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Senator Moss, What you are saying is that if you get the extrac-
o thod worked down to where the oil is competitive, you would
shift at once to your policy of making leases for actual production.

Mr. UpaLr. The lessee would be able to move to the second stage;
that is right.

i Senator Moss. But the limitation there is 5,120 acres to any one
essee. ; ’

I think you said that about $15 million would be devoted to in sity
retorting research. Is that a limiting factor or Just an estimate of
how much you would develop ? :

Mr. Upari. Noj; this is an ‘estimate, Senator. We laid out this pro-
gram of Federal research and, of course, it will depend as it always
does on what we can get appropriations for. But we felt that in the
next 10 years the Federal Government, on its own, ought to pursue
certain Imes of research. I could have my people give you a presen-
tation on this, and that we hope that we could get congressional
support for research on the magnitude that we describe,

Senator Moss. If this were done in conjunction with the Atomid
Energy Commission, you would expect to use some of their funds I
Ssuppose, ; , !
~ Mr. Uparr. Yes; in fact that amount is folded into the total that
we gave you. :

Senator Moss. If T remember correctly, you said earlier that there
18 no objection or impediment to the State moving in if it wants to
block' up some of its lands or put its lands into private hands in
order to conduct separate experiments or make leases for production
right now; is that correct ? : ‘

Mr. Uparr. Yes.

Senator Moss. Well, as the others are, I am pleased that there is
some action in this area. It is indeed a very thorny area which
presents a lot of problems and, although we"should proceed with
- care, I also think we ought to proceed with a degree of alacrity in
- getting action.

‘Mr. Upavr. Well, Senator, I made a conscious decision about a
year ago, -after my oil shale advisory board report was in and evalu-
ated, that while I was Secretary I wanted to develop a policy, and

inaction. We are trying to lay the basis for real action, I can assure
you.. . .
Senator Moss. Thank you, Mr. Chairman.

The Cramman. Senator Hansen ? :

Senator Hasen. Mr. Chairman, if T may, T would like to ask that
my statement before the Hart committee be placed in the record at this
point. . PRl
- The Cuamman. Without objection, it is so ordered.

(The statement referred to follows :)

STATEMENT OF SENATOR HANSEN TO THE ANTITRUST 'AND MONOPOLY SUBCOMMITTER
v OF THE JUDICIARY CoMMITTEE, U.S. SENATE, MAY 5, 1967

Mr. Chairman—and I feel that I can address you in more personal terms than
that after the past several weeks of work—Ilet me €Xpress my appreciation and
the appreciation of my staff for being allowed to participate in these hearings
before this Subcommittee. It has been an, education for all of us. Let me thank,
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4lso, you Mr. Cohen, you Mr. Chumbris, and you Mr. Bangert for the courtesies
and the help that youhave extended to us.

I am tempted, as a lawyer might be, to recap these entire hearings, in the
manner of a “closing argument,” but T'm not a lawyer and 1 find myself more in
the shoes of a juryman who can scarcely remember the name of the first sched-
uled witness. So I will refrain from that temptation. I do think that this Sub-
committee is to be commended for the excellent record that has been compiled
and for the depths which you have explored.

Let me if I may, confine my remarks to several of the major issues and debates,
if you will, which I see emerging from the entire record of these hearings. I do
hope that the questions I have asked throughout the hearings will, upon reading,
be relevant to these major issues.

I view the two major questions that face our Federal government with respect
to oil shale development as being “when?” and “how?” I say Federal government
pecause I believe, and I am sure that you would agree, that this is a question
which involves not only this Subcommittee, but many Committees of the Senate
and House, as well as the entire Congress and several of our major Executive De-
partments. I say Federal government also because this is a question which does
involve all of the people of our country and it is our Tederal government which
is charged with properly representing our people. Lastly, I say Federal govern-
ment because I am firmly convinced that without the formulation of a positive
development policy on the part of our government we will pass into the 21st
century and this resource will remain in the ground where it is of no benefit
to our Nation.

Perhaps, Mr. Chairman, you would ask the questions of “when?”’ and “how?”’
in the reverse order. But I believe that unless the urgent demand for the formu-
Jation of a government policy is made clear to the country, no one will ever bother
to seriously consider the ‘“how.” .

Secretary Udall testified before you, but unfortunately neither the Subcom-
mittee nor the Secretary had the benefit of his Department’s proposed leasing
program which was still being formulated for the Secretary’s approval. Last
week the Secretary indicated that this proposed program was nearly ready to
present to the Congress and to the public for serutiny and for comment, sug-
gestions and objections from all quarters. I am hopeful that this tentative pro-
gram will be released before the end of this week. That would then bring us to
the question of “how?” :

I am sure that the Subcommittee would agree that any debate on & matter so
large as public vs. private development of this resource would extend far beyond
the bounds of this Subcommittee’s purview. My strong faith in the merits of the
private enterprise system does not need to be repeated here. If this resource is to
be developed by private enterprise, and I see no reason why it should not, or,
indeed, how it could be developed otherwise, then I pelieve that you and I, Mr.
Chairman, are in basic agreement on the need to foster healthy competition in
this new industry.

I agree that this Subcommittee’s principal concern should be to encourage
the entry of as many parties as possible into this new industry. This simplifica-
tion is qualified, of course, to the extent that the industry must pass through a
variety of stages, not all of which can be foreseen at this time. I would emphasize
my use of the word “possible” while taking into account the high cost of entry if it
proves that shale oil can only be produced by traditional mining and above
ground retorting techniques. In addition, it is obvious that any entrant into the
field of commercial shale oil production must first be prepared to sustain a major
long-range research and development program.

Further, I would remind this Subcommittee, as I have tried to do often
throughout the conduct of these hearings, that it is not enough to speak merely
of competition among participating parties in an oil shale industry. We must
recognize, and by we I mean all of the American people, that on this matter
the United States is in competition with the world. As has been pointed out to
the Subcommittee, the province of Alberta, Canada, will be pumping crude oil
from the Athabaska Tar Sands into United States and world markets by Sep-
tember of this year. In my maiden speech on the Senate floor, which is a part
of this record, I tried to outline some of the dangers which flow from this coun-
try’s reliance upon foreign sources of oil. :

"It is not a matter to be taken lightly, that the only private company in the
United ‘States which now expects to have a 50,000 barrel a day shale oil operation
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on line by 1970, almost fell into the control of the French government less than a
month ago. I am speaking of The Oil Shale Corporation whose representative
Mr. Winston has recently testified before this Subcommhttee.

I suggest to the Subcommittee that the most pressing questions before the
Congress are not questions of “why” or “why not” certain companies have sought
to develop our oil shale resources. I am afraid that it is as idle for us to speculate
about various corporate decisions, both part and future, as itiis to ask each other
how many angels will dance on the head of a pin. The more pressing question
before all of us is how we might promote the development of this resource. The
questions which I believe the Chairman has ably raised ‘concerning the construc-
tive effects competition could play during the process of this promotion are, T
believe, valid and necessary questions in the context of the greater dialogue.
But let us not become so preoccupied with discussing the potential for monopoly
in an industry which as yet does not even exist that such an industry is forever
discouraged from setting its tender feet into the swim of the market place. I was
tempted to say, “let’s not throw the baby out with the bathwater.” But that
doesn’t fit. As yet, the baby hasn’t even been allowed to get into the bath.

I submit to this Subcommittee that we will be doing a great national dis-
service if government regulation in the name of “antitrust” serves to prohibit
the emergency of a new industry in this area. Such a course, instead of stimulat-
ing competition, would prevent it. That would indeed by a Pyrrhic victory in the
name of some confused and doctrinaire ideological cause. |

Senator Hruska hag brought my attention to an excellent article by Max Ways
which appeared in Fortune Magazine in 1966 and again in 1967, Mr. Ways, in
the article entitled “Antitrust in an Era of Radical Change”, discusses the
debilitating effect of reactionary and out-dated antitrust policy. If T may quote
him he says, “But this thing, as they used to say in Hollywood, is bigger than
all of them. The reactionary side of antitrust has a ‘momentum that is built
into court decisions, congressional investigations, and the cliches of public
discussion . . . The place to clarify a fundamental national policy is Congress.”

In discussing the course of our future policy Mr. Ways had this to say:

“We cannot know that the future requires big corporations, any more than
we can know it will be best served by small ones. We can know that the future
requires innovation and flexibility and that the market, including the merger
market, provides a better framework for them than central government planning
would. We have three choices: we can substitute planning for the competitive
market; we can keep the market, while distorting its action by government in-
tervention on the false premise that the vigor of-competition is determined by
the number and size of competitors ; or we can recognize that we are moving, year
by year, into a more truly competitive and more innovative society-in which we
will not need and cannot afford the restrictive side of antitrust.”

Many witnesses who have testified in these hearings expressed particular
concern for the research and development phases of many contemplated leasing
procedures. In some of his earlier remarks, the Chairman drew certain analogies
between oil shale development and the development of a needed national weapons
and space system. With that analogy I cannot agree. A look at the history of
this country’s free enterprise system would hardly lead one to believe that mas-
sive government involvement in research and development has been a “tried
and true” method except in extreme situations which often have involved a
national emergency. Indeed, I believe my principal difference with the Chairman
throughout these hearings comes on this point,.
- We have before us a technologcial problem—how to get oil and other possibly
valuable associatéd minerals out of oil shale through a commercial process
which renders these products valuable in the market place. Up until the present
time, we know that the chief problems in this illusive competitive process will
be questions of mining and chemistry. In neither of these areas does our Federal
government have any particular competence. Indeed, the ~competence, and I
might add genius needed for this development lies within the private sector:

I believe that for this industry to properly develop we will see the dramatie
formation of new corporations. These new figures on our private industry
scene must be prepared to. put together a variety of capabilities—in mining,
in chemical engineering, in solid waste disposal and in the, a8 yet undefined,
capability to derive high value from the newly recognized aluminum bearing
carbonates. The combination of ‘these capabilities, I believe, can only come
from a responsive and innovative private sector.
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The government does, however, have a clearly defined responsibility for: re-
search in its role as landlord. That responsibility is to determine by core drill-
ing and by other geologic exploration methods the nature and the extent of the
resource which lies below its lands. :

~As so many people have pointed out to me since these hearings began, it
would be both uneconomical and ineffectual for the government to go beyond
that and to attempt in its own right to develop.a technology for the commercial
production of oil shale and associated minerals. This Subcommittee has heard
testimony on the variety of techniques which might be used to achieve com-
merical production. Further, it should be clear that the “pay dirt” in oil shale
will not be hit through one “break through” but rather will require in all prob--
ability 2 number of break-throughs on a number of fronts. For any one company
to successfully pursue any one technique will obviously require a continued
research and development effort. Research, like education, never stops. It must
“always.continue to keep pace in the competitive market place. ; e

I think that it is also clear whenever new technology must be developed that
the end product of that technology is of less importance than the presence of
a sustained cadre of men and women dediecated both to the development of the
technology and its application. The suggestion that the Federal government:as-
sume the role of a technologcial innovator completely overlooks this fact. Tech-
nology, without the presence of trained people, would be meaningless. It would
be idle and wishful thinking to believe that the Federal government could produce
all of the technological keys necessary for the unlocking of oil shale and then
at some given point in time deliver over the keys to a private company adjudged
“qualified” by the government. I submit that the results which I believe all of
us seek could never be achieved in that fashion. et

- A review of the record developed by ‘this Subcommittee reveals that it has
been parties other than the Tederal government which have so far brought the
greatest progress to oil shale development. The excellent testimony of Professors
Mead and Steele have been most constructive in developing an informed record
before this Subcommittee. Those gentlemen have done their work completely
outside the ambit of federal jurisdiction. Further, as I have tried to show
in the record, the significance of dawsonite has only been brought to light through
the efforts of private individuals who sought specifically to find value in the
vast western oil shales other than the possible value of the known oil contained
in those shales. The genius of these men is that they focused the attention of the
world on a mineral which lay intermixed in federally owned oil shales but had
been completely overlooked by the Federal government for the past 50 years. In
addition, it has been a small and independent company which: testified before this
Subcommittee to the effect that it intended to be the first commercial producer
of shaleoil in this country. b ot i )

In closing, Mr. Chairman, let me say that I sincerely hope that the loose talk

_“over the value of this resource has been somewhat clarified. Arithmetical differ-
ences, which Senator Douglas and I obviously have, aside, let me quote Charles
Stoddard, former Director of the Bureau of Land Management, in his testimony .
before you when he said ‘“unless we have operating experience to show the
difference between the costs of this resource and its market price it ig impossible
to determine a value.” All values which have been broadly discussed before this
Committee and in the newspapers across the land are but conjecture. R
Senator Allott, much better than I, placed before this Subcommittee correct
testimony concerning the “possible” value to the nation of this resource. I hope

that those who would lead people to believe that our national debt could be

dissolved in shale oil will desist from spreading such inaccuracies. P

I deplore the references to “scandal” and “giveaway” which has appeared in
both our congressional investigations and in editorial comment by certain news-

papers across the land. To resort to such innuendo is, I believe, as scandalous a

misuse of public debate as any alleged scandal which might be conjured up. =
Mr. Chairman, your Subcommittee has performed a great service in sponsoring
public debate on the oil shale question. This iy a public issue. I als<_) commend

Secretary of the Interior Udall, and his Deputy Solicitor, Mr. Weinburg, for

their candid comments with respect to the public nature of this issue. ShE
Some have made the charge that the public has been “uninformed.” My.adirect

answer is that it is the responsibility of the ‘politician and of our press to inform -

the people of this country. But this mandate gives us no license to“‘vm/»smform"?

I hope that misinformation will not be resorted to in the future.
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- If we are agreed, Mr; Chairman, that our oil shales and: associated mineral
deposits are g Dbotential national- asset, then I think it ‘must- follow that the

- Senator Hansuy. T would also like to ask that g law review article
entitled “Oil Shale—The N eed for a Nationa] Policy,” which appeared
in volume 2, No. 1, 1967, in the Land and Water Law Review, be
printed at, this point in the record. ’ ' ‘
The Cramrmax., Without obj ection, it is so ordered.
(The article referred to follows:) : :

[From the Land and Water Law Review]
OIL SHALE—THE NEED FOR A NATIONAL Poricy

. (By Davia D, Dominick*)

i development of this resource and submits that there is
no federal policy‘ckmceming oil shale dévelopmerit, Mr. Dominick Presents a
comprehensive analysis of ithe many. problems Congress will have to consider
when it takes up the task of eéstablishing leasing Drocedures for the future com-
mercial development of federal oil shale lands.) e ' !

INTRODUCTION

“Oil ‘Shale ! ig a .cry that is firing the imaginations of many beople today.
It is a ery not unlike ‘that of the forty-niners who Staked their hopes on the
bromise of “gold in, them hills” over g century ago. Both cries remind ug that
it is America’s natural resources Which have made her the wealthiest nation
in the world, . : . y R :

Oil shale hag come ‘to represent a special hope for the people of Colorado,
Wyoming and Utah, For in these three stateg lies a tremendous, but as yet un-
used, natural resource. By some estimates there are 1.5 trillion ‘barrels of oi1
located in the Green River Formation of Colorado alone, It is estimated that 280
billion barrels of of] * could be recovered from the richer Colorado formationg
by using present technology, Compare this to the other known reserves of crude
0il—31 billion barrels—in the United States. The potential value of shale oil
is indeed Staggering. Recoverable oil in the shale deposits of the Green River
Formation has been valued at $2,577,000,000,000.2 ‘

Yet development of this resource is still only a hope, A century ago the forty-
niners sought their gold free from any government direction or control. At that
time the “free-miner”’ traditi iled. ] i [
dustry cannot come into being without the formation of a national policy per-

1‘Shale 0il: From Potential to Production,” Speech by . . Reistle, Jr., chairman of
ql}% Bgfrd,hlzllulixgé% Oil ana Refining Co,, before the 95th annual meeting, ATME, New York,
Y., March 1, A k ) i ; ;
2 OIL AND GAS JOURNAL, p. 65, March 9, 1964,

»*Légi'slative Assistant for Milward 1., Simpson, U.S. Senate, Washington, D.C.; B.A.
960, Yale University ; J.D. 1966, University of Colorado ; member Wyoming anq Colorado
ars. :
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mation, containing approximately 85 per cent of the formation’s known oil shale
reserves.’ Because of the great expense of entry into this new industry, private
enterprise needs some assurance that these reserves will be made available for
commercial development. Thus, the federal government holds the key to unlocking
the benefits of this great resource. - ! ; :

Oil shale has recently received increasing attention in the press,’ in the courts;®
and in Congress:? Such attention is even reaching the proportionsﬂof sensational-
ism. In the first session of the present 89th Congress Senator Douglas of T1linois
introduced a measure which read: «A Bill to Retire the National Debt with
Royalties from Publicly-owned Oil Shale Land.” " This proposal has, predictably
enraged many in the western states.’ : e

As a result, there is an increased public awareness that, while this natural
resource awaits development, clearer and clearer battle lines are being drawn
between ‘‘Big Business” and “Big Government.” Representatives “of the pe-
troleum, mining and chemical industries are asking that private enterprise be
given the opportunity to develop oil shale.” Others suggest that oil shale should .
be developed, if at all, by a governmentally owned and. operated monopoly.”

The federal oil shale lands are presently under the administration of the
Department of Interior. Disposition and leasing of these lands: could be done:.
today by the Secretary of Interior. But the prospects for such affirmative action
by him are poor. “Delay” has been thie only recognizable “policy” to come out of
the Interior Department in years.” i :

PEN—————— g

3 Pstimates vary as to the x})lr rtion of federal ownership_depending upon, the geo-.
graphic limits used in deﬁniné the Green River Formation. John B. Tweedy, counsel for The
Oil Shale Corporation (TOSCO), (
November, 1965) estimates that 64%
of the Green River Tormation lies in the Public Domain, with 21.8% of the surface con-
caining 109% of the reserves on patented lands, and 13.5% of the surface containing 4.9%
of the reserves on unpatented and presently contested lands. . :

Tn Senate Hearings it was claimed that approximately “709% of the deposits in the Green
River formation, containing some 809 of the oil is on land owned by the Federal Gov-
ernment.” Hearings on 0il Shale Before the Senate Committee on Interior and Insular =
A ffairs, 89th Cong., 1st Sess. 3 (1965). . ’

The ’Department of Interior, reporting on the oil shale policy problem said:

“mo date, investigations of Utah’s oil-shale deposits haye not been nearly as compre-
heniivg alsl those of the Colorado deposits, and the deposits in Wyoming have been explored
seast of all. . ... : .

“Qf the entire 1,300,000 acres of land in the oil-shale area in Colorado, 582,000 acres
(including Naval Reserves) are federally-owned, 380,000 are privately—owned, and 338,000
are lands_in unpatented mining claims., Approximately 1,000,000 acres are underlain by
oil-shale deposits and the remainder is contiguous non-shale bearing jand, principally the
areas of stream valle%s between oil-shale outerops. virtually all of the central portion
of the Piceance Creek Basin is federally-owned land. Federal oil shale averaging at least 25
gallons per ton and 15 feet or more thick probably average about 1,000 feet in thickness,
Wwhere the shale of this grade on privately«owned jand probably averages a little over 10!

feet.
«“Qf this previously mentioned 1.3 trillion parrels of oil in degosits containing 10 gallons
or more of oil in the Piceance Creek Basin the privately-owne oil shale represents about
100 billion barrels, of shale oil and the un{mtented mining claims represent about 100 billion
barrels. The remaining Jands are federal y-owned and contain deposits of about 1.1 trillion
parrels in place. Based upon a shale grade of 25 gallons per ton the oil potential would be
half of these quantities.” .

Dup’T. INTERIOR Synops1s, TaEE OIL smaALE POLICY PROBLEM 21-22 (1964).

+ Duseha, ‘Bonanza in Colorado—Who Gets 1t7,” Atlantic Monthly, Mar., 1966.

speak%nélat the University of Colorado Law School in
[}

under the Federal mining laws is being adjudicated in several cases presentl ending befor
Judge Doyle of the Federal District Court, Denver, Colorado. 1Thepprincdp¥ep“test”gcas: ig'
The Oil Shale Corp. v. Udall, Civil Docket No. 8680, which is now in the pre-trial stage.
This case, along with numerous similar ones accompanying it in the District Court, seeks.
a mandamus directing the Secretary of the Interior to discharge his duties under the Mineral
Leasing Act of 1920 and to withdraw invalid administrative decigions cancelling rights to,
or denying patents, to, unpatented claims. Alternatively -the plaintiffs seek a declaratory
judgment Interpreting the mining laws, Defendant’s motion to dismiss has been denied.
See also, Reidy, Do npatented Mining Olaims Bwist?, 43 DENVER 1.J. 9 .(1968) ; and Lohr,
(Zi)gggswmess of United States 0il Shale Placer Mining Claim. Patents, 43 DENVER 1.J.85

6112 CONG. REC. 4901 (daily ed. Mar, 7,.1966) (remarks: of Senator: Dominick). Also,
Senate Hearings on 0il Shale, supra note 3. - : S

7 Q. 2708, 89th Cong., 1st Sess. (1965). ’

s Wyoming 'State Tribune, Oct. 25, 1965 (editorial), p. 5.
_ 9 Reistle, supra note 1. . R v
- -10 Dygcha, supra note 4. - . . Lo e v . 5

11 See Qenate Hearings o 0il Shale, supra note 3, at 36. See Ely in Conservation of 0l
and Gas, ABA SECT. M & NRL 303 (Sullivan ed. 1958). See also, The Denver Post, Mar. 20,
1965, “The Dispute Over 0Oil Shale,” p. 9, where James o Smith, Jr., of Aspen, Colorado.
a n&ttiqfnaﬂy, i!;efogmzed leader in eeonomic development, decries the delay: in ‘the develop
ment of oil .shale. ; . S B I Ctoa pEsies

e surface containing 84% of the oil reserves .
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It is this writer’s opinion that ‘such delay should no longer be condoned -and
. that a national oil shale policy should be formulated as soon as possible, But the
bublic would be foolish to hope and expect that such a policy 'will ever be forth-
coming from the Executive Branch of the federal government, in general, or: from
the present Administration, in particular. Rather, oil shale is a problem for the
legislature. It is Congress which now: holds the key to oil shale development.

. This paper will examine the role of the federal government in the formulation
of a national oil shale policy. The formulation of any such policy now, however,
must take into account past events and past policies. In this regard, Part One of
this paper; will be a historical review of government control in the petroleum
industry as a whole. Then, Part Two of the paper will describe the oil shale situ-
ation as it presently exists and will outline the various questions of poliey which
must be considered by Congress. ; .

Some of these questions: concerning the future of oil shale are extremely
complex and have proved difficult even to define in the past.® But this problem
is aggravated by the fact that many who have successfully opposed ** oil shale
development in the past have never been required to make public the real reasons
for their opposition. To date, those who favor oil shale development have been
only able to guess at the possible rationale of their opponents. This paper at-
tempts to force any such rationale into the open. : :

_ Perhaps those who have inhibited oil shale development thus far—while preach-
ing the “new economics”—have actually feared that to move ahead with this
resource development would be to dangerously “rock the boat.” Perhaps they fear
upsetting the uneasy balance between “Big Business,” particularly as represented
by the petroleum industry, and “Big Government” as it is being practiced by the
present Administration. Perhaps the opponents fear that the creation of a private
oil shale industry might weaken the government’s present attempts to assume
more and more control in such areas as the oil import program, anti-trust and
interstate commerce regulation, and federal ¥and control. :

. But in each of these areas, the exercise of federal power cannot be justified
simply for its own sake. Policy can only be formed after an examination of the
nerits. Those advocating the development of oil shale should be given the ODpO¥-
tunity to show that such resource utilization, under proper government regulation,
would be in the best interests of the nation. Those who propose such development
by private enterprise have a right to demand good reasons from their opposition,
on a point-for-point basis, why such development should not proceed. The burden
now should be shifted to those who would obstruct oil shale development.

There are those who have been critical in the past of the petroleum industry as
a whole.”* But such antagonism should not be allowed to prevent the birth of a
new industry. Therefore, it should be kept in mind that an oil shale industry, if.
and when it is allowed to come into being, will be a “new business.” And while
problems will be cited in Part One which have traditionally plagued the federal
government in its efforts to regulate the petroleum industry in the past, the
government now has an opportunity to create original answers with regard to a
new oil shale industry. If there is cooperation between the representatives of
private industry and the Department of Interior in seeking these answers, then
Congress will be greatly aided in its future policy formulations.

PART 1-—A HISTORICAL REVIEW OF GOVERNMENT CONTROL IN THE PETROLEUM INDUSTRY

The petroleum industry (the natural gas industry will not be discussed in this
paper) is unique among the major businesses of this country in that it has enjoyed-
comparative freedom from direct federal regulation. In the first place, federal
anti-trust legislation -has had little restrictive effect upon the exploration, pro-
duction and refining phases of the petroleum industry (although retailing of oil
products has come under some anti-trust litigation in recent years). Secondly, the
domestic production of crude oil has been regulated by so-called “conservation
statutes” of state, rather than federal, government. And finally, special note
should be taken of the fact that less than 5 per cent of the petroleum- produced
in this country has been subject to the federal mineral and land laws.

12 Mock, The 0il Shale Advisory Board, 43 DENVER L.J. 47, 70 (1966).

18 See Duscha, supre note 4. See also the Individual Views of J. K. Galbraith in the
INTERIM -REPORT OF THE OIL SHALE ADVISORY BOARD TO THE SECRETARY OF THE INTERIOR 20
(Feb. 1965) (transmitted by letter of chairman, Joseph L. Fisher, Feb. 15, 1965). Repro-
duced in this issue of the REVIEW supra p. 50. :

14 Galbraith,. Individual Views, INTERIM < REPORT OF THE OIL SHALE ADVISORY BOARD,
supra note 13, at 21, 22, i
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On the other hand, the federal government is 1mposmg very 1mportant mdlrect_
- controls over the petroleum industry through the exercxse of its national defense
and foreign' commerce powers.

 Part. One of the paper will discuss all these forms of government control in
the belief that each must be .cons1dered by’ OongreSS in the formulation of any
future oil shale policy.

It should be remembered that none of these controls are absolute and all are
subject to change. Therefore, the problems of federalism will also play a part in
any policy considerations. Relatmnshlps between state and federal governmentsi
and between private industry and these governments must always be taken into
account. Critics of the petroleum industry argue for increased federal control over
thatindustry in the future. On the other hand, oil-producing states have resisted
such a move and seek to preserve the regulatory powers which have been tradi-

tionally reserved to them. These problems of federalism’ w111 be of great signifi-
cance to an emerging oil shale industry.

- 4. Federal versus State powers

1. Federal anti-trust regulations

The early history of the oil industry was marked by severe competltlon Large'
‘combinations exercised a monopolistic control through their ownership of re-
fineries and oil pipelines. Finally, the great St:andard il Trust (if John D,
Rockefeller was dissolved by Sherman Act prosecution jin 1911.%

Since that time, there has been only minimal anti-trust regulation over the
exploration, production and refining phases of the petroleum industry.*

2. Demand estimates and productwn control under Smte “conservation
statutes”

As was indicated at:the outset of Part One, the productwn of crude oil is
presently being controlled by state governments.”

It is due to what some describe as an “unfortunate legal accident” that Presi-
dent Coolidge was stymied in 1924 in his attemps to establish a Federal Oil
Conservation Board. For during the early stages of the development of the oil
industry it was an accepted constitutional principle that the production of oil *
lay outside the purview of the interstate commerce clause of the federal consti-
- tution. Meanwhile, and as early as 1914, oil-producing states had passed pro-
rationing conservation statutes which in the decades that followed underwent
a stormy history of attempted enforcements and evasions. These state statutes
provide- that production quotas may be placed on the oil wells of a state. The
productions quotas are set on the basis of estimates of demands, and for this:
reason critics have labeled the proration system as being nothing short of “ad-
ministrative price fixing.” Nevertheless, in 1932, the Supreme Court overruled
lower federal court-injunctions against the enforcement of these state statutes
and declared in Champlin Ref. Co. v. Corporation Oommn19 that state pro~

18 Standard-Oil Co. v. United States, 221 U.S. 1 (1911).
¥ In: the 1950’s, some vertically integrated major oil companies were obliged to accept :
consent decrees which were based on charges of violations of both sections 1 and 2 of the,
Sherman Act at all levels of the companies’ operations. On the production levels the decrees
generally enjoined ‘“‘the operation of agreements among the consenting defendants to control
crude production for the purpose of fixing prices, and similar agr ts among th 1ves
fixing. prices to be paid for crude oil or char; fed for reﬁned products ” United States v.
Standard 0il Co. of California, Civil No. 1158 May 1950 ; United States
J ’Stal%dalrélsg))ﬂ Co. of California, TRADE REG. RmP (1959 fl.‘rade Cas) b 69399 (S.D. Cal.
une :
17.The ‘most recent Congressional approval of ‘the Interstate Oil Compact is to be found
in Pub L.-No. 86-143, Aug. 7, 1959, 73 Stat, 290 (1959).
18 By contrast, the natural gas industry did not begin to flourish. until World War II,
at which time it'was held—from its inception—to be subject to the Interstate Commercé
power of the federal igovernment That power has served to make the natural gas industry
one of the most heavily regulated enterprises of the present day. A discussion of this regu-
lation, and of the many acts and cases by which it has been imposed, is beyond the scope

of this pap
10286 U'S 210 (1932).
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rationing statutes were. constitutional.® Since that time the courts have uni-
versally upheld the statutes as legitimate “conservation” measures,® oo

A federal measure instituted under N.R.A. and serving to enhance the enforce-
lent of state production: control was the provision for. “forecasts of demand.”
Initially ‘a Petroleum Administration Board,: partially composed of representa-
tives of the industry, advised. the Secretary of Interior of demand forecasts.
Later the Bureau of Mines, itself within the Department of Interior, began to
make these forecasts. Thig picture is continued to this day.* Neither the monthly
nor -annual forecasts of the Bureau of Mines possess authority * binding on
state production-control agencies, but they are helpful and are given considerable

- weight by state authorities in setting their production quotas.

8. The critics

Hconomistg, legal scholars and political commentators have been outspoken
critics of the bresent system of production control under state “conservation
statutes.” Eugene Rostow, former Dean of the Yale Law School, claims that the
Bureau of Mines forecasts of demand [and the state quotas which follow from
it] depend on a concealed premise of price stability. Their effect is to state how
much or how little crude oil need be produced to Permit prices to remain fixed.*
Rostow asserts that such demand estimates work like the 'statistical service
condemned in the Sugar Institute, Maple Flooring * and American Column &
Lumber ™ anti-trust cases. Rostow proposes a total “reorganization” of the oil

20 The Court upheld the Oklahoma market demand statute, attacked as repugnant to the
due process and equal protection clause, as a reasonable exercise of the state Dolice power
to prevent unnecessary loss, destruction, or waste. .

One of the most outspoken critics of the oil industry as a whole, and of national policies
concerning it, has been Eugene Rostow in his book A NATIONAL POLICY FOR THE OIL
INDUSTRY 1948). At page 2
which the Champiin case rests as “entirely untenable.”

Nevertheless, as late as 1950, the Supreme Court has been unmoved by such a point of
view as advocated by Rostow. In Cities Service Gas Co, v. Peerless Oil & Gas Co., 340 U.S.
179 (1950), the Court dismissed the due process and equal protection issues In a case
involving natural gas, stating as follows :

“It is now undeniable that a state may adopt reasonable regulations to prevent economic

‘‘Like any other regulation, a price-fixing order ig lawful if substantiall related to a
legitimate end Sought to be attained. . . . In the Droceedings before the ommission in
‘this case, there was ample evidence to sustain its finding that existing low field prices were
resulting in economic Wwaste and conducive to physical waste, That is a sufficient basis for
the orders issued. It i8 no concern of ours that other regulatory devices might be more
appropriate, or that less extensive measures might suffice, Such matters are the Province
of the legislature ang the Commission.”

Id. at 185-86. .

2 For instance, Wyoming’s Oi1 Conservation Law enacted in 1951 reads ag follows :

“It-is not the intent or burpose of this law to require the pro-ration or distribution of
the production of oil and gas among the fields of Wyoming on the basis of market demand.
This act shall never be construed to require, permit or authorize the commigsion, the
supervisor, or ang court to make, enter, or enforce any order, rule, regulation or judgment
re(iuiring restriction of production of any pool or of any well to an amount lesg than the
well or pool can groduce in accordance with sound engineering bractice,” ‘

Wryo. STAT, § 30-229 (1957).

21n addition, the Burqau of Mines wag directed by the Presidential Proclamation of
March 12, 1959, to brovide the Oil Import Administration, with periodie forecasts of
ggni?gsg;eﬁiem%rl;%l nd production to assist the Administration in establishing import quotas,

o ocds Reg, 1781, '

SIndeed, such critical writers as Rostow (see note 20 supra) claim that “the Bureau of
Mines estim tes, the keystone of the entire plan, are without support in substantive legisla-
tion. No statute prescribes standards or policies for guiding the agency in its determinations
of permissible supply.” Rosrow, 0p. cit. supra note 20, at 29, ; :

# ROSTOW, op, cit, supra note 20, at 27. Compare this charge to the language of the Inter-
state Oil Compaet, Article V : .

