be raised and the value to national 
security to develop the resource to maintain a healthy domestic oil and natural gas 
industry. A comprehensive, but flexible royalty in-kind program can achieve this 
balance. 

The United States Needs to Develop A Strong Role in World Oil Policies 

As the second largest producing nation in the world and the largest consuming nation, U.S. 
policymakers must send a message that we value our domestic resources and that we will not 
allow the economically and strategically valuable domestic oil industry to be destroyed. 
Policymakers also have an obligation to step to the international table and participate in decisions 
that preserve excess producing capacity and thus avoid the inevitable short supply that low prices 
guarantee. America must make clear that it intends to support America’s struggling oil and 
natural gas producers. 

Iraq presents an instant case. No one questions the need to provide humanitarian aid to the 
people of Iraq. It is equally clear that few believe that the current humanitarian aid program is 
effective. It needs to be reformed. At the same time the UN sanctions program handed Iraq an 
oil weapon that Saddam Hussein used effectively in 1998 and early 1999. The U.S. needs to 
recognize that Saddam Hussein will take advantage of every oil option he can to punish his 
enemies. In the past he was prepared to develop as much production as possible to keep prices 
low - punishing Saudi Arabia, Kuwait, and other OPEC countries as well as the domestic U.S. 
oil industry. If he is allowed unfettered access to capital to develop his oil industry, he will try to 
expand to a level where he can easily be a swing producer whether that is exporting 2.5 or 3.0 or 
4.0 million barrel/day. Once there, he can decide whether prices are high or low. This is a fatal 
strategy for the U.S. economy and national security. The United States needs to be an active 
player in restricting the options provided to Iraq by the UN. 

Commitment to the Future 

Finally, the recommendations to the President must reflect a commitment to continue to address 
emerging issues as the consequent threats to domestic oil production appear from the current 
price crisis and future ones. No one can gauge the nature of these threats now. Some may come 
as OPEC countries grapple with their own interests as oil producing countries such as the current 
Iraqi threat. Others may arise as the current price crisis recedes. For example, over the past 
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decade refinery investment - particularly along the Gulf Coast - has included equipment to 
better process heavy, sour crudes. This investment may weaken the natural demand for lighter, 
sweeter crudes from the mid-continent, depressing their relative price. Similarly, pipeline 
investments in the Gulf Coast have reversed historic crude pipelines carrying mid-continent 
crudes to Gulf Coast refineries. Now, these pipelines carry product to compete with 
mid-continent refineries that typically use domestic crudes. Pipeline investment in the north can 
allow Canadian crudes or crudes imported into Canada to compete in natural markets for 
domestic crude in the Midwest and mountain states. New fuel regulations will pressure smaller 
refiners that are normal customers of domestic oil producers, perhaps putting them out of 
business. Each of these examples poses ‘an as yet undefined threat to domestic oil production. 
Each could require a different solution. 

Conclusion 

As this Section 232 analysis defines its recommendations, it needs to recognize that the 
underlying national security risk posed by imports must rely on sustained domestic oil 
production as a counter. Sustained domestic oil production requires a strong domestic oil 
industry, one that will be largely comprised of independent oil producers. Consequently, unlike 
the 1994 analysis, this Section 232 analysis must include a significant and substantial set of 
recommendations to value domestic oil production. Failure to include such a clear domestic oil 
component will produce a failed program, a program unworthy of national support, a program 
doomed to watch oil imports grow and to put America’s national security at greater risk. 
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The Department of Commerce investigated in December 1994 the effects of crude oil 

imports on the national security of the United States. It found that “ a . . the reduction in 

exploration, dwindling reserves, falling production, and the relatively high cost of U.S. 

production all point toward a contraction of the U.S. petroleum industry and increasing imports 

from OPEC sources. Growing import dependence, in turn, increases U.S. vulnerability to a 

supply disruption because non-OPEC sources lack surge production capacity; and there are at 

present no substitutes for oil-based transportation fuels. Given the above factors, the Department 

finds that petroleum imports threaten to impair the national security.” 

Petroleum imports in 1994 were 8.996 million barrels per day, according to the Energy 

Information Agency (EIA). Since 1994, petroleum imports have escalated to 9.907 million 

barrels per day in 1997, the most current figures available from EIA. 

Meanwhile, every major indicator from the domestic oil and gas industry has declined 

since Commerce’s finding in 1994. Jay Hakes, EIA, testified before the House Subcommittee on 

Oversight of the House Ways & Means Committee on Feb. 25, 1999 that, “By December 1998, 

production had fallen about 500,000 barrels per day from a year ago levels, despite an increase in 

production in the Gulf of Mexico. If prices recover only slowly, as shown in our current base 

case forecast, the cumulative loss in production between 1997 and 2001 would be another three- 

quarter to 1 million barrels per day, on top of the 2.5 million barrels decline we have seen 

between 1985 and 1997. Under these circumstances, imports would increase at least another 1 

million barrels per day over the 5 million barrels per day increase that occurred between 1985 

and 1997.” 

U.S. crude oil production fell to the lowest level in more than 50 years in January 1999 

when only 5.8 million barrels per day were produced. Oil production in the U.S. has declined 13 

percent since 1994 (6.7 million barrels per day). 

The drilling rig count, which is probably the most watched barometer of oil and gas 

industry activity, hit all-time lows on April 30, 1999, when only 494 rigs were working. When 

Commerce made its finding in December 1994 there were 79 1 rigs operating. 

More than 137,000 oil wells and 57,000 natural gas wells have shutdown since November 

1997. 

The most painful aspect of the recent oil price crash is the estimated 41,000 lost jobs in 



the oil industry. A continuous decline in domestic oil-patch jobs will mean exporting more 

paychecks, technical drilling and production expertise, and investments in technology and 

equipment. This will have a severe impact not only on the U.S. petroleum industry, but on the 

many industries that service and supply it. 

As oil imports grow, so will the trade gap. During the past 20-plus years, the United 

States has imported more oil than the net difference between our purchases and sales of 

automobiles, electronics equipment, and other finished goods. From 1970 to 1992, petroleum 

imports have totaled $924 billion, which is more than 73 percent of the cumulative trade gap of 

$1.26 trillion. Imported oil sucks billions of dollars out of U.S. economy, and it doesn’t provide 

U.S. jobs, nor does it pay U.S. taxes. 

Oil has been called the most important commodity in the world. During the 20th 

Century, at least three wars have been fought over oil: World War I, World War II and Desert 

Storm. In World War I, it was over oil to fuel the mammoth dreadnoughts built by Great Britain 

and Imperial Germany in a naval arms race as costly to civilian economics as the Cold War was 

40 years later. In World War II, it was Japan’s grasp for the rich oil fields of Southeast Asia, and 

Adolf Hitler’s desire to control the Rumanian Fields at Ploesti and the enormous Soviet Energy 

deposits on the Caspian Sea. 