“It is not the burpose of this eompact to authorize the stateg joining herein to limit the
production of oil or gas for the purpose of stabilizing or fixing the price thereof, or create
or perpetuate a monopoly, or to promote regimentation, but is limited to the purpose of
Icion‘stergliing oil and gas and Preventing the avoidable waste thereof within reasonable

mitation.” :
. % Sugar Institute, Ine, v. United States, 297 U.S. 553 (1936).
.2 Maplq Flooring Mfgs. Ass’n, v. United States, 268 U.S. 563 (1925).,
merican Column Lumber Co, v. United States, 257 U.S. 377 (1921).

76-821—67— 14




206 FEDERAL { OIL SHALE PROGRAM

industry by Sherman Act prosecutions aimed at dissolving oil “monopolies” on
both horizontal and vertical planes.® - ‘ .
- Writing in 1959, economists Melvin de Chazeau and Alfred Kahn are gen-
erally of the same view? They note that the Texas Railroad Commission in
arriving at its production quotas anticipates imports and oil produced in
states. without production controls. “By thus allowing for estimated supplies be-
yond:-its jurisdiction, Texas, in efféect, prings the total available supply, in-
cluding " imports within the principle of prorationing to marketvdemaam?d;”-'sp

On the other hand, Ralph Cassady concludes from his lengthy study of price
making and price behavior in the petroleum industry that price competition, while
not “perfect,” is sufficiently keen at all levels of the industry.® Inthis he follows
Professor Bain, who wrote between 1944 and 19472 Zimmerman 8 takes a middle
position and advocates much less drastic reforms in the area of conservation
regulation than is proposed by de Chazeau and Kahn® or by Rostow. :

Before it can formulate any policy for the development of oil shale, Congress
should examine the conflicting points of view of these various writers and make
its own finding of how best to regulate oil production in this country. Future
supply and demand estimates for oil will be one set of crucial geustions facing
Congress. Further, it must receive some estimates of the quantities of shale ‘oil
whieh, could be phased harmoniously into the future domestic supply stream.
With ‘these figures before it, Congress must ask: “What effect, if any, should
the present system of production control have. upon the production of shale
0il?” The question might be asked more explicitly : “«Should the Texas Railroad
Commission be permitted to retain its position of power with respect to pro-
duction control once oil shale is introduced into the domestic market?”’ Perhaps
Congress will determine that the present system of production control should
remain in effect and that the Texas Railroad Commission should be permitted
to count shale oil simply as another source of supply—like imports—in arriving
at its demand estimates. Perhaps Congress will decide that the development of
oil shale, and other factors, now necessitate some of the reforms advocated
by the critics of the present system and that the time has come for federal,
rather than state, control of domestic oil production. ; S

All these are questions which only Congress can properly answer.

B. The Federal Government as landowner

1. Land, laws in chronology : : i

In discussing the exercise of the government’s powers in its capacity as land-
owner, it will be most convenient to present those 1and laws relevant to oil shale
in a chronological order. ! . :

1780. The Continental Congress of ‘1780 created the “public domain” by a
resolution which read that: '

«Phe unappropriated lands that may be ceded or relinquished to the United
‘States, by any particular states . ... shall be disposed of for the common benefit
of the United States, and be settled’and formed into distinct republican states,
which shall become members of the federal union, and shall have the same rights
of sovereignty, freedom, and independence as the other states. .. 7P

One of the many compromises made by: the confederating states was their
agreement to relinquish their western territorial claims to the new United States.
Thus they created the public domain and provided the federal regime with a
source of revenue to pay for the Revolutionary War. Later, the territorial
boundaries of the United States were to be completed by additions ' to. the
public domain through purchase, treaty and conquest.

1788. Article IV, Section 8, Clause 2 of the Constitution vests Congress with
“the power “to dispose of and make all needful Rules and Regulations relating
to the Territory or other Property of the United States.”

28 ROSTOW, 0p. Cit. sSuprae note 20, at 123.
20 pg CHAZEAU & KAHN, INTEGRATION AND COMPETITION IN THE PETROLEUM INDUSTRY

(1&593.
30 Id. at 123

st QASSADY, PRICE MAKING AND PRICE BEHAVIOR IN THE PETROLEUM INDUSTRY 334 (1054).
32 BAIN, THE FCONOMICS OF THR PACIFic COAST PETROLEUM INDUSTRY (1944-47).
33 ZIMMERMAN, CONSERVATION IN THE “PRODUCTION OF PETROLEUM (1957).

3¢ They a@-vocaf;e federal legislation ‘requiring mandatory utilization. DE CHAZEAU &
KAHN, op. Cil. supra@ note 29.

3 18 JOURNALS OF THE CONTINENTAL CONGRESS 915 (Ford & Hunt ed. 1904-37).
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Any rights, therefore, to oil or mineral deposits located within property owned
or controlled by the federal governmient may be acquired only pursuant to
legislation enacted by Congress., Lo ; ;

1872. The Mining Act of 1872 ® codified pre-existing local mining customs and
allowed an outright federal grant of title to mineral-bearing lands by fee simple
patent. | : : )

1897:+In-1897 “an Act to authorize the entry and patenting of lands containing
petroleum and -other mineral oils under.the placer mining laws of the United
States” ¥ made it clear that petroleum was a locatable mineral, and until 1910
thousands of acres in California, Wyoming and other western states were patented
as a result of petroleum discoveries. However, the general mining laws were ill
suited to the proper development  of the oil industry and contributed to. its
instability in the early stages. Under these laws the common law rule of capture,
coupled with the legislative demand for discovery, acted as a stimulant to
excessive and wasteful production of petroleum.

1910. Conservation sentiment was on the upsurge during President Taft’s
administration, and in 1909 most of the remaining public. domain was withdrawn
by Executive Order from petroleum entries under the mining laws. These with-
drawal orders were confirmed by the Pickett Act of 1910.%

1920. During the decade that followed President Taft’s withdrawal orders
conservationists struggled with those representing the “free-miner” tradition
in an effort to develop a federal petroleum. land . policy. The result was the
Mineral Leasing Act of 1920 which represented compromises from both sides.
The 1920 Act represented a radical policy shift from the outright granting of
title to federal lands and minerals by fee simple patent to a policy which allowed
the development of federal lands under a lessor-lessee relationship. Nevertheless,
in retrospect the Mineral Leasing Act does show a legislative intent to allow for
the development of petroleum by private industry. The Act likens the federal
government to any other private owners of minerals who' grants an oil and
gas lease on his lands, and it contemplates that leasing and development will
be by private, rather than public, hands. :

A paradox exists, however, for despite the large acreage of the public domain
available for leasing under the Mineral Leasing Act, petroleum production from
these lands has rarely exceeded 5 per cent of the total production of the United
States. Federal land and mining law has never, therefore, been a critical factor
in the major problems of conservation and marketing, discussed earlier, con-
fronting the petroleum industry in the past.

Northcutt Ely comments :

“Most of the important discoveries of hard minerals have been made on land
belonging to the Federal Government . . . not so as to oil and gas. By a queer
combination of historical and geographical accidents, the major discoveries of
petroleum and natural gas have been on lands that were never federally owned
[in Texas] or on lands that had passed from federal to private ownership,
without a reservation of minerals, prior to discovery”.*

But the paradox has come full circle, for while lands covered by the Mineral
Leasing ‘Act produce only a minimal amount of petroleum today, the oil shale
deposits of the Green River Formation in Colorado, Wyoming and Utah, lie
almost wholly * under federal lands and are explicitly subject to Section 21
of the original Mineral Leasing Act.** Thus the federal government in its ca-
pacity as “landowner” will determine the future fate of oil shale. '

1930-1966. On April 15, 1930, President Hoover issued Executive Order 5327,
which withdrew designated lands containing deposits of oil shale from further
leasing under the Mineral Leasing Act and “temporarily” reserved these lands
for the purpose of “investigation, examination, and classification.” * Whatever
purpose President Hoover may have had in mind when issuing the order in 1930
is not now clear. But the fact remains that this “temporary” withdrawal order
remains still in effect today, having prohibited for over 85 years the leasing of
federal lands containing over 80 per cent of the kniown oil shale reserves in this
country. . ‘ ) i

30 REV. STAT, § 2319 (1875), 30.U.8.C. § 21 (1964).

3729 Stat. 526 (1897), 30 U.S.C. § 101 (1964;.
% 36 Stat. 847 51911!0),, 43 U.8.C. § 141 (1964).
30 41 Stat. 437 (1920),'30 U.S,C. § 181 (1964)

4 BLY, MINERAL TITLES AND TENURE, HICONOMICS OF THE MINERAL INDUSTRIES 108 (1959).
41-8ee note 3 supra.

241 Stat, 445 (1920), 30 U.S.C. § 241 (1964).

443 C.F.R. 405 (1930).
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2. Recent development in petroleum leasing policy )
" ‘While leasing of federal oil shale lands has been foreclosed by Executive Order
5327, recent developments in petroleum-leasing policies in other areas are worthy
" of note. Some may suggest possible examples to be followed for oil-shale leasing in
the future. ; i s bt

Multiple use act.—In 1954 Public Law 585, The Multiple Use Act,** provided
for wmultiple mineral development of public lands. The Act resolved the head-on
clash which had arisen between uranium and petroleum interests by allowing
each to prospect and secure rights for their respective minérals on the same lands.
Representative Aspinall (D-Colo.) said that the bill in committee “was one of the
finest examples of what can be done when people with different approaches to &
very complex. problem ean sit down and present a united front to the Congress
of the United States.” ® s e :

‘Alaskan waters.—In the Act of July 3, 1958, Congress authorized leasing of
oil and gas lands beneath non-tidal navigable waters in Alaska. The Secretary
of Interior was directed to lease the lands pursuant to the provisions of the
Mineral Leasing Act of 1920, which apply to leasing on nonsubmerged federal
lands in Alaska. )

Submerged Lands Act and outer continental shelf lands Act.— In 1953 Con-
gress settled a long-standing dispute between the states and the federal govern-
ment over the ownership of offshore oil deposits. The' Submerged Land Act of
May 22, 1953," deeded ownership to the states of lands up to three miles from:
the shore.” Beyond that state limits lands were designated as “outer continental
shelf,” subject to federal jurisdiction and control under the Outer Continental
Shelf Lands Act.® :

That Act removed these lands from the provisions of the Mineral Leasing Act
of 1920, and Section 6 of the new Act established procedures for leasing of
compact areas, not exceeding 5,760 acres each, by competitive bidding on the
basis of a cash bonus with a royalty fixed at not less than 1214 per cent.

0. The Government in the Hwercise of the national defense and foreign com-
merce powers Oil import controls and foreign trade agreements

With the new discoveries of the exceedingly rich oil reserves in South
America, principally in Venezuela, and in the Middle Bast, major American
oil companies were the first to offer the capital and technological know-how
necessary for their development. Development has usually been accompanied
through concessions granted by the foreign countries to the private companies.
Under these concessions approximately 50 per cent of the oil revenues are
. turned over to the foreign governments, and the developing companies must find
their profits in what remains. Production in these oil-rich areas has been ex-
panded greatly in the post-World War II period and much of the foreign oil has
found its way into American markets.®

Congress has delegated to the Executive Branch the task of administering an
oil import control program. At the present time the State Department, the Office
of Emergency Planning, the Department of Interior, the Defense Department
and, to an increasingly important degree, the Justice Department are all in-
strumental in arriving at a “consensus” concerning oil import policy within the
Executive Branch.™

In 1949 domestic producers began appealing to the State Department for a
restriction of imports. The State Department in rejecting these appeals adhered

#4 @8 Stat. 708 (1954), 80 U.8.C. § 521 (1964).

4 Hearings on H.R. 8892 and H.R. 8896 before the Subcommittee on Mines and Mining
of the House Committee on Interior and Insular Affairs, 83rd Cong., 2d Sess. (1954).

4072 Stat. 322 (1958), 48 U.S.C. 456 (1964). Section omitted when Alaska became a state,

47 67 Stat. 29 (1958), 48 U.S.C. § 1301 (1964).

4 Tn a recent ruling the Supreme Court granted a Justice Department request to release
$203 million of funds which had been impounded as a result of the dispute between the
Federal Government and Louisiana over offshore oil rights. an

The U.'S. will receive about $170 million and Louisiana $35 million of money collected.
%oerg royzaflitles, leases and bonuses in the disputed area. The Wall Street Journal, Dec, 14,

. P, .
49 67 '‘Stat. 462 (1953), 43 U.S.C. § 1331 (1964).

60 PETROLEUM INDUSTRY RESEARCH FOUNDATION, UNITED STATES OIL IMPORTS : A CASE
STUDY IN INTERNATIONAL TRADE (1958).

_® As a Texas Senator, President Johnson was an outspoken exponent of import limita-
tions by quotas, but since taking office, he has sald he was leaving revisions of oil import:
policy to Secretary of Interior Udall. Wall Street Journal, Dec. 13, 1965, p. 7.
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#o the general policy against import quotas announced in the General Agreement
‘on Tariffs and Trade (GATT).»® -
- The Korean War temporarily alleviated the pressures of import competition.
"Then in July, 1954 President Eisenhower established the Cabinet Committee on
Energy Supplies and Resources Policy. This Committee concluded that our
national security could best be protected if imports were kept in balance with the
«domestic production of crude oil in the pbroportionate ratios which existed in
1954. The  Committee recommended a program of “voluntary restrictions of
imports” to be practiced by the industry itself.

During the next few years and throughout the Suez crisig # the voluntary pro-
gram worked with less and less effectiveness, until 1959, when President Eisen-
hower created by proclamation the Mandatory Oil Import Control Program.™
Under this brogram, which remains in effect today, imports of crude oil, unfin-

(which includes the West Coast) imports are limited to: an amount which,
‘pogether with domestic production and supply, will appro::(imate total demand

of Interior, is charged with the responsibility of maintaining the proper ratio
of imports to demand. In 1964,” the ratio stood at 9.6 per cent, an increase of 6
per cent over 1959. The O.LA. also supervises the allocation of import quotas
to individual oil and petrochemical refiners,

At the present time the State Department is attempting to follow generally an
‘open-door policy with respect to foreign trade. That Department, operating under
the mandates of the Trade Bxpansion Act of 1962 (TEA),” is committed to the
belief “that it is in our national interest to maximize foreign trade.” Never-
theless, the requirements of national security are recognized as one justifiable
exception to this otherwise open-door policy. :

authorized ‘to investigate and promptly advise the President of any importations
threatening the national security. The President is then directed by the section to
take such steps as are necessary to remove the threat. Under subsection (¢)%

5 Signed at the Geneva Conference of 1947 between the U.S. and 22 other nations,

5 During the Iranian and Suez crises major American companies producing in the Middle
East were asked by the U.S. government to meet together for the purg)ose of ascertaining
how best to overcome the effects of the crisis on supply and demand. T ey were guaranteed
immunity from any antitrust litigation. Their voluntary aéreements remain on file and will
be put into effect upon the consent of the U.S. Attorney eneral in the event of any such
future international petroleum supply crises. See Oonservation of 0il and Gas, A Legal
History, ABA Spcr. M & NRL (Sullivan ed. 1958),

5 Pres. Proc. 3279, 24 Fed. Reg. 1781 (1959), as amended by Pres. Proc. No. 3290, 24
Fed. Reg. 3527 (1959) which exempted from import restrictions crude oil imported by
overland means from Canada or Mexico.
19‘;“5M%n115)1111y2£etr01eum Statement, Mineral Industry Surveys, Dept. of Interior, March 8,

'able 22, :

% Act of Oct. 11, 1962, 76 Stat. 872 (1962) (codified in scattered sections of 19 U.S.C.).

% Letter from Douglas MacArthur II, Assistant Secretary for Congressional Relations,
Dept. of State, to Gordon Allott, U.S. Senate, Aug. 9, 1965,

% Trade Dxpansion Act of 1962, supra note 56, § 232.

‘“(¢) For the purposes of this section, the Director and the President shall, in the 1i ht

development hecessary to assure such growth, and the importation of goods in. terms of
their quantities, avallabilities, character, and use as those affect such industries and the
capacity of the United States to meet national securit requirements. In the administration
of this section, the Director and the President shall further recognize the close relation of
the economic welfare of the nation to our national security, and shall take into considera-

industries ; and any substantial unemployment, decrease in revenues of government, loss of
skills or investment, or other serious  effects resulting from the displacement’ of any
domestic products by excessive imports shall be considered, without excluding other factors,
in depterx;}ining whether such weakening of our internal economy may impair the nation’s
security,
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of Section 232 the Director and President are told.in broad language to “recognize
the close relation of the economic welfare of the Nation to ournational security.”
In addition, the subsection admonishes recognition of the effect of imports on “the
requirements of growth of such industries [eritical to defense] and. such supplies
and services including the investment, exploration, and developmnet necessary to
assure such growth . . . R :

As recently as August, 1965. the Department of State ® maintained that
any further restriction of oil imports would not be necessary for national security
and would not be in the national interest. In support of its position it notes, for
instance, that Venezuela draws nearly 60 percent of its government income di-
rectly from its petroleum industry, and that petroleum constitutes about 90 per-
cent of all Venezuelan exports. Therefore, “inereasing prosperity for the Vene-
zuelan petroleum industry is essential if the country is to remain an effective
democracy and a keystone in our relations with Latin America.” ®

There has been a marked increase in oil imports allowed within the last year.
Imports quotas on residual fuel oil were raised at eastern ports for 1966 by Secre-
tary Udall, despite strong objections from coal and domestie oil producers and a
number of eastern railroads and utility companies.” Secretary Udall has indi-
cated further that he favors the complete elimination of any import restrictions on
residual fuel 0il.® In order to accomplish unlimited imports Secretary Udall
must, and apparently will, appeal to the Office of Emergency Planning for a ruling
that such a move would not endanger national security. As will be seen in Part
Two, United States programs regulating foreign oil imports and our national
defense requirements must be taken into account in arriving at any policy for the
development of 0il shale.

PART 2——GOVERNMENT’.S ROLE IN THE DEVELOPMENT OF OIL SHALE

Today there is no federal policy providing for the development of oil
shale. Undersecretary of the Interior John A. Carver, Jr., in testifying before
the Senate Interior Committee in May, 1965 said, “This reserve is so big and so
valuable that . .. when one hears words like Teapot Dome . . . it tends to
freeze any kind of action, either congressional or administrative.”

And yet the formulation of an appropriate national policy is essential for the
future development of oil shale. In an effort to discover why no such policy
has ever been formed, this paper will first give an outline of the current situation,
Next to be discussed will be the many problems which Congress must consider if,
and when, it decides to establish comprehensive leasing procedures for the future
commercial development of federal oil shale lands.

The problem of contested claims for unpatented lands lies outside the scope
of this paper.** As was indicated earlier,” the amount of land involved in these
mining claim disputes is minimal compared to the oil shale lands and deposits
which await the formulation of a federal leasing policy. Furthermore, the
formulation of such a policy should not be precluded by the presence of these
contested claims. Any policy covering the lease of federal lands would still leave
resolution * of remaining conflicts over contested lands to appropriate proceedings
between the respective claimants.”

s MacArthur Letter, supra note 57. }

6 Letter from Douglas MacArthur 11, Assistant Secretary for Congressional Relations,
Dept. of State, to Gordon ‘Allott, U.S. Senate, June 22, 1965.

:; }7%:%1 Street Journal, Dec. 23, 1965, p. 2.

.

6 Senate Hearings on 0l Shale, supra note 3, at 61.

6+ See note 5 supra.

6 See note 3_supra. v

w6 Senator Allott (R. Colo.) ‘has introduced legislation in the past two Congresses ad-
dressed to the problem. 8. 1009, 89th Cong., 1st Sess. (1963). ]

This bill is intended to amend the “savings’ clause, Section 87, of the Mineral Leasing
Act by reasserting the present validity of claims to oil shale lands which were valid but
unpatented at the date of passage of ‘the Mineral Leasing Act. The bill, if passed, would
effectively revoke all administrative and legal actions taken by the Secretary of Interior in
declaring these unpatented claims invalid. The bill has died in the Senate Interior Commit-
tee both times and that committee has apparently received no Department Report concerning
it from the Secretary of Interior.

See also, CONG. REC, 1962 (daily ed. Feb. 4, 1965).

&7 Kly, supra note 11, at 303.
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A. The Present Situation
‘ 1. Research : .

There is abundant material covering the economic,’ technologic ® and geologic ™
(principally in Colorado) -aspects of oil shale. . . :
. “The Bureau of Mines has been conducting oil shale research for the past
half-century. A portion of this research took place at the Anvil Points demon-
stration and experimental plant near Rifle, Colorado. Work is presently underway
there under a lease agreement between the U.S. Government and the Colorado
School of Mines Research Foundation operating in conjunction with Socony-
‘Mobil, Humble, Shell, Sinclair, Texaco, Marathon, Continental, Standard of
Ohio, Pan American, and The Oil Shale Corporation. The Union Oil Company
of California and the Denver Research Institute continue to experiment with
retorting methods. And finally the experimental activities of the Bureau of Mines
Petroleum Research Center in Laramie, Wyoming, have recently been expanded.™

As will be seen immediately below, private enterprise now has enough infor-
mation with which to begin commercial production of Shale oil. So it cannot be
claimed that a lack of scientific data brevents the formulation of an oil shale
policy. Technological advances will always be forthcoming, and the state of the
art can always be improved, but there is enough evidence available now to make
any of the determinations necessary for the formulation of a leasing policy.™
Those who now cry for “more research” must only be trying to stall.

2. Private industry |
It is axiomatic that the economic feasibility of any capitalist venture will be
. best ‘evaluated by those whose capital is at stake. The Oil" Shale Corporation
(familiarly known as TOSCO) was founded in 1955, “Its principal purpose:was
then the development of a commercially feasible, above-ground retorting system
for the economical recovery of oil and other products from the oil shales of the
Western United States.” ™ N
At the present time TOSCO is engaged in such a joint venture with Standard
Oil of Ohio and Cleveland-Cliffs Iron Ore Co., operating together under the
name of Colony Development Co. In November, 1964, TOSCO had already ex-
pended or committeed $15 million, and it plans to spend in addition approximately
$30 million ™ for its participation in the project. : o
As part of their project the joint-venturers have built a plant costing approxi-
mately $100 million in northern Colorado. This plant will process commereial
-quantities of -0il from shale being mined from non-federal lands. TOSCO expects
to achieve production from this plant in 1967 with initial capacity set at 50,000
barrels of crude oil per day.™ It estimates further that costs per barrel at that
rate will be between $1.00 and $1.30, depending upon the ineclusion of hydrogena-
tion.” By TOSCO’s estimates, these costs make shale oil competitive with com-
Dbarable crude oils presently being laid down in West Coast markets.,”

% HANNA, OIL SHALE, (Reprinted by Denver Research Institute, 1964). ) ;
The Oil Shale Corporation, Oil Shale Development on Federal Lands, Supplemental
y&%tstgr(x) ”Statement to Oil Shale Advisory Board, Nov. 30, 1964 [hereiqafter referred to as

I Gﬂﬁ ﬁ’:ﬁien,igggent Status of U.S. 0il Shale Technology, (Reprinted ﬂ)y Denver Research
ns te, . ; - 5 ] 5
(lgggramm & Lankford, 0il Shale, Dyp'r. INTERIOR, reprint from BuR. MINES BULL. 630

Thorne, Stanfield, Dinneen & Murphy, 0il Shale Technology: A Review, DEP’T. INTERIOR,
BUR. MINES IC 8216 (1964). : . i :

7 DEP’T. OF INTERIOR, A BIBLIOGRAPHY OF BUREAU OF MINES PUBLICATION ON OIL SHALE
AND SHALE OIL (1964). ‘ |

™ Senate Hearings on 0il Shale, supre note 3, at 4, 8-9, . |

"2 NETSCHERT, THE FUTURE SUPPLY OF OIL AND GAs (1958).-In addition, see the extensive
tables and statistics on trends in energy consumption and U.S. and ‘world resources of
energy in fossil and nuclear fuels collected by the Department of Interior. DEP'T, INTERIOR
SYNOPSIS, 0p. cit. supra note 3, at 2—20. ’ ) '

78 TOSCO, op. cit. supra, note 76, at 1.

“Ibid. k e [RTes e

7% Id. at 14. . iy L

76 Id. at 7. e G &

7 The Department of Interior N‘gave the following cost figures: ; .

“One estimate recently made is that high- gravity shale .0il from a 25,000 barrell-per-
day plant could be delivered to Los Angeles for $2 a barrel, and if production were quin-
tupled, the cost would drop to $1.76. Oil of comparable quality is now sel! ing in Los Angeles
for $2.85 a barrel, but comparisons have to be made Wwith prices assumed if controls [ Pre-
sumably tax depletion allowances and oil import quota ‘“input allowances” (ef. TOSCO,
gp.dcit. ]supm note 68, at 15, 16 and Appendix F).1i were relaxed [which has not occurred
o date.], :

On the other hand, the Oil Shale Advisory Board reported to the Secretary of Interior
in February, 1965, its opinion that ‘it appears that at best oil shale would be only mar-
ginally competitive with the petroleum industry today.” INTERIM REPORT OF OIL SHALR
ADVISORY BOARD TO THR SECRETARY OF THE INTERIOR (Feb., 1965) (transmitted by letter
of Chairman Joseph L. Fisher, Feb. 15, 1965). : ;
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Such a commercial commitment leaves little room for argument. It is made
more important by the fact that the Colony Development venture plans to pro-.
duce commercial quantities of shale oil from relatively poor shale deposits lying
wholly within privately owned or patented lands. Thus it is crystal clear that
representatives of private enterprise believe that oil can, and will, be competi-
tively produced from oil shale, Industry demonstrates itself ready -to proceed
without further delay. L 2 : : :

: 3. The Courts
In Alabama v. Tepas™ the Supreme Court disiissed suits challenging the
rights of states to take lands under the Submerged Lands Act of 1953 ™ on the
ground that Congress had unlimited plenary power under the Constitution to
dispose of the public domain in any way it saw fit. Thus the courts may be dis-
missed as presenting any obstacle to the establishment of a federal leasing
policy. :
4. The States : = R L :
‘In 1957 the Assembly of the Interstate Oil Compact Commission, ‘representing
thirty oil-producing states, unanimously adopted a resolution ‘calling for the
opening of federal oil shale lands.® ey :
“Further, the states of Colorado, Wyoming and Utah, through their state
executives and their congressional delegations, have consistently sought devel-
opment of their oil shale resources. Colorado has been particularly active in
seeking early development, and in 1964 Governor Love stated: “We look to
oil shale as another great industry in our State which can and will be developed
in such a manner as to be compatible with the preservation of our scenic splendor
and wildlife.” ® : i ; ! ; ‘ i )
" Phus it seems that no state seeks to obstruct the development of oil shale..

5. The Federal ewecutive - i

1t was seen earlier that authority to administer regulations covering the
Jeasing of federal oil shale lands has been delegated to the Secretary of Interior.
Thus, while the Secretary could institute and administer a program for the
leasing of federal lands, no secretary hag ever attempted to do s0.** Secretary
of Interior Udall bas been the most elusive of all public figures on the subject
of oil shale and has only said he wishes to prevent another oil scandal in this
country.® : ) - )

Mr. James H. Smith, calls such references to old scandals “pure demagoguery”
and says, “If the government is unable today to arrange contracts between, itself
and private enterprise dealing with public property without the risk of repeating -
Teapot Dome, then we do not have a competent government.” i S

In 1963, apparently in partial response to such criticisms, Secretary Udall
published an order cancelling the existing leasing regulations and calling for
public comment as to what should go. into new ones.® Later, the Secretary
created a “blue-ribbon panel” called the Oil Shale Advisory Board and appointed
Joseph L. Fisher, chairman, Orlo B. Childs, Benjamin V. Cohen, John Kenneth
Galbraith, H. Byron Mock and Milo Perkins. .

At the invitation of the Secretary of Interior and the Oil Shale Advisory
Board, Governor Love of Colorado recommended competitive leasing of oil
shale lands under the old provisions of the Mineral Leasing Act.®® It was recom-
mended that sueh leasing be done. in three phases with a 5 per cent royalty at
the outset. Very similar recommendations were made to-the Oil Shale Advisory

Board by The Oil Shale 0’orporation in 1964.¥ The Oil Shale Advisory Board

® 347 U.S. 272 (1954).

™ @7 Stat. 29 (1953), 43 U.S.C. § 1801 (1964). ]

80 Resolution No. 8, Meeting of June 12, 1957, Yellowstone National Park. S
D:LSltaltgfxﬁent of Governor John A, Love to the National Oil Shale Advisory Board,

c. 1, . ‘

% President John F, Kennedy viewed administration of the public domains thus: .

“My predecessors have been acutely aware of the dilemmas facing the Secretaries.of
Agriculture and Interior as rincipal administrators of the owrléina,l public domain. When-
ever-they have been faced with a reasonable alternative of continued public ownership and
man%igement, or disposition, they have generally elected the former. ’
 s3HANNA, 0p. Cit, supra note 68, at 10. . .

% 56 Fod. Rog P{’f'trbse“?{géoyte I oking 43 CF.R 9 3

'8 Fed. Reg. , revoking F.R. pt. 197 (1963) (Oil Shale Leases).

sTetter from John A. Love, Governor of Colorado, to ; o
Inte ot areh 27 1064, do, tewart L. Udall, Secretary of
o, TOSCO, op. cit. supra note 68, at 17. ;
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issued an “interim” repopt % to the Secretary in February, 1965, but unforty.
nately on consensus wag reached on major‘leasing policy questions and the report
has been likened to i i sayi

Advisory Boax:d has yet appeared on thq horizqn, and Seeretary Udall now

“The Secretary has not yet determined vgvhat recommendation should be made
to C(mgress, if any, for the resolution of any DPolicy questions prior to the lifting
of the withdrawal order . ; |, .

“But I also think that ne S‘ecretary, beginﬁii:é .With*' Hubert Work, right
down to the bresent one, can take any more than tiny and tenative steps which
have‘the effect of relinquishing title to thig resource without running great risks

of mlsinterpretation c e« It is, in Iy personal ang unofficial view, a question
Tequiring congressional resolution,” &
6. Congress

- Thus it ig that we are 1eg by a process of elimination to the one body of the
federal 8sovernment which can, and should, come to grips with the oil shale
Dbolicy Pbroblem, Senator Bennett of Utah addresses himself to the problem
with g, statement entitled “Dg Something.” ®A Tesponse to Senatop Bennett ig
that i(g is now up to Congresy “to do the doing” and to Teassume here g portion of

In May, 1965 the first “informational” hearings on 0il shale were held by the
Senate Interior Committee Senator Jaekson, Chairman of the C‘ommittee,

economic gng aesthetic, Committee jg faced with 2 condition; not g theory
onditiong often, demand aq hoe solutiong to Immediate limited Problems
Uut . . . such ig Dot the case here today. We hope to have basic facts and issues

1. (Jomervatz’on
Two distinet conservation broblems Dresent themselyeg when considering oit
shale development, First, there is concern for other regiona] resources in the oi]
shale ares, Second is the concern for maximum utilization of the oil shale re-
Source itself,
As was noted earlier, the State of Colorado ig actively aware of the need to
brotect all of itg many resources, Thus Governor Love has said :

 INTRRIM REPORT oF THR OIL SHALg ADVISORY BoaRrp, 0D. cit., suprg note 77.
9.

en
% Senate H, earings on 0y Shale, suprg note 3, at ¢
:; %mafez Hearings on, 0il Shale, Supra note 3.

. at 2.

%878 Stat. 982 (1964). 43 U.8.C. § 1391 (1965),

-~ %8 REP. No. 1444, 88th Cong., 24 Sess. 13 (1964).

> Mock, supra note 12, at 59-60. See there “Issues to be considered by the Oil Shaje
Advisory Boarg.”
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«Conservation problems, including the disposal of spent shale, and the pre-
vention of possible atmospheric and water pollution are under active study by
agencies in our State, a8 are community problems relating to schools, highways,
ete. We see no jnsoluble problems.

The Oil Shale Corporation has also recognized the need for industry to assume
its share of the conservation purden and to insure adequate protection of air,
water, surface 1ands, wildlife, ete” i :

In addition, TOSCO recommended to the Secretary of Interior far-thinking
measures to jinsure proper utilization of the oil shale itgelf. Among these was 2
plan for allowing lower royalties as an incentive for the extraction of marginal
and low-grade shales.

One problem to be considered is the disposal of the vast amounts of waste
shale left over from the retorting process. This problem sounds less jmposing
when one hears from the Bureau of Mines that vegetation will begin to Zrow
on the spent shale deposits after about three years of vveathering.”9

Nevertheless, there are some who wish to prevent completely any commercial
activity on the publie domain. These go-called “protectwnisvts” thus oppose the
development of oil shale at any time or for any reason. But if the real problems
of conservation are met and solved in a forthright manner and if Congress finds
that oil shale development ig in the national interest, then any continued objec-
tions by these protectionists will not be justified.

2. Water

It has long been recognized that water will be crucial in the commercial devel-
opment of oil shale, and recently major oil companies have peen buying up water
rights adjacent to oil shale.®

The future of the waters of Colorado, Wyoming and Utah is inextricably tied
up with the Colorado River Storage Project Act™™ and with current legislation
and interstate agreements affecting the allocation of waters in the Upper and
Lower Colorado River Basins. 1t is clearly to the advantage of Colorado, Wyo+
ming :and Utah to appropriate their unused shares in Upper Colorado River
waters as soon as possible” Utilization in the oil shale industry ig ideally suited

for such algypropmation.“’s

3. Acreage limitations.

The question of acreage limitations is one of the most vexing problems con~
fronted when one tries to prescribe fair leasing terms. Irregularity in grade and
in thickness of the shale beds makes the amount of oil recoverable from under
different surface acreage vary greatly. For instance, & 5,120-acre plot (the maxi-
mum allowed under the existing Mineral Leasing Act) in the richest parts of the
shale formation would contain 18 billion barrels, an amount equal to nearly 60
percent of the Nation’s proved reserves of -petroleum.“"

Leasing by competitive bid is-one answer to this problem. The Government could
specify a fixed dollar amount toebe paid by the biddersand each bidder would then
caleulaﬁe the least number of acres he would be willing to receive for that cost.
The winner would be the company bidding the 1owest number of acres. Under-
secretary of Interior Carver said, “I see no reason why 4 eompetitive situation
could not be cranked adequately into 2 leasing system.” 105 ;

Congress will not be without helpful precedents in its search for fair leasing
procedures. In Part One of this paper other recent developments in domestic

P
D 96 Sltafgrﬁn‘fnt of Governor John A. Love to the National Oil Shale Advisory Board,
o7 TOSCO, 0P- cit. supra note 68, at17.

98 Td. at 20.

9 FIANNA, 0P: cit. supra note 68, at 6. .

}0“ 7S§e(§1§% é-;acent excellent article : Delaney, Water for Oil Shale Development, 43 DENVER
LJ. . ' :

Y& 70 Stat, 105 (1956), 43 U.s.C. § 620 (1964).

102 Legislation for the establishment of a national wild rivers system was proposed in the
last session of Congress. S. 1446, 89th Cong., lst Sess. (1965). One of the crucial impli-
cations of the bill is that future water appropriations may be foreclosed on any river to be
jncluded within the wild river system. The Green River of Wyoming is seheduled for pos-
sible inclusion in the system. This fa
development of oil shale in Wyoming. .

103 In November, 1965, the Interior Department agreed to gell to Colony Development Co.
up to 7,200 acre-feet of water annually at a sliding charge from $8.50 to $10.40 an acre
focgc. The contract will run for a term of 40 years. Wyoming State Tribune, Dec. 2, 1965,
p. 3.

104 Senate H earings on 0il Shale, Supr® note 3, at 35.

105 Id. at 62.

Lra
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.betroleum leasing Dolicy werg traced. Of barticular note is the Outer Continenta]
Shelf Landsg Act,™ which created pr

levelgy go as not f:o interfere unduly with Present or foreseeable markets for con-
Ventionally produced Alberta crude oil,

9. New entries

It was bointed ont earlier 7 tpqy leader.sk in the of] shale industry must be
careful lest they run afoul “of anti-trust lawsg prohifbiting unfair Competition
bractices which Would work tq the disadvan‘tage of new entrants into the fielq,

Apart from anti-trust considerations, 2 concern hag also been €xpressed that
the high capital Tequirementg for entry into the oil shale industry will prevent
Small companies from Successfully competing with large, establisheq companieg,
This is g Problem which may exigt during the development of any new industry,
but it ig clear that further delay by the governm, i i
development will only Serve to entrench more firmly those major Companies with
Private landholdings and €xXperimenta] sites,

The Atomic Energy Actg of 1946 18 5 1ngq 1954 % g1t With this same broblem by
Dlacing in the public domain certain patent rights acquired by Companies whe had

%6 0f. note 49 supra, .

i T{mmpson, Bagic Oontrasts Between Petroleum Lang Policies of Canada and the Uniteq
States, 36 U, Coro. 1,, Rev, 187 (1964),

M8 71d. at 211

100 New York Times, April 8, 1963, D. 153, :

M0 Ty Orr, SHALR ADVISORY Boarp, 0D. cit. supra. note 77, at 9.

11

5 INT. REV. Cobg op 1954, § 613,
.R. 10896, 88¢h Cong., 2d ‘Sess. (1964),
116 é[‘OSCO,’Top. cit. supra note 68, at 30-32,
ra,

ee p, Supra,
M8 60 Stat, 755 (1948), 42 U.S.C. 2062 (1964),
119 60 Stat. 919 (1954), ag amended, 42 US.C. §§ 2011-2281 (1964).
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established themselves in the industry during its early, governmentany controlled
stages. The 1954 Act also requires licensees to make a full disclosure of any
unpatented technology possessed by them at the time their license is granted.
Congress might use gimilar procedures in order to insure fair treatment for all

participants in oil shale development.

6. Speculation

The PDepartment of Interior has often expressed ijts fear that «gpeculative
tendancies” 120 hrood menacingly over prospective oil shale development. But it
should be pointed out that the «do-nothing” “attitude of that Department has

probably contributed more than any other single factor to gpeculation 1 oil shale

Bryon Mock, a member of the 0il Shale Advisory Board, recently said:
“At least to me, he taint of Teapot Dome and its application to the oil shale
reserves of the Federal Government will best be 1aid to rest by opening all or part
-of the Fe eral oil shale 1ands to competitive leasing with performance require-
ments written in that eliminate those who cannot or will not develop the reserve.
This does not mean that all should be opened at once but in my opinion some
should be. To some the withholding of the federal oil shale reserves from develop-
ment may be construed to De ag great 2 granting of favors to those who wish to
restrict competition in that field as would pe the direct issuance of preference to
such people. This dilemma is one common to public administrators. To my mind

0. “The National Interest”: Its broad considerations

In the preceding section jmmediate and specific considerations for leasing policy
formation were discussed. As was noted, choices are available in each of these
areas, and such choices can pe readily tested, adopted and changed, if necessary,
during the forthcoming development of an oil shale jndustry.

The present section will explore broader considerations having to 4o with the
general “pational interest.” Such jssues as are jnvolved here are difficult to
define and the policy choices within them are often hard to evaluate.

The writer feels that some of these issues must underlie the otherwise unex-
plained opposition which has 80 far prevented the development of oil shale. The
future of oil shale depends in large measure upon the frank and open discussion
of these issues. Once it can be shown that production of shale oil is in the best
national interest, then the major obstacle to oil shale development will have been
removed.

1. Defense needs and national security

Captain K. C. Lovell, Director of Naval Petroleum and Oil Shale Reserves,
Department of Defense, says uneqx;dvocallym that the jmmediate Jdevelopment
of oil shale is necessary for national gecurity. Citing figures showing projected
jncreases in domestic demand and increased reliance on foreign oil (an estimated
30 per cent from foreign sources by 1983), he urges that,development be com-
menced just as soon as posible. It is clear that the new oil shale jndustry cannot
produce instant oil.” Humble Oil Company estimates a lead time of from eight to
ten years before facilities could accomplish ‘“‘on stream” produetion.i” Thus,
Captain Lovell urges that to wait for war: or a national emergency would be to
wait too long before attempting to mobilize necessary shale oil production.

2. Foreign trade and the control of imports

As we noted in Part One, the State PDepartment is committed to the expansion
of foreign trade whenever such expansion would - not endanger the national
gecurity. It was seen that Secretary of Interior Udall has recently indicated
his desire to jncrease the jmportation of foreign oil into this country.

1t is obvious that such jmportation of foreign oil has a profound effect upon
our domestic petroleum industry. It may well be that those ‘'who oppose the
development of oil shale really do so pecause they favor an increase in the
jmportation of foreign oil.

120 Dpp’m. INTERIOR SYNOPSIS, 0D. cit. supra note 3, at 41.
121 Mock, supre note 12, & .

122 Qemate H earings on '0il Shale, supra note 8, at 64. .

128 Reistle, supra note 1.

e
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Oil shale should be allowed to take itg Dlace, along With other fuel Sources, in,
idi tion’s future needsg, Atomic energy and cog 12 are two other
th A

4. Controy of the market

As wag noted in Papt One, Rosrtow, de Chazeau, Kahn, ang others are strongly
critical of the petroleum industry and its apparent enjoyment of freedom from
8overnment regulation, They denounce ip barticular Production control by State

But such fears are irrationa)] and unfair, I the first Place, theloj] shale induStry
should obviously pe allowed to develop on ity OWn merits, In the Second place,
there are indications that it win be the mining gnq chemica] in‘dustries, and not
Dbetroleum, Which wi]] be mogt in»strumwen-bal in the development of oil shale,
Private enterprise ag a whole wij) contribute new technology, new capita] and
new market demands for the Droduction of shale oil, N, othing Drevents the govern-
mment from Creating new answers ang esta‘blishing a workable relationship with
Private enterprise in this new endeavor,

In regarq to all thege con\sidera,tionls involving the nationa] linterest, Byron
Mock mogt recently said :

“By the time the report [of the Oil Shale Advisory Board] came out it seemed

12t Wan Street Journal, Dee, 31, 1965, p, 6,

1B-Wall Street Journaj] Jan. 6, 1966, p. 14"

12 Wall Street JournaJ, Jan, 6, 1966, p. 14, Jan; 5, 1966, D. 9, Dee, 29, 1965, D. 18. See
also, “Mideast Oil ; Big Supply, Little Savvy,” Wall Street T, ournal, Dec, 6, 1965, D. 10.

1% Some oil Companies are presently burchagi coal Droperties ang d\ev-eloplng techniqueg

nﬁounnal, Oct. 20, 1965, p, 1.
r a nto g g0V ernment bower monopoly) hag
announced that it may build, a&guclear bower unit next year ‘if the price is right.” See
4 D. 4,
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CONCLUSION

The requisites for the development of oil shale are clearly present. Oapital,
technology and manpower await the “go-ahead.” Only the formulation of a na~
tional oil shale policy is lacking, and now Congress should provide: for that lack.
Today the federal g-overnmen\t holds a «monopoly” in leasable oil shale lands:
The legislation of leasing procedures for these lands will, in effect, bea description
of the terms by which this monopoly will be exercised. The federal governmemt‘
in its capacity as oil shale jandlord has the present potentialityt for pecoming “Big
Government” in the ugliest sense of the word. : £

But this need not be the case. Congress, with the cooperation of the Department-
of the Interior and interested repx"esentatives of ‘private enterprise, has the
authority and the ability to balance carefully the‘best»interests of all parties
to the present oil shale controversy. 1f the. balancing is properly done, a policy
will be forthcoming which is “pational’ rather than “federdl’ in character to
the extent that it best provides for the “pational interest.” < o

The basic question which confronts those who would attempt to formulate 2
national policy for the development of oil shale should not be whether the federal’
government should Teserve oil shale lands for public, as opposed to private,
development. The capital expenditure for research and commercial production
by the Colony Development Co:." is evidence that private enterprise is already
committed to the economic feasibility of private development. Further, in the
light of the traditional technological superiority of private industry. in this coun-
try, future shale oil produetixon will best be done by our private mining, chemical
and petroleum jndustries. To argue otherwise would be to make a basic departure
from the principles of capitalism. . )

The first pasic policy question which must be answered is, «when and under
what terms for the distribution of revenues (i.e., income taxes, rents, royalties,
bonuses, ete.) will private industry be allowed to compete for the leasing of
publicly owned oil shale 1ands?”’ Boiled down, the question becomes one of
timing and of dollars. Ultimately, it is the market place which will best determine
the adequacy of the answers given to this first policy question. For if the revenue

terms are get so as to prohibit the competition of shale oils in the market place,
or if leasing is not allowed at a time when there is a market demand for the

product, then the value of this resource will have been Jost and the national
jnterest defeated.

The second pasic policy question concerns government control. Assuming that
the first policy question has been answered by the 1mplementation of competitive
leasing procedures and fair revenue'distirbution terms, then the remaining
policy question asks, “Under what forms and degrees of government control
will the production of oil shale be allowed?”’ Here the national interest is not
S0 susceptible to testing in the market place. For here government controls
will affect such areas as conservation, pational security, social well-being an
world peace——-areas where an economic evaluation igs often jmpossible. The
sucecess or failure of the national policy touching these areas will only altimately
be tested by pistorical judgment.

The days of the free-miner tradition have passed. In 1935, the jast of the
public domain in the United States was closed to entry prior to classification
under the nomestead laws. Thus was marked the.passing of the American
Frontier, an institution which had been'celebrated by Frederick Jackson Turner
and his disciples as the «world’s greatest instrument of democracy.” To -others,
its passing was a sign that «America had come of age.” ¥

The formulation and carrying forward of 2 national oil shale policy could
well evoke like reactions in the days ahead. To some, it may gpell the end of |
«freedom” within the oil industry. Others may recognize it as a new in’dustrv’s
“coming of age.” But no matter what the reaction to that policy may be, its
determination is best left to the 1egislative forum. While it can be said that a
political and economic climate favorable to the development of oil shele has
been lacking in the past, it is hoped that such @ climate is now jmproving. N0
one of the numerous administratlve problems confronting the development of

-

131 By mxecutive Orders of Franklin Roosevelt, Nov. 26, 1934, and Feb. 5, 1935, based
upon authority for such withdrawal found in the ‘Act of June 25, 1910, established a Na-
tional Conservation Program (36 Stat. 961 (1910)). Coupled with the above mentioned
Executive Orders was the Taylor Grazing Act of 1934 (48 Stat. 1269 as amended (1934),
S 5

).
LANDED HERITAGE 423 (1962).
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o0il shale are insoluble, There are none for which early answersg cann i
Apparently all that hag been lacking ig sufficient irsrlipetus Wwithin gitiebefégdgfgi
government to move from deaq cénter in Seeking thege answers, It jg only
Suggested now that the Congresg get to the tagk at hand. Otherwise the twenty-
first century and the discovery of new energy sources will be upon us and thig
vast nationg] asset will have been left wasting in the 8round where it is of
benefit to no man.

[Ha. note, The basic research for Mry, Dominick’g arti 8 -due in 1966.

" [1. Further increases in oil Importation allowanceg Were made by Secretary
of the Interior Udall in September, 1966.

[2. Foreign governments in recent monthg have increaseq their demands
upon American producing companies for higher royalty, tax- anq concession
bayments on foreign broduced oil, In November, 1966, Mid-Rast governmentg
threateneq complete confiscation of United Stateg oil facilities,

[3. ’.[“here has been increased interest in the feasibility of in-sity retorting of

appropriated about $1.5 million for g similar AmC project in New Mexico called
“Gasbuggy.” There is now €Xpectation for nuclear testing in oi] shale lands in

Senator Hansen, Tf I may, Mr, Secretary, T would like to refer to
testimony on page 5 of your prepared statement, Yoy say :

Could T ask what this study entails ?

Mr. Uparr., Well, it entails really, Senator, at this point, a review
of all the comments that had been received. It entajls any and all second
thoughts that My own people have had about what we did in May.
It entails thig hearing. Tt entails the other comments an( suggestions
we received, ;

In other words, we are going to need some time to evaluate and digest
all this mass-of material.

Senator Hanskx., It would be yOur purpose, as you proceed with
this study, to firm up your feeling on regulations and perhaps to
consider their publication in the F ederal Register, say, within a year
or two; is that correct ? , :

Mr. Udall. Our objective is to move as rapidly as we can, and I have
indicated thigJ. anuary date because we have this fixed in our.own mind,
I'want you to know that.

Senator Hansgx. Thank you, : ,

Mr, Secretary, a number of companies have pending before you at
the present time applications for sodinm preference right Jeases. It is
my understa-nding that these companies have made detailed technical




A —

220 FEDERAL OIL SHALE PROGRAM

presentations to you describing their intentions with respect to develop-
ing these so-called saline sections that contain among other things
nahcolite and dawsonite minerals. i
Point 1 of your five-point program published in January of this
year stated, “Pending sodium preference light lease application will
be promptly considered on their merits.”
1 would like to ask what is being done by your Department to reach
a decision under present law on these lease applications.
Mr. UparL. Senator, I can only give you & general answer Ol this
because 1 have not had a conference oL this leasing in weeks. 1 am
aware of these leases. We were serious in what we sald earlier, that we
were not putting these on the chelf. We did intend to process them
and work on them, and perhaps T can give you amore detailed report
on it soon.
Senator HANSON. Thank you, Mr. Secretary. 1 would observe that
some of these applications, { think, have been filed with your depart-
for more than 15 months, and I share your hope that there can be an
early resolution of them. 1 think that_the industry would certainly
welcome the clearing up of the problem that is before you.
T would like to ask, Mr. Secretary, does the Anvil Points contract
include the right to do research on other minerals such as the sodium
minerals and, if 0, what information has the government received
from the Anvil Points group concerning the sodium deposits and
their potential?
Mr. UpALL. Senator, I would like to give you & reply, 2 quick reply,

in writing on this. My impression 1S, and I was personally involved 1M
the Anvil Points, that the main thrust of the research there is in the
direction of perfecting & process for the extraction of shale oil. There
may be some of the research in terms of the mineral values, but I think
the main thrust is Process, improving the process.
Senator Hanson. On the oil shale?
Mr. Upars. That is right.

(The information requested is as follows.)

Nothing in the Anvil Points lease agreement precludes research on minerals
at the Anvil Points facility. However, there is 0 little dawnsonite and nahcolite
in the oil shale there that such research probably would not, and to the best of
our knowledge, has not been conducted. No data on minerals research at Anvil
Points have been made available to us by the Foundation Or the six companies.

Senator HANSEN. T note that the thrust of these hearings is to get
the reaction from the private sectoT, and that, of course, tied into the
whole thing, I think, is the thought that has already been expressed :
businesses and corporations, whether they be oil companies OT what-
ever, are in a competitive situation today. They no longer feel con-
strained—or at Jeast this is my observation—to stick with one par-
ticular activity, and I would just like to observe that whether we do get
a viable oil industry going or not, 1 think, will depend upon the frame-
work of the regulations that are propounded——it resolves itself, in my
judgment, down to a simple matter of economics, if a cormpany can
invest X millions of dollars in some other ventures, it may very well do
that instead of trying to continue with the oftering of oil to the con-
suming public In this country, and in that context I think that all of
us ought to keep in mind that the industry, the banks and everyone

DHS SSEaRSEES S -
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else, will be studying closely, very simply and purely, what the oppor-
tﬁpities for profits are in this Operation - gs compared with ofhep
things, : : : :

I %ave no furthep questions, T would like to compliment you, Mr.
Secretary, for your leadership and it does not &0 unnoticed thaf this
is the first time in more than 30 years that someone has had the courage

~and hag recognized the vita] Interest that ¢ is Government has inlook-
ing toward ity own resources, I think, as yoy have already emphasized,
“that the conflict in the Middle East shook 1] of us out of oyp lethargy
and gave addeq impetus to see what could be done in order to shore

“ The Cratrumay. Thank you, Senator Hanser.
r. Secretary, on beha,lfy i

appreciation for Yyour appearance here"thisfmoming. We will un-

(The statement of the Rocky Mountaiy Oil &' Gas. Association
)

Rocky MouNTAIN O1L - anp Gas Assoommozv,
£ Co : : Septemper 14, 196%,
SENATE CoMMITTREE ON INTERIOR Anp INSULAR-AFFAIRS, : o
: Washington, D.c. Rt . :
Oil ang ‘Gag Association would like to
€ hearing commencing September 14, 1967,
its views With respect to oil shale, and in barticular the proposedvle'asing regula-
tions publisheq: by Secretary Ugan on May 10, 1967, ‘
Our Association has a membership of 470 individua‘l and company oi] ‘and gag
operators of 411 sizes, ranging ‘from smajy ind-e‘pendents‘ 'to major oi1 companies,
ts region of industry representation in'cludes the States of ‘OOIOrado,'Wyoming
and Utah, in which 0i] shale is found, ag well as the States of Monta;ia,' South
Dakota, Nebraska and Idaho, = - R M :
€ are pleased that the Secretary of the Interior has'recommengaq that private
industry develop the oil shale resources located on Federal lands, we believe that

his decision ig in the best interests of the Hation, vbeckausiejthrough competitive

A Key reason that the American consumer enjoyg the cheapest energy in ‘the
Wworld’s history. ig that the Uniteq States G"ovemme;nt Dolicies have in genera]
been quite Stable, swbstanti‘ally assisting long range planning. Ty Uncertaintieg
and restrictiong contained ‘in the Droposed Tregulations’ ag discussed beloyw may
well defeat the'd'evelop’ment of this great oil shale resource by Private enterprige.

oL We réspectfully submit that we can gee 10 persuasive reason why research
effort should pe restricted to' g few applicants selected by tha Secretary, Govern-

~ ment owned acreage should be made available to g]] qualifieq applicants for the
Sole purpoge of research, The acreage could be made availaple for Tresearch on g
basis Similar to a'license or pr‘ospecting permit,

2. Whe i

he does not know the extent of acreage or reserves to pe covered by the extended
term lease, T effect, the ‘Department‘ of Interiop Droposes to require any oil

make it most difficult, if not impossi‘ble, to compete With other Sources of energy.
76-821—67— 35
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1t would be difficult to administer and it would also operate to penalize the more.
efficient operators. We‘recommend that the lease provide for a fixed royalty rate
not to exceed 5% of the gross value of the product from the retort or at the
in situ wellhead. :

4. The proposed regulations will operate to curtail research by not allowing
a research lessee to retain the benefits of his research discoveries and thereby
have an opportunity {0 recover his large investment. Because of this, many
companies 0T individuals may wait for someone elge to do the research and
use the results without cost ina commercial operation.

If our oil shale resources are to be effectively developed to. meet the needs: of
the nation, we believe that the proposed rules should be proadened and made more
flexible so as not to discourage development of this resource by restricting the
entry of a broad variety of companies and other groups into the regearch and
development of oil shale. .

Our recommendations are as follows: . ,

1. We believe that the regulations as written. are unworkable as discussed
above because of the complexities introduced 0b¥: tying the research and com-
mercial phases together. Nevertheless, if they are imodified to eliminate gome of
the problems discussed above, there may be some Who would desire to proceed
under such & program. s : :

‘2. We recommend that tracts of public lands be made available -solely for
research purposes, limited in size with the provision that once the research
ogram was completed, the premises would revert to the United States. These:
tracts should be made available without cost, or at a nominal charge, to any
qualified party desiring to do research, with such - party retaining all patents:
and research jnformation as is customary in any private research project. The
peneflt to be derived by the United States would be encouragement of research
and development of -this vital natural resource.

3. There may be some companies who now would like to have the opportunity
to acquire commercial oil shale leases on specific tracts and proceeds with
construction of facilities for production of shale oil without the necessity: of
doing further research as required under the rules as -proposed. Teases could

be put up for sale on a competitive bidding pasis similar to that now used for
off-shore leases. For the protection of the -government- and the lessee, the leases.:
should be on -a prrescribed 1ease form. Reasonable annual rentals or other pay-
ments could be established which would be sufficiently high to provide. an in-
centive for early development by the lessee. Such rentals would not be payable
once commercial production was established. The Jease term should be for five
years and so long thereafter as diligent operations for the production of shale
oil are being conducted. The rentals and relatively 'short primary term of. the.
lease would diseourage speculation and foster continuous: progress \toward
production. , o
Some of the suggestions which we have made in these com ents may require

the enactment of legislation to clarify and supply needed authority for the
. §ecretary. TO the extent required, legislation to accomplish this purpose should
be drafted and introduced in Congress. Uncertainty in the laws and. yegulations
is one of the greatest deterrents to progress in the development of oil shale.
Necessary guidelines must be set in order to attract the necessary capital. :
‘While oil shale has enormous potential, it cannot be utilized without solution

of a number of economic and technical problems which now impede its develop-
ment. Great effort by both industry and government will be required to resolve

gources. We believe, therefore, that if this great resource is to ever be made avail-
able to the nation, the emphasis of the government’s policy must be on encourage-
ment rather than restricted development by private enterprise.
We hope that the views of our Association will be of assistance to the Com-
111'1]{'§t'eet on Interior -and Tnsular Affairs in its consideration of this complex
subject. : ;
Respectfully submitted,
Coruis P. CHANDLER, JR.,
President, Rocky Mou ntain Oil and Gas ‘Association.

The. CHAIRMAN. The committee will stand in recess until 2 o’clock
this afternoon. The first witness this afternoon will be Dr. Charles F.
Jones, President of Humble Oil and Refining: Company-

— e
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We hope to hear from the othey four additiona] Witnesses before we
conclude thig afternoon,
hereupon, at 12 o’clock 1oon, the committee recessed, to reconvene
- at2o%clock P.am. the same day.)

| ( Présént: Senators Jackson ( presiding), Moss, Allott, ang Hansen.)
4 er,

The committee will resume its sitting, Oup first witness this after.
oon 1s Mr. Charleg F. Jones, president of the Humble 0] ¢ Refining
Co. Mr. J Ones, we gre delighted to welcome yoy to the Committee, T
assame you haye 5 Prepared statement ?

Mr. Jongs. Thank you, ‘
- Mr: C‘hairman, I am Charles F.J ones, president of Humble 0] &
Refining Co, which has itg headquarters in Houston, Tex. -

Tam accompanied today by my two associates from the company, My..
»Gxeorge«Shipley, o0 my left, who is the head of our coal ang shale oil
/deparbment; and Mr. Raymonq D. Sloan, on my right, who is the man-

ager of resource a«.cquisitio.n in that deparpment.

asically there are three ways in which the sizable growt), in
emand for petroleym can be met., First, by increasing indigenoyg pro-

, ,
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duction of crude oil; second, by increasing imports; and third, by

developing production of synthetic oil from shale or coal. If we as:,

sume that 1n 1980 the portion of U.S. petroleum requirements supplied
by domestic crude oil and natural gas liquids remains unchanged, an
even allowing for 2 decline in the Teserve-production ratio to 9 years’
supply, gross additions to U.S. reserves of liquid hydrocarbons woul
have to be about 72 billion barrels during the next 14 years. This is
a major task as evidenced by the fact that during the last 14 years
U.S.reserve additions totalled only 48 billion barrels. ,

Tt is difficult and perhaps jmpossible to predict future discoveries of
crude oil with 2 high degree of accuracy. We have, however, made such
forecasts and the results of this work suggest that during the 1970’s
U.S. reserve additions will not keep pace "with requirements. We feel
it is important that this possibility be fully recognized and that serious
consideration be given NOwW to various ways of supplementing pro-
duction of conventional crude oil during that period.

The CHATRMAN, Mr. Jones, L just wanted to observe, 1 thought you
were ad-libbing for a while, but page 1-of your statement is not
gvailable to us. The statements we have start at page 2.

Mr. Joxes. We gave you & special copy to out part of it out, I
take it. (Laughter.) : :

The CHAIRMAN. We considered your position. 4

Mr. Joxes. My gincere apologies. T believe, Mr. Chairman, you will
find that what 1 say was consistent with what now appears on page 1.

The CHAIRMAN. Tt was very factual. It gounded very fine, but I
was wondering for a moment whether you were just ad-libbing or
whether there were some real meaning in why you started at page 2.
1 do hot know whether you are superstitious, but that is all right.

Mr. JONES. T wish T could claim there was real intent in this, but
it is purely accidental on our part. [‘Laug‘hter.]

£ we are together now onpage2——

- The CHATRMAN. Allright. - ‘ ' ,

_Mr. Joxes. The growth of non-conventional sources of liquid energy
depends, in part, on the emergence of & 2aP between U.S. demand an
supply of oonventibnal domestic production plus imports. Such a de-

~-yelopment would create an opportunity for shale oil} however if shale

is tofill part of a possible gap, appropriate steps should be taken now to
ermit the development of this industry- We cannot overlook the fact
that it will take 2 number of years to perfect the technology essentia
for a com otitive shale oil industry. :

0il shale is In abundant supply in the United States and could be-
come 2 major source of energy. But we must put to rest the mistaken
fears that 1t will obtain a disproportionate share of the ener market.
Certainly, shale oil cannot inundate the market overnight. It will likely
have a modest beginning and will only supplement and not replace
domestic crude oil. '

commercial mining and retorting operation is lower than that for
liquid petroleum, operating costs are considerably higher than for op-

crating average Ol .producmg properties. Our current engineering
tudies show that, with appropriate royalty and tax provisions, shale

A AR ey



S

FEDERAL o011, SHALE PROGRAM 225

Proposed Department of the Interior regulatiOns,}hoWever, returns
would be substantially lower. Thus, there is nothing in oyp studies
that suggest windfall profits,

Some facts regarding shale o] reserves in thig country are worthy
reviewing. The most Important oil shale deposits in the United States
oceur in the Green River formation of Colorado, Utah, and Wyoming,

he frequently-quoted estimate of 9 trillion barrels of shale oil grossly
overstates the economic reserves available. This figure includes al]
shale oil in the deposits and, as with crude oil, a large portion of the

eposits will not be recoverable. There ig 5 vast diﬂ’erencg bebvx{eep a

In large part to the barameters used in makin the estimates. For ex-
: Ug - Geological Survey,
recently testified before the Senate Antitrust and Monopoly Subcom-
mittee that from the high-grade shale, which is g 30—3‘5-gallon—per-ton
shale, “about 80 billion barrels of shale oi] is considered recoverable
Y demonstrated mining and retorting methods,” Humble estimates
that from g 25-gallon-per-ton and richer shale, about 160 billion bay-
rels of oil could be recovered. Neither Dr. ayland nor Humble says
‘these amounts can be recovered economically, On either basis the
oil potential is tremendous, even if it is only a small fraction of the
trillions that haye been quoted by various sources.
egardless of the amount of recoverable reserves that is eventually

established, about g Percent or more is on the public domain, Some
L1 million acres in Utah, Wyoming, ang Colorado are underlain by
‘the Green River formation and are classified as o] shale lands, Most
eposits on these lands, however, do not contain ‘sufficient recoverable
shale oil to be commercially attractive, The richest shales are believed
to be in the Piceance Basin of Colorado where some 770,000 acres con-
tain. 25-gallon-per-ton and richer shale in thicknesses of 15 feet or
more. This acreage represents only & small bart of the tota] acreage
classified as oi] shale lands, but it contains the hull of the recoverable
reserves with foreseeable economic potentia].
The Federal.GoVernment controls about 580,000 acres of Potentially
productive lands in the Piceance Basin of Co‘lorado: This acreage

final resolution of this all-important legal problem. : .
T would now like to comment op o1l shale'technology. Oil shale is
a marlstone containing a soliq hydrocarbon known as kerogen. Raw
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chale oil is derived from kerogen by Theating the rock to a high tem-

erature, a process known as retorting. The two major approaches
tor extracting oil from shale are (a) retorting of mined shale and (b)

in Sib, OF underground, retorting.

Tirst as to retorting 0 mined shale, the potentially commereial oil
chale contains inert rock in the range O 30 to 85 percent by weight.
This means & relatively large volume of rock must be mined, crushed,
passed through a retort vessel, and heated to temperatures sufficient

to break down the kerogen and produce raw shale oil.

.

With regard to_in s

tu retorting, we have here a procéss whereby

the oil shale would be heated underground to break down the kerogen.
The hydrocarbon vapors generated in the form of raw shale oil at

the surface. This process would eliminate the mining, crushing, an

disposal of large volumes of rock. To date, however, the possible ap-
plication of the 4n situ process is based mostly on theory, and little

has been proved regarding practicability. There has been much talk
in government and industry about utilizing a nuclear blast to create -
a large underground zone of broken rock. his rock would then be
heated in place, and the shale oil recovered at the surface. The nuclear
‘concept 18 dramatic, but we believe the possibility for development

of a practical system 18 remote.

Tven though the im situ Process provides desirable ob]'ectives" and
will continue to attract research attention, we believe that the minng
and retorting approach offers the best promise for the development

of a shale oil industry this country.

After retorting, the complex process of upgrading still remains.

The raw shale oil is not a suitable refinery foed-stock; it must be
converted to & synthetic corude oil by adding hydrogen and by remov-
_ing the undersirable'elements of nitrogen, sulfur, and oxygen. The

upgrading opex:ation requires elaborate high-pressure and high-

temperature gqulpment.

Now, turning to the role of private industry in this effort, many
companies have made significant commitments of capital and technical
resources for the development of an oil shale industry. One example 18
the retorting research operations financed and conducted by several
companies, Including my owD, at the Bureau of Mines experiment—al

facilities In ‘Anvil Points in Colorado.

Humble has been engaged in land acquisition and research program
for several years. We have spent more than $15 million on oil shale

since 1963. T'would hazard a guess that in recent years private industry
has spent over $100 million in similar efforts. But even more important,
rivate industry has demonstrated that it is capable of and willing to

nance and conduct the necessary research and development: to bring

shale oil into commercial production.