Today, most of the world’s major oil producing nations are politically unstable, 

politically fragile and militarily vulnerable. Saudi Arabia, the country with the most oil reserves 

in the world, now a fi-iend and ally of the United States, was a driving force to implement the 

first embargo against the United States in 1973. Saudi Arabia was the first Arab nation to use the 

“oil weapon” in an attempt to influence U.S. foreign policy. While the Saudis were our allies in 

Desert Storm, they remain a dedicated Moslem nation, ho.stile to secularism, wary of Israeli 

influence, and suspicious of U.S. intentions. Petroleum products are the Saudis only bargaining 

chip in the international community, but it is a very, very powerful chip. 

Although circumstances may change slightly, virtually the same is true of the other Arab 

oil producing countries of Iraq, Iran, Libya, and Kuwait. 

We cannot count on any foreign country, even our traditional friends, such as Great 

Britain, Canada or Mexico, during a major disruption of oil worldwide. 

Constantine Flackos, Senior Petroleum Analyst for Merrill Lynch in New York, said 



recently: “We cannot forecast when and how another energy crisis will come . . . but I can tell 

you it will come.” 

“In 1980, our surplus capacity was approximately 35%,” he said. “Today, the capacity is 

6 percent or 7 percent. This is crucial to an industry that is susceptible to politically induced 

supply interruptions. And, right now, looking down the road the next five years, I don’t see 

anything that will significantly cause positive change.” 

If OPEC is ever successful at managing its production, the cartel will be able to control 

oil prices and the purse strings of the world. OPEC will not only be able to control the flow of 

oil to the U.S., but also the flow of oil in the U.S. Sheikh Ahmed Zaki Yamani, former oil 

minister to Saudi Arabia, told an audience at Southern Methodist University in Dallas in 

December 1998, that the upstream cash squeeze is beginning to make serious inroads into 

drilling rates, and it will affect actual production on non-OPEC areas quickly. “After all, if 

OPEC is to gain market share, as it hopes to do, it must do so from the higher-cost producers 

elsewhere,” Yamani said. By driving down prices, OPEC can drive out high-cost U.S. 

production and replace it with their own. 

Why is U.S. oil more costly to produce? Oil wells in the U.S. produce an average of 11 

barrels per day compared to Saudi Arabia’s average of 5,773 barrels per day. Additionally, 

foreign governments do not have to pay the many taxes imposed on U.S. oil production (income, 

state severance, property taxes, state franchise taxes, state income taxes and sales taxes) and 

comply with a myriad of costly federal and state regulations. Regulation of the oil industry has 

turned into a maze of complexity that cost the industry $8.2 billion in 1996, which is about one- 

fourth of the net income of the top 200 oil and natural gas companies and more than the 

Environmental Protection Agency’s entire budget, according to PetroZeum Industry 

Environmental Performance Sixth Annual Report by the American Petroleum Institute (API). 

Put another way, the cost of regulatory compliance equates to $83 for each household in the U.S. 

Another disturbing development is the increasing ownership of U.S. refining capacity by 

foreign investors. Many inland refineries are going out of business, while foreigners are buying 

the refineries on the coast. 

Natural gas, the cleanest-burning fossil fuel, has become a very important fuel for the 

U.S. It is plentiful and environmentally superior to other fuels. But, if you lose the oil, you will 



lose the natural gas, too. A recent example: Texas Railroad Commission figures for April 1999 

show that oil completions were down 69 percent and natural gas wells completions were off 42 

percent from a year ago. 

SOLUTIONS 

After Commerce’s report, President Bill Clinton stated: “I am concurring with the 

Department of Commerce’s finding that the nation’s growing reliance on imports of crude oil 

and refined petroleum products threaten the nation’s security because they increase U.S. 

vulnerability to oil supply interruptions. I also concur with the Department’s recommendations 

that the Administration continue its present effort to improve U.S. energy security, rather than to 

adopt a specific import adjustment mechanism.” 

Frankly, the programs recommended in 1995 have failed miserably to reduce petroleum 

imports, as have the programs of the administrations of Presidents Nixon, Ford, Carter, Reagan 

and Bush. 

The federal government has rejected taking action that would reverse the trend of ever 

increasing oil imports, because most policymakers have the misconception that there is a “free” 

market for crude oil. 

Donald P. Hodel, former Secretary of Energy and Secretary of Interior under President 

Reagan, understood the market forces at work. He wrote in his 1993 book, CRISIS IN THE 

OILPATCH: “Although we knew it to be true, I believe we inadequately took into account the 

fact that, thanks to OPEC, the world oil market is NOT a free market. Furthermore, in retrospect, 

it seems that we should have foreseen that a world oil price collapse would devastate the U.S. 

industry, and that such a price collapse could not be caused by a truly free market because a very 

large segment of that market is controlled by OPEC. If we had taken that view, we might have 

been able to prevent the harmful impacts of predatory pricing. In fact, I did try to prevent this 

but was unable to obtain administration support.” 

A worldwide “free” market does not exist for oil. Small, independent oil companies in 

the U.S. must compete against foreign governments, integrated major oil companies and other 

independents. No other sector of the economy has to compete against foreign governments. But 

even more predatory is the fact that these foreign governments have formed a cartel to further 



influence oil markets and attempt to drive out competition from high-cost producers. 

Additionally, U.S. oil producers must pay a myriad of taxes that foreign oil does not pay, and 

comply with thousands of complex regulations. 

The manipulation of oil markets by foreign governments is bad for U.S. oil producers and 

consumers. Consumers in the Northeast, one area of the nation that should be most concerned 

about this increased dependence on foreign oil, rely on imported oil for about 90 percent of their 

petroleum consumption. The Northeastern U.S. is the most vulnerable to economic instability 

because of rapidly swinging prices and to environmental problems created by more and more oil 

coming into the U.S. by tanker. API reports that from 1980 to 1994 there were 58,159,OOO 

gallons of petroleum products spilled from tankers, barges, freighters and other vessels compared 

to only 823,000 gallons from offshore drilling and production facilities. As more oil must be 

imported by tanker, the chances increase that more accidents will occur, damaging the 

environment along the coast. 

President Clinton could solve many of these problems by simply implementing an 

environmental equalization fee of $3 to $4 per barrel of imported oil and/or petroleum product. 

U.S. oil industry must pay about $3 to $4 per barrel to comply with the many regulations 

imposed upon it. So, the environmental equalization fee would make imported oil pay its fair 

share and level the playing field with domestic producers. 

In 1994- 1995, the federal government had an excellent opportunity to reverse the slide in 

U.S. oil production and increase in foreign oil imports. It’s failure to take appropriate action then 

has made the situation even more critical today. The Department of Commerce and the President 

must begin corrective action to this dangerous trend. 
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INVESTIGATION OF IMPORTS OF : Docket 990427107-9107-01 
CRUDE OIL AND PETROLEUM PRODUCTS : 

COMMENTS OF THE 
AIR TRANSPORT ASSOCIATION OF AMERICA, INC. 

The Air Transport Association of America, Inc. submits these comments in 

response to the April 28’h notice of the Bureau of Export Administration 

concerning its investigation to determine the effect on U.S. national security of 

imports of crude oil and petroleum products. 64 Fed. Reg. 23820 (May 4, 1999). 

We offer these comments to emphasize the serious adverse effects that 

imposition of import quotas or fees would have on users of petroleum products in 

this country. 

ATA is the trade and service association of the U.S. airline industry.’ The 

operations of our members, and thus their ability to serve the travelling and 

shipping public, are dependent upon their access to economical sources of 

kerosene jet fuel. They consequently are vitally interested in any regulatory 

proceeding that could affect the availability and price of jet fuel. 

’ ATA’s members are Airborne Express, Alaska Airlines, Aloha Airlines, America West Airlines, 
American Airlines, American Trans Air, Atlas Air, Continental Airlines, Delta Air Lines, DHL 
Airways, Emery Worldwide, Evergreen International, Federal Express, Hawaiian Airlines, Midwest 
Express, Northwest Airlines, Polar Air Cargo, Reeve Aleutian Airlines, Southwest Airlines, Trans 
World Airlines, United Airlines United Parcel Service, and US Airways. ATA’s associate 
members are Aeromexico, Air Canada, Canadian Airlines International, KLM--Royal Dutch 
Airlines, and Mexicana Airlines. 
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U.S. scheduled airlines carried 614.1 million passengers in 1998. Of 

those, 560.9 million were transported in domestic service. In 1998, 20.4 billion 

revenue ton miles of freight were carried; 8.8 billion revenue ton miles in 

domestic service and 11.6 billion revenue ton miles in international service. U.S. 

scheduled airlines operated 8.3 million flights last year, which means that they 

flew nearly 23,000 flights on an average day. U.S. airlines consumed almost 

18.9 billion gallons of jet fuel in 1998.* Over 700 domestic airports receive airline 

service. More than 565,000 persons are employed in the scheduled U.S. airline 

industry. 

American consumers have benefited enormously since the economic 

deregulation of the U.S. airline industry in 1978. Measured in real terms, the 

price per mile of air travel (what is commonly referred to as “yield”) in the United 

States declined by more than 35 percent in the two decades since Congress 

deregulated the airline industry. A detailed study that the Brookings Institution 

published several years ago concluded that airline deregulation was producing 

overall benefits exceeding $18 billion per year. Morrison and Winston, The 

Evolution of the Airline lndustrv at 10 (1995). 

These impressive improvements to consumer welfare have occurred 

because the airline industry was unfettered from government economic 

regulation and its attendant costs. Government action that increased the cost of 

jet fuel used in the United States would wrench those benefits from consumers. 

’ Consumption for domestic service was 13,757,789,120. Consumption for international service 
was 5,131,711,966. 
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U.S. airlines also provide important transportation benefits to the U.S. 

Government, particularly the Department of Defense. U.S. airlines carry 

government personnel throughout the United States and to foreign locations 

under the General Services Administration’s passenger transportation program, 

commonly known as the city-pair program. Many U.S. airlines-both passenger 

and cargo-also participate in the Department of Defense’s Civil Reserve Air 

Fleet program. Their participation is an integral part of the Defense Department’s 

airlift resources. The U.S. military does not have enough organic resources to 

provide the air transportation it needs, especially when responding to 

international crises. Operations Desert Shield and Desert Storm demonstrated 

the dependence of the U.S. military upon civilian U.S. airline resources to move 

troops and materiel. Twenty-seven U.S. airlines participated in those operations. 

They carried 310,OO troops-64 percent of the total airlifted to Saudi Arabia from 

the United States and Europe. Those airlines also transported nearly 150,000 

tons of cargo, which represented 27 percent of the total freight that the U.S. Air 

Force’s Military Airlift Command flew into the theater. Obviously, government 

intervention that increases airline industry costs and therefore harms the health 

of the industry promises to diminish such future participation. 

The foregoing review outlines the benefits that the U.S. public and military 

realize from the airline industry. They can be provided because of the ability of 

U.S. airlines to operate efficiently within this country. 

Much of that efficiency results from the ease of access to economical 

supplies of jet fuel. Governmental intervention that limited or otherwise interfered 
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with the workings of the petroleum marketplace would jeopardize that efficiency. 

Important civilian and military air transportation needs would be at risk. 

Imposition of quotas or fees on imported crude oil or petroleum products would 

generate significant costs for U.S. airlines. A one-cent increase in average fuel 

cost would produce $190 million in increased expenses for the U.S. airline 

industry. 

Compared with other U.S. industries, the airline industry continues to 

experience below average net profit margins. This has one unmistakable 

implication. Costs from import quotas or fees inevitably would be reflected in 

higher prices to consumers of air transportation services or diminished service, or 

both. Low-density domestic markets-i.e., smaller communities-would be at 

particular risk. Such consequences would not be in the public interest and we 

urge the Bureau to be mindful of that as it conducts its investigation. 

Respectfully submitted, 

,” James L. Casey i/j,* 
Vice President J 

and Deputy General Counsel 
Air Transport Association of America, Inc. 
1301 Pennsylvania Ave., NW 
Washington, DC 20004-I 707 
(202)626-42 11 

June 4, 1999 
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Mr. Bernard Kritzer 
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Re: INVESTIGATION OF IMPORTS OF CRUDE OIL AND 
PETROLEUM PRODUCTS 

-- 
Dear Mr. Kritzer: 

On behalf of the Society of Independent Gasoline Marketers of America (“SIGMA”), our 
firm submits these comments in response to the Department of Commerce’s (“DOC” or “the 
Department”) notice of initiation of national security investigation under Section 232 of the Trade 
Expansion Act of 1962, as amended (19 U.S.C. 1862), and DOC’s request for public comments 
regarding the effects on national security of imports of crude oil and petroleum products.‘/ SIGMA 
respectfully requests the Department consider these comments favorably in issuing its determination. 

SIGMA is an association of over 270 independent gasoline marketers operating in all 50 
states. Last year, SIGMA members sold over 30 billion gallons of motor fuel, representing over 2 1 
percent of all motor fuels sold in the United States in 1998. SIGMA members supply over 28,000 
retail outlets across the nation and employ over 200,000 workers nationwide. 