The Senate Antitrust and Monopoly Subcommittee recently con-
cerned itself with questions of monopoly and antitrust n connection
with development of the federally owned oil shale deposits. Although
this concern 18 understandable, the Mineral Leasing Act of 1920 con-
- tains provisions which insure against the possibility of a monopoly.
The act provides that no lease can exceed 5,120 acres and that no
person, association, Or corporation can hold more than one lease. Con-

sidering the large amount of public land involved, it is difficult to

e
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Imagine ahy Possibility of monopoly in developing oi] shale‘depos‘its,
pfa_lit,lcularly when the Federa] Government itself controls the issuance
of leases, :

I would like to add that the petroleum ‘industry operates daily in

of firms reacheg into the thousands. Thege Companies are competing
constantly ; for example, in the recent Outer Continenta] Shelf lease
sale, about 55 companieg barticipated in the bidding for the acreage
the Government offered for sale, The nature of the competition in the

demonstrates that such efforts have been particularly Successful in
Providing the necessary research ang development for new processeg
and new products, This approach should be continued for o] shale.
Thus, the Government, should encourage DPrivate research and develop-
ment leading to the commercialization of shale oil on the public ¢i]

shale lands,

May 10 of this year, the Department of the Interior published its
Proposed regulations to govern oil shale leasingand land exchanges,
Comments on the proposed regulations were Invited. My company
submitted itg comments on the Proposed regulations to the Department
of the Interior on June 8, 1967.

€ agree with Secretary Udall’s testimony before this committee
on February 21, 1967, that the Minera] Leasing Act of 1920 provides
adequate authority to leage deposits on the public domain for the com-
mercial development, of shale oil. Thig act contemplates the develop-
ment of minera] esources on the public domain Y private enterprise,
The public interest has been well served under this competitive system.

e believe that extension of thjg concept to the oil shale lands will
result in their orderly, efficient, and timely development.

The substance and general tenor of our comments on the Proposed
regulations follow » ‘ G :

* The Secretary is to be commended for taking the initia] step which
th

could result in the development of federally owned oil shale reserves,

| ,
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However, Humble believes that the ‘proposg,d regulations do not pro-

vide adequate incentive for private enterprise to commit its technica

and capital resources to the development of the reserves on the public
domain. We are particularly concerned that the. regulations will con-

tain concepts that would inhibit the normal development of this natural

resource.

Humble believes _that' 1éasing of the Federal shale lands should be

done on 2 competitive bid basis, preferably by public auction, using
a bonus system with 2 fixed, moderate royalty. The bonus system will
result in the maximum leasing income to the Federal Treasury, the
fostering of ‘normal economic forces, the prevention of premature
investment by industry, and the avoidance of speculation in leasing.
Competitive pressures will automatically require that the lease bonuses
reflect the proﬁtabi]i’ty of shale oil operations; therefore, the royalty -
should be held to 2 relatively low, fixed amount so that chale oil will
not be at a cost disadvantage compared with competing energy sources.

Bidding for Jeases should be open to all potential participants on &
competitive basis, with no Jigerimination 1n respect to firms in any
articular industry, size category, or other classification. Unitization
of lands into officient, conservation or production mits should be per-
mitted. It is not necessary that an extensive amount of acreage be
leased currently. Rather, land should be made available for lease on @

eriodic basis, similar to the procedure used in the leasing of Federal

oil lands on the Outer Clontinental Shelf.

The holding of leases for. speculation should be discouraged by re-
quiring the expending of appropriate sums for research and develop-
ment during each year 'of the lease until commercial production has
been achieved. Failure of the lessee to carry out diligently the agreed-
upon program should be grounds, subject to court review, for for-

foiture and cancella,tion‘ of the lease.

1. would now like to focus attention on the. following specific sec-
tions of the proposed regulations, and for each I will give our views
and then our position. . R :

Section 317 0.0-1 covers t}_xe.purpose. ;

- One objective contained in this section is to “encourage participati(m
by companies not favorably situation with respect to access to reserve
of the minerals present inoil shale.” This objective could discourage
those companies which in the past have taken the initiative to develop

research and technology for the exploitation of oil shale and related
minerals. .o ooy ~ I SR ; oy
Our position here is that the regulation should encourage and foster
research and development efforts by any and all qualified individuals
and companies. ; ot
Section 3170.1: PDesignation of available lands.

This section recludes industry from haying any voice regarding
Jands that will be designated for leasing. The location of the lands
is of utmost importance from the standpoint of terrain, accessibility,
availability of water and other utilities and of ponstructing and oper-

ating plants for research and commercial operations.

‘

This section also limits leasing of oil shale lands to not more than
30,000 acres, presumably divided among three States, and would un-

duly restrict broad industry participation in oil shale development.

‘ |
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2 Our Position on thig section is that the regulations should not limit
the Secretary g to the total amounts of land which he may designate,
We think this section should Provide that the Secretary designate
from time to time reasonable amounts of land, with clear title, based
on nominations made by qualified individuals and companieg,
Sections 317 1.2-3171.3 cover the form ang contents of application
and considerationg to be used in evaluating applicants, '
hese sections relate to the qualifications of gy individual op com-
bany for acquisition of an oil shale leage. by application based on an
acceptable research Program and on the need by the applicant for
both the acreage and the products therefrom. Those Portions of thege
sections requiring disclosure of ownershi ) in private lands, divulgence
of confidentia] reservetin‘formation, ang detailed Projections of re-
Search and commercial operationg o far beyond what ig necessary
to determine capability and qualifications, Information of this type is
not relevant to the technical and financial c’afabilityof the applicant,
number of Provisions pertain to an applicant’s need for reserves
and require the applicant to set forth his nonfederally owned o] shale
reserves and conventional crude oj] reserves. The principle that an
applicant’s need for reserves should be a factor in (ﬁatemnini

mining factors in granting or failing to grant a'lease, RS
Our position then is t%xat oil shale Teases on ‘public domain land

should Ee awarded by competitive biddine » Preferably at bublic auc-

tion, with the requirement that the successful bidder perform a reason-

duction. Open eompetitive bidding woylq withstand publie scrutiny
and would stimulate commereig]. development of public oil shale lands
consistent with the needsof the Nation, = = - i 3 ,

tion of the Secretary of the Interior, i ; .

Our position hers Is that the lease terms broposed are‘not appropri-
at? for a competitive bidding system, and thus should be modified as
follows: - s i Vg !
First, with research to research term; A1l leases and notices of lease
sales should Provide for'a.speciﬁcf research terms. Such research term
may be extended by the Secretary, provided the totg] term, as ex-
tended, does not exceed 10 years, The leases should be subject to termi-
nation, after appropriate court review, in the event research and de-
velopment obligations are not satisfied, S o

Second, with regard to commercia] production term. The commer-
cial term of the lease should ‘commence upon satistactory completion

Section 3172.3 covers acreage desiﬁnat_ii)n and limitations, :
his section is too restrictive on ¢ etrlgﬁhts\ of the lessee because the
© research site, to determine
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and to limat the area of commercial operations. - 1
QOur position Tere is that for greater efficiency the Jessee should have
the right to select the research site and should be permitted to hold and
develop the total acreage as described in thelease. . N
The regulation: should provide for the inclusion of additional acre-
age in the lease, as long as the total acreage covered by the lease does
not exceed the legal Jimitation. ; ; c :
" Section 3172.5 has to do with royalties. o e
The royalty schedule proposed,in this section would stifle the devel-
opment of & shale oil and associated minerals industry on public lands.
Such a schedule based on & graduated percentage of net income, to-
gether with the current Tederal income tax tructure, would operate
to discourage the investment of private capital. In addition, such a
schedule would “increasingly penalize an operator in proportion to
inecreased operating eﬁiciency.*Thus, it would have the overall effect
of placing the comrmercial production of shale oil and associated min-
erals at a serious competitive disadvantage with alternate sources of
energy having a fixed royalty schedule. . - e L
- Qur position on this matter is that the royalty rate on hydrocarbon
production should be a fixed amount not to exceed 5 percent on the
gross value of the first products recovered from retorting Historically
this percentage has been used catisfactorily for other.mmera,ls. In case
of in situ operation, the royalty rate should be the same based on the
first products recovered from the wellhead. In either case, royalty
chould be payable ‘only on products sold or used off the remises.
On all other minerals, the royalt; should be 5 percent O the proceeds
received by lessee for such minerals on the premises in their raw form
 after retorting and concentration but prior to any treating or benefi-

.

cation. Should lessee sell such minerals m another form on the prem-

ises or Temove such minerals from the premises, the royalty should be
5 percent of the market value of such ininerals on the premises i their
raw form prior to any concentrating, treating, o benefication.

The roya‘lty,pajyments should be waived uring the first B years of

_ the quantity of mineral;depcisits‘ needed: for commercial production,

the research term as permitted by the Mineral Leasing Act.
~ Section 3172.9 covers other provisions. . :
Portions of this section require that disclosures of technical infor-
mation be made public and that patents be assioned to the Federal
Government. This section would destroy One of the most powerful
competitive forces that could be brought into the oil shale develop-
ment, The effect of these provisions would be to compel the lessee tO
disclose all of his technical «gnow-how” and operating data as wellas
b%ckground information and data accumulated from prior research
efforts. . i e : ~
- Qur: osition here is that the lessee: should be required to make
available to the Federal Government only such data and information
as is necessary to assure that the lessee 18 conducting a prudent and
efficient operation. All technical information S0 acquired should be
held confidential by the ’goVarnment:during the research term. Patents
obtained by 2 lessee should continue to be held. a;n&licensed by him 1
the same manner as other patents. Under this patent systen, the United
States has achieved outstanding industrial and scientific progress.
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Section 8172.10 covers antitrust consultation.
This section Provides that prior to issuance of g lease, the Attorney
al will advige if i‘ssuance‘conﬂicts with the Feders] antitrust

ener.
laws.

erous administrative problems,
Ur position here ig that the criterion should be that the offered oj]
shale land be of a value approximately equal to or exceeding the valye
- of the selected publicland, e
ow, in conclusion, I woylq like to SUmmarize our views concerning
the development, of oil shale on the public domayin, ;
1. Liquid fuelg from nonconventiong)] sources could be needed in the
next 10 to 15 years, and oil shale could become g supplemental source
of energy. L
2. Because of leadtime requirements, steps shoulq be taken now to
encourage the necessary research ang development, of oil shale on the
public domain, - ‘ v ,
3. Oil shale on the public domain cap best be developed by private
- enterprige, , ‘ ‘
4. Clear title to the public domain o] shale lands is essential to sucl
development, -
9. Regulationg Proposed by the Depwart.menb of the Intgrior do not

Interior without delay. Thege regulations shoylq be conducive to the
diligent advancement of research and development by private enter-
prise so that shale oil can make itg Proper contribution as a supple-
menta] energy source when the need arises.

Mr, Chau"man, this concludes My prepared remarks, Thank yoy,
es.

a1 opportunity to. Participate in g competitive way that the research
being done by the Government could be of considera,ble'helﬁ);‘m giving
them a better competitive position? I am pot saying that the Govern:
ment should subsiqize other companies, byt they are not all equal in
their research capability. Woulq you cut off all Fedeps] research in
this areg ? !

Mr. Jones, Mr. Chairman, T believe that My position on Fedepg]
research is that there are certain areas that transcend individua] com-

N
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any interests, and that are in the national welfare, and that are not
in the private sectol that are appmprlabely the concern o Govern-
ment. This has to do with public health, for example, for the space
program activities which have 1o immediate relation to the private
sector,and & number of other areas. ;

But in those areas where research 18 being conducted to satisfy a
demand of the economy, and which can be an has been appropriately
handled by the private sector, T feel that there should be no Federal
research. 4 i ‘

The Crarman. To be specific, what areasare we talking about with
reference to the pending matter ¢ I do not think there is any reat quar-
rel about the fact that the Government should not necessar;gly parallel
what private industry is doing. But the statement is “without further
Government expen ditures.on research,” and that would mean the whole
area that we are talking about, would be cut off from Federal research
funds. T question whether thisis desirable? ‘

Mr. Joxus. Well; obviously——

The CHAIRMAN. In the nuclear field, for example which was
referred to this morning, DT. Teller—years a,goﬂwante(i to move the
Plowshare programn into this field and apply it to oil shale. This is
involved, of course in connection with the work that the Atomic
Energy Commission has undertaken  in trying to jmprove various
aspects of the peaceful nuclear explosive applications. Y ou would not
cut off this research would you? , :

Mr. JONES. Should this work move forward with research on the
use of nuclear figsion in in sit% retorting obviously the ATC would be
involved in this. , L

" So, within the confines of that area AEC has to be involved; but
the research work that would be attendant to follow up on it in my
opinion, would be appropriately conducted by private industry and
not by the Government. i : i ‘

The CHAIRMAN. There again you get into the question of degree.
Tt would have to be decided where to cut, it off. o

Mr. JONES. Yes. This does involve a matter of judgment.‘,

T am really trying to speak to the principle that I cannot support
the concept of government research 1n competition with private re
search to satisfy consumer needs that are\appropriately a part of th

rivate sector of the economy.

The CHAIRMAN. Senator Allott?

Senator ALLOTT. Yes.. . ,

On this Tesearch, Dr. J ones, 1 take it that you feel that any effort
by Government to get involved in 2 broad general research program
comparable to that which is carried on by numerous private com-
panies, at the present time, would be an extravagance which the Gov-
srnment cannot afford. , \

Mr. Joxss. 1. would certainly agree with that, Senator.

Qenator ALLOTT. But also you recognize that it we get info the
in sitw retorting, certainly the government is going to have to be in-
volved in it, at Teast until such time as the laws of this country are
changed with respect t0 the use and production of atomic energy-

T would like to discuss with you for a few moments the question 0
the royalty situation and just exactly how you foel that the royalty

| |
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brovisions offered by the Secretary woiild affect the development of a -
viable industry. it LR :

As T understand it, you feel that the bracketed scale of royalties
would tend to have a’ depressing effect upon' the expansion of the in-
dustry rather than an expansive effect upon it.

- Mr. Jongs. T do indeeo‘f Senator. '

I suppose there are two things basically that WOITy me, perhaps
three things that worry me, about the royalty approach. The first one
is simply a philosophical one that penalizes the more efficient opera-
tors. One of your strongest driving forces of :

Senator Arrorr. Fop some reason I cannot hear you.

Mr. Jonms. Am I cut off?

Senator Arrorr. T 4o not know. You know, we talk about sending
people to the moon, but for some reason or other we cannot get a
Speaking system in this committee room that can be heard around the
room.

The Cuamman. T have always said it somebody can come up with
a simple microphone that could be used effectively and reliably we
ought to give him the Nobe] Prize, [Laughter.]

§enator Arvorr. 1 agree with that.

Mr. Jongs. T ‘%‘;wss, as an aid, this is one of the most comforting

things we have,

Payments. :

This concept of taking money away in the form of royalties as a
percent of your net income is to me diametically opposed to the strong-
est motivating force that we have in private industry of continuously
doing our best to innovate, create, and to improve oy operations, and
to minimize costs, »

Experience has shown that as we do this competition moves the
appropriate portion of the gains so made back into the private sector
in the form of improved products at reduced prices,

Now, secondly, if this is intended as a tool for the Government get-
ting the right amount of money for thege properties on public domain,
as I pointed out in other parts of this testimony, T feel it, ig an unneces-
sary tool. If the competitive system is involved in bidding, the com-

panies- doing the bid g will take into account the profitability, ob-
viously, of the entire operation, and the hids would be developed to
reflect the overall profitability. :

I think, if we look at the development in other areas, in the number
and type of offshore bidding for the Quter Continental Shelf, we have
seen how this has resulted in, over the years, intense activity by .the
various companies in thejr bids.

If we take into account the profitability from these operations, this
is reflected in the biq prices for the leased lands. So graduated royal-
ties are, at best, an additional tool which would add nothing to the
basic. tool that is built into the competitive bidding system, But T think
the worst thing about it is that it dulls initiative, and essentally it pen-

alizes the most efficient.
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Senator ALLOTT. Would it be safe to say in this area you might have

two companies with comparable deposits, both with the same size

leases, and the company which operated most efficiently would pay

more royalty to the Government than the other company and, in effect,
place the first company in an unfair economic position. :

Mr. JonEs. Yes. By collecting more royalty from the efficient. pro-
ducer his competitive advantage would be cut. At the same time, this
would reduce him closer to the mediocre performer. The Government
will still collect a lesser amount from the poorer producer, and the
poorer producer would have less incentive to improve his operations.

Senator Arrorr. You have stated that there are approximately
580,000 acres of land in this area owned by the U.S. Government, and
you have emphasized in, 1 think, two or three places, and I think right-
fully so, that one thing the people must be assured of is the opportunity
of a clear title.

“Mr. Joxgs. Yes,sir.

Senator ALLOTT. Otherwise somebody who had overfiled or some-
thing of that sort might have their filing sustained by a court, and
then the company which had gone in there might be subject to paying
considerable damages. 1 think this is a very valuable contribution.
 But with the limitation of 5,120 acres, if you assume as much as
30,000 or 40,000 acres being leased by the Government under an oil shale
program, you still are considering only a small part of that amount
which is owned by the Tederal Government. '

Mr. Jones. Yes,sir.

Qenator Arrorr. With respect to this, T have been concerned with
the question of getting into & position here where companies who are
genuinely interested, who are willing to put up research money an
develop processes—a lot of these patents are actually in the publie
domain now, are they not ?

Mr. Jonzs. Some of them are; yes.

Qenator ALLoTT. Some of them are. I have been concerned about the
situation of making it possible for these companies who have a gen-
uine interest whether or not they are going to be able to acquire leases
in the public domain. I have a study by Mr. Cameron, who will testify
later today, I believe, or tomorrow, showing the various private hold-
ings in this area, and this does not happen to be your situation, I think.
What would be the situation if a company which held private land
there with relative}iy shallow beds, that is in thickness, should attempt

_to start upon the evelopment of them and then later be faced with
competition from someone who could get 2 lease of 5,120 acres in the
deep and, for the most part, richer shale beds which lie deeper in the
Piceance Basin? Wouldn’t this make an anbearable economic hazard
or would it ?

Mr, Joxes. Well, as you correctly point out, we are among the have-
nots in this area, and do not own any such lands. We are talking about
the south part of the Piceance Basin, toward the outcropping. ‘

Senator Arort. Yes. .

Mr. Jones. Solcan only theorize on this since we do not have imme-
diate personal interest in this problem. :

But it would seem to me that you have stated it just right. A com-

pany faced with making a decision of putting 2 substantial amount of
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- Inoney into a plant—x believe a figure was quoted this morning of
about $1925 million for 'a,50,000-baITel-per-day plant, and T think this
is in the right order—would cause a prudent company management t,
assess very carefully the Pposition it might find itse]f in a half dozen
years in the future when we have such questionmarlks as ‘persist- at

© present time as to the role of the Government in carrying out re-
search and making informatiop commonly available tq all partici-
pantsor all potentia] participants,
Senator Arvorr, In these areas some of the beds are relatively sha]-
OW—you say 50 feet of recoverable 20-25-gallon oil, whereas'in the
deeper parts'of the basin, the beds go up in excess of 1,500 feet in thick.
ess with shale which will run ag high as 50 or more gallons per ton,
berson or thoge companies with holdings in the southern part of the
sector,-along the outcroppings, would almost need to know for certain
whetker or not they coul participate in the leasing and development
of the deeper, thicker, and richer beds, would they not?

r. Jonzs, Certainly T agree with that, T think, to make the prin-
ciple here, Senator, what would be importa,nt to me is that T would like
to have a Iittle assurance about what the running rules of the whole
game are going to be a little bit further down the road.

oW, certainly in this cage Wwe are looking at here, with the vast
- public Jands just to the north of the lands you are describing, what is

Senator Arror, Well, you are.really getting to the point T wanted to
make—and T gm glad you diq not steal my bunch line completely—
which is that if a_competitive leasing System were set up and the
Secretary decided that 5 certain number of acres were to be get aside

- 1or competitive bidding, that anyone who ig genuinely_interested and

ad the need and the ability, could pretty well determine where they
were in the situation I described.
- Mr. Jowgs, Yes, sir. Ang then the big Prices would reflect the very
est assessment of the relative values of the lands involved, just as
they do in the Outer Continenta] Shelf bidding.

Senato_r _ALLOTT.'_And you feel that the research lease could bé sur-

real research, if they did not pursue it With diligence, if the did not
come up with viable, economic miethods, that the lease could thep be
canceled. : A e
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‘Mr. JONES. Yeg, iy sow b hel Lomuet o
. Senator ALLOTT. Or brought to-a ¢omelusion so that the interest of
. the .public.c_ouldin all respects be protected. deoaa

. Mr. JoNEs. Yes,SiT.. . AT Ly e

Senator -ALLOTT. 1 think that is all T have, Mr. Chairman.

The CHAIRMAN. De. Jones;-you recommended 2 royalty of b per-
cent. The leases in ‘connection with the.Outer;Cominental' Shelf are
not less than 12% percent. They are presently set:bytregulation at
1614 percent. You refer to thisin your statement. What is the reason-
ing by which you come to this 5:percent figure? : :

Mr. Joxzs. Five percent, as 1 understard: it, is & royalty that is ap-

_ plied to many minerals. This is not oil in the form of liquid-
hydrecarbons. - R :

The CHATRMAN. No3 but the end product is oil.

" Mr. Jonzs. The end product 18 oil. But we are talking about what
you are starting with here, and, in our opinion, a lower royalty pay-
ment would be conducive to developing the shale oil industry at the
most rapid pace. ~

Now, as 1 have indicated earlier, to the extent that technical devel-
opment allowed improved profits from this operation this, if we have
any confidence in all of the past performance in such areas, WO
be reflected in bid prices on the lands that the companies leased from
the Federal Government for development. ,

A dmittedly, you can exchange the one for the other, and in the final
analysis, I suppose, they are interchangeable. But as a system, I think
we would be better off with a low royalty payment and look forward
to the lease bids as being a common denominator so far as getting
the best value for the Federal Government. ~

The CrarrMaN. How do you answer the contention that we are deal-
ing with known reserves here so you do not have the exploration costs?
You do, however, have the development costs, which are substantial
because we are dealing with a whole new problem, both from the stand-

oint of research and from the standpoint of technology.

On the other hand, in the offshore operations 1 would suspect that
the exploratory work is much more expensive. You are in deep water,
you are getting into deeper water, you have all sorts of problems which

ou do not have in a land-based operation. How does one respond to
that kind of contention ? ‘ :

Mr. Jones. Well, I do not, know that I can. I see little in.common
between the offshore operations and the shale oil development. The
only thing I see in common are the principles which T have emphasized
of competitive bidding for Government lands. , g

Tt is quite true that no exploration, or essentially none, would be
involved in the shale oil development. You know where it is. There is a
lot to be learned about its characteristics which you might call ex-
ploration, but which might more properly be ca! led development.

But beyond the princi‘plesof lease acquisition, it is very difficult to
compare these two areas. They are essentially different.-

The CHATRMAN. 1 agree. But we have 2 higher royalty on the off-
shore production, which is in a more difficult area, than we have on the
continent and the costs of exploration and operation offshore are sub-
stantially greater are they not?
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~'Mr.»JO'NEé;.fThi-s'istrue:v?‘.' R SRR TS
., The;CHAIRMAN;:.There" are many new: problems Qf’engineeﬁing and
teahnology,whenwyou are prospecting :in deep. ‘walter, Also, offshore

I just pose this question: T do not ‘know the ‘answer, but it would
Seem to me there is some relationship, although the problems are differ.
ent. We are dealing with problems, and we are dealing with the Tequire:
ment of additiona] expenditures, and that is why T raise the question
about the 5-percent figure, Yo :

Mr. Jongs, Just as I have pointed out that the royalty payments on
oil from shale would enter into the total economic picture, so today the
royalty payments on offshore oil enter into the economics there, Thege

two are refiected in any bid prices for the lands.

though, becauge I could just as wel] extend it to sand anq gravel or
other minerals that are mined in much the Same way that oil ghale
would be mined, and here the 5-percent royalty has been the traditional
level for this king of extraction Industry.

0 you can make this kind of comparison with a lot of things that
are more nearly like the extraction of oil shale from the ground and by
the same techniques, :

Senator Arrorr, Mr. Chairman, coulq I comment on thig just very
briefly ? T think it would be well to have the staff prepare a more inclu-
sive statement thap I have found here just in a moment, T think that
where the recovery of minerals from the ground is, and the mining is
a significant factor, that the lower royalty has been utilized as opposed
to the 1214 percent or 16 percent. -

I was looking here at title 30 of the United States Code, section 262,
relating to sodium, I thi
minerals,

The CramrMan. T think this is a very important point because it is
hard to remember that varying applicationg apply under the Minera]
Leasing Act, as it relates to the Outer Continental Shelf. We will have

is prepared. .

(The information requested is as follows :)

Minerals Subject to leasing under act of Feb, 25, 1920 (41 Stat. 437:30 U.S.0. 181
et seq.) and under the Acquired Lands Act of Aug. 7, 1947 (61 Stat. 913,
30U.8.0. 351-859)

Royalty rate Statute citation

As fixed in lease with 12}5 percent Sec. 17 M.1,.A. (41 Stat, 437, 60

minimum, Stat. 950; 30 U.8.C. 181)
0il and gas (noncompetitive) o Pgpereent... A 0.
oal. .. e As fixed inlease, § cents per ton min- | 3¢ U.8.C. 207,
imum,
Potash.__.__________ Not less than 2 percent of gross valye 44 Stat. 1057; 30 U.8.C. 282,
at point of shipment,
Bodtum. ..o ] T TSRS 41 Stat, 443, 45 Stat, 1019; 30
U.8.C. 262!
Phosphate..... .| ... dooo il 41 Stat. 440; 30 U.8.C. 213,
Sulfur. .. T 44 Stat. 301,

30.U.8.C. 241,

Outer Continental Shelf._____ Not less than 12}4 percent_. ..
_“_—\\\\\
T6-821—67— 14
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Senator ALLorT. Just for the sake of the record at this peint, the
statement provides for 2 royalty of not less than 2 percent of the quan-
tity mined on sodium. S0 this ‘would-lead to one question, which my
friend from Wyoming, % he would permit me, I would like to ask, and
that is, would 1t be of considerable assistance in this area if we were
successful in moving the present 15 percent depletion allowance from
the point where it now applies, which is at the point of removing the
shale or marl from the ground to the point of the rst retorting. :
T think you referred to this, at least indirectly, in your statement.
Mr. Jones. Yes, Sir. : ‘ :
Senator ALLOTT. Would this be of some assistance to you? The
Secretary did not comment on it this morning, and I personally feel

that it is one of the important aspects of this development. .

Mz. Jongs. There are two obviously important points. One is the
determination of the amount of royalty, whether 1t be 5 percent or
whatever, and the other is the point of application; and what we have
recommended is that the gross value of the first products recovere
from retorting bethe point of application. ,

Senator ALLOTT. S0 that would be the product first retorted, or in
the case of in sitw retorting——

M. Jones. The first liquid received at the wellhead.

Senator Arrorr. The first liquid received at the wellhead.

Thank you. :

Mr. Jonzs. Excuse me, T am told by Mr. Sloan that what I said was
about right. On most minerals extracted from the ground by the
traditional mining methods, royalties run up to 5 percent. It is gen-
erally 5 percent or less, and this has been the basis of these decisions
onmining.

The CHAIRMAN. Dr. Jones, we want to be fair. After you have seen
the record if you wish to supplement your remarks in any way, you may
do so. That applies to all witnesses.

Wo are trying not to ask pointed questions, and to avoid placing any-
one in a position where he may not have an immediate answer. What
we want, more than anything else, are the facts. We are in a new area
with a lot of new problems, and we cannot do our job unless we get the
information. We want as much information as we can possibly
assemble.

1 have just one other question, Dr. Jones. How do you feel about
the need for a Federal recordation statute in connection with the
applications for mining claims in the Green River Qil Shale
formation ?

Mr. Joxgs. On this, T suspect my supplemental statement will be
more intelligent than the one I can make right at the mom nt. '

From the little that I know about it I do not think that this is
needed in connection with clarification of the status of these oil Jands.
Adequate information, procedures, knowledge are currently available
to proceed with this at the present time.

The Cmaremax. I will appreciate having your comments because
the Secretary has some real problems when so many claims, as he
indicated here this morning, have been filed.

As you know; at present each county, and State has different record-
ation provisions and different rules that apply. /
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Mr. Jongs. I 4o wish to file 3 statement on it, T think we know where

ours are, and we have all the information needed to clear them up. -
The CramrMan. T would suspect that You know what Property you

have, : '

- Senator Hansen,

‘Senator HANS_EN. Thank you, Mr. Chairman,

I do have some questions that T think follow along those that have

1 asked with reference to the royalty rate, and I note, as has already

been observed, that, Jou recommend that royalty rate of a fixed amount
not to exceed 5 Ppercent.

Ofbviously, the public is interested in maximizing the royalties that
would acerue to the Federa] Government, and I have n¢ argument
at all with that concern.

I would like to observe, however, ang ask you if You would not
agree with me, that there are other equally valid public concerns,
one being, should we not be quite concerned over the complete utiliza.-
tion of these oi] shale resources, ,

ay I add to that by way of clariﬁcation, my belief that any fixed
costs that are part of the retort operation, or whatever it may be, could

fining it wil Dot repay all of the other costs that have gone into it,
i %ing interest on the Investment, When that point ig reached, it
ecomes very margina],

Now, we ‘are leaving, ang T understand this Is true not only in
Wyoming but, Perhaps, in the many other States ag well, oil under-
ground that could be brought up if you want to spend. enough money
to bring it aboye ground, but, if it cannet be brought, above ground so
a8 to return a profit to the oil company, it is not going to be brought,
above ground. -

ould you agree with me, this ought to be part of the consideration,
public consideration, in the resolution of this royalty rate question ?

Mr. Jongs, Yes, And if T tried to talk on it, T thinlk I would repeat
what you said, Senatop, This is, T feel, appropriately g consideration
that a &roup such as yourg should take int account, because it ig part
of the environment In which the company operating will make its

Senator Hangpy. I heard estimateg made that we can probably pro-
duce not feyver_ than 80 billi.on_.ba,rrels of oil, as T Trecall, from our

I feel, that the public generally wi]] benefit from the production of
a low-cost Tuel, so that we may think about the ultimate tax take in
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{he way of this ’rt}yal’cy‘that'goeS“tb'the Federal Government, on the
~ one hand; and we ought not; N considering that, ‘overlook the obvious
advantage, o0 the other, wher"e;hi‘-'we'prwi o or we produce ¥5 amitch
oil as possibleat the cheapest rate possible. o AR
Qo that what we may lose on the one hand could 'WBH,‘mdeed, it
seems to Me, be returned to the public -011*#5%16’bther.«Would"you agree
generally With'that'sta‘teméht oor U T P S :
Mr. JonEs. Yes. 1 think that you have brought up an extremely
important principle, and that is that' the total economy benefits in &
variety of ways from o commercial venture. ‘We have emphasized here
the royalty payments and the bonus payments but/ there are many
other aspects of it. You are right. S
- Qenator HANSEN. T think one other ared that concerns me is that I
ook upon the creation and the operation of this oil shale industry as
an added way to provide jobs for Americans, to add to our tax base in

We might g0 abroad, as we have been doing, and as we were brought

up short with the trouble 1 the Middle East, to Tecognize that our

. gecurity may hang at times on a very tenuous reed when we become too
dependent on foreign SOUTCes of supply-

But I think there ought to be something said, and it ought to be
noted that when we develop an industry, and if we maximize that
development in this country we are going to benefit, the public woul
benefit, in a great number of ways. We are going to create jobs here
in this country. We are going to add income to our economy—1 do not
Jnow whether I gaid tax base OT jobs, but they go hand-in-hand. All of
these things can happen, and I say this because in observance of the
application of these public land laws and with specific reference to My
own State of Wyoming, 1 know we have been concerned about the
revenues that accrue to the State and county governments in Wyoming
from the rental and use of our State-owned lands. '

There are those who say these rentals have not been high enough. But
T think a far more important consideration 18 what happens when
these lands are put to use. Tt is interesting in this connection to recog-
nize that the rental which accrues to the State of Wyoming in many
instances 1S a Very small part of the great good that accrues to the
State of Wyoming and to the school districts, and to every other arm
of government as you think of all of the series of processes that take
place when you get something going on public lands, and I think this
applies here.

T would invite your observation if you feel that that is right. ;

Mr. Jonus. Well, T could not agree More with any set of principles
than the ones you have been enunciating. :

To put this into one set of terms, 1 suppose the development of a
100,000—barre1-per-day plant of shale oil would probably generate 2
community of between 15 and 20 thousand people.

Senator HANSEN. T know a number of studies have been made in this
whole area of the economics of the oil industry.

Within the last fow weeks, 1 understand three companies or con-

sortiums, O maybe individual compamies, have indicated they are
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tinue to meet the competition of well-managed companies,

Did I understanq your testimony correctly when I inferred that, as
you look at it, there would probably not be sufficient profit incentive
In an oil shale operation to stimulate much Interest with the rates as
they were suggested by the Secretary ¢ :

Mr. Jonus. The royalty part of it is part of the package that we
feel in toto would tend to hold development of ol shale back.

g As I stated previously, given the right kind of guidelines it appears
. that an oil shale industry might be developed on the basis of reason-
ably anticipated technology in the short-range future, such as the next
decade, that would be competitive with the average of mining and
manufacturing, which is in the neighborhood of-12 percent or maybe

a little bit better. :

Now, it seems pretty obvious to me that g new industry, which okb-

viously has hazards that the traditiona] industry does not have as many

- of, is going to have to hold out the promise of as good g return on
capital as going into another industry or capital will not flow into it.
Thisis fundamental to everything T have said.

Senator Hansgx, Well, in that connection, I note that some of the
oil companies are acquiring substantia] coal leases in my State. I think
your company may be one; am I right, that You have ?

8o will reflect your judgment as to where the greatest opportunity for
profit lies. Would that be fair to say ¢ :

r. Jones. That is g very fair statement, T think it is important here
to articulate one point with which I am Sure everybody wonld agree.
Although we do not know exactly what the growth of energy demands
is going to be, we are pretty sure they are going to keep growing, and




——-

242 FEDERAL OIL SHALE PROGRAM

 of shale oil is held back, this simply means, by inference, that some
other supplier of energy will move in to fill the gap. :

You imply this energy source to be coal and it could be. You also
indicated other courses of action which might develop, some of these
being outside of the purview of the domestic companies.

But the facts are that the gap will be met, and if the gap is met by
the promotion of something other than shale, with 2 delay in the de-
velopment of chale technology, it obviously would be fighting an uphill
battle to come into the pictureat a later date. :

~ Senator HANSEN. 1 appreciate your response to that question.
T would just like to observe, in closing, that as nearly as I can deter-

" mine, there have been any number of experts who have tried to dif-
ferentiate betwen our accomplishments in this country and the accom=
lishments of other countries, and although they do not agree in toto,

T think there has been substantial agreement on this fact: and that is,

that Americans have at their command 2 greater energy source than

does any other country, and I suggest that it is very clearly in the na-
tional interest not to minimize the future potential of that energy re-
source, but rather to ‘make it as great as we possibly can. : :
T recall a few years ago that it took about 48 percent of the total
labor force in Russia imply to provide sufficient food and fiber for the
~ needs of the Russian people. We can do it with maybe between & sixth
and an eighth of that number, and T am inclined to think it is because
we have a lot of tractors around, we have a lot of electricity around
that other countries do not have. ~ :

1 would hope that in our desire to develop this great resource we
would bear in mind that this is the important consideration : we shou d
not lose sight of—and let us not fool ourselves into thinking that our
major concern is to try to see how many tax dollars, how many royalty
dollars, we can take directly from the industries that are developing
this resource and pub them into the Federal Treasury—the jobs that
we can create, the tax bage that we ean build, the homes that we can

rovide, all of the other things we can do if we do this job well and
make it as attractive as possible for industry to do the job that I am
sure it will do if given the green light, ' :

You made an excellent Statement, Dr. Jones, and T appreciate it.

Mr. Jones. Thank you. 1 wish I had been foresighted enough to
include your last statement in my remarks.

Senator Moss (presiding). Thank you, Dr. Jones. :

T heard your prepared text, and then T had to leave the hearing room
during most of the questioning. 1 do think you have made a great con-
tribution to the record, and we are glad to have it. Tt represents the

osition and point of view of a great company, actively involved in

the petroleum field, in both shale research and development as well as
the production of petroleum, so your practical recommendations are
certainly helpful to this committee. We do thank you and your as-
sociates for coming here. '

Mr. Joxes. Let me again thank you all for the privilege of being
pefore this panel. g

Senator ALLOTT. Thank you, Doctor. '

(Subsequent to the hearing, the following additional statement was
received 1)
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HuMeir Or, & REFINING Co.,
. Homton, Tew., Octobep 26, 1967,
Hon. Hengy M. JAcksoN, L : :
Okaﬂ‘/rmtm, Committee on Interior qug Insulay Affairs,
U.8. Senate, Washington, D.o. : ; i
Drar M. CHAIRMAN : In responge to your Suggestion made during the oil shale
hearingg held by your Committee on- September 14, T woulq like to Submit thig -
letter ag g supplemental Statement for the recorq. You indicateq that such g
brocedure wouig be acceptable, .
) During the Question ang answer period following, my testimo’ny,f I wag asked

value ang ig Predictable with a fair amount of certaintyv, Co_nver,sely,, in the
case of shaje oil, the minera] hag already been located thereby Decessitating g
Very minjma] amount of exploratory activities, Op the other hang, in the case
of oil shale, a high unit COSt. is.required to produce 2. barrel of 0il because of the
complex Production operations that require mining, crushing, ‘retorting, upgrad-
3 " ial. Tn addis

uranium, zinc, lead, iron, stone, sand, 8gravel, ang inany others, are subject :to
location under the mining 1awg of the United States, and are produced free of

- CHARIEs F. Jowgs.
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Comparative royalty rates

- Royalty required Royalty currently :
Mineral by law imposed by : Comments
Federal lease  © | oo e e
] e e
Oil and gas: o DA :
Onshore, not within 124 percent--.------ 124 percent._o------
known geologioal strue- : : T :
ture of producing oil . :
and gas field. : . P . O i
Onshore, within known Not less than 1214 From 1214 t025 Graduates according to dai 1y
geological structure of percent. pereetit. .| o average production: :
rcfgucing oiland gas ; e A S .
eld. !
Outer Continental shelf  |----- A0is i n wmmmimme= 1624 pereent.-o------
lands. . N .
Coal: . . . ; i . :
Mined by underground Not less than 5 15 to 20 cents per Royalty, varjes from 914 0,10
methods. 2 cents per ton. ton. Fin percent degbnding upon Co!
. : : s : qualityant location.
Mined by stripping- - ----={-==7" A0 - cemmmmmm == 1734402254 cents per Royalty varies from 3 to 9 per-
) ' . ton. : cent depending upon Co
; : . quality ‘and location.
Phosphate__.-.._-_._.-.---_.~ Not less than 5 per- 5 percent of gross L B
: cont of gross value. value but not 1ess |- :
o : E);an 95 cents per |
; ; : 0.
FOAIUM L i memmmmm s mmm === Not less than 2 ;ier- 5 percent of gross
i cent of gross value. value.
Potash - o coammammmmmmemTmT T e PR A0-w cacmmmmmnn=

~ Senator Moss. Our next witness will be Fred Hartley, president of
the Union Oil Co. of California. Mr. Hartley, would you come
forward, please. ‘ SR
We are pleased to ‘have you, sir. If you have any associates aC-
companying you, they may come to the table also.
ould you introduce your associate. We are happy to have him.

~ STATEMENT OF FRED L HARTIEY, PRESIDENT, UNION 0IL CO. OF
 CALIFORNIA; ACCOMPANIED BY J{AROLD H. STREAM, MANAGER,
' OIL SHALE ACTIVITIES o

~ Mr. Harrey. 1 would like to introduce Harold Stream, who is

manager of our oil shale department, and I am sure he works full
time, along With his miﬁingx_engineering associate in coordination
with our research department and other technical -arms ofour com-

pany, with the responsibility’,to keep going

oil shale development. S el
Senator Moss. Thank you. We are glad to have you, Mr. Stream.
Mr. Harrrey. 1 am honored to have been invited to appear before
you today and I appreciate your consideration in scheduling my
appearance O that T may return to the west coast this afternoon.
TUnion Oil Co. of California first became interested in oil shale about
1915. In 1920, it established an oil chale department headed by Rod
Burnham. Incidentally, I am happy to report that ‘Mr. Burnham
celebrated his g0th birthday last year by taking 2 boat camping trip
down the Colorado River. It must have recalled memories to him
because from that river you can see the outcroppings of the Piceance

Basin oil shale field. )
Mr. Burnham and his staff set up an office in Denver in 1920 and
immediately commenced. investigating the oil shale country. A mill-




TS |

site wag Purchased and by 1925 about 20,000 acres of Patented oil shale

lands, including bott ‘ i
nion was also bursuing its study of Tretorting methods in this country

andabroad. , : ' ‘

not be developed faster gp Inore economically by any other means. Fop
all these reasons, and in view of the public Interest—and I add publice
criticism—which any step toward opening the Federa] shale reserves
will rovoke, the decision of the ecretary of the Interior to proceed
and the issuance of proposed regulations merit commendation.
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Tt is a source of dismay, however, that the proposals are SO drafted
‘that no businessman would be likely to risk his time and money in
shale oil if he had any reasonable alternative. S R

Shale oil is an emerging industry. Extraction and refining of shale
oil has not yet been achieved in this country on a commercial scale.
T am sure they will be. The industry needs 2 Jubstantial investment of
‘time, manpower and money, backed up with a good share of stock-
Tiolder patience. Tn our opinion, the proposed regulations fail to set the
necessary framework for development, of an oil shale industry. T will
‘comment on various aspects of the proposed regulations and offer our
suggestions for improvement. ' S

. 1. The Department’s proposal for selection of acres for leasing
grovides that the Secretary will publish notices from time to time
designating areas for the conduct of particular types of mining, extrac-
tion or processing which will be made available for leasing. Areas are to -
be selected with a view to encouraging research on & variety of mining
and processing methods under & variety of conditions, taking into con-
sideration principles. of conservation and environmental protection.
‘No more than 30,000 acres are to be s0 designated. ‘

We suggest the following selection procedures as preferable:

(1) A oommitte'e,c-omposed of representatives of the Bureau of
T.and Management, the Geological Survey, and the Bureau of ‘Mines

‘prepare a Joasing map of oil Shale lands divided into blocks, each: of

which, in the opinion of the committee, would constitute a Jogical

and economically feasible development tract. : e

(2) Each block limited to oither about 5,000 acres maximum, Or
or lesser acreage containing not.more than about 1 billion barrels 0
‘economic reserves—and I add at this point eco omic reserves usually

~are considered to be those reserves that contain 25 gallons per ton of
shale oil potential or higher. ' » o o
* May I explain at this point also, because of the varying de ths of the
oil shale seams, I think there has been some reference to that today,
some seams are as thin as 30 feet, some 60, some 100, some up to 2,000,
‘and obviously, if you gave & lease out of 5,000 acres and a 60-foot seam,
that would contain, let us sa%,m barrels of oil. b : ,

Tf you gave out 2 lease which had 2,000 feet of thickness and you
gave out 5,000 acres, you would give 2,000 divided by 60, some ap-

roximately 33 times. as much oil to the potential le: seholder. So we
think, naturally, in the public interest the Secretary of the Interior
should be able to vary the acreage depending upon the quality of the
shale oil reserves underneath the particular block outlined by the
committee that I previously described. by i '

The CHAIRMAN (presiding). ‘Mr. Hartley, on that point, is the
information regarding the formation of the geological area we are
talking about known, ‘in the “judgment of industry people like
yourself? : 5 TR

Mr. Harriey. I would think that the people in the Bureau of Mines,
Geological Survey people, have spent a lot of taxpayers’ ‘money get-
ting this information, and T consider it to be pretty reliable; at least
within fhe degree of accuracy that is required here as to whether you
are talking about a billion barrels or 900 million, and I do not think
that is of particular concern. The area in general, the geological for-
mation, is pretty well known. g v
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I hasten to add, however, that if that were g concern, a man could

e given g provisional lease of 5,000 acres on the assumption that the
geology was sych and such. If he happened to get a windfall ang found
out the geology was 50 percent one Way or the other, berhaps then he

I think the key point 18, 200 acres with 2,000 of thickness equals
about a billion barrels of oil, whereas 5,000 acres with 6 feet of thick-
ness equals about g billion barrels of oil.

enator Arrorr, My, Chairman,

The Crarruay, Yes, Senator Allott. :

Senator Arropr. I think, in view of the fact that many people who
might read this record might he somewhat confused by this, it shoulq

e made perfectly clear that there is ng such thing as uniformity
throughout this entire area, either as to thickness of the shale
formation or as to the kerogen content of the shale, Would that not
be true, Mr, Hartley 7 ; :

Mr. Harrrpy, Well, Senator, within g given area, in fact, the only
thing that really makes the entire shale oi] mining and retorting system
viable is the fact that Mother Nature has been pretty uniform,

1 it were not S0, I think the entire subject would be only of academic
interest. We today in our mine and other mineg that I have Inspected,
including the Bureau’s, are Impressed with the tremendous uniformity -
of the oil shale deposit. We are somewhat appalled at the lack of yni.
formity of the roof structure and the hazards involved in minin
Potentiality of roof falls, and so on, which perhaps corresponds to the
failure of ‘oj] wells after being in production for some time, due to
sand falling back In, and so forth and so on.

do not mean tq say there is not the hazard within the oil shale
operation, but Mother Nature has done a pretty good job of being uni-
form within g given areg, ' ,

Senator Arropr. Let me make my point very clear here because
there will be 5 great many people who will read this record who have
Never seen any kind of g mining fqrmat;ion; But you have forma,tipns

as 2,000, that you have proven out, I think, and find the facts to be
that very litt]e runs 2,000 feet in thickness,

t has been estimated that some of it runs ag high as 70 gallons per
ton. But how mucl, can be proven out, at 70-gallons ber ton is at the
moment more or Jegs 5 Speculation also; is it not, as of thig moment, ?
Or do you fee] you know? I have been told that all of the private
drilling there together cannot definitely define these areas,

Mr. Harreoy. I think that the various parts of the basin have to
some degree been explored, some more than others, and T am not trying
tosay that the entire area is uniform,

hat T am trying to say is that if there is a 60-foot seam in a given
area of 5,000 acres, that that Particular seam ig relatively uniform.

Senator Arxopr., Right.

Mr. Harrrgy. And that there could be a 2,000-foot Seam area within,
let us say, some limited geography, T do not know exactly how man
acres, it could he only 200 or it might be 5,000 that, too, wonlq probably

© quite uniform, A e we together now ¢
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Senator ALLOTT. Yes, I think we are together. The thing that I
wanted to negate was the concept that some people might get that this
was just & uniform strata with a uniform quantity of kerogen in 1t
and that it did not vary-

Mr. HARTLEY. Going on here, on point 3. First, to recapitulate here,
we suggested that the Jeasing map of oil shale land divided by blocks be
prepared. Qecondly, that we establish the size of these blocks in the
way that I have indicated ; and then, point 3, blocks be designated by
numbers, as is the practice in oil and gas leasing on the Outer Con-
tinental Shelf, and leases be issued only for whole blocks. )

(4) The Burealt of Land Management then called for nominations
of blocks to be offered for lease and the Department of the Interior
select, the blocks to be offered, taking into consideration the factors
suggested In the Department’s proposal and the blocks nominated.

We see no justification for limiting the offering to 2 maximum’ o
30,000 acres or any other amount. 1 the suggestions for leasing anc
lease terms, which I will discuss later, are followed, the Government’s
interests will be adequately protected and abuses avoided. :

The Department proposes an initial “research term” covering &
desi natedpo‘rtion of the leased property for a period to be designate
by the Secretary, not in excess of 10 years. The lease is subject to ex-
tension for a “commercial production term”’ so long as mineral prod-
ucts are produced from oil shale in paying quantities. The extension
occurs only if the Department finds the lessee has conducted its re-
search activities in accordance with the plan set forth in its applica-
tion and has “in the course of the research term” developed 2 mining
and processing method which is:

(1) commercially feasible; : :
%2) provides for optimum recovery of minerals to be produced;
an ' :

(3) meets the Department’s requirement regarding prevention OF
minimization of air and water pollution. Read literally, those Jessees
who had Jeveloped mining and processing methods in years past woul

not be eligible for extenston for comiercial production. '

The lease may be extended for the commercial production term only
with respect to the area which containsthe quantity of mineral deposits
deposits determined by the Secretary to be needed for commercial

roduction, allowing reasonable reserves. ,

The Department proposes an annual rental of 50 cents for each acre
or fraction thereof. Apparently, this rental is to be calculated on the
entire area covered by the so-called lease, even though only 2 small
fraction is immediately available to the lessee and even though only @
portion may ultimately be available for commercial exploitation.

The Department makes no express provision for any work obliga-
tions. Possibly they are to be inferred from the requirement that the
applicant deseribed its plan of research and development during the
rosearch term and the general nature of the commercial operation
sought to be developed.

We believe the foregoing provisions are unrealistic, inequitable and
unworkable, and propose the following instead :

1. Leases be issued to qualified applicants covering a specified block
or blocks for an initial term of about 10 years at fairly high minimum
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rentals in the range of $250,000 to $500,000 per year. Higher rentals

could be bid and would be a factor in evaluating bids, Amounts ac-
tually expended On research and development of the lea,sed properties

royalty payments, Applicants would be limited to g total of about
5,000 acregs maximum, or lesser. acreage containing not more than
about 1 billion barrels of economic reserves—o5 gallons per ton or

igher., W

2. Recognition be given to those companies who have expended sub-
Stantial sums in the past on the development of o] shale mining ang
Processing techniques by permitting them to credit at least 50 percent
of such expenditures during the Past 20 years againgt their rental
obligations, f »

3. If, at the end of the initia] term, commerecia] production is
underway on g particular block, the lease ag to that block would
remain in effect so long as such commercial production continues,
Lbsent commerecia] production, the lessee would have the option to
extend the lease term for not to exceed two periods of 5 years each,
at an escalating repta] subject to the same credits as thoge permitted

or the initia] term; in other words, again, to provide dollars to
conduct research. ! ¢ : i

nterior is to get the shale off the ground. e
he way to get shale oil off the ground is to get the maximum num-
r of people, corporations, entities of all sorts, conducting research
and development, and T would like to See every dollar spent go into
research and development, not to the U.S. 1T reasury for various other
burposes that you entlemen Sometimes approve, -
nion believes these Procedures would (1) stimulate the lessee to
achieve commercia] Production as soon gs possible, (2) discourage
Speculation and Speculators, and (3) assure return of acreage to the
Government Within a reasonable period if commercig] production or
substantial efforts therefor were not achieved within g “reasonable
time, ' : e

return to the Government to be put into the hands of other more
serious-minded people who want to do something about oi] shale,
ssuming each applicant could show- adequate financja] resources,
awards should be based upon the size of the rentals offered which,
while offered in terms of cash, could also be reasonably regarded gu
work commitments, While recognition would also be given to those
who have spent their time and money on oil shale research and develop-
ment during the past 20 Years, the conditions proposed would prevent
undue advantage.
As to qualification of applicants, the Department’s proposed regula-
tions are Permeated with discrimination against thoge companies which
either having existing oil shale acreage or other oi] resources. For
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example, (1) the proposed regulations state their purpose is o enst
cOuUrage parbieipati’on by companies not favorably sl’quated with'
_ respect to access to reserves of the minerals present in oil 'shale, (2)
the applicant is required to set forth its interest in nonfederally owned’
oil shale lands and the reasons why ‘it needs foderally leased ‘land
for its proposed research and development, (3) in evaluating appli-
cations, the Department is to consider the applicant’s need for lease
Tands to conduct its proposed research and developnient and proj ected
commercial activities, as well as its need for reserves of the minerals
proposed to be produced, and (4) the & plicant is required to describe
the reserves it then owns oOr controls of oil and other minerals of the
kind believed to be present in the lands applied for. Gt

This discrimination is not authorized by any provision of the Min-
eral Leasing Act_of 1920 nor by any,considera;tions of morality or
equity. No criteria- are established for determining what constitutes
not Favorably situated with respect to oil shale or need. Quite’
apart from the difficulties in orderly and fair administration of ‘'such
provisions, they constitute an unwarranted administrative unsurpa-
tion of the prerogatives of the legislative branch. The awarding of
leases on Federal lands on the basis of need of the applicant from
any:viewpoinﬁ is novel and not designed to father a healthy new in-
dustry nor to assure to the Government the best return for its leases.
Asa practical matter, it would seem difficult to award bids at the same
time on the basis of the other criteria established and of need. When
does one outweigh the other?

The Department’s roposed regulations provide for a minimum
royalty of 3 percent of gross value at point of shipment to market of
the mineral products from the oil shale.
~ Some lessees will Joubtless mine oil shale, crush it and then retort
it to obtain the material which, after hydrogenation,will be shipped
to refineries. Others may well use some method of wn situ retorting.:
Further definition of “point of shipment to market? is therefore
needed to avoid inconsistent treatment and discrimination. Although
the term mineral products from the oil shale apparently includes
chale oil and other mineral byproducts of the retorting or other
extraction process, the term should specifically include shale oil. - '

Oil shale is mined and processed to obtain shale oil and it is reason-
able to recognize the value of the shale oil itself for the purposes of
computing' both royalties and depletion. Its value can at this point
be correlated with the values of other known low-grade crude oils,

The regulations also provide that the annual net income royalty
rate shall be a percentage of net income from production of mineral
products from oil shale to the point of shipment to market. These
rates vary from:10 percent, of that part of net income which: is no:.
more than 10 percent of investment to 50 percent, of that part of net
income which 1s more than 20 percent of investment.

In effect, the 3-percent royalty is credited against the net income
royalty. Net income is defined as taxable income computed without
allowance for royalty and depletion and investment is defired
as the original cost less depreciation of capital assets. Under this
provision a successful operator will find himself 1n a bracket paying

50 percent of his pretax profits without allowance for royalty and
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ut may I Suggest Mr. Udall’s Suggested devicegs would receive the
plaudits of Karl Marx if he were alive today and, no doubt, John

© suggest that the royalty bear the same ratio to the rate of per-
centage depletion for income tax Purposes established for shale oil
as the customary 1214 -percent royalty rate bears to the rate of per-
centage depletion established for ‘oil and gas. And since it has been
stated here, what is the royalty, is it an eighth or is it 5 sixth, that is
1214 percent or 1624, and since 1214 percent is given on land, 1634 is
given over water ; if you would ask my opinion on that subject, I would
say it ought to be the reverse of that. T think somebody brought that
point out, and T certainly agree with him,
N evertheless, whateyer number  ig used is tied to the 2714 deple-

I would, on the ot ,

they are prepared to do in the Way of making a definite contribus

tion to the development of the industry. L Dol
Now, after this industry hag been developed, there is still going

to be about another 500,000 acres of this land left. Now, come along

ject to readjustment at, 20-year periods succeeding issuance of the lease.
The justification for this is not readily apparent. In addition, there
would seem to he no justification for measuring the initia] 20-year
period from the date the lease issues, rather than from the date of
the extension for the term of commercial production, :

include a complete detailed disclosure of a]] materials, brocesses, and
equipment mnvolved, and al] the technical and financial data needed :
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to enable any qualified person to carry out the work performed under
the lease.

It is also to include recommendations for further improvements
and such other representations and information as the Department
may specify. Persons designated by the Department are to have access
to all operations and facilities. No report may be copyrighted and
the Secretary has the full right to publish, reproduce, and use, and
to have others do 0, the reports and any information obtained by
the Secretary pursuant to his regulations. The Secretary must

romptly publish reports received, and make other information availa-
ble to the public. _

These provisions are most objectionable. Each applicant, who has
not already done so, will  doubtless develop its own processes and
technology through the use of its own funds. There is neither precedent
nor mora. justification for requiring it to share its hard-won knowl-
edge with the Department or with others. :

- Provision 18 made for acquisition by the (Grovernment of title to all
inventions made in the course of or under the research term of the lease.
The lessee is required to issue licenses—at reasonable rates—on patents
owned by it which are necessary to permit others to practice inventions
made in the course of or under the research term. In the case of a proper

“showing of exceptional circumstances, the lease M2y contain provisions
granting greater patent rights to the lessee.

‘Whatever justification there may be for such provisions in the case
of contracts covering Government projects to be carried out by pri-
vate contractors financed by Government funds, none exists 1n the
case of a lessee of Government oil shale lands. In addition, they place
severe penalties on those who, like Union, havepioneered in the field
of oil shale mining and retorting and have achieved at considerable -
expense, their own patented processes and their own know-how.

These disclosures and sharing requirements constitute a serious bar
to the future development of the shale oil industry and these restric-
tions should be deleted. Further, they encourage speculation by com-
panies unwilling to commit their capital, and place ‘the Government in
the position of handing out windfall profits to inactive or unsuccessful
companies.

President Johnson is reported as saying he doesn’t think Middle
Fast conditions require a speedup DOW n development of oil-bearing
shale deposits In Colorado and neighboring Rocky Mountain States.
But if U.S: petroleum supplies are threatened more than they are now,
steps can be taken to develop shale oil faster.

1 do not interpret the President’s reported remarks as indicating
any difference in views from those which I have expressed. So faras 1
am aware, there 1 nothing in the present Middle East situation which
imperils the adequacy of petroleum supplies to meet the present re-
quirements of the United States.

The situation does, however, point up our country’s need for assur-
ance of a high level of domestic petroleum supplies to meet vastly
increased future requirements for civilian use, of which T am sure the
President has knowledge from the Government’s own economnists.
Moreover, there is always the possibility of substantially increased
defense demands.
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In the long run, aJj these requirements wil] have to be supplied from
both crude o1l and shale oil. I am sure all realize that a_‘fqll-scq,le oil

cates may break into g run if the country’s petroleym supply is fur-
ther threatened. o
In Summary: (1) We recommend the Secretary of the Interior for
taking this first step toward the encouragement of g shale oil industry.
(2 We feel, however,. the Department’s Proposed regulations have

e believe the Suggestions we haye made are workable, will
éncourage neither speculation,:div'scrimina;tion, nor speciaj advantage, -
and wil] expedite the emergence of g shaleoﬂ-industry. Sy

entlemen, in anticipation of Possible questions you may have as tq
Union’s current activity on oil shale and oyr attitude relative te its
future, I'would like to make the following comments: .

also designing the plant to process 7 0,000 barrels per day of ‘synthetie
tar sand oil from Alberta, anada, : , :

It is to our 'shame that our good neighbor to the north has pioneered
the way in synthetic il Production while the Department of the
Interior for the bast 20 years hag tailed to provide the necessary leader-
ship to create an atmosphere conducive to similar private investments
in the Uniteq States. Anq may I hasten to add, American capital is
primarily involved in the Canadian Project. :

In addition to g viable first phase"]easing policy by the Department
of the Interior, Congresg and/or the executive branch mpy i
adequate bercentage depletion applied to the raw shale oil, Further,
industry must have stability and reliability in respect to the foreign
oil import policy: which hag ‘deter‘iora'tqd into ‘& chaotic political

country quite recently and the brogram is now underway.,
Second, furthep experimental work ig underway in oup laboratories
at Brea, Calif., both on retorting and refining, Ang. third, Union (j]

76~—821'-67\1 7
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Co. of California recently—as 2 matter of fact, the agreement was
“signed last Friday—-—entered into a short-term lease agreement with
Battelle Development Corp., an affiliate of Battelle Memorial Institute,
under which Union is making its experimental site and shale mine in
Colorado available on nominal terms to expedite Battelle’s program
for the development of & novel process for oxtracting oil from shale.

Even though we have our own proven retorting process, Union is
vitally interested in fostering any developments which might s%eed
up and lead to better and cheaper ways to commercialize the vast shale
o1l resources of the United States.

Considering, gentlemen, the never-ending tenuous world situations
that the United States is confronted with, further indecision on oi
shale policy is the height of folly. We are appreciative of the fact the
Tnterior Department. 15 moving. Let’s, through industry-Government
team effort, get going—Iin the right direction.

Now, I would like to present to you for your inspection an exhibit
which I think you will find of interest. 1 am sure there is going to be
some testimony given in the next 48 hours that will pertain to the
beauty of Colorado, and believe me, as oneé who spent 5 years directing
our shale research program in Colorado, and having enjoyed its beau-
ties, 1 certainly am not against that being a factor:to be taken into
consideration.

But 1 thought, so that you gentlement would have some facts to g0
by rathier than theories which tend to come oub of Dbeautification
experts, 1 would like to show to you here, first & sample of the retorter
ash as it comes out of our retort, what it 1ooks like some 7 years later,
and I would like to show you this photograph in color; qnt,ouched I
promise you, of the ash deposit area where you will see green grass
growing through. Unfortunately, I have no cow enjoying itself in this
-picture, but 1 can assure you it-is edible. Also, these pictures were
taken in 1965.

Here are three just taken there in the last 60 days which show the
same area, and T think it will be comforting to you to know that indus-
try is just as concerned as any of you about what this area will look
like when a retort plant has passed through and 20 years have gone
by and it has left. We do not propose to have an Appalachian dump
heap. We propose to return the area to something which certainly will
be in keeping with the beauties of the Colorado > pountain scene. May
1 bring this to you?

The CHAIRMAN. Yes. ;

Mr. Harrey. That is the oil shale ash as produced under the effects
of moisture, climate, and sodium, Jdeteriorates in the soil, and & little
light ammonia, because the nitrogen compounds that are contained in
the oil shale and ammonia production is actually made as a byproduct
of the process. :

As you see, this is a flatland here. These are more recent pictures.
We would be pleased to leave that as an exhibit with your committee.

The CHATRMAN. Fine. Thank you, Mr. Hartley. We will certainly
include this in the files in connection with the hearing. Does that com-
plete your statement ? »

Mr. HARTLEY. Well, T had one other exhibit which I sort of hesitate

to show you, but perhaps it does illustrate the entrepreneurial spirit of

e ————
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to be the first wit} our commercial shgle p]a:nt, and I trust that he has
made a sma]] contribution by Paying income taxes on the profit he

- able period to time We are going to have g torrent of money coming to
ashington and to the State capitals, : S o i
The _é’HAIRM_AN. Thank you, Mr, Hartley, for your statement. We

i 3 r- : £

r. HorRTLEY., We stopped our project in 1958 in terms of spending

money at the rateg of $2 to $4 million a year, because of the two points

I made in my presentation : first, if you recall, the 1958 oi] imports

were coming into thig country with ng regulations Whatsoever, and we.
Wwere then going to be faced with the problem of ‘Mmaking oi] shale,
pipelining it to oup refineries in Log Angeles and San Francisco, and
competing with offshore foreign oil, which, as you know, is produced -
with benefit of depletion, ; e

So we had then to face the issue of, could we compete with foreign

oil, with the énvironment that we were then faced with? We have
a depletion law on oil shale at the bresent time which is 15 bercent, but
it is based on the rock, and that rock, ag you gentlemen know, there is
an awful lot of it ot there, and it is not. wor,ii very much per se until

1t is retorted and made in the form of crude shale oil. -

$ . 9
and there is g parallel to that, It is the same thin that applies to the
retorting of the production of mercury, the depletion. We have not
been able to get that through in any way, shape or form. :

That, tide to the bresent import policies, make the venture, since it
is such a large single, sudden, adventure~i)old adventure, unrealistic,
I can assure you if we had been glven some of the same king of assur-
ance, that were given to Puerto Rico, and companies investing there, so
that they "wpulg ave ‘ope i ‘ i :

aps it would cause a lot of things to happen,
In other words, we have g

deterrent at the present time, in my opinion, g S
The Crammax, How far away do you consider commercial deve]-
opment assuming that g program gets underway here whereby com-
mercial operations can commence ? “ : ,
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Mr. HARTLEY. There.is no point: in having this program if we are
" not going to provide these other -_two/environments.l Tave spoken of.
You are ]ust‘carrying; on - research in a vacuum, and although we are
continuing to do s0, it is at o much reduced pace. . P
We are trying t0 encourage others th,sqemtgwant to spend money

at this point, regardless of the fact that there is this vacuum ant,

suppose, because we have an ever-abiding faith in this Congress of the
United States to eventually provide an environment which will be
equitable {or the entrance of shale oil into the domestic market.
The CHAIRMAN. Senator Allott.. LA P T
Qenator ALLOTT. First of all, Mr. Hartley, 1 want to say, to you I
appreciate your fne statement. It ‘emphagizes Mmany of the points I
feel are very important at this stage, and T would just like to explore
one ortwo t ings withyou. = . e o
I had t'hexpleasur&.%l do not think you were present when 1 was
there—of visiting your plant when it, was in operation, and saw it in
operation. 1 was very impressed by the innovations there, and 1 was
also impressed by the reverse process which you had developed-—at
least reverse as opposedfto the process which had been. Worked upon
by the Bureau of Mines. o e 4
~You mentioned the Athabasca gands in connec‘tion‘with your re-
finery in Chicago- Would you think that, perhaps,.with respect to oil
shale, we are now at & point of decision as whether or not. ‘we will
engage or’ start a viable oil shale industry, oF whether we might, 11
light of some of the conditions you mentioned, pius others such as
patents and lease policies, and so forth, be faced with an alternative
of téleédevelopment of oil products from coal as well as Athabasca tar
sands ¢ . : FIRRE AL R e band
. Mr. HARTLEY. Well, Senator Allott, I rarely make bets when T lose
one. If anybody had asked me 10 years ago; that synthetic crude oil
from tar sands would have gone on. the market commercially ahead
of oil shale—T1 took that bet and Tlost. . e e
~In terms of market, in terms of location of Colorado, and the U.S.
consuming areasof consumption; in terms of the longtime proven tech-
~nology that our company has, for one, and 1 do not want to give the
impression.that we have the only viable ‘technology—there could be

others around at the present,time%l; felt that, I had great confidence

‘that, the oil shale indugtryWou‘ld,have been here by now, and again 1

repeat the only reason it has not is because we have not provided, either
by action of Congress o1 by the executive branch ;of';lGovemment, the
environment,‘oonduoix‘re, to that industry. getting underway. :
1 think it is & great -credit to the 1ea&erships,,msther;A]berta _govern-
ment that:they have seen fit to create that environment in spite 0 the
fact they are drowning from oilimade from conventional means.. The
oil wells of Alberta are turning out approximately 50 perecent of their

engineering allowables, and yet, they have provided the opportumity . ‘

for the development 0f this industry along withthe;deVelopmem; of
- their con'veﬁtional'vcrude oil. = i ih Gt e
- Further, as to your comment, I would not be surprised if we keep on
treating oil shale the way we have 11l the past, that coal may even win
ou‘ci to0, because you are aware of the fact that there is depletion on
coale R s : e : s
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Senator Avrrorr, T know you are aware of the fact that for the past
several Congresses I have had billsspending- to do _exactly the same
thing that you have suggested. with respect to depletion allowances,
and that is moving the point of depletion—it only requires a‘change of

batents go into the public domain and, of course, having spent the
money that your company has and that other ‘companies have spent,
and particularly your company in thig Instanee, on developing.proc-
esses, I assume from what you say, this would be a bay to your moving
forward in the oj] sha]eindustry. ‘ e ; e BT
r. Harrrey, Yes;deﬁnitely. e
May I tell you o story of actual facts? When we started our oil shale
Program in 1955, we eithep had to develop our own mine and enter into
all the costs of doing that, or we had what T thought was g very fine
alternative; namely, that we could buy the shale rock that wag coming
out of the mine operated at that time by the Department of the In-
terior, and we were willing to pay whatever the Department of Interior

That money would have gone, of course, into the Tréasury of the
United States anq reduced the cost to the taxpayers of the Bureau’s

One of the aspects of that was, of course, if we used that rock we
would have to turn over our developments to the U.S. Government, so
they merely continyed to take the dump truck, run it to the end of the

the bottom, T guess. , : :

So that, perhaps, tells you how ; that illustrates to you some of the
problems we have had in trying to get realistic 'Governmen't-industry
bartnership in thig problem. ‘ o g

So, naturally, we went ahead and opened our own mine, Why?
Because we felt if ‘we spent the kind of money that we had in mind,
which turned out to be around $10 million, certainly we were entitled
to have patent protection, and on that subject, there seems to be a
tremendous amount, of misconception, T

notice one organization after another in the United States, includ-
ing the committee which m

et here in Washington not too long ago,
where they seemed to associate the patent system with monopoly. The
patent system, yes, on paper, I Suppose, could be said to he monopolistic,
but basically it ig » System to give a man g, chance to handle his prop-
erty rights and not have them taken away from him with no repayment
for the investment. he has made in achieving same, - '
I can assure you that in the oil industry today I do not think I know
of any development in the oil refining and the oil exploration business
where the developmentg of the industry are not made available to other .