The independent gasoline marketer’s position in the market is dependent upon the existence 
of numerous sources of supply, both foreign and domestic. If any of these alternative sources of 
supply were eliminated by any means, then the position of independent marketers would be severely 

L I/ 64 Fed. Reg. 23,820 (May 4, 1999). 
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threatened. If independent gasoline marketers disappear, then competition in the wholesale and retail 
gasoline markets would be restricted and gasoline prices would increase significantly. 

I. Introduction 

SIGMA recommends that Department find that imports of crude oil and petroleum products 
do not threaten to impair U.S. national security. If, however, DOC should find that such a threat 
exists, it should recommend against any presidential action, that would place artificial limits on 
import levels. The attempts of the U.S. federal government to regulate the oil industry in the past 
has demonstrated that measures designed to prop up prices for domestically produced crude oil and 
petroleum products create far more problems than they solve and impose costs that far exceed the 
benefits they supposedly provide. 

A decade ago, the Department of Energy (“DOE”) issued a report concluding that the 
imposition of an oil import fee or other measures limiting crude oil and petroleum product imports 
would increase U.S. prices for these commodities and would create problems that far outweigh any 
benefits.” The U.S. should not repeat the mistakes of the past - most notably, the 1970s - w-hen 
government-created distortions in the oil industry led to gross inefficiencies and unnecessary costs 
for American industries and consumers. The imposition of an import fee would lead us down that 
risky path. If stimulation of U.S. crude oil production is the desired goal, there are alternative 
policies that could achieve that goal which would result in lower costs for U.S. industries and 
consumers. 

Section 232 of the Trade Expansion Act of 1962, as amended, and the pursuant DOC 
regulations, provide specific guidance as to those factors which should be considered in determining 
whether imports may be causing a national security threat. In this regard, the statute and regulations 
also make clear that the “strength of our national economy”?’ is a key concern in assessing the effect 
on national security of the imports under investigation. With respect to economic security, the 
statute and regulations specify several additional factors that the Department of Commerce must 
examine in reaching its determination. These factors include: (1) the impact of foreign competition 
on the economic welfare of any domestic industry essential to our national security; (2) the 
displacement of any domestic products causing substantial unemployment, decrease in government 
revenues, loss of investment or specialized skills and productive capacity, or other serious effects; 
and (3) any other relevant factors that will cause a weakening of our national econ0my.i’ 

21 U.S. Department of Energy, Energy Security, A Report to the President (March 1987). 

31 15 C.F.R. 0 705.4(b) (1998). 

19 U.S.C. 5 1862(d) (1999); 15 C.F.R. 5 705.4(b) (1998). 
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In addition to these guidelines, the Department appears to consider each of the above factors 
in the context of a classified scenario approved by the National Security Council. This scenario 
apparently posits a one-year mobilization of the U.S. armed forces, beginning immediately, followed 
by a three-year conventional war. 

In its report on U.S. energy security, DOE examined in detail the question of whether a 
national security threat might result from U.S. imports of crude oil and petroleum products. DOE 
concluded that the U.S. has both limited crude oil reserves and the highest energy consumption of 
any nation.?’ This finding makes clear that the United States will be in a position of having to import 
much of its energy needs for the foreseeable future. DOE also concluded that dependence on energy 
imports does not necessarily equate with national security vulnerability.:’ Indeed, undue reliance 
upon U.S.-produced oil will further drain the remaining U.S. reserves and will, in the long run, pose 
a greater security threat than maintaining a secure supply of imports from reliable sources. The key 
factors in DOE’s determination of U.S. vulnerability are: (1) our dependence on imports that are 
potentially subject to disruption; (2) the risk that significant disruptions in our oil supply will 
actually occur; and (3) our capability to respond to such disrupti0ns.l’ Finally, DOE determined that 
a key national security concern is to ensure the continued health and growth of the U.S. economy 
as a whole.“’ Price declines for crude oil this decade have greatly benefitted the U.S. economy and 
have contributed to its growth. Lower prices for crude oil and refined petroleum products, therefore, 
have actually enhanced the U.S. national security. 

It is clear today, as it was when DOE wrote its report, that imports of crude oil and petroleum 
products do not pose a threat to our national security. Because of America’s limited reserves and 
high rate of consumption, the nation will - for the foreseeable future - have to rely on oil imports 
to meet its energy needs. 

II. Imports of Crude Oil Do Not Threaten to Impair National Security 

A. Dependencv Does Not Equate to Vulnerabilitv 

As indicated above, Section 232 requires DOC to consider many factors in determining 
whether imports threaten our national security. An assessment of the national security impact of oil 
imports, therefore, can only be made by examining the various factors that bear on the economic 
well-being of the United States. Thus, while the level of oil imports is unquestionably relevant to 

DOE, supra note 2 at 50. 

Id. 

Id. at 25. 

Id. at 9. 



Mr. Bernard Kritzer 
Page 4 

this determination, the overall effect of oil imports on the American economy and the consequent 
ability of the U.S. to confront a national emergency must also be closely considered. 

There is no question that the U.S. will continue to be dependent on oil imports for the 
foreseeable future. Reliance on imports, however, does not - and will not - translate into 
vulnerability in the event of a national emergency. While the decline in oil prices has reduced the 
exploration and production of oil from remote or low-yield reserves, a decline in U.S. production 
in the short term may enhance the security of the U.S. in the long term by preventing premature 
depletion of remaining accessible reserves. 

Moreover, there is no reason to believe that the U.S. will become vulnerable to a disruption 
in crude oil imports. In recent years, the nation has diversified its source of supplies, turning 
increasingly to secure, reliable channels in the Western Hemisphere to satisfy its energy needs. In 
1998, for example, 46 percent of U.S. imports of crude oil were from Canada, Mexico, and 
Venezuela.?’ The considerable reserves of these suppliers - as well as North Sea suppliers such as 
Norway and the United Kingdom - and the substantial excess production capacity available, strongly 
suggests that this mutually advantageous oil trade relationship will continue. Indeed, during the 
Persian Gulf War, Western Hemisphere suppliers increased the amount of crude oil and petroleum 
product available to the U.S. market to offset the shortfall resulting from the removal of Iraqi oil 
from the U.S. market. Further, with the demise of the Soviet Union and the opening of its oil 
industry to foreign investment, yet another reliable source of oil for the U.S. may be emerging. 

It is important, when assessing the effect of oil imports on U.S. security, to consider both the 
effect of imports on the economy as a whole and our capacity to respond to potential supply 
disruptions. In this regard, the U.S. has developed a workable and effective mechanism for 
responding to any supply disruptions that may occur. Since the 1970s the United States has 
developed the Strategic Petroleum Reserve and other national and international programs designed 
to offset sudden declines in imported supply. As a result, the U.S. oil industry today is far better 
equipped to respond to a national crisis than at any time in the past 25 years. 