—_—_-

258 :  FEDERAL OIL' SHALE PROGRAM

members of the industry through licensing, and T also hasten to add

that those licenses are at modest rates. , i

Why ¢ Because you never know whenyou are going to have to take a
license from the other fellow. This is the discipline that causes this type
of exchange to occur. o : :

T can assure you that we have made our information available under
agreement with several companies in the United States. We are pre-

ared to license our inventions, and any additional inventions we make
we will be prepared to license those. :

‘As a matter of fact, we licensed and provided the basic information
for the refining of tar sands up in Alberta, and that plant up there is
running under technology develo od to a great extent, as far as the

: hydrogenation process is concerned, by the Union 0il Co. of California.

‘Senator ALLOTT. T have just one turther question with respect to this
royalty. You mentioned that Battelle now had 2 research project going
on, for which you are supplying the oil shale. Are you charging them
any royalty? : :
" Mr. Harrey. No. They have a retort worth testing in the field,
and the need a supply of oil shale. They need 2 site close to a supply
of oil shale in order to continue to carry out these: tests.

They approached us as to whether our oil shale experimental site
was available. We said it certainly was, they were responsible people,
and under the proper terms and conditions, we are leasing our site to
them at a nominal sum of $1,000 a month. That includes the labora-
tory we built, office buildings, and so on, and also it is quite a lot of
nice, level land which, in that area, is a little hard to find; and they
will also pay taxes on any investment they make there that requires
an increase 1n. taxes on that site.

.~ They have a 2-year period to operate on. We will not have access
to their patents. We will get nothing out of this in their first phase

other than in the event we ever proceed with commercialization 0

their retort in the future we will get nominal royalty credit for the

gervices that we are supplying them with.

Senator Arrorr. But you go not participate in their patents in
any way.

Mr. Harrrey. That is correct, SiT.

We are also making available to them free of charge—they are
going to have to pay the cost of mining, but free of charge, as far
as we are concerned—giving them access to_our mountain road, and
access to our oil chale mine, and they can take up to 300,000 tons out
without accounting to the Union Oil Co. : :

Senator ALLOTT. Thank you very much, sir. :

. Mr. HARTLEY. Tncidentally, we wish them a lot of luck.
Senator Moss (presiding)- Qanator Hansen. : '
Senator Haxsen. I do not have any questions, Mr, Hartley. I would

like to compliment you on an excellent statement. ‘ :

T must say that it is refreshing to hear 2 presentation, and yours
has been the second one this afternoon, that I think gets down to re-
alities in discussing the facts and the road blocks that are, ahead of
you and other companies as you contemplate the conversion of oil
“hale into a usable source of energy that people will have at their dis-
posal, and I think you have done a good job in pointing out what the

e ———Y
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real problem is and what the real concern of Government should be
in contemplating the regulations that will haye to be devised in order _
to set forth the guidelines and the rules under which this Tesource
will be developed. ' '

I commend you for doing an excellent job,

. HarRTLEY., Thank you very much, Senator Hangen.

stated. I sort of get the feeling that there is some feeling that some-
one is trying to steal from somebody. This leaves e at a great loss,
this question of royalty to be paid.” :

~do not notice, I have not noticed any disappearance of the Federal
income tax. In fact, we are looking forward, shall we say, to an in-
orease in the near future on corporate income taxes; although they
have not askeq my opinion on that subject, I am in fayor of that as
long as we ask the men to die in Vietnam. We ought to do some-
thing about keeping our country on a little more even kneel.

But if we are successful in Colorado with & commercial retort, and
if it makes money within the framework of the royalty rate provided
and the earnings provided in relation to that royalty rate, we expect
to pay anywhere from 50 to 60 percent or 65 percent, taxes—55 percent,
1income tax to Uncle Sam. .

May I hasten to add, even overseas we do not get involved to any
greater extent than that, so T am at a complete loss as to the concern
that someone might make some money, because if we do make some
money the employees of the companies involved are going to partici-
pate in salaries, those who put their money in, in terms of Investment,
are going to participate—T presume we still believe in the investment
System in thig country—and I cannot see what this great fear is, unless
there is a sinister move on to eliminate the profit system by every
devious device that certain areas of Washington seem to be able to
dream up in great volume,

Senator Hansex. T just might say that T think T quote you when
you say we are looking forward to an increased tax; T am not sure that
everyone is looking forward to it. We may anticipate it. But T do not
think we all look forward to it,and I am sure you do not.

Mr. Harriey, It is an expression you use, There is a lady in the
room and, perhaps, T had better not use it,

Senator Hansgy. The same thought, :

Senator Mogs, Thank you, Mr, Hartley, and My, Stream, for your
very fine statement here, and we are pleased that Yyou came to make
this record for ys, Thank you very much.

Mr. HARTLEY. Thank you for giving us the opportunity. Tt has been
a pleasure to talk to gentlemen here who are so attentive, and I
appreciate it very much. ; ‘ v

Senator Mogs, Thank you. ¢ 40

e have a 'problem now. We are not going to be able to hear all of
. the witnesses who are listed for today. Unfortunately, time has run
on and other commitments are pressing in on us, .
- We did, however, agree that we would hear Mr. Danjel F. Lynch,
who is a member of the board of regents of the University of Colorado.
He has to leave ang attend g meeting of the board in Colorado tomor-
oW, 50 we have agreed that we will hear him today. e
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Our other witnesses, we are going to have to carry Over until: to-
MOTTOW MOTNiNg when the hearings will continue. e
The scheduled time is 10 o’clock. T wonder whether we ought to start
a little earlier. Do you think we should? We will start at 9:30. We will
get at least a 30-minute start in the morning, and see 1f we can cover
the remainder of the witnesses tomorrow. oo ]

We regret the inconvenience that may have been caused to those
who expected to testify today, but they cannot be reached. We are
pleased to have Mr. Lynch, and we will start again at 9:30 in the
morning, after Mr. Liynch has completed his testimony today-

STATEMENT OF DANIEL F. LYNCH, ATTORNEY, ‘DENVER; COLO.

Mr. Liy~cm. Senator Moss and members of the committee, T thank
you very much for your courtesy extended to me, not only in hearing
what I have to say This afternoon, but also in calling me out of order.
T certainly hope that T have not inconvenienced unduly the witnesses
who were scheduled. to appear before me. It is true, however, that I
do have to attend a meeting of the University of Colorado regents
tomorrow afternoon Or tomOTTOW MOTNing, S0, aS 1 say, I deeply appre-
ciate the courtesy which is being extended tome. - o
Because I know that the committee has carried these hearings on
late into the day, and because 1 also know that other concerns are
certainly pressing on. the committee and members of the committee,
shall not read verbatim the remarks which I have prepared and which
T have already distributed to the committee. ; ; ‘
1 assume the members have those remarks and they will be a part of
the record, and it will not be necessary for me to make all the points
which I made in my prepared testimony.
~ Senator Moss. We appreciate your doing that, Mr. Lynch. Your
remarks will appear in full in the record at the end of your oral com-
ments and you may summarize as you see fit, and make the points that
you wish to make particularly emphatic in your statement.

Mr. Liy~on. Thank you, sir. §

The primary point that I wish to make at the outset concerns the
claims which were filed largely in the year 1966.

The Secretary of the Interior, in his testimony this morning, has
referred to these, and various witnesses who have appeared since that
t?lme have referred to the problems which have been created by these
claims. ‘ \

T think a few things concerning these claims should be noted. The
first thing, which was a little unclear in the Secretary’s testimony this
morning, 1s that it is quite clear from an examination of the county
records 1n the counties In which the oil shale deposits, at least in Colo- -
rado, are primarily concentrated, in Garfield and Rio Blanco Counties,
and that these claims filed in 1966 virtually blanket the entire Piceance:
Basin or at least those portions of the Piceance Basin which have
not previously been patented or on which there were not existing pre-
1920 claims. Indeed, there is a considerable overlap between the 1920
claims and the claims filed during the year 1966. ‘ ‘
“In his testimony this morning, the Secretary indicated that he had
recommended that the chairman of this committee introduce legisla-
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tion which would require a Federal filing or a Federal notice of rec-
ordation of mining claims, : ‘ : ,

I would think that that would be certainly a helpful step forward.
It is true that under the present laws which have existed pretty much
intact since 1872 that, no such notice to the Federa] Government di-
rectly has been required. ‘ ;

But the fact is, owever, that the Federal Government, the Depart-

Inent of the Interior, at least, was quite aware that these claims were

being filed at a time sufficiently early in the filing so that by the is-
suance of a withdrawal order the Department could have Pprevented
the blanketing of the ares, and could have prevented the legal situa-
tion which the Secretary now adviges us he finds himself in. T do not
know why the Secretary failed to issue the withdrawal order until
January 27, 1967, I do know that he was urged to do so as early as
March of 1966, Fos ~

I earlier observed ‘that fopm.er SenatorPaul Do_uglas, who has bgsen

‘Douglas has a complete list of al] the. filings in Rio Blance County
from the preemption index which haye been by the most active claim-
ant or locator of these minéra'ls, or alleged locator of these Ihinerals,
one Mr. Merle I. Zweite] of Shawnee, Okla, ; |

An examination of that preemption index and of the claims which
are filed on record indicates that the first claim in Rio Blanco County
by Mr. Zweifel, who has, T am told, something like 97 percent of the
new claims in Rio Blanco County, was filed on May 6,.1966.

I think it can be fair].y‘said that, had the Department done what

and necessary—that is, issue a withdrawal order—had it done that
in more timely fashion, we would not now be in the situation where
it is necessary to indulge in a considerable amount, of legal activity

leasing proposals can be carried forward, Ag [ say, I have no notion
why the Department of the Interior failed to act in more timely
fashion. :

I donot insinuate, nor do T wish to have my statement interpreted as
implying that the Department’s failure to act was occasioned by any
improper purpose. I have been disturbed as the matter of oil ‘shale
development has been discussed by what Senator Allott referred to as
the Teapot Dome syndrome.

To me, the great distinguished feature between the Teapot Dome as
a historical incident, and the development of oil shale is that so far
as I am aware there is no evidence at any stage in the oil shale con-
troversy that any public officials have been venal or corrupt. That was,
of course, the thing that made Teapot Dome such a shocking thing,

hat coneerns me is not any -allegations of corruption; it is the
fact that the procedures of the Department of the Interior, have not
only, under Secretary Udall—T do not make this a personal attack
on him—but T should say that to some degree under Secretary Udall,
but to some degree under his three most recent predecessors, have been
insufficient for whatever reason, to protect the public interest,

I cited two cases, with which I am acquainted—1I think there are
probably others T could not document. I have reason to believe that
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procedures were not sufficient to guard the public interest, of incidents
in which the Government of United States jssued patents-on: land
_where the same lands had been the subject of patent appliCaﬁiqn?s in
previous years, and where the patents had been previously denied
upon grounds other than the failure tovperformf‘required annual as-
sessment work. ; St B

T listened to the president of the Union Oil Co.’s testimony showing
the concern that some people have that somebody may make a profit.
T am not at all concerned that oil companies or other investors 1n the
development of the art, in the technology of oil shale production,
should, because of their investment, make a proﬁt.‘Indeed, T hope they
do, because without such a profit there will be no development of any
oil shale industry in Colorado and in Wyoming and Utah; and in
common, I think, with virtually all our citizens in those States, We
look forward to such development. We want prompt and effective
efforts taken to increase that probability of such development. o

What we do not want, however, are these kinds of windfall profits
the Secretary has listed—the Secretary has listed these windfalls prof-
its—or the prevention of the windfail profits, as one of the purposes
of the proposed regulations. I would say that the two cases that I
referred to indicate that windfall profits have been taken in the past.

In my prepared statement, I have indicated that I do not bring
these cases to the attention of the committee for the purpose of fixing
blame in any way on any particular administration or any particular
Secretary of the Interior. But again, to illustrate my concern that
the Department of the Interior in the past has not had procedures
which were sufficient at all times to guard the public interest, I have
cited these cases.

Tn the one case to which I referred, the Faton case, which was the
subject. of litigation, now no longer before the courts, the patent
originally was applied for in, 1 believe, something like 1928. The ap-
plication was denied by the Department of the Interior upon the
ground of fraud in the location. Tt was alleged that some of the
Tocators were dummy locators, and that, therefore, the patent ap-
plication ought not to be granted, and the patent ought not to issue.

Tn something like 1948, the lands, still in the hands of the same
applicant, were again submitted to the Department of the Interior,
and patents were applied for. At that time patents were issued to the
same applicants, and apparently there was an ignorance on the part
of those in the Department who passed upon the second application
that the same lands had previously been denied patents.

Now, this error was discovered in the Department of the Interior
and steps were taken by the Tederal Government, timely, to recover
the windfall profits which were made. Because of whatever legal dif-
ficulties which may have existed, the Government settled for, in effect,
a good deal less money than the particular person in question made
out, of his investment in these lands.

The second case I discovered, really, by poring through the records
in Garfield County. This involved the issuance of a patent to a person,
or actually to an oil company, where, as to some 500,000 acres of the
total acreage involved, the patent applications had been previously
denied upon, in some Cases, the claim that. some of the lands were
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nonmineral in character, and upon the further ground that the claims
were not valid as of the date of the passage of the Minera] Leasing
Act, and yet, not, Withstanding this fact, the Department of the Interior
many years latter issyeq patents to these lands, ‘ : ,
- Was concerned, especially in this case, by the fact that person who
sold these lands to an oil company, the Genera] Petroleum Corp., of
elaware, was able to sell some 5, acres of unpatented land for a
considerable sum of money, and apparently the General Petroleum

.

the 24,000 acres, this patent applicant paid the Govémment of the
United States some $61,500—$2.50 an acre—under the Minera] Leasing
Act. These same lands were sold, actually an undiyi(_ied interest in the

thereafter makes a profit, then that is something lawftully, Properly,
and reasonably done. But if there is any Suggestion that the title to the

patent ought not to have been released by the Government, then this

1s certainly an instance of g windfall profit which the Department

ought to protect the public against, ;

Senator Mogs. May I interrupt you for just a moment ?

Mr. Ly~cw., Yes, sir. , ‘

Senator Moss. Are you talking about the Minera] Leasing Act or
the mining law ¢ T do not believe you can get a patent—

Mr. Lyncn, Tf 1 said that, then it was sald in error. T am talking
under the mining law of 1879, You can get a patent under the mining
law; you cannot get a patent under the Mineral Leasing Act. That is
correct.

want to make, and this is about all that T would
Say as to this point, is that T think there ought to be a review of the
Procedures that are followed in the Department of the Interior in

In the hearings of March 12, T think it was, or May 12, 1965, Under
Secretary Carver clearly brought the Power into focus, the tremendous
pbower of the Department when he indicated that in a single lease of

could have up to 18 billion barrels of oil equivalent,.

So the point that T am making ig that, before the Department is
entrusted, as really it is already, I think, by law, but since Secretary
Udall is asking the guidance of the committee, I think the committee
should recommend OF request that there be a revieyw of the procedures

oW, in saying this, again T am not trying to cast aspersions on
anybody’s honesty and Integrity, but certainly the procedures have left
much to be desired. i ;
Speciﬁca,lly, I think someone' should inquire of the Secretary‘why
it was that, even though the Department was well-advised of this
great spate of claims, no withdrawal orders were issued until after
all the land, essentially all of the valuable land, in the center, the heart,
of the Piceance Basin had been claimed,. ‘ ‘
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I have never heard. anﬂ reason offered by the Departmen"t for the
‘delay, and 1 asmuch as th ¢ Secretary himself cites these claims a8 an
impediment to progress, T cannot help but wonder how it was that
‘the Deparment, knowing that the situation existed, failed to act until
the problem had become a serious one. . S .

~ Senator Moss. What was the date of the withdrawal order? :
 Mr. LyNCH. January 27, 1967. And I say in my tatement that this
Mr. Sweifel alone, between 1966 and the date of the withdrawal order,
filed claims covering some 340,000 acres in Garfield County. That is
an approximate figure, simply counting the entries in the preemption
book and multiplyln by 160. But 8o far as I know from inspection,
all of the claims filed by Mr. Sweifel were 160-acre claims.

The second point that 1 make, and this is in the form of a sugges-
tion to the committee, is that the Department of the Interior must 1m-
mediately begin to contest these claims or some other device must be
found by which the claims can promptly be declared null and void,
3£ indeed they are, and the Secretary indicated, 1 suppose, in his
statement this morning, there may be doubt as to the validity of some
‘of them, Perhaps, some of them are valid, but, at any rate, some
disposition of "t%is matter ought to be taken promptly, and unless
action is taken promptly we may have the same problems we have
had with the pre-1920 claims where witnesses have disappeareds,
people have‘died, testimony has become unavailable; and the like.

T have suggested ,anapproach’ to'the_committee which it may fin
Thelpful, and that is & legislative taking of these lands. Of course,
the Constitution provides that we sannot take property without the
‘payment of just compensation, but I am advised there are some prec-
edents for either executive or legislative taking without condemna-
tion proceedings, where provision is made for the filing of claims 80
that justngompensation can be made. Tt this technique were avail-
able it would have a considerable number of advantages over the in-
stitution of contested proceedings which are necessarily lengthy.
 Primarily, the title question, the question of whether these lands
will be made available for leasing or whatever other disposition that
‘the Secretary OF the Congress Proposes to make, the title question
would be solved immediately, and the other question to be then de-
termined is, What ‘ the fair value, if any, of the claims which have
been filed? , ‘

T Jeave it to the committee to consider the merits of this, if it has
anv merits. At any rate, it is a matter that has to be looked into.

1 would like to make a few other points. There has been testimony,

of course, by representatives of oil companies, and 1 have no doubt
that the oil companies who have been interested in the Piceance Basin
area of Colorado and other areas where o1l shale deposits are known
to exist, would like to have a right to keep the process of extracting the
kerogen from the shale stone. I have 1o doubt, if the process Were
~ developed and were sufficiently economically attractive, that we woul
develop an oil shale industry. . '
T am concerned, however, that the Secretary, ‘apparently, and the
committee, at least in these current hearings and in other hearings
which have gone before this, have not considered as an alternative to

the leasing proposals or the inducement method of encouraging private
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development that there might be some advantages in proceeding on 3
parallel system of Federal investment or- ublic, or quasi-public invest-
ment, which would at least supplement t}})xe efforts which are made by
the private companies., - R " o :

Apparently, there is uniformity only on this point as to one thing;
that if we are going to use nuclear explosives the ,G‘rovernme;nt will be

the research efforts of the Bureau of Mines in Rifle, Colo., in which the
Federal Government had invested some $15 million. T think that, par-
ticularly in relation to the conservation goals, some Federal participa-
tion in the investic ation of these resources and in the refinements of the
technology shoultf be encouraged. : v ‘ i
- have no doubt that the president of Union Qil Co. and other execu-
tives of other oil companies are sincere In saying to you they do not
Wwant to see pollution and the despoliation of the natural resources of
the area. There 1s, nevertheless, a natural difference between the inter-
est of a private company whose primary concern must be a fair return
to the shareholders, and the people of the United States, who have to
think in broader terms of the preservation of the environment, ,

We have learned in Some ways In recent years that the ecology of an

of Mines, and. refined further by Humble and the group at Anvil
Points, then, notwithstanding what other pictures you have seen, there
is going to have to be 4 great §ea1 of intelligent work and hard thinking
and a great deal of investing in techniques to prevent the despoliation
of the country. Gt e ~ ; :

The fact is that the slag, which is a byproduct or the end product,
in a sense, of the retorting effort, cannot be redeposited in the holes
from which it is taken, andif an o1l shale industry of any magnitude is
developed, there is going to be a tremendous. quantity of this waste
product which is going to have to be somehow dealt with. I think in this
area, particularly, some direct Federal participation or some. indirect
Federal pau't;icipa,tionz perhaps in a quasi-public corporation, would be
highly desirable, T believe, certainly, at least, that this committee ought
to consider the advisability of that approach as ¢ompared with the
One suggested to you by the Secretary. e ]

The last point that T would like to make is this: While I agree with
what Senator Hansen said, that the sole consideration in the develop-
ment of oil shale resources is not the amount of royalty moneys that
is received by the Federal Government, as a citizon of Colorado, a
State which, if an oil industry is developed, I could look forward to
the possibility that an oil shale industry would increase the tax base
in the community and provide employment for a great many people,
and many other subsidiary benefits could be envisioned. e

Given that fact as true, however, I think that it is also true that we

- must consider the matter of the Tairness of- the return to the people,

compared to the fairness of the return to the .company.. One of the
things that concerns me and one-of the things ‘that concerned: Mr. ,
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Cohen, who is 2 member. of the Secretary’s advisory group, in the
cgn,siderathn,of oil shale, one of the things that concerned Kenneth
Galbraith and concerned Dr. Morrtis Garnsey;‘who‘,appe\ared"beforeﬂ
_the Antitrust and Monopoly Committee of the Committee on the Ju-
diciary, is the pos ibility that the oil industry may, having gotten all
the inducements that we can offer, not develop the oil shale resource
as we hope it Wouldbedeveloped. e et Co
" Tamnotan economist and T am not prepared to submit evidence to
the committee which is the intelligent way to make that judgment. I
do suggest, however, that this is an endeavor ‘which has been made
by kmowledgeable people whose opinions are respected, and whose ac-
- complishments are known, and before we make this approach, which
 precludes any alternative in this industry to encourage oil shale de-
~ velopment, we ought to consider at least the possibility that the oil
_companies may not be presently disposed to make the kind of invest-
ments that a technology in successful oil shale exploitation requires.
~Senator Hart has indicated, and I think properly, that in the de-
- yelopment of a brandnew industry, as it were, it would be helpful
if other corporate financial entities not presently engaged in the pro-
duction of liquid petroleum would put their oar in the oil shale field
as a means of encouraging competition, and the like. I think this
monopoly aspect ought to be considered by this committee as well
as by the Antitrust and Monopoly Committee, because, while the writ
of the Antitrust and Monopoly Committee Tuns, in 2 Sense, legiti-
mately in this. fieid, it is certainly in this committee and in the House
Interior Committee that the basic legislative decisions are going to be
made which will affect, for good or ill, the future of oil shale develop-

ment in this country. : ;
T thank you again, Senator Moss, and I thank Senator Jackson ‘for
the courtesy that he has shown in permitting me to testify today, and
I thank the members of the committee for this opportunity to appear:
Senator Moss. Thank you, Mr. Lynch. TR ’
We are very glad to have you come and point in 2 little different
direction from where the testimony had led us earlier, pointing to
arveas where, certainly, careful scrutiny must be exhibited and the

- matters must be considered by this committee. »

Senator Allott, do you have any questions or comments

Senator ALLOTT. Yes, I have one or two questions and comments,
Mr. Chairman. , ' '
" First of all, Mr. Liynch, T want to make it clear that you appeared
here as a private individual. ' :
Mr. Ly~om. That is true; yes, sir. T have been interested as a pub-
lic official in what happens 15 the resource, but I do not appear in any
sense as a representative of the university, nor express the opinion of
the board of regents or an other members thereof. : o
o Senator Arrorr. Or 0 the department of natural resources of the
tate. : '
" Mr. Ly~cm. That is true.
Senator Arrorr. Nor of the Governor.
Mr. Ly~cH. That is quite true. : .
Senator Arrorr. I must say that T am quite in sympathy with your
« feeling about the dreadful situation that we have gotten into, not
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act that we have made No progress, or Substantially
0 progress, in the area of cleaning up all of the old claims under the
laws prior to the Mineral Leasing Actof 1920 o ;

I just want to.ask one thing about this matter of the Sweifel claims,
You mentioneq these. It is my understanding that the limitation on
a claim is thig situation, that of 20 acres per person. However, you can
associate eight persons together for the purpose of making one claim
as large as 120 acres in g placer situation. i s ‘

Mr. Ly~ncw. T think it 15 160 acres, sir,

Senator Arrorr. Did Isay 1202 ‘

“Mr. Ly~os. Yes, sir. ’

Senator Arrorr, 160 acres. / ‘
“Did you run aeross the association of himself with others in thig?
Mr. gYNCH. Yes,sir. Bach claim had eight locators, '

Sdenator Arvorr. To apparenly legitimatize the filings which he
made,

Mr. Lynon. Well now, I do not assert that all these filings are il-
legitimate. T am not, competent to do that,

I will say this: An examination of the record indicates that, for
example, on some days there would be 60 claims filed, on some days
100. 1t is inconceivable to me that you can locate and stake, and so
forth, all thoge claims,

Senator Arrorr. Will you let me state my question over again, T

ave not seen thege records, and I frankly did not know until today
the extent of hig filings. T just heard the name, that he had made some

lings, and that is all.
)1d he associate others with him ?

Mr. Lywon. Yes. In almost all of them,

Senator Arrorr, So that there is an apparent legality,

“Mr. Lywcw, Yes, that is correct, There are eight names on each
claim and, of course, you only need one person to locate if the other
persons are willing to cooperate in development of the claim.

Senator Arrorr, Now, in your Prepared Statement, you say:

For thig reason, I suggest thig committee request that the’Seci‘etary refer the
Droposed leases to the committee for review before any binding decisions are
made, :

Mr. Lyycw, Yes, sir. ‘

Senator Arrorr, We have several areas today where we are in very
.deep"’?%’{uaryel with the executive branch which alleges that this is an

only on the claims that you have mentioned and referred to specifically,
ut also upon the f

would find ourselves in g stalemate with the executive branch,

Mr. Lyxca, Well, T assume Secretary Udall probably, as I under-
stand the situation, could £o ahead and ‘make these issuances of leases
without any legislation at any rate. He sought out the advice of
Congress and said quite explicity this morning that he wants to make
these decisions in the white heat of publicity, T was only hoping that,
the Congress might oblige,

Senator Arrorr, You would not think, for example, that there were
people in the room this morning who had made application for and
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peceived exploration legses for minerals other than oil in this area
which were given by Secretary Udall 2 or 3 years ago=-something like
that. Do you think that we should take steps to-cancel out these people’s
valid leases—these people who subsequeml-y,ﬂbecause ‘of rulings of the
Secretary, or lack of ruling by the ‘Seeretary, or overfiled under the
rnining law on the éxplorati(')nleases they had? Do you think these
pédplé?shbuldfbef deprived of their effort and their enterprise in this
vespect? ' bt T OIS e

Mr. LyncH. You are talking about leases, for example, for Tiquid
oil and gas that exist in the area;‘*s(b‘dium? ' Lrilrh Lo RIS

Senator Arrorr. No. 1 am talking about mineral leases.

Mr. Ly~cu. I am talking about the claims under the mining laws of
1872, not leases. ‘ ‘ EETR P

Senator ALLOTT. Yes. They were progpecting permits, is what they
were. St A T
© Mr. Liyxct. You are talking about thie sodinm prospecting permits?

Senator ALLOTT, Y es, dawsonite and nahcolite.

Mr. Ly~on. Tt is not what I had in'mind. T had in mind the claims
filed in 1966 by Mr. Sweifel and others. You are saying that there are
other overlapping claims or lease applications, or what arethey?

Senator Arrort. There {were prospecting permits issued——

- Mr. Liy~ocH. Yes, sir. . ; | i

Senator ALLOTT (continuing) . By the Secretary which, as far as'I
know were legitimate in- every respect, and becatse of decisions ‘an
half decisions, and lack of decisions, by the Secretary, I think perhaps
4s ldte 1966, some of these people fled mining claims on the very
areas, the very lands on which they already had prospecting permits

You do not think that these people-should be deprived of ‘their
enterprise and the money they spend for the purpose of going about
this business of aequiring other minerals, do you B T
Mr. Lywcs. No. T am not trying to deprive anybody of what he is
lawfully entitled to and, indeed, 10 the ‘suggestion T ‘made, anybody
would be’able to recover what he was 1-awf1ﬁly entitled to by way of
just compensation. . B :

Senator ArrorT. You have attended any of the oil shale symposiums
in Colorado?

Mr. LyncH. Yes, sir. v e

Senator ‘ALLOTT. Were- you present appmximatel .9 years: ago
“when I told the oil shale symposium at the Denver-Hilton that in.any

event the cost of reforestation and so forth would have tobe considered:
as a part of the cost of operations of an oil shale operation? -
Mr. Lyxcu. I was not, sir: i ‘

Senator  ALLOTT. Do :you actually know of ahy

company,  Mr.
TLiynch, which is not considering this and studying it in depth, 1 mean,
any company which has evidenced an- interest in this area, which is
nob’conmdering“a,nd studying in depth the ways and means by which
they can handle the waste situation and return it as near as possible
to-its natural environment ? IRt St Cvrioa i
Mr. LyNCH. I am not advised of the efforts that the co_mpanies
ave-making. T -did accompany the former: Senator Douglas on a tour
oni' the Western slope this summer. Wes stopped. at the Anvil Points

e i
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People who were controlling the research and the management there-
at, and they indicateq to us that they haq observed at t%e site of the
pilot plants of the Department of Mines on their holdings, that the, T
shoul say ash piles, 1f you want to call them that, after about three
years appeared to Support vegetation, iyt :
I Specifically asked Whether they were doing any research in the
conservation areg, and, as I understood the answer, they were not.
Their interest, and the thrust of their research, was in the effort to
Ind various methods to extract the o] from the shale. The gentle-

plant. We were received very courteously by the management and

Not all of it, not all of the ash, as you referreq to it, can be put back
in the round, because it actually expands. Byt there is also the possi-
bility that g portion of it can be; and, as the pictures show here, the
Union process apparently has Supported a very good vegetation after
a period of several years there.. I hope we can do this,”

Each of the companies, each of the cities, along the banks functioned
responsibly in the light of their own responsibility, but the end. re-
sult was unhappy, and T think we are going to live with it for a long
time, until we oan clear it up. So I was hoping that some Federal par-
ticipation at Jeast I this conservation area might prevent that kind
of occurrence in the development of oi] shale. : o

Senator Arrorr, Well, I do not mind that, but T do not think that,

except in an advisory way, it is necessary because the Secretary has fyl]

cerned with beauty, not doing this,
Mr. Lyxcm. T certainly hope you are right, T hope that all the suc-
ceeding Secretaries are equally concerned.
Senator Arrory. Thatisall I have, Mr., Chairman,
76-821—67—__3g
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. ‘Senator Moss. Senator Hansen.

- ‘Senator HANSEN. T would like to thank you for your statement, Mr.
Lynch, and to say that I chare your inferest in higher education.- T
whas a member of the board of trustees of the University of Wyoming:
for some 17 years before 1 was’ olected ‘Governor, and T know how

deeply you feel about the needs and the ‘requirements' of higher educa-

on. : :

. T think this Jdemonstrates how we can have -common cOnCerns, and’
perhaps look at problems slightly d_i{ferentl'y. 1 do not mean to imply
that we have-any great rift m our interests, because Tighare yours 1.

the desirability of keeping undespoiled, insofar as wé possibly can, the
area of the country in which these oil'shalesare situated. €

" share, too, your interest in being concerned with the problems of
air and water! pollution. These are very serious problems. IR
“1 think, perhaps, if there is any basic difference in our philosophies,

it 1s the contribution that 1 think a viable profitable industry can make
and can add to & good educational program, a3 contrasted with what
would result if that industry should not come into being. .
Perhaps, 1 am only guessing on this, you may view the problem
slightly differently there, but T think our concern is to be certain that

Government gives adequate encouragement and adequate recognition
to the problems of the industry, so as to assure that it will become 1n-
volved in this instead of in the tar sands in Canada, or some other

place where an investment could be made that concelvably could be
more profitable. v s
You have made 2 good statement. Thank you, sir.
Mr. Ly~xcn. Thank you, sir. . .. e o ‘ .
Senator Moss, Thank you, Mr. Lynch, for your contribution to the

record. We appreciate your pointing out to us some of the serious

problems that remain to be clarified in this area with regard to mineral
locations and prospecting permits. Certainly, these must be clarified
and titles established ; otherwise, we cannot go ahead and expect a
development in this oil shale area. ‘We appreciate your testimony and
our prepared statement will be printed m full at this point. :
(The statement referred to follows:)

STATEMENT OF panieL F. LYNCH, REGENT OF THE UNIVERSITY ‘o COLORADO

“ Mr. Chairmen, members of the Committee, it is a pleasure for me to appear
pefore you to express my views concerning the leasing proposals relating to oil
shale lands which have been promulgated by the Secretary of the Interior, the
Hon.: Stewart 1. Udall. Tt is panticularly a pleasure as I have had the honor to
be employed as a legislative assistant by a former member of this Committee, the
Hon. John A. Carroll of Colorado. i :

1 appear pefore you as an interested private. citizen who has studied the
problems involved in oil shale development. I :appear also as an elected public
official. I am & member of the Board of Regents of the University of Colorado,
whose members are chosen by the people in state-wide elections. While it is true
that my responasibilities as Regent do not directly involve the subject of -0il
shale, it is also true that the ultimate disposition of public 1ands bearing oil shale
within the jurisdiction of the Department of the Interior and the Congress of
the United States will profoundly affect the University and all public institutions
within the State of Colorado. 1 need not remind this Committee that. under the
laws a considerable portion of the revenues derived from royalties under the
provisions of the Mineral Leasing Act is reserved to the states from which the
mineral resources are extracted. 1t is, therefore, a matter of considerable interest
to me, in both 1My private and public capacities, what the Congress and the
Executive Branch do with the vast reserves of oil shale.

s
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Ay Senator Allott told this Committee gt the time of ity hearingson May 12,
1965. “In ‘Colorado -alone; ‘the combined ‘reSources of: oil':shale lunder}yi-ng Some
1,380 square mileg is in excess of oneftrilli,on~ba1§rels;" As Secretray Udan said in
‘the preface to hig leasing Droposals, “The richest shales are believed to be in the
Piceance ‘Oreek Basin bf‘Colora'do, where‘somék 770,000, Acres. contain 25-gallon-
Der-ton shale in thicknesses of 15 feet or more;” Indeed, it has been saiq that in
the Piceance Basin there are several sections of land. in' which the imbedded

- Teserves of oil shale are as thick as 2,000 feet) - - EEN : :

Thus,. ‘the Deople ' of Colorago, together with theil: neighborg ip Ut_ah and:

At the time of the hearings of May 12, 1965, then Under Seemtary John A,
Carver told “this: Committee that a major Droblem in the formulation' of ‘policy
concerning oil shale developmenit lay in the adjudication of the yalidity, or: in-
validity; of ‘unpatented pre-1920 ' mining claimi. The Chairman of thig Committee,
the Hon, Henry M. Jackson, advised me by letter received September 11, 1967, that
the Committec “cannot hear arguments or viewsg on the validity or invalidity of
the il shale mining claimg.” “This issue,” he saiq, “properly is before the
Courts.” T shall, of course, observe thig limitation and shal} confine my, remarks
to the matter before the Com‘mitte‘e, ‘the probable effect of Secretary Udall's pro-
bosed regulations on the development of the' 6il shale reserves in the publicly
owned lands of the United States,”

Secretary Udall’s roposed leasing regulations were formulated to implement
a five point program announceq January 27, 1967 which was intended to pPromote
the recovery of oil shale and associated mineralg from the Green River Formation,
The first point of that brogram involveq action to clear title to public oil shale
landgiin ‘the area. )

This key point was not necessary because of the pre-1920 claims, the ones now

This action had been urged on the Secretary by persons within ang without the
Department. Tq my knowledge the withdrawa) order had been Tecommended ag
early as March, 1966, For whatever Treasons, the order was not finally issued until
January 27, 1967, :

As I am sure the Committee knows, these claims, unlike the pre-1920 claims, are
not “oil shale claimg?’, ‘They:were apparently bagseq on 'the presence in the forma-
tion'of metalg and:other minerals Dresumably not covered by the Minerail Leasing
Act'of 1920,

To gain some idea of the extent of thege filings, T accompanied g former qig-
tinguished member of the United States Senate, the Hon. Paul H; Douglas, on g
fact finding trip to the Western Slope of Colorado, Examination of the records
located in the Clerk and Recorder’s offices in Garfield ang Rio Blanco counties
verified what we had been told, that almost every square foot of ground hitherto

them (Interior Department officials) to even lease thege lands unlegg they bring
the whole thing into focus.”

Mr. Hanng’s article, in which this quotation appeared, went op to say: “Secre-
tary Udal, according to reliable reports, will soon declare the claims invalig and
it then will pe Up to Zweifel and associates ‘to estabish validity in Court.” i

I fear it may not be as €asy as suggested %0 decare the claimg invaliq, Unlegs
patent applications are submitted “tq bring the matter into focus”, an unlikely
Dossibility, the Secretary would have to initiate contest Droceedings which might
take years to resolve, :
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_ Under the Multiple Mineral Development ‘Act. of 1954, mining operations pur-
guant to rights: under any: patented or unpatented ciay must ‘be condueted; 8O
faras reasonably pracd:-ieable,,in a manner which will avoid damage to any known:
deposit of 2 LeaxsinglAeetminerafL” : Coe B . ORI

. The problem is that there may be no “praefcieable” manner in which the claim~
ants can 4o this. Geologl 1 evidence appears to indicate that the dawsonite and
other ‘minerals which form ‘the basis of these claims,is interspersed within the oil
shale deposits and that there can be no exploitation: of the one without a dis-
turbance of the other. While this fact may prevent t’he,.claimants from disturbing
the oil shale, it may also prevent the: government from - granting Jeases which
would disregard the rights of the claimants o the other: mineral substances. Mr.
Zweifel has clearly put.the government on notice that this is his position., ‘What-
ever the legal qerit of this position, it is another matter which could occupy the
Courts for years to come to the detriment of prompt advancement in the develop-
ment of oil shale technology: . ‘ IR ;

One tempting possibility mi’gknt'elli-mina.te these problems. Responsible applicants:
for leases under the Secretary’s proposed jeasing policy could purchase the claims
of Mr, Zweifel or other.of the 1966 claimants, o they could enter into a, coopera~
tive association with :such persons in the submission of leasing proposals. The
apsence of the possibility of legal controversies which would attend such an appli-
cation might make it more attractive 1o the Department than alternate propoals
which would involve the probability of exbensive,litig,ation. Thus, these claims,
which the Department apparently feels are largely invalid could form the basis of
an unfair advantage in securing a lease. Since one of the announced purposes 0
the leasing proposals is to prevent gpeculation and windfall profits, this possibility’
ought to be prev,ented by prompt and effective action against the 1966 claims. Hven
more important, the primary purpose of the regulations is to foster improved oil
shale technology, and the inclusion.of such extraneous factors as the avoidance of’
litigation cannot but blur the focus on this primary: goal. i

Action to eliminate these 1966 claims as clouds upon the title to public lands-
must be taken now. ! b . : :

" Tt must be taken: inorder to facilitate the Secretary’s leasing proposals, if they
are to be issued, but.even more importamt,,hecause a.failure to take such action.
conld result in-the loss of evidence, the: death and, departure of witnesses and per-
haps, in the ultimate grant. of patents-to claimants-or their ultimate agsignees in
ipstances where such issuance js unjustified and could be prevented by prompt
action. Do RS . . . ;

The action must be such as will permanemtly bar the claimants from further
consideration. I . i

This Committee is fully aware that in the past apparently final departmental
action has proved to be not: final at all, and that claims long rregarded as defunct
have been revived to plague the Deparvtment, the Congress and the Courts and to
delay the making of necessary decisions regarding the development of oil shale..

1f a programis undertaken by the Department to determine the validity of
the new claims and to eliminate those which are not valid, it.is forseeable that
it will cost 2 considerable sui. The. effort would involve salaries of mining engi-
neers to.make field examina,\bions.of‘ claims, the: cost of .assays, the cost of legal
review, stenographic costs and the costs of hearing, jncluding galaries of court
reporters, hearing ex\aminers,and ‘other personnel. 1f the claimants-are adequately
financed, the costs will ineyitably rise as appeals are taken. Assuming a cost-in

round figures of $300 to. $500 per. claim, the possible costs-of such 2 program
could involve millions of dollars. The cost of gervice alone would ‘be staggering’
as compared to almost.any other kind of litigation. i

And yet, unless gomething is done, the Secretary’s leasing proposals and the
whole future of orderly oil shale development may be stalled. If it is true that
metalliferous substances forming the basis of the new claims are intermixed with
the oil shale deposits, the new claimants, even on unpa_tented claims, will be in
position to assert that they are full partners in the oil shale deposits with the-
United States. Pursuant to the. Chairman’s instructions, 1 shall not venture. an
opinion on the validity or invalidity of these claims. Whether valid or mnot, how-

ever, they constitute a cloud until eliminated which may force the Department to

delay development-or to grant claimants & priority. of consideration in leasing
arrangements or to. force res,ponsible applicants into cooperative.arrangements
which they would not otherwise enter. :

I suggest that there is an alternative to contesting these claims, although if’

this suggested course ig rejected, the claims should be contested vigorously and.
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at once, I récommend the legislative taking of thege lands, That is that the Con-
Bress- enact legislation divesting the claimants of their claims, I believe thig
-could be consitutionally .adcomplished if adequate arrangements for the pdyment
of the just value of the claims were made, Certainly ‘it cannot be contended that
such a taking ig unrelated to a valig public purpose, the orderly development of
‘the oil shale resources of the United States. ‘

in Mr, Zweifel’s case, plainly stated their intention to produce a stalemate, Ag

already indicated, such g Stalemate could give decisive'leverage to claimantg

‘even if ‘the claimg are invalid since their invalidity could be proved only after

they have been given their day in court. If the only matter to be. litigated is the
1 S e e

value of the claim, if any, it is

It would be legs €Xpensive than government instituted ¢
Since the destruction of the bargaining positien of claimants would discourage
Prosecution of valueless claims, there would be fewer cases to be'decided and
broportionately fewer costy to pay. : : :

It would prevent any appreciation in the value of the claims, To contest the
claimg directly would involve inevitable delays. To take the lands by statute
would involve one quick strok‘evpreventing any  appreciation in the values
involveqd. Cr DL o '

ight be appropriately fileq in the Court of Claimsg, although it ig Dossible that it
has too few pérsonnel and too little experience in such matters. If so, the claim-
ants could present their claims to the Department of the Interior itself which
Surely has the experience and the bersonnel to procegg the claims, Appeals from
adverse determinations of the Department could be taken to the Courts as ig
presently done. : :

Unless some such action is bromptly taken, I fear that the Secretary may not
be able to locate 30,000 unclouded acres of public land to lease. Even if this much
land is available at present, the choice of sites would be narrowly circumsecribed
unless remedial action to expunge the 1966 claims is taken, - : ’

That such action is necessary because of the inexplicable delay of the Secre-
tary to issue the withdrawal ordep is beyond dispute. T woulg hope that thig
‘Committee would inquire of the Secrefary as to the reason for the delay. Such
inquiries are not suggested for the purpose of aflixing blame for ‘what appears
to be g lamentable 1a; Se of vigilance, but rather-to assure the Congress ang the
American beople that the Department’s brocedures are sufficiently thorough to
protect the public interest. I confess to some misgiving with reference to the

broperly pointed out : L .

“. . . the oil shale leasing sectiong of the Mineral Leasing Act, Section 241

of title 80 of the United Stateg Code, leave enormous discretion to the Secre-

tary of the Interior. He receives, in that act, no help from the Congress on

the size of the lease; save that it must be less than 5,120 acres,. That much

acreage Dotentially can pe staggering in itg reserves. | . . Forty acres on

some of these beds . + » could run into the billions of barrels .« ..” Page 33,

At the same hearing Senator Gaylord Nelson asked :

“So under this leasing authority the Secretary in hig discretion may lease

to one lessee the equivalent of what would amount to 18 billion barrels of oil
equivalent from the shale on a 5,120 acre plot?




274 - FEDERAL OIL SHALE PROGRAM

Mr. Carver responded :: : L RS o
: “If the withdrawl order were to be jifted, and I think the- Secretary has
. authority also to do that.” Page8d. S : . e
The present Jeasing proposals being considered by this Committee are promul-
gated pursuant to that anthority. Surely the people and the Ccongress wish to have
_confidence in the procedures and personnel of any PDepartment to whom the power
jg given to dispose of so much of the national treasure of the United States.
‘The acceptance 0T rejection of various proposals made pursuant to the pro-
-posed regulations will not be a simple matter of opening sealed bids. It will
involve many subjects and technical judgments. - i g
It is not my purpose to cast doubt either on the integrity or capacity of the
Department or on its ability to make these judgments in the public jnterest. It.
is my purpose to suggest that in important matters involving the public interest
the department’s procedures have not always peen sufficiently guarded. - Vot
For example, the Department issued patents on a tract involving considerable:
acreage although the same claims in the hands of the same applicant had beem
declared null and void on the ground of fraud in the location in earlier proceed-
ings. Although the error was subsequently discovered and suit was prought to re-
cover either title to the lands or restitution of the value thereof, the government
recovered only 2 portion of the profit realized by the applicant. This was: the-
Baton case which was concluded by settlement in 1957. il
My own search of .the county records in Garfield and Rio -Blanco counties:
revealed a case in which the Department issued patents on claims which had
previously been declared pull and void upon grounds other than. the erroneous:
ground of failure to perform assessment work. These jands, together with some
others which were previously patented, were sold to a major oil company for in
excess of 1.5 million dollars. For the same land the g.overnmen«thad received
aspproximately $61,500. 1 wish to emphasize that I am not € pressing any opinion
as the the validity or the jnvalidity of these claims. Two things about the case:
concerned me and, T think, properly relate to my concerns about the: leasing’
proposals. One was that as to more than 5,000 of the acres sold, the patents were
not issued until after the sale. It would appear. that the ultimate purchager had'
good grounds to believe that they would be jssued. Second, when 1 examined the:
file in the General Land Office, I was unable to find any reference to ‘the fact
that these claims had been previously denied patents. It is possible that such
evidence was contained in the abstract, which had been removed from the file and'
was not available at the time 1 checked the records. One other thing should be:
noted in connection with this case. The sale price of $1.5 million or more, as
above mentioned, was for an undivided one-half interest inthe land! )
These apparent lapses of procedure cause: concern in light of the tremendous
significance of departmenba-l decisions involving billions of barrels of the people’s

oil. G :
In his testimony on May 12, 1965, Mr. Carver also told the Committee

“In other words, given what we know about oil shale as a resource trans-

cending all other deposits of hydrocarbons now known on earth, it seems to
me that a Secretary would want to keep the Congress closely apprised of
everything he did in the field. These resources, ‘after all, belong to all the
ppeople of the United States.” Page 36 :

1 wholly concur in that statement. 1 presume it remains the policy of Secretary
Udall under whom Mr. Carver served. )

For this reason, 1 suggest this Committee request that the Secretary refer the
proposed. leases to the Committee for review before any binding decisions are
made. Congress and the people should know the facts concerning alternative pro-
posals before commitments are made which would divest us of control of some-of
‘our most valuable public lands. )

At this time it is difficult to speculate as to the probable effect of the Secretary’s
proposals. Tt is apparent from a review of statements made in the press by repre-
sentatives of oil companies that there is considerable concern about the proposed
royalties and, more parﬁcularly, about the provisions relating to patent rights.
If, as may be the case, the present proposed regulations do not entice major invest-
ment in research facilities as envisioned, the Committe should review the whole
jdea of private leasing as opposed to other approaches such as that envisioned by
Dr. Morris Garnsey, & distinguished Professor of Feonomics at the University of
Colorado. Dr. Garnsey, in testimony pbefore the Subcommittee on Anti-Trust and
Monopoly of the Judiciary Committee, urged consideration of a public or guasi-




rivers attests to this, Nobody is in favor of air or water pollution, nor does
anyone aspire to upset the delicate ecological balance, but experience has proved
that people ang Corporations do thege things with little thought of the conse-

imizing the Dossible adverse effects on the environment of large scale retorting
operations is a goal of the highest priority. Much as I desire the brompt develop-

4 non-economist, I am not qualified to speak to that Subject. But it seems the ad-
vantages of such an approach ag Garnsey Suggested, together with thoughtful

In summary, I wish to suggest ;
1) That the first priority in approaching the Secretary’s leasing Proposals
is to clear the titles clouded by the claimg filed in 1966 ; '

final leasing regulations,
I appreciate the opportunity of expressing my views and thank the Committee
for having hearq me.
Senator Moss. The hearing will now be recessed until 9:30 tomorrow
morning, .
( Whereupon, at 5:15 p.m., the committee recessed, to reconvene at
9:30 a.m., on Friday, September 15,1967.)
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‘ U.S. SENATE,
Commrrreg ox INTERTOR AND Insurar AFrargg,
, Wasicz’ngton, D.o.
The committee met, pursuant to recess, at 9:30 a.m., in room 3110,
ew Senate Office Building, Senator Frank E. Moss presiding.,
Tesent : Senators Moss, J. ackson, Allott, Fannin, and Hansen,
SO present : Jerry T Verkler, stafr director; Stewart French,
chief counsel; William J, Van ess, special assistant; and I, Lewis

1d, minority counge].

§is generally known, the Board was far from being unanimous in
its recommendations, and this, it seems to me, 15 explanatory and help-
ful in that regard., Ca

- With these in the hearing record, it will be more (élomplete and useful
othec i « rd.

INTERIM REPoRT oF THE OrL SHALE ADVISORY Boarp T0 THE SECRETARY op
: THE INTERIOR, FEBRUARY 1, 1965 o
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regource is to make an optimum long-term contribution to the economicwell—
peing of the Nation, the major pubic policy questions need to be jdentified and
evaluated at the onset.” This report contains -the Board’s recommendations on
the Federally owned oil shale deposits. ‘ :

In July 1964 the Board held its first meeting in Washington, 1.C. at which
the Secretary indicated the general nature of the problems and the Board’s
assignment. Representatives of the Geological Survey Jescribed the tremendous
oil shale deposits of Colorado, Utah, and Wyoming,‘and staff members of the
Bureau of Mines summarized the Research related to oil shale which has been
done. ’ i : :

The second meeting took place in Colorado oil shale country in September 1964,
and gave the Board members a chance to see the locality and ite special con-
ditions. In the latter part of November 1964 the third meeting was held in
Washington, D.C., with interviews of gelected representatives from industries,
professional societies and other interested groups. The fourth and final meeting
was held in January 1965.

Tn line with the Secretary’s instructions the Board has dealt only with a
selected pumber of problems and opportunities for oil shale development and
conservation. It bhas endeavored to develop general reeommendations- on the
eritical issues, rather than to present a detailed treatment of all aspects of oil
shale problems. v . »

On most of the points covered in the following report the Board found sub-
stantial agreement. Tor the most part disagreements occurred in the section
on Means of stimulating development of oil shale. Individual statements relating
primarily but not exclusively to this section are presented in the last section
of the report. In a very few instances differences of views of individual members
have been noted in brief footnotes. . : )

The Board members are Joseph L. Fisher, Chairman; orlo E. Childs, Benjamin
V. Cohen, John Kenneth Galbraith, H. Byron Mock and Milo Perkins.

I1. BACKGROUND INFORMATION

The salient facts concerning oil shale development that must be taken into
account by Federal oil shale policy are summarized priefly heret L
“The so-called oil shale deposits in Colorado, Utah, and Wyoming are actually
marls containing an organic substance called kerogen from which oil can be
Jerived. These deposits‘underlie a total area of about 16,000 square miles and
represent. the largest . known concentration of hydroearbons in- the world.
Shale yielding 95 gallons or mMore of oil per ton contains about 600 billion barrels
of oil equivalent, and shale yielding,lo gallons or more per ton contains about
2,000 billion parrels of oil equivaient——an amount about 25 times the total oil
produced in this country through all of its history. These resources are not uni-
formly distributed. About 75 percent of the known deposits are in the Piceance
Basin of northwestern Colorado, and in that area the oil shale ranges from less
than 15 feet in thickness-along the margins of the basin to more than 2,000 feet
in the center. An area in the heart of the basin of apout 350 square ‘miles con-
tains some 600 billion barrels of oil equivalent, and in parts of this area 2 single
5,120-acre plot—the size of the lease presently provided by the Jeasing laws—
contains as much as 18 billion barrels, an amount equal to nearly 60 percent
of the Nation's proved reserves of petroleum. ‘The oil shale deposits are also
not uniformly distributed vertically ; high-grade« and low-grade deposits are
locally snterbedded, and in the Piceance Basin the richest beds are in two sep-
arate zones, lower one and an upper one called the Mahogany zone. The regional
and local variations in ‘the thickness and character of the oil shale require eX-
tensive exploration prior to the development, all of which has by no means: been
completed ; even S0, compared with many other kinds of mineral deposits, in-
cluding petroleum, the deposits require far less exploration to determine grade,
thickness, and reserves. : : \

Many of the oil-shale lands ‘also contain oil and natural gas, sodium minerals,
and ground water. Water——essential for, sale oil refining, for the communities
that would support the oil shale industry, and for many other existing or po-

_ tential enterprises——is in short: supply,»and;must\be ~us\ed-:wi\seiy.fThe land surface
jtself through agriculture, grazing, wildlife and recreation is also.of considerable

SRR

% ;F?ctual material in this gection was' fumis;hed to the Poarnd: by the Department of the
nterior.. .
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value. Plang for mining ang Drocessing oi] shale must aim not only at high
recovery of the shale oil, but must take account of other resources and of the
ue,

Oil shale is being mined ang Processed on g relatively Small scale in g few
foreign countries, ang Drocesses for retorting Colorado shale have been' devel-
oped and carrieq to pilot-plant stage by the Bureau of Mines and the Union 0Oj]
Oompany of California. In the absence of full-seale development, broduction costg
are -not known but it appears that at best oil shale woulg be only marginally
Ccompetitive with the petroleum industry today. For this reason and because capi-
tal costs are high anqg other sourceg of petroleum are now plentify] no .commer-

technology.,
In spite of the fact that the art of recovering shale o] is an old one, it seems

to be still in its infancy, and many Promising new approaches remain to pe

{ d fro .
other carbonaceoug rocks. Hach of thes sourcesg is.potentially large, and the
DPossibility of signiﬁeantly enlarging pProduction from them is being actively
DPressed by private industry. - g .

Because of the availability of alternate sources of oil and gas, the case for oil
shale development for the next few decades rests Primarily on the economie bene-
fit that would result it this large New source werg to become available at com-
betitive cogts, That benefit however might be subs‘tantial, and significant other
henefits might stem also from the increased geographic ang Physical diversity of
€Nergy sources,

3 : i i
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I11. BASIC POLICY OBJECTIVES

In spite of the extensive information already available on many aspects of oil
shale and oil shale technology, the Board is jmpressed with the need for better
knowledge about all aspects of oil shale, notably the processes and costs of de-
veloping it, and.the hazards oil shale development may pose to other resources
and human values. For these reasons, the Board is sensitive to the danger of pre-
mature commitment to a course that may later prove unwise. In fact, more im-
portant than any recommendation it might make as to specific courses of action
is its overall recommendation that the government proceed cautiously toward de-
Vflogment and maintain flexibility until the oil shale problems are petter under-
stood. :

In its analysis of the oil shale policy question, the Board has narrowed the
range of alternatives to a relatively small field. It agrees that oil shale develop-
ment is not urgent to provide domestic supplies of Jiquid fuel for the jmmediate
future, but it recognizes that at least several years lead-time will be required for
the development of an o 1 shale industry. The Board agrees that oil shale develop-
ment would not likely have a disruptive influence on the existing oil industry
in the foreseeable future; moreover, it pelieves that orderly development of a
competitive oil shale industry would provide future sources of oil of much bene-
fit to the country.

The Board agrees that, whenever they may be leased, Federal oil shale lands
should yield to the government a fair return for their value, that they should not
be held for speculative purposes, and that development must take place only with
full regard to conservation of other natural resources and human health. It also
recognizes that the Federal government is going to have to play 2 major role in
supporting research in conservation and health, particularly research necessary
to develop conservation and health standards, In short, the Board agrees that
the Federal government, working in appropriate cooperation with the States,
should move positively but cautiously to encourage private oil shale develop-
ment, with full protection of the public interest in the broadest sense, and that it
must expect to provide some of the support, directly or indirectly, of the research
required. .

Guided by these considerations, the Board suggests the following objectives
of Federal oil shale policy : :

(1) To encourage advancement of the technology of shale oil extraction
and the development of a competive shale oil industry.

(2) To encourage wide industry competition and initiative in the de-
velopment of techniques of mining and recovery.’

(3) To establish conservation goals and standards for the recovery of the
oil shale resource for the protection of other values in and adjacent to oil
shale lands, and for the protection of public health and related values.

(4) To prevent speculative use of leased Tederal lands to the detriment
oil shale development.

(5) To provide for reasonable revenues to the Federal and State govern-
ments from the use of Tederal shale lands.

(6) To set up whatever Federal program may be decided upon in such
a way thatit can be‘adminis;tered effectively.

Iv. MEANS OF STIMULATING OIL SHALE DEVELOPMENT

The means considered by the Board for: achieving these objectives may be
outlined in terms of three alternative courses.

(1) For the present and until the processes and costs of shale oil produc-
tion, and hence the true value of oil shale land, are better known, the Fed-

ghould actively support research directly oT through contracts with private
organizations. Such a course would not only help to advance the state of

2 The terms «pesearch,” “experimentation," and “development” are sometimes confused
since they tend to overlap in actual situations. Mr. Childs would :call attention to the
need for clear definition of these terms in the initiation of lease terms and development
requirements. : X
8 Mr. Galbraith would add «put only after government c_ontract regearch has proved
what can he done.” ; .

¢ For Mr. Perkins’ dissent on this subject see his statement In the final section of the
report.

- ——— R
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Mexico), lang values and conservation hazards would become known as the
industry 8rows. This appmacly aims to rely Dbrincipally * on- private. initiative
48 a means for Proceeding with needed research and the development of an
0il ‘shale industry,

In broceeding with the.orderly dev_elopment of an ¢il shale industry, considera-
tion mugt be given to other values,vin.ol‘uding natural beanuty, that may pe reduced
or destroyed by development., At the same time, consideration must also be
given to the opportunitieg Dbresented by develapment for creating pleasant. and
attractive communities and for improving’ the beauty ang broductivity of the
countryside by reclamation programs on mined-out land, The‘imvpor.tan@e of such

to 'Vegeta‘tio'n, wildlife; ang landscape ;- and waste of o] shale and othep niineral
resources, the recovery of which would be rendereq. cas‘tlywby"incompletevmining
Procedures, Some of these problems lie wholly within the area of responsibility
of the individual ‘operator, but ‘others may: be beyond his control and require
State or Federal attention, - nir o : : i
Conservation measures made necessary by..develo-pment ‘should to. the ‘extent
feasible be regarded as a part of the cost of broduction to bhe met by the develop-

and propérty should be considered as one means of deah’ng ‘With ‘certdin. aspects

““Tor Mr, Perking’ dissent on thig subject see hij statement in the fial seetion of (he
report, . .
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of the problem such as ‘water and air pollution. Consideration should also be:
given to allowing credit for improvement work beyond simple restoration. ©
The Board mayexpect industry to accept an important share of the respon-
sibility for conservation measures required as a direct and local consequence o
operations, and beyond- this to undertake research on methods that will lower
the cost-of such measures. But the Government itself should also undertake re-
search on coproduct recovery, waste disposal, -the conversion of spent‘shale-
to soil, and similar -problems, in an effort to swing the economic balance in
favor of sound .conservation»~,praetices. Even more jmportant, government must
undertake, or cause to be undertaken,‘the research pecessary to establish Federal
and State standards to be met and maintained by the operator, particularly in
the area of air and water pollution and in treatment of the 1andscape. Close-
dowi procedures and use of mined-out lands should be congidered so as to assure
an orderly disengagement from oil shale operations when that time comes.

VI. DISPOSITiON OF LEASE REVENUES

Under the provisions of the existing Mineral Leasing Act, 375 percent of the
revenues .from oil. shale leases are allocated to. the State, 52.5 percent to the
Reclamation Fund, and 10 percent to. General Receipts - (in Alaska 90 percent
goes to the State). Revenues from the off-shore: oil in the Gulf of Mexico g0
into-the Federal treasury. The question of how revenues from oil ‘shale leases
should be allocated has not been considered in detail; it raises many basis jgsues.
of public finance that go beyond the purview of the Board. :

It may be useful in future consideration of the problem, however, 1o call at-
tention to the fact that oil shale is a contributor to regional income and ‘em-
ployment. a8 well as a national resource, and that the penefits of its development;
will acerue to both the oil shale States and the Nation. Similarly, the attending:
costs stemming from a wide variety of direct and peripheral effects of oil shale
development. will have to be porne in some measure by the State ‘and Federal
government. ‘Whether or not these expenses are provided for wholly or in part
from lease revenues, they must be accepted as part of the public responsibility
in oil shale development. e - : S

In consideration of these facts, there is much to.be gaid for a departure from
traditional allocation of revenues in the direction of & simple split petween the
States jnvolved and. the Federal govemment, with the expectation that each.
would use these revenues, or their equivalent, primarily to prevent or abate any
“public damages resulting from the .oil :shale development, to promote general
resource conservation, and perhaps to further ‘public education at the diecretion
of the legislative podies. The Board recommends that the Department review the:
allocation of lease ‘revenues and related matters along. lines suggested here.

VIL FEDERALLY ,SP‘ONSORED RESEARCH

‘While in general the Board would expect jndustry to conduct the researeh:
leading to and: involved in commercial operation, there are problem areas in
which the Federal government must see that the necessary research is under-
taken either through contracts with private industry, universities, or research
institutes, ‘or by conducting the studies itself. One of these areas involves the
establishment of the conservation goals and ‘standards discussed above. The Gov- -
etriment sshould also s'ponsorf'wesearch on those scientific and teehno’logieproba
lems that are of such long-range importance or are of so broad a scope that they’
are beyond the reach of private industry.t As.a jandlord leasing its holdings, the:
Federal government must also acquire better knowledge of the origin, distribution,.
“thickness, and quality of the oil shale and of other resources that occul in the:
shale areas, and to bring the oil shale knowledge of Wyoming and Utah deposits:
up tothat of present knowledge of Colorado deposits. . :

In addition to scientific and technical studies, the Federal government should
do economic research, or induce others to do it, on cost trends, future markets,
general 1abor and capital requirements, Jocational problems, transport, and the
like. Longer range projections of demand for shale oil, ‘all oil, and competing:
fuels, as well as projections of alternative supply sources and probable costs:
could be prepared by the government as 2 kind of framework of trends and

4}?«‘(;1- Mr. Perkins’ dissent on this subject see his statement in the final section of the:
report. .
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Dossibilities' for uge of policy makers in both industry and government. Special
attention to bproblems of meeting water requirements of shale operationg and
surrounding communities would he highly desirable, whether from surface or
underground sources.