B. Import Restraints Would Harm the U.S. Economv and Undermine National Security 

The national security of the United States depends, to a considerable degree, on the well- 
being of the entire economy. Energy price declines this decade have contributed in large part to our 
economic growth and continued wealth. Import restraints would have a serious adverse effect on 
the economy in general and American consumers in particular. Indeed, the enormous costs that 
would result from such restraints would far outweigh the benefits that would accrue to the domestic 
oil industry. 

91 “Petroleum Supply Monthly,” Energy Information Administration (Feb. 1999). Table 40. 
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As the Cabinet Task Force on Oil Import Control observed in its report to President Nixon 
in 1970, “... the availability of low-cost energy to the nation is key to economic growth and a rising 
standard of living.... An abundant supply of low-cost energy and related raw materials is essential 
to the competitiveness and vitality of U.S. industry....“E’ Much about our society has changed since 
1970, but the importance of low-cost energy supplies remains the same. Indeed, this need for low- 
cost energy is exacerbated by the need to compete in the rapidly expanding global economy. 

C. Import Restraints Would Force the U.S. to Deplete its Remaininp Resources 
Prematurely 

It is well accepted that the U.S. does not have sufficient reserves of crude oil to satisfy its 
needs in the long term. Regardless of how much exploration and advanced recovery is undertaken, 
domestic demand will always exceed domestic supply. From the Eisenhower to the Carter 
Administrations, government measures limiting oil imports encouraged U.S. producers to exploit 
and sell off most or all of the nation’s low-cost oil. What remains is oil that has a higher cost of 
production. Restricting oil imports of crude oil at this time would only serve to “drain America first” 
of our remaining viable reserves. Import restrictions would cause artificial market distortions which 
would, in turn, encourage premature exploitation of these reserves. Such a policy would 
compromise its long-term security for the short-term benefit of a limited number of crude oil 
producers. At the same time, the economy as a whole would suffer the effects of higher energy 
prices. From a security standpoint, depleting the low-cost reserves of other nations makes more 
sense than reducing the nation’s domestic supplies. 

D. The U.S. Has Developed Programs that Have Improved Our Abilitv to Respond to 
National Emergencies 

A final factor affecting national security is America’s ability to respond quickly and 
effectively to national emergencies. Even an ample supply of domestically produced oil would not 
guarantee national security if it could not be effectively utilized in an emergency. In this regard, the 
U.S. is in the strongest position in years, further evidence of the absence of any security threat today 
or in the future. The U.S. response to critical, temporary, supply shortages in the past demonstrates 
that it has always been able to respond to oil supply disruptions as they occur. 

In World War II, the U.S. developed alternative arrangements as German submarines 
threatened our supply lines and sustained a war effort on two widely separated fronts. In 1974,1979, 
and most recently in 199 1, during the Persian Gulf War, the United States found alternative sources 
to disrupted Middle Eastern supplies in relatively short order. The U.S. now has in place a system 
of internal programs that allow us to more effectively respond to oil supply emergencies. 

101 The Oil Import Question: A Report on the Relationship of Oil Imports to National Security, 
Cabinet Task Force on Oil Import Control, February 1970. 
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Since the abolition of price and allocation controls in 198 1, the ability of the U.S. to alleviate 
regional shortages has been greatly improved. It was these government controls that were the 
principal cause of the gasoline lines of the 1970s.“’ Preventing a reoccurrence of government 
controls will help ensure against such regional shortfall crises in the future. 

Similarly, the development of such programs as the Strategic Petroleum Reserve(“SPR”)and 
the International Energy Agency energy sharing program has greatly improved the United States’ 
ability to respond quickly to supply disruptions and other crises. SPR, originally authorized by the 
Energy Policy and Conservation Act in 1975 as the nation’s insurance policy, currently holds 561 
million barrels in reserve for the U.S., with an overall capacity of approximately 680 million barrels. 
It has been tested and can be made available immediately to a substantial portion of U.S. refiners. 
These developments are further evidence of this country’s improved security position. 

III. Petroleum Product Imports Do Not Pose a National Security Threat 

Along with investigating the impact of crude oil imports on national security, DOC is also 
looking into the effects of petroleum product imports. However, the case for restraints of petroleum 
products is untenable. There simply is no evidence of any national security threat from petroleum 
product imports. 

A. Petroleum Product Imports Do Not Negatively Affect Domestic Refiners 

When one examines the current state of domestic refining industry, it becomes clear that 
domestic refiners are in no way disadvantaged by imports of refined petroleum products. If domestic 
refiners were disadvantaged by such imports, the capacity-utilization of domestic refineries would 
be low and falling as imports of refined products increased. But a low and falling rate of capacity- 
utilization is not observed in the U.S. refining industry. 

Refinery production in the U.S. rose 5 percent between 1995 and 1998.“’ The capacity- 
utilization rate for U.S. refineries for all petroleum products was nearly 95.6 percent in 1998, among 
the highest levels in two decades. E’ Further capacity for additional processing beyond the initial 
distillation phase - “high conversion” capacity for the production of products, such as finished motor 
gasoline - continues to increase. Feeds to catalytic crackers have risen to 5.1 million barrels per day, 
feeds to catalytic hydrocrackers have risen to 1.1 million barrels per day, and feeds to delayed and 

111 See, e.g., Robert L. Bradley, Jr., Oil, Gas and Government: The US. Experience (Rowman 
& Littlefield: 1996). 

EIA, supra note 9 at Table 3; “Petroleum Supply Annual,” 1995 at Table 2. 

EIA, “Petroleum Supply Annual,” 1997 and 1998 at Table 16. 
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fluid coking units have risen to 1.75 million barrels per day.x’ These increases are the result of 
efforts by the domestic refining industry to increase its yield of gasoline components and other light, 
“high conversion” products. Such expansion would not be undertaken if refiners were injured 
significantly by imports of refined petroleum products. 

In addition, average monthly imports of refined products decreased by approximately 13 
percent, or 247,000 barrels per day, between their 1985- 1990 levels and their 199 1- 1998 levels. E’ 
Moreover, average monthly gasoline imports, which account for only about 4 percent of total U.S. 
supply, fell by 22 percent from their 1985-l 990 levels of 368,000 barrels per day to their 1991-l 998 
levels of 300,000 barrels per day.E’ 

B. The U.S. is Not Vulnerable to Suuplv Interruptions in the Event of a National 
Emereencv 

The United States enjoys considerable energy security due to the fact that those petroleum 
products that are imported come primarily from secure and reliable sources. In 1998,36 percent of 
relined gasoline came from Venezuela and Canada a1one.E’ Indeed, in 1998 non-Persian Gulf 
nations accounted for 95 percent of U.S. petroleum product imports. The three leading Western 
Hemisphere suppliers were (1) Venezuela, 18 percent; (2) Canada, 17 percent; and (2) the Virgin 
Island, 16 percent.E’ Western Hemisphere sources such as Canada and Venezuela have proven 
reliable during past emergencies and crises and are secure from the turmoil that threatens the Middle 
East. Also, transportation from Western Hemisphere sources is quick and not subject to long delays. 

IV. In the Event DOC Finds a National Security Threat, It Should Not Recommend Import 
Restraints as a Remedy 

All evidence indicates that crude oil and petroleum product imports do not impair U.S. 
national security. However, in the event that the Department were to find that oil imports do threaten 
the national security of the U.S., it should not recommend import restraints as a remedy. 

Far from enhancing our position, the net effect of an oil import fee or other import restraint 
would be to impair U.S. national security. In the short term, imposition of a fee would lead to some 

141 Id. 

151 EIA, supra note 9 at Table S 1. 

.ltJ Id. at Table S4. 

171 Id. at Table 40. 

181 Id. 
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reduction in the level of imports because increased prices will lead to decreased consumption. In 
the mid-term, an oil import fee could contribute to increased domestic production, albeit at high cost. 
An oil import fee will not, however, resolve the long-term energy dependence of the U.S. It would 
exacerbate the problem by “draining America first” of its oil reserves and would impair the national 
security ofthe U.S. by discouraging future production by our reliable and secure foreign supp1iers.y 
Or, just as serious to our future energy needs, it would force these suppliers to pursue markets 
elsewhere, thus displacing the American market permanently - to our detriment, if we were to need 
these friendly foreign supplies in an emergency. 

In 1994, the Environmental Protection Agency (“EPA”) promulgated a rule regarding 
reformulated gasoline (‘XFG”) that held foreign refiners to a more stringent standard for the 
production of both conventional and RFG gasoline during the period 1995-1997. In 1997, EPA 
revised the rule to alleviate, in large part, this discrimination. It is important to note, however, that 
even with the new rule, foreign refiners are only be able to use their own individual baselines for the 
production of RFG up to the volume of gasoline they exported to the United States in 1990. New 
import restraints would place further controls on the total national supply, to the detriment of 
consumers and the overall U.S. economy. A weakened economy is a significant national security 
threat. Measures that would cause a weakening of the economy, therefore, should be avoided. 

In addition, as DOE has concluded time and time again, an oil import fee would impose 
excessive costs on the U.S. economy that could actually serve to undermine our economic and 
national security, rather than enhance it. As previously noted, Section 232 and DOC’s own 
regulations expressly recognize the importance of assessing conditions overall in the U.S. economy 
in determining whether to recommend an adjustment to imports. 

Imposition of an oil import fee undoubtedly would provide some benefits to U.S. oil 
producers. It would increase U.S. crude oil production, would reduce U.S. payments for oil imports, 
and increase employment in the U.S. oil industry. DOE has concluded, however, that “[ulnder any 
reasonable assumptions, this bene$t is very small”~ (emphasis added). DOE has concluded that the 
macroeconomic losses from an oil import fee would greatly outweigh the limited benefits, and 
concludes that oil import fees, ‘I... though often well intentioned, have usually cost the Nation a great 
deal, without much perceptible improvement to national security.“z’ 

An oil import fee would increase the cost to consumers not only of crude oil and petroleum 
product imports, but also of other energy sources. In this regard, DOE has estimated that “[flor each 

191 DOE, supra note 2 at 73. 

31 Id. at D-3. 

21 Id. at 72. 
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$1 per barrel fee imposed, oil consumers would pay more than $4 billion per year for their purchases 
of energy.“z’ In contrast to the increase in energy costs, imposition of a $10 per barrel oil import 
fee would likely generate less than $18 billion in the first year.“3 

An oil import fee would have substantial negative effects on the U.S. Gross National Product 
(“GNP”) and rate of inflation. DOE has estimated that annual GNP losses would range from $15-25 
billion for a $5 per barrel fee and from $30-45 billion for a $10 fee.2 The increase in energy prices 
would, at the same time, necessarily raise the costs of U.S. producers, particularly in energy- 
intensive industries, such as agriculture, steel, the petrochemical industry, and others. An oil import 
fee would lead to a decline in outputs, causing worker layoffs and decreased capital utilization. The 
negative effects would spread to other sectors ofthe economy, since energy-intensive industries and 
consumers affected by energy price increases would spend less for other commodities. The 
relationship between energy price increases and economic recessions has been demonstrated - each 
of the oil price increases since World War II has been followed by a recession. 

An oil import fee also would have a negative effect on the U.S. balance of trade. Energy- 
intensive industries are vulnerable to increases in the price of crude oil and refined products. An oil 
import fee would burden these industries with significantly increased energy costs that would not 
be borne by their foreign competitors. An oil import fee would seriously erode the competitive 
position of U.S. firms in the world market and would further increase the present trade imbalance. 
This debate was fully aired during congressional consideration of the 1993 proposed energy tax on 
British thermal units (“Btu”), with an additional surcharge on oil. A Democratic Congress rejected 
President Clinton’s Btu tax because of its probable negative effects on the economy. An oil import 
fee would have substantially the same effects and should be similarly rejected. 

V. If DOC Determines that Some Form of Import Restraint is Advisable, It Should Not 
Recommend a Differential Fee on Crude Oil and Petroleum Products 

In the past, proposals have been made that would impose a higher levy on petroleum products 
than on crude oil imports (or a “differentiated fee”). Such proposals have been consistently rejected 
by the Congress. If the federal government imposes a fee on imported crude oil, a fee of like size 
must, of necessity, be imposed on imported products to avoid disadvantaging domestic refiners. 
Some, however, have urged the imposition of greater import fees on refined products than on crude 
oil. Such an action is simply not justified based on the facts. Adoption of a higher import fee on 
refined products than that imposed on crude oil would be contrary to the national interest because 

221 Id. at D-4. 

231 Id. at D-4. 

231 Id. at D-5. 
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it would impose even greater costs than a flat fee, while benefitting the sector of the oil industry that 
is least in need of assistance. 

A differentiated fee would cause the price of refined products in the U.S. to rise even higher 
than under a straight fee. Petroleum product imports have a disciplining effect on prices. While 
their volume is relatively low, their availability has kept the market competitive and petroleum 
product prices stable. The imposition of a higher fee on imported products would reduce import 
competition, and enable U.S. refiners to increase the price of all petroleum products by an amount 
up to the level of the fee. If there were a differential between the fee on crude oil and that on 
products, refiners would raise their prices to the higher level. The result would be even higher costs 
to the U.S. economy, compounding the problems that would be cause by the imposition of the fee. 
Further, imposition of a differentiated fee on imported products would unfairly burden regions of 
the country, particularly the Northeast and Midwest, that are more heavily dependent on imported 
petroleum products. 

Independent gasoline marketers and chain retailers would be particularly disadvantaged by 
a differentiated fee. Such a fee would render it nearly impossible for independent marketers and 
chain retailers to compete. Without imported product available, domestic refiners would have little 
incentive to seek motor fuels to independent marketers and chain retailers at competitive prices. If 
independent marketers and chain retailers were to disappear, competition would decrease, resulting 
in higher prices, to the detriment of the American consumer. U.S. refiners, of course, would be the 
beneficiaries of a differentiated fee. They also benefit from today’s low crude oil prices, and are least 
in need of such a windfall. A differentiated import fee, therefore, would benefit that sector of the 
domestic oil industry least in need of assistance, at the expense of independent marketers, chain 
retailers, and U.S. consumers. 

Some proponents of an import fee have argued that it is necessary to help the domestic 
refining industry meet the costs of complying with U.S. environmental regulations to which foreign 
refiners are not subject. But if the federal government wants to help the domestic refining industry 
offset such costs, there are other means of accomplishing this goal that would have far less of a 
negative impact on the U.S. economy. Indeed, at a time when EPA is proposing costly Tier 2 sulfur 
rules, it is ironic that any U.S. refiner would consider an import fee - rather than less expensive 
environmental regulations - as a solution. Moreover, imposing a fee on petroleum products would 
be the most costly potential means by which to solve the refiners’ problem. If the government 
desires to help the industry with the regulatory costs imposed, any remedy should address the root 
cause of the increased costs. In this regard, if the government cannot find more efficient, less 
expensive methods to attain its goals, it could offer beneficial tax treatment for investments incurred 
by domestic refiners to comply with environmental regulations. Also, it could improve the industry’s 
access to capital through elimination of the “lender liability” requirements contained in the Resource 
Conservation and Recovery Act of 1984 (“RCRA”) and the Comprehensive Environmental 
Response, Compensation and Liability Act of 1980 (“CERCLA”), and perhaps through the 
institution of federal loan guarantees for domestic refiners. 
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Further, it is ludicrous for the domestic refining industry to claim that it is alone in meeting 
these costs. Foreign refiners who wish to sell their products in the U.S. market also must bear the 
costs of compliance with U.S. environmental regulations as well as the costs of complying with the 
environmental regulations of their own countries. 

VI. Conclusion 

In conclusion, imports of crude oil do not pose a threat to the national security of the U.S. 
There is a significant distinction between reliance and vulnerability with respect to crude oil imports. 
In addition, there simply is no credible evidence that imported petroleum products threaten to impair 
U.S. national security. This lack of evidence is made clear upon examination of the state of the 
domestic refining industry today. 

The U.S. enjoys an extraordinarily secure position, both because of its continued domestic 
production and its secure sources of supply of crude oil and petroleum product imports. 

/R. TIMOTHY COLUMBUS 
Counsel 
Society of Independent Gasoline Marketers of 
America 
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UNITED STATES DEPARTMENT OF COMMERCE 
The Under Secretary for Export Administration 
Washington, DC. 20230 

June 3, 1999 

Honorable Dave Hancock 
Minister of Intergovernmental and Aboriginal Affairs 
Province of Alberta 
10800 - 97th Avenue N. W. 
Edmonton, Alberta 
Canada T5K 2B6 

Dear Minister Hancock: 

Thank you for your letter concerning the Department of Commerce’s investigation of the effects 
on the national security of oil imports pursuant to Section 232 of the Trade Expansion Act of 
1962, as amended. 

The Department has established an interagency working group to draw upon the expertise 
available throughout the U.S. Government to ensure a comprehensive review of the multi-faceted 
issues at hand. We are using the 1994 investigation as the starting point for our analysis. On 
May 4, the Department published a notice in the Federal Register announcing the investigation, 
outlining the procedures we are using, and requesting public comments. 

I appreciate your reminder of Alberta’s longstanding role as a trade partner and energy supplier 
to the United States. We are including your letter as part of the public comments file and will 
take it into account in our review of U.S. oil imports. 

Please contact me or have your staff contact Roger Majak, Assistant Secretary for Export 
Administration, at (202) 482-549 1, if you have any questions. 

Sincerely, 
3 

i dl 

_/‘, ? 
A-$- ( , 

William A. Reinsch 
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ALBERTA 

May 25,1999 

The Honourable W ilIiam M . Daley 
Secretary of Commerce 
Herbert C. Hoover Building, Room 5854 
14” Street and Constitution Avenue, N.W . 

, Washington, DC. 20230 

Dear Secretary Daley: 

On behalf of the Government of the Province of Alberta, Canada, I am writing with 
regard to the investigation initiated by your department under Section 232 of the Trade 
Expansion Act of 1962, as amended, to determine the effects on United States national 
security of imports of crude oil and petroleum products. 

As you know, our two countries share the world’s largest and most comprehensive 
trading relationship, including a strong and growing energy trade with many common 
areas of interest. Canadian crude oil holds approximately 11% share of the U.S. market, 
most of it from Alberta. Alberta has had a long and productive energy relationship with 
the United States and has always advocated an open trade and investment environment. 
The province was the most vocal support&r of the Canada - U.S. Free Trade Agreement 
and was active in contributing to a comprehensive Energy Chapter. The Energy Chapter 
provides the basis of our energy relationship as it addresses ah aspects of two-way trade 
and even national security considerations. 

The United States has benefited from the reliable contracts of suppIies of oil from Alberta 
and Alberta has benefited corn secure access to the U.S. market. This relationship offers 
ma jor economic benefits to both our countries. Many US; companies have invested in 
Canadian energy developments, and Canadian companies have also been active investors 
in the U.S. Furthermore, as producers from relatively mature oil basins, Alberta and the 
United States have been similarly affected by the recent dovcllturn in oil prices. 

404  Le&Uure Building, 10800  - 97th Avenue N.W., Edmonton,  Alberta, Canada T5K 2B6 
Telephone 403/427-2&S Pax 403/422-9023’ 
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Canada’has long been properly regarded. iis?the ‘tibst secure source of imported energy 
supplies for the United States, and the energy provisions of the Canada-U.S. Free Trade 
Agreement =d NAFTA fkther enhance the mu-1 sense of security with respect to 
ensuring a reliable two-way flow of energy between our countries, W G  believe Alberta’s 
role as a dependable energy supplier to the United States will continue to grow in the 
years ahead. 

I believe that the ma intenance of a strong energy industry in both Canada and the U.S. is 
a priority objective we share. Both our countries recognize concerns related to national 
energy security. Clearly we have enhanced our mutuaf security through the Energy 
Chapter of the Canada4J.S. Free Trade Agreement (FTA) and NAFTA. Indeed, our 
exports to the ‘U.S. are an integral contribution to that nationaf security equation. In view 
of our strong and mutually beneficial relationship, I would urge th.at this investigation 
focus on national security related to offshore imports only, and that Canada be excluded 
from this investigation. 

Yours truly, 

6 
M inister 

cc: The Honourable Sergio Marchi 
M inister of International Trade 

M r. Raymond A.J. Cbretien I 
Ambassador of Canada to the United States of America 

His Excellency Gordon D. G iffin 
Atibassador of the United States of America 

Honourablc Steve Wes t 
Alberta M inister of Energy 



THE SECRETARY OF COMMERCE 
Washington, D.C. 20230 

JUN 22 1999 

His Excellency 
Raymond Chretien 
Ambassador of Canada 
Washington, D.C. 20001 

Dear Mr. Ambassador; 

Thank you for your letter concerning the Department of Commerce’s investigation of the effects 
on the national security of oil imports pursuant to Section 232 of the Trade Expansion Act of 
1962, as amended. 

The Department has established an interagency working group to draw upon the expertise 
available throughout the Government to ensure a comprehensive review of the multi-faceted 
issues at hand. We are,using our 1994 Section 232 investigation of oil imports as the starting 
point for our analysis. On May 4, the Department published a notice in the Federal Register 
announcing the investigation, outlining the procedures we are using, and requesting public 
comments. 

I appreciate your reminder of Canada’s longstanding role as a trade partner and energy supplier to 
the United States. We are including your letter as part of the public comments file and we will 
take it into account in our review of U.S. oil imports. 

Please contact me or have your staff contact Roger Majak, Assistant Secretary for Export 
Administration, at (202) 482-5491, if you have any questions. 

.’ 

,. 
& .._,... .’ ,’ 

.‘, _: 
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5 0 1  Pennsy l van ia  A v e n u e , N .W . 
W a s h i n g to n , D .C. 2 0 0 0 1  

M a y  2 0 , 1 9 9 9  

T h e  H o n o u r a b l e  W i l l iam M . Da ley  
S e c r e tary  o f C o m m e r c e  
Herber t  C . H O O V ~ X  Bui ld i i ig ,  R o o m  5 8 5 4  
1 4 th  S treet a n d  C o n s titu tio n  A v e n u e , N .W . 
W a s h i n g to n , D .C. 2 0 2 3 0  

D e a r  S e c r e tary  Daley ,  

I a m  wr i t ing wi th r ega rd  to  th e  invest igat ion in i t ia ted 
by  you r  D e p a r tm e n t u n d e r  S e c tio n  2 3 2  o f th e  T rade  E x p a n s i o n  A c t o f 
1 9 6 2 , as  a m e n d e d , to  d e te r m i n e  th e  e ffects o n  th e  n a tio n a l  
secur i ty  o f impor ts  o f c rude  oi l  a n d  p e t ro leum p r o d u c ts. 

A s  y o u  k n o w , ou r  two c o u n tr ies sha re  th e  wor ld 's  la rgest  
a n d  m o s t c o m p r e h e n s i v e  t rad ing  re la t ionship ,  i nc lud ing  a  s t rong 
a n d  g row ing  e n e r g y  t rade  o ffe r i ng  ma jo r  e c o n o m i c  b e n e fits to  b o th  
ou r  c o u n tries. If U .S . expor ts  to  C a n a d a  a re  d e d u c te d , C a n a d i a n  
expor ts  o f c rude  oi l  a n d  p e t ro leum p r o d u c ts to  th e  Un i ted  S ta tes  
a m o u n te d  to  a  n e t 7 .6 %  sha re  o f th e  U .S . m a r k e t in  1 9 9 8 . T h e  
to ta l  va lue  o f th is  b i la tera l  t rade  w a s  $ 9 .5  b i l l ion in  1 9 9 8 , o f 
wh ich  C a n a d i a n  expor ts  to  th e  U .S . w e r e  $ 8  b i l l ion a n d  U .S . 
expor ts  to  C a n a d a  w e r e  $ 1 .5  bi l l ion.  E v e n  th o u g h  h ighe r  v o l u m e s  
w e r e  t raded  in  1 9 9 8 , l ow  oi l  p r ices  h a d  a n  i m p a c t o n  th is  $ 9 .5  
b i l l ion t rade  ove r  1 9 9 7  results,  w h e n  to ta l  va lue  e q u a l l e d  $ 1 1 .2  
bi l l ion.  T h e  indust r ies  in  C a n a d a  a n d  th e  Un i ted  S ta tes  h a v e  b e e n  
s imi lar ly  a ffec ted  by  l ow  pr ices  in  th e  oi l  sector  ove r  th e  p a s t 
year .  

C a n a d a  h a s  l $ n g  b e e n  p roper l y  r e g a r d e d  as  th e  m o s t 
secu re  sou rce  o f impor ted  e n e r g y  supp l ies  fo r  th e  Un i ted  S ta tes.  
T h e  e n e r g y  p rov is ions  o f th e  C a n a d a - U - S . F ree  T rade  A g r e e m e n t a n d  
th e  N A F T A  fur ther  e n h a n c e  th e  rel iabi l i ty a n d  secur i ty  o f th e  two-  
w a y  t rade  in  th is  sector.  C a n a d a  is s u p p o r t ive o f a  s t rong U .S . 
e n e r g y  indust ry  a n d  recogn izes  U .S . conce rns  rega rd ing  n a tio n a l  
e n e r g y  securi ty.  In d e e d , C a n a d i a n  expor ts  to  th e  U .S . a re  a n  
in tegra l  c o n tr ibut ion to  th a t n a tio n a l  secur i ty  e q u a tio n . 
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In this context, I would like to recall that your 
Department's 1994 report on the effects of petroleum imports on 
national security recommended, inter alia, that the President not 
use his Section 232 authority to adjust imports, and that the 
President address oil import concerns through a variety of 
initiatives, including increased emphasis on free trade and the 
development of new energy supplies in this hemisphere and other 
areas friendly to the United States. 

Without prejudging the current Section 232 investigation 
and its eventual conclusions, I am convinced that the 
investigation will confirm Canada's role as a secure supplier of 
crude oil and petroleum products in the U.S. market. 

t, t. 

Yours sincerely, 

Raymond Chretien 
Ambassador 
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