Progress in the development of oil shale ig likely to be hastened if there is
competition between several sources of fluid energy, 1t is in the public interest
to advance the technology hot only for oil shale but for competing sources also.
What is called for is a diversified research and development effort by both

encouraging the development of one particular energy source as from encourag-
ing another. Improvements of R & D brogramming within the Department would
be desirable.* As noted earlier, economic research should form an important and
integral part of the Department’s energy research. ’

VIII. TAX AND IMPORT POLICY

In addition to leasing regulations, other Dolicies and regulations associated
with taxation, imports, and other fields will affect the oil shale industry.® Ag with
the question of the disposition of revenues, many of these regulations are g part
of ‘broad. public policy beyond the scope of the Board. For this reason, the Board
has not studied these questions in detail, and it makes no specifie recommenda-
tions concerning them,

Any alteration in either the deplation allowance or the oil import quota would
have congiderable impact on oil shale deverlopmenvt, as of course it would on con-
ventional oil and other energy commodities, However, a distinction can be drawn
between thege two bolicy issues on the basis of the degree of uncertainty that
needs be associated with them, In the case of quotas, periodic readjustment of
the permissible level of importg in light of changes in domestic and international
conditions ig unavoidable, But in the case of the depletion allowance, a level
and structure once determined would bresumably remain in effect for an extended
period of time. The Board understands that the Interna]l Revenue Service has
indicated in an informal ruling that the depletion allowance would be 159, cal-

to crude oil to no allowance at alj. The Board takes no position on the appro-
priate level and point of application of the depletion allowance, However, in
view of indications that broduction cogsts are now low enough so that shifts in
depletion allowance bractice could carry oil shale production across. the com-
petitive threshold, it does urge that g final decision about these matters be made
in the near future.® ;

‘Beyond urging that this element of uncertainty in the depletion allowance be
eliminated, the Board views the matters of taxation and imports as so far
reaching in their significance to the industries and markets for energy produects,
and to the regional angd national economies, that thig examination of oil shale
development should not include recommendations regarding them, at least not
without considerable further study. In the long run, the soundest.approach to

IX. CLOUDED CLAIM TITLES

The Board hag not undertaken to examine carefully the contested oil shale
claims, since thig matter is now in the courts. However, the Board is convinced
that uncertainty as to ownership of these claims could reduce the incentive for

—
4F(ir Mr. Perkins’ dissent on thig subject see hig statement in the final section of the

Mr. Galbraith makes the follo‘wing comment, There gre 10 _appreciable costs for dis-
covery of oil shale. As noteq in the report; the location aixlfd quality of reserves are largely
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private action, and thus delay development of the resource.. Prompt resolution
_ of the contested titles would be most desirable. Such. resolution is not seen, how-
ever, as a necessary precondition to more active research and development work.

X. INDIVIDUAL STATEMENTS

The following are individual statenients of the Board members :

vigws oF OrLO E. CHILDS
MBANS OF STIMULATING OIL SHALE DEVELOPMENT

In the report of the Oil Shale Advisory Board, three alternative courses are
outlined as -guidelines for the Department of the Interior in detion to be taken
to encourage the development .0f: shale oil industry. As indicated by Secretary
Udall at the start of Board deliberations “. . the major public policyr'questions
need to be jdentified and evaluated at the onset.” Clearly. the most ‘basic policy
guestion is «will public lands be made available by lease arrangements to allow
a shale oil industry to be spawned, developed, and carried forward by private
enterprise in the ‘American mineral resource tradition?”’ To the writer, a positive .
position on this question seems to ‘be the development of the' strongest possible
policy to, insure economic and efficient development and use of one of our nation’s
greatest untapped fuel resources. Too much government intefvention in the form
of tight regulations or threat of production competition can only retard or elimi-
nate the interest of private capital, thus leaving government alone to invent an
industry and control and economy into which it must fit that industry.’ ¢ :
In the stimulation of shale oil development beyond that now under way, alter-
native number (3) as stated could only be considered as a very small enlarge-
ment of the present opportunity to do research. At present, eight oil companies
are pursuing ‘shale oil research under a permit contract with Interior, using
facilities under lease to the Colorado School of Mines Research Foundation, Inc.
Any other company as it'deems advisable can enter into other research arrange-
ments -to do swork at Anvil Points. The interest already shown can only be
expected to decline if a policy of making public oil shale lands available is not
soon adopted and announced. Surely the announcement of research leases ‘alone,
without the promise of available commercial holdings, could not be expected to
function as a stimulant. It could hardly be an appetite appeaser. '
‘Alternative number (2) as described in the report, or a comparable policy
that might be announced by the Qecretary in the near future, would, in the
opinion of the writer, create the greatest stimulus to shale oil development, The
lack of announced government policy as it affects three basic problems has
caused the reticemnce with ‘which many companies view ‘the imponderable  eco
nomic aspects of a new shale oil industry. 1t is hoped that the first problem,
that of depletion allowance both as to ‘amount and point of application, might
soon be solved under the full realization of economic impact on the industry.
The second problem, the conditions of availability of public lands would ap-
proach solution with conditions as outlined in’ alternative (2). Some companies
have gone ‘ahead with research to determine processes’ for' developing private
holdings, others have worked "in anticipation of favorable policies to be devel-
oped. Certainly all' must be ablée to foresée every pOssibl’eecOnomic aspect of an
emerging industry pefore it is possible to face the enormousinit‘i’al”cdsts of
commercial scale development. SR
The third problem, the need for research, is also tied to the conditions under
which publie land is to be made available. We must not think that all process
research can be restricted to a preliminary phase of oil shale deyelopment, Be-
cause of many unknowns, once basic processes are. decided upon, research must
go hand in hand with daily production. Differences in marlstone composition,
in sedimentary structures Wwithin the rock, and sulphur content together with
other impurities may require vast changes in process planning from day to day.
Research end production’ costs are part of the development of the natural re-
source. Production requirements within a lease should. recognize all these ‘eX-
penditures as true effort. toward resource development. When recognized, this
work is a safeguard against s,peculfative‘land holding. | . L ;
The detéermining factor that will allow a shale oil industry is the energy eco-
nomic climate. In . order to assess the true competitive position of shale oil,"as
many costs as possible must be entered into the operational equation., The size
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of capital investment ig enormous, ‘and’ long-range planning ig mandatory. Im-
mediate availability “of selected lands must be established within the frame-
work of a policy that will assure future availability as required by a healthy
industry. This is the objective of alternative (2) and the strongest stimulation
of an emerging Industry would be achieved by such a policy. :

DEPLETION ALLOWANCE AND EXPLORATORY COSTS

When a lease is given the lessee becomes the owner of the asset he has leased.
The public interest is served by the bonuses and royalties paid for the lease.
It is a cardinal principal of our tax law that the tax fall only on income and not
on the capital that produces the income, Historically and traditionally the de-
pletion, allowance has been aimed at providing for the return, to the owner, of
the value of the capital asset that is used and not replenished as it is pro-
duced and sold. In an oil shale industry thig depletion concept must be taken
into consideration along with exceptional and unusual costs of exploration and
development, Geological information that exists about present oil shale deposits
is generalized at best. Specific details require close spaced core drilling, costly
process research, and plant construction -all tailored to the probems ‘of a par-
ticular lease-hold. This investment  must - be added to the cost of land-lease
acquisition. All this investment may be considered as “exploratory costs” that
would be abandoned at any time upon the decision to cease activity. If activity
continues the mining and retorting plant with a capacity of 50,000 barrels of
oil per day must be built at an approximate cost of $100,000,000 before the first
return on investment can be achieved.

VIEWS oF JosepH I, FI1SHER

The general ‘object of government policy, as noted in the main body of the
report, should be to offer encouragement to private industry in the development
of the oil gshale resource with full and proper protection of the public interest,
In the matter of precisely how to stimulate the development of oil shale (see
Section IV) there are differences of view among the Board members, although
all agree on the general developmental objective, These differences, I believe, are
due largely to a lack of sufficient knowledge as to the technical and economiec
merits of various mining and processing methods. My preference is for a course
which would emphasize research and experimentation as the next phase in the
creation of a competitive oil shale industry. : :

This could be achieved in two ways: (1) by broviding access to Federal oil
shale land, with public interest safeguards, for purposes of research and experi-
mentation on any and all phases of shale oil technology, in the hope that this
‘would stimulate interest in pursuing such research; and (2) by government
contracting with private industry, universities, foundations, ete., for specific lines
" of research, or if necessary conducting research itself. I would not want to
exclude either of the two avenues. Whichever course is followed, or if both are
followed, I would hope that qualified companies and perhaps groups of com-
banies would want to undertake the actual doing of the research preparatory to
development of an oil shale industry.

Leasing for purposes of stimulating research and closely related development
(not including commercial scale development) has the advantage that it relies
more on private initiative and may make for an easier transition to commerecial
leasing, once this ig warranted. At the same time, such leases, which- would
actually be more in the nature of permits, should be sufficiently qualified so as
to prevent land speculation (see below). Finally, and quite importantly, providing
access to Federal land might encourage companies not now owning any suitable
land, to engage in research and development of the various phases of extracting
and processing the material. . :

As against these merits of leasing or permits, there is the undeniable fact that
in the past industry as a whole has not been especially aggressive in its R & D
activities regarding shale oil; this despite the fact that more than 160,000 acres
of oil shale land are owned by oil companies. It is possible, - therefore, that

both Federal and State, should be ready to play a more active role in sponsoring
or conducting research if it becomes evident that the leasing route does not
elicit a satisfactory response. Most of the research, in. this case, could probably
be .arranged through contract with private companies, but some might also be
done directly. Important research is now being done in Government laboratories.

~
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In the past experimental pilot type work has been done by the Government at
the Rifle plant. Thig work continues under a Government contract with the
Colorado School of Miues-Foundation. In some areas of technology and economics -
in which private groups have legs interest, the Government might even elect to
advance research via direct contracting from the beginning (as detailed in the
Board’s report under the heading “Federally Sponsored Research”).

I, therefore, suggest that the Government prepare to pursue both approaches:

(1) To offer a few small tracts of a size suitable for R & D to companies
wishing to do R & D on Federal land and with a capacity -to do such work
effectively. The companies would be expected to provide a basis for determining
the size of the tract by indicating in general the kind of research they would do.
Performance requirements should be established and might include stiputated
annual expenditure in specified categories of work. Such leases or permits, might
~ pun for a period of up to five years, subject to annual review, to see that genuine
and substantial research was actually being undertaken. Toward the end of the
the lease period the governme=s and the company should consider. whether to re-
new the lease with the same or changed conditions or to extinguish the lease with
the land reverting to the government. In addition to acquiring valuable know-
‘how, such companies could apply for patents on any new processes they might
work out, in-accordance with patent law and procedures. The government should
permit sale or transfer of ownership of such leases; and of installations the holder
may have developed, but the separate performance requirements for each lease
unit should not be waived except when the public:interest requires.

(2) To put itself in a position to contract for R & D with private companies
or to conduct such research itself. This would insure that the public interest is
gerved through advancing research along various promising lines, any one of
which might later result in successful application. To accomplish this purpose
efficiently the Government should without delay set up long-range‘research goals
in this field that would enable it both to evaluate progress made by others and
to appraise the need for the role it should play as an active contractor for or
participantin research.

As a furtheér way ‘of inducing companies to undertake needed R & D, whether
by research leases or research contracts, it js suggested that from the outset-the
Government make clear its intention of offering a limited pumber of commercial
‘size tracts of public land for competitive leasing, say, five years from the date
of the beginning of the R&D stimulation program. This might be in four years,
six years, or some other period of time; the important point is that the govern=
ment intention be made clear from the start. :

~These tracts of land should be suitable in acreage and oil content to support
one commercial scale mining and processing unit. To give a special incentive to
companies to undertake R & D, one might consider limiting the initial group
of leases to those companies which have actually undertaken R & D, on public’
or private lands. Significant laboratory research might also qualify'»companies
for this advantage. ‘While is is true that such a selective approach calls for
substantial judgment and diseretion on the part of the Government to prevent
abuse, this is no reason for disqualifying it. As‘an alternative, those companies
which have done R & D might be given preference to the extent of accepting their
bids if they were within, say, 10% of the lowest acceptable bid.

Certain conditions should be established as part of any commercial scale leases,
whether they follow successful research done by permit or by contract. There
should be suitable performance requirements ; - for example, -commercial scale
production would have ‘to begin within, say, three years of the time the lease
- was signed, and would have to continue thereafter with suitable protection to

' . the companies in case markets were not found for the product. The leases should

also contain certain requirements regarding conservation as jndicated in Section
V which deals with this subject. Royalties would be collected on-each barrel of
oil produced. At present, 12% percent. of the value of each barrel of ~oil is
collected in the case of oil produced on onshore public lands, ‘and 1624 percent
for oil from the offshore submerged lands. The government might also want to
establish a minimum bonus- based on the acreage of land, estimated reserve of
oil, or some other suitable magnitude. There is no need for haste in setting
desirable levels, since additional supplies of oil from this new source are not
now urgently needed and competitive production of shale oil has not yet been
demonstrated.

The commercial scale lease land might or might not include an R & D leased
plot. Ways should be found so that companies which qualify to assume com-
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mercial scale leases could lease land which would roﬁnd out private holdings in
instances where. thig would be the sensible course, Companies should not be

permitted to obtain leases of public s}lale land,:simply as a means of holding

policies recommended here are not intended to commit the government or private
companies to particular kinds of leases or lease terms for all time, Periodically,
the government should review leasing termg and procedures in close consultation
with industry and others interested to see what modifications, if any, might be
made in later leases. The point is to employ leasing policies for commercial scale
tracts so as to give a degree of encouragement to the development of an oil shale
industry, particularly the needed R & D phase which must come next in time,
without in any way jeopardizing the public interest,

The broad intention of these recommendations should be clear: it is to offer
a reasonable degree of encouragement through appropriate B & D and sub-
Sequently commercial lease arrangements so that the oil shale resource may be
‘developed, when the time is ripe, by private industry, with adequate incentives
to private companies and adequate protection of the public interest in the
development of a resource which is owned by all the people.

VIiEws or Joun KENNETH GALBRATTH (WITH CONCURRENCE OF BENJAMIN V.
CoHEN)

THE CONTROLLING FACTS

(1) This report is right in stressing that the 0il shale deposits, underlying
some 5,118,000 acres in Colorado, Utah, and Wyoming, are a publicly owned
resource of great magnitude. Several hundred years’ supply of petroleum at
bresent consumption rates exist in these beds on lands owned by the people of
the United States. Foresighted efforts in the past have kept these lands from
those who, under the sanction of private enterprise, view public property only
as an opportunity for personal profit. Having withstood thoughtfully designed
raids in the past, it is important that the government show equal wisdom and
restraint in the present on behalf of our resources for the future.

(2) The American beople are not presently aware of the wealth they own in
these deposits. Tt is important both for the conservation and wise and equitable

endowment and the issues concerning their exploitation. An informed public will
be a major source of strength to officials seeking sound conservation policies. We
urge that all conservation-minded members of the Congress and the public inform
themselves fully on this vast resource and policies concerning its use,

(3) The amount of oil underlying any given area varies greatly. But the
enormous concentration under the richer areas, as noted in the report, must
be stressed. In the richest parts of the Piceance Basin some sections of 640
acres are estimated to contain 2% billion barrels of oil. Current total consump-
tion of oil in the United States is about three billion barrels annually,

(4) While some eighty-five percent of the shale measured in barrels is in
publie ownership, the remainder is in private hands. Much of this is owned or
controlled by the larger oil companies. Present known private oil company
holdings of 168,000 acres contain an estimated 31 billion barrels, the equivalent
of ten years’ current totel consumption for the United States.

(5) As noted in the report, while high quality oil has been produced in small
quantity from oil shale, an economical process of recovery has yet to be perfected.
While it seems likely that such a method can be developed, the costs of such
development are unknown. Hence the eventual costs of production of shale oil
are unknown,

(6) There is no showing of urgent economic or strategic need for oil from shale
in the present or near future. The domestic petroleum industry is operating under
severe government restriction. Imports are subject to quota, These sources are
almost certainly cheaper than oil from shale by prospective processes. Hence
there is no bressing peacetime need for oil from shale. Given the most rapid
development, the share of oil from shale in total production will pe negligible for
many years. Hence it will not, in the foreseeable future, be an important war-
time resource replacing any important present Source of petroleum. We cite this
because strategic arguments are regularly advanced for oil shale development,
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They appear to reflect only the common effort to find a national security justifi-
cation for action that individuals or groups would find in their economic
interest. : , ' N ‘
(7) There is strong pressure to develop an oil shale industry in the states
imlrolved for the beneficial effect on local incomes, employment and property
values. ; :
(8) The major oil companies are naturally concerned with protecting their
position in the event of the development of an oil shale industry by buying or
controlling oil shale acreage. However with one or two exceptions they seent
not now inclined to incur substantial development costs to produce shale oil.
Certainly for companies with alternative sources of petroleum the economic
attraction of oil shale is not high. The incentive to control oil-bearing acreage is
thus, for the time being, much greater than the incentive to produce from it.
This incentive, however, is very strong and strongly indicated by present efforts
to obtain acreage in the area. The Shell oil company has proposed that it be
granted leases of 50,000 acres of the oil shale lands in the central area of
the Piceance Basin. These are estimated to contain 150 billion barrels of oil.
This would suffice to cover all of the Shell’s oil requirements at the present rate
of refining for an estimated 660 years. It is the equivalent of roughly five times
the total of all proved petroleum resources in the United States. Sinclair has made
requests that would suffice that company on the same basis for an estimated 226
years. Modest requests from Humble and Continental for approximately 5,000
acres would cover the total present production of each company for 54 and 27
years respectively. We believe that much of the current interest in leasing
" is related not to a desire for development but to a desire to control land. We
stress again the richness of seemingly small areas well below what many might
characterize as a «oommercial scale” lease. The Department of the Interior
estimates that some 1,000 acre tracts in the heart of the basin contain as
much as 38 billion barrels of oil, the equivalent of a yea r’s consumption at current
rates for the United States as a whole. As noted, 5,120 ‘acre tracts in this area
contain as much as 18 billion barrels of oil, the equivalent of 55 per cent of
the nation’s total proved reserves of petroleum. |
(9) Part of the oil shale lands belong to a Naval oil reserve. This and the
very large quantities of oil in small acreages; and subject to requests such
as the above, would seem certain to stimulate recollections of past experience with
Teapot Dome and Elk Hills. This suggests that public policy toward these lands
should be even more than normally circumspect:

CONCLUSIONS

(1) We agree that it is not sound policy to lock up important resources.
‘We gain in wealth by using our natural wealth and doubtless will continue to
do so. There is good reason, accordingly, to seek the development of effective
and economical processes for recovering oil from shale. :

(2) Alternative fuel supplies are, however, wholly sufficient to permit orderly:
and equitable development of shale oil resources. Extravagant, windfall or
unknown rewards need not be paid for hurried development. There need be no
irrational or helter skelter alienation of this public resource. All who believe
in conservation must resist such course.

(3) The interest of the people of the immediate area in development is
understandable. But the resource in question belongs to all the people of the
United States. Their interest is paramount. . y

(4) In the early deliberations of the Board it was urged that development
was being held up by the unavailability of public lands. On examination this
contention fails to stand up and little was heard of it in our later deliberations.
Development is 70t, jn fact, now being restricted or curtailed by the fact that
the larger part of the reserves are in public hands. 0il companies that are as
competent as any in the country for development now own in fee simple shale
resources far beyond any conceivable requirement for long term development.
They are being deterred not by government ownership of other land, not by fear
of what the government may do with these lands, but because of the costs of
development and pecause the further economics of production, as compared with
alternative costs of crude oil, are either unclear or unattractive. We conclude
that the charge that government ownership is holding up development is based
on either ignorance of the size and richness of present private oil company
holdings or an effort to turn local pressure for development into pressure on the
Secretary of ‘the Interior to lease the lands.
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value for a development of unknown cost bromising a return of unknown amount,
This amounts to dispersing public property while wearing multiple blindfolds,
It would be Jjustified, if at all, only by the absence of orderly procedures or
the need for greatest haste, Neither Justification exists.

it could imitate might well brofit equally with a firm that dig serious work,

While competition has virtye in many spheres, it is not the normal recourse
for research on major new technologies, In the case of nuclear de‘velopment,
space development, military development or water desalinization, the establisheq
practice is to contract with one op a small number of firms for g defined task.

The foregoing view is supported, at least bartially, by the oil industry. One
company, in its bresentation to the Oil Shale Advisory Board, noted that
intelligent leasing would first require further research and development work
and that to issue leases contingent on development would be impractical,

Those supporting thig broposal speak of Research ang Development leases—
R & D leases—asg though they were a commonplace bractice, In fact, the
Department of the Interior assures us that it hag 1o precedent for the grant
of a lease to encourage ‘“research and development on underdeveloped industrial
Drocesses” and that it has never issued such a leage.

Leases seriously contingent on development would be possible only for large
firms with significant research establishmentsg, Smaller independents would be
excluded,

As noted; no- one has defined a commercial size lease, In the absence of such
deﬁnition, and having in mind the large quantities of oil underlying very small
acreages, extremely large quantities of 0il could be alienated in the course of
leasing seemingly very modest areas of land. We do not assert that thig is the
burpose of the “commercial-sized” lease, but Dlainly it could be the result.

The main body of the report rightly speaks of the need for brotecting lang-
Scape, preventing pollution and conserving water. But what ig required here
will depend on the recovery process employed. This will vary greatly with the
brocess employed. It will be totally different for retort and i, Situ recovery,
The proper conservation practices cannot be specified if it is not known what
practices will be required.

The leasing of very small tracts for Research and Development is merely
the use of a Smaller amount of bublic property ag a_subsidy to development,
And again what is “small” remains unspecified. (One one-hundredth of the
request of Shell or Sinclair would still be a great deal of oil.) In informal con-
versation it has been suggested that a small lease might be not more than
forty acres. Thig would not involve serious alienation of public resource. But
it is difficult to say that it would be any incentive especially to companies
which now own, in fee simple, many times this area, We reluctantly conclude
that the small R & D lease came into the conversation only when the “commerecial-
size” lease could no longer be defendeq and on the theory that to alienate a little
bublic broperty for an unknown result ig better than to alienate a lot for an
unknown result,

We conclude, accordingly, that the R&D leasing would result only in trans-
fer of lease rights to private owners and there is no certainty or strong likeli-
hood that it would lead to development. It would thus be disappointing to loeal
communities and the region. Their interest, we believe, is'in far more secure and
certain development brocedures that are unclouded by the danger that lanq
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(6) There isa pusinesslike, certain and straight-forward course of action. 1t
ig for the Department of Interior, under appropriate authorization, to enter into
. contracts with interested firms, tested by competence, to develop methods of
mining and processing Or in situ recovery of shale oil. This is the established
procedure for work of this kind. It is safe, orderly, economical and consistent
with the public interest. The resulting process or processes would then be avail-
able on general license. This procedure will require public funds. But it is
obviously pnsupportable economic procedure to try to save dollars by dissipating
public property of unknown put much greater value. This procedure will be
no more inimical to private enterprise than similar government research and
development contracts held by nundreds of private companies including - oil
companies. Suggestions to the contrary are merely a smoke screen designed
to exclude a prudent government policy for the development of this resource.
We note that the most ardent advocate of R & D leases is favorable to all forms
of government research and government control except that which might be paid
for with oil shale lands. This is opposed.

(7) Once a process (or processes) is developed and proven out rates of re-
covery and costs will be known. Wwith modest additional expenditure on drill-
ing the government can establish the value of acreages. which it chooses to
lease. 1t can also gpecify the conservation.practices that are required. It can
also specify the rate of development, since there is known Pprocess, which is
necessary to keep the lease in good standing. It can also relate the amount
of leasing to need. And, since process, costs of production and the value of the
deposits are known, it can negotiate or otherwise issue leases which allow
a fair return to the companies and insure an equitable return to the people
of the United States for their property-

(8) Under the foregoing procedures development will go forward and with-
out risk that leasing will be a cover not for development put merely for the
control of the land.

Under this system necessary public land would of course be made available
to the contracting firm. And it is consistent with this proposal that necessary
jand be made available to firms wishing to do research on their own account
and for this special purpose. This is especially justified if the firm does not have
land in the area. This is further discussed in the associated concurring statement.

(9) Assuming that the R & D leases are serious undertakings, and not devices
to gain control of the land, they still exclude companies incapable of undertaking
research on a serious scale. The above procedure would allow of the participa-
tion of any company able to finance the known recovery process.

(10) Leasing may well be preferred by at least some of the oil companies.
This is natural. Fven with grants of land far smaller than those presently be-
ing requested, it promises to provide a large and potentially valuable resource
for a modest cost. That leasing may convey large capital values for a modest
development outlay is not an argument in its favor.

(11) The fact that competitive leasing may work well for petroleum eX-
ploration is no argument whatever for its use to encourage research and de-
velopment. The two situations have nothing in common except the end product.

(12) We have been told that the Congress will not authorize appropriations
for contracts for the development of oil shale processes. Rather it will succumb
to pressure from some 0il companies and aspiring lease holders to resist such a

course of action, This is an admission that the real jnterest of those resisting
such appropriation is the alienation of the land not the development of the
resource. Such obstruction is obviously not a mandate for Fxecutive action that

plays into the hands of those who obstruct.

VIEWS OF BENJAMIN V. CoHEN (WITH CONCURRENCE OF JouN KENNETH
‘ (JALBRAITH)

The development of a shale oil industry is not presently impeded by lack of
access to shale resources in the public domain. While there are tremendous
shale deposits on government lands, there are also abundant deposits—the
equivalent of vast oil pools—on private land, and adequate portions of these
deposits are in the hands of large private corporations capable of proceeding
from research and development to commercial operations whenever commercial
operations become economically feasible. There seems to be reason to believe
that the industry may be approaching a preak-through and that commercial
operations may pecome feasible within the next five or ten years.
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As the time for profitable commercial operations approaches, companies and
individuals naturally become interested to stake out claims to develop shale
deposits on government land. But it is not at all unlikely that there will be
greater advances in the technology of extracting oil from shale in the next
five or ten years than occurred in the last half century. This makes it all the
more. important that the federal government guard against granting rights
which might interfere with the orderly and efficient use of these shale resources
and the conservation of other resources and values which may be affected by
their use. The government must guard against the cannibalization of the moun-
tain-side, the pollution of streams and the imprudent use of their precious
waters, which may occur if government subsidizes or €encourages commercial
operations on public lands in the present stage of relatively primitive shale
technology.

For these reasons I think the government should at thig time encourage
research and development ag outlined in the first alternative course in Section
IV of the report and should refrain from, binding itself to commercial leases
until it knows much more about the value of the leases it is offering and the
effect of the technological processes to be employed on related resources and
values. I should not object to the government giving permits for research on

CoMMENTS BY H. ByroN Mock

I address my remarks directly to the draft of February 1, 1965. ‘With the
words of the Report it is difficult to take exception. My objection is that those
words fail to state certain key conclusions required by the evidence, but state

First, the key question is whether the 1930 Executive Order withdrawals of
oil shale and from leasing should be lifted. Nowhere is that question directly
discussed. Without a Yyes or no answer, the Committee Report has no significance,
The question is not whether the Specifically reserved Naval Reserve Oil Shale
lands are to remain set aside, but whether other Federal lands are to be opened-
Second, becauge the first question is unangwered, we must ask, can the National
need for an oil shale industry (there appears to be no difference of opinion as to
the need, only as. to the method) be developed on private holdings alone?
Third, also because the first question is unanswered and even if the second is
answered aflirmatively, can private capital pe expected to develop an industry
on the less rich deposits when it is unknown whether their economie calculation
and. “lead time” may be destroyed overnight by opening the richer Federal
deposits or by developing them as a Government operation?

Fourth, because the first question is unanswered, and the second made un-
answerable by the third, the third is unanswerable until this fourth question is
answered. Is it contemplated that the Federal Government may operate the oil
shale reserve as a Federal operation ?

The answer seems clear from the facts considered by the Board, It is in the
public interest to develop an oil shale industry. The pbroblem existent indicates
that by the time oil shale is supplying a substantial share of the energy needs
the phasing in will have had little, if any, effect on other energy industries.
While the vastness of the kerogen resources is oftff set by the expense of extraction
and unknowns in the brocesses, private capital ig prepared to proceed if it ig not
barred by governmental action. The National interest is best served by immedi-
ate commencement ; unnecessary obstacles to development are against the public
interest,

The goals stated in the February 1 draft are clear and explicit. Ag is to be
expected, the method of accomplishment are the points of difference. If the
above questions are answered, methods consistent therewith should be easily
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in off-shore oil development, received no analysis of analogous potash, oil and
~gas, coal and other resource programs where years of experience have provided
. precedents nor did we receive other bases for independent conclusions. Without
that breadth of experience we could not objectively choose between methods.
However, the Board purports to comment on methods. To this I object since the
factual information pefore us did not justify, and to adopt views on methods is
to accept proposals presented to us without exercising our jindependent judgment
as to their justification. :

The heavy emphasis in the Report on governmental Research and Development
(R & D) is one example. No successful company proceeds without adequate in-
vestigation of techniques, market, economics, evaluation of resources and like
~matters to ascertain whether their hopes are sustained by hard facts. The
report purports to give control to Government agencies on what is to be in-
vestigated and when such investigation is guccessful. If the Government officials
are not satisfied they can perform the work themselves. If this is not the intent,
the proposals could easily produce that result.

Similarly the Board received no priefing on departmental R &' D program-
ming. I see no justification for our recommendation for its improvement in the
top paragraph on page 11. Other examples of assumptions without factual
bases are the jmplications that no company is now ready to proceed, that all
areas have identical problems, that all companies are at the same stage of
development, that no new companies without private holdings are interested, that
there would be no protection for other values without TFederal action and that
until more is known of this valuable resource, it cannot be entrusted to devel-
opers. Contrariwise, note that Union Oil Company is recognized as being in a
stand-by position; fhat Piceance Basin deep deposits probably cannot be strip
mined, but that Utah and other areas of deposits, might be; that the newspapers
carry accounts of numerous applications seeking public land leases; that there
is a State policing power; and that the off-shore oil lands were successfully
developed with less knowledge of reserve than now exist on oil shale deposits.

Rather than to be merely a critic, I propose the following essential steps:

(1) Lifting of the Bxecutive Order withdrawal.

(2) Concurrently, issuing regulations prepared by Interior in consulta-
tion with interested parties preferably with a 6-month deadline.

Tor consistence with the goals proposed by the oil shale Board on page 6, I
suggest the following general provision. ;

(@) A royalty, sliding scale royalty, periodically renegotiated royalties,
or some combination to insure adequate revenue return to the Government,
without destroying the economic feasibility of the oil shale industry.

(b) Putting up known deposits of oil shale for competitive lease upon
either nomination by applications, or upon Government initiative.

(¢) Fix the areas of each lease at 5120 acres, or such lesser amount as is
found to be an economic unit to support the investment. involved. (There
are many ways to determine an economic unit. One, which I do not neces-
sarily recommend, put which shows a method, is the pattern in many States
of competitive bidding for tax land, where the amount is fixed, but the
winner is the one who bids that amount for the least acreage).

(d) Require certain developments for each unit on increasingly stringent
terms so as to minimize speculative holdings. Bach unit should be considered
separately. )

(e) Bstablish conservation goals and standards and provide contractually
for them in leases, but recognize that oil shale production is itself a public
interest factor and that when a lease is issued, it should not load the lessee
with “conservation” costs so as to make production uneconomic.

The above states my essential views. L. regret that time pressure makes more
pointed and complete presentation impossible. Insofar as the Report is con-
sistent therewith, I concur. o

DissENT oF MILo PERKINS FOR THE FINAL SgorioN off THIS REPORT

It has been clear since our first meeting seven months ago, that there was only
one fundamental area of disagreement. This has run like a thread through all
the many drafts of suggested reports submitted to the Board.

Some of us believe that our great shale: oil resources should be developed
by private industry, much along the lines which the Interior Department has
supported in the case of our. off-shore oil resources.
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Others, with equal sincerity, believe that our Federal Government should

play a dominant role in shale oil development, reserving to itself the full powers = .

of policy formation on g continuing basis into the indefinite future, i

The Dresent draft is, in a relative sense, less objectionable.than previous drafts
from my point of view, I have therefore agreed to sign it since the privilege has
1iow been granted Board members, in this section of our Report, to publicly ex-
Dress thelr own dissenting views, i L

MEANS OF STIMULATING OIL SHALE DEVELOPMENT

I strongly support the second alternative in Section IV of our Report, with
one vital dissent. I believe that the word “principally” in the last sentence of
alternative No. 2, Section IV should not have been used. -

The sentence now reads : ; : ) : :

“This approach aims to rely principally on private initiative as a means for
broceeding with needed research and the development of an oil shale industry.”

The introduction of the word “principally” nullifies the agreement by Board
members at our last meeting. We agreed then to disagree on clear-cut alternative
means through which oil-shale development might be stimulated.’ A reservation,
therefore, in one of those three alternatives is inappropriate. o

Now to continue with what Seems to me to be the most effective means of
stimulating oil-shale development. Insofar as efficient production ig concerned
research and development are not separate activities, They are parts of a single
brocess. They interlace constantly in the actual world of work, Any effort to
Separate them leads to endless confusion-—particularly when the effort is made
by government in an essentially private area of our economy. Our second alterna-
tive in Section IV avoids this confusion. ;

I think that research and development to improve the art of shale-oil extrac-
tion can most effectively be undertaken by private industry itself—with an eye
to future commercial production, The private sector of our economy has dore an
extraordinary job in the field of research, when that research has been directed
into channels looking toward efficient, profitable production for competitive
markets, !

I sée no reason, therefore, why government itself should finance research work
to advance the art of shale-oil extraction, By way of illustration, production of off-
shore oil and gas certainly had its early research problems, In this fairly recent
instance, our Government did not try to ‘establish a value for these underwater
areas by research of its own or by contract research. :

‘Rather, it permitted industry to establish the value of these off-shore areas by
competitive bidding and leasing. Government Tevenues under this procedure
have constantly risen as the art advanced—and ag successive areas became
available for further leasing and production.

Private industry did this off-shore research and_development job and did it
so efficiently that energy from beneath the sea is now available to all of us in
the market place at prices which are competitive, Why shouldw’t we turn to
industry to develop a competitive shale oil business?

Roughly half of corporate profits are how taken in taxes by the Federal g£ov-
ernment ; another slice ig taken by the States; and stockholders pay additional
taxes on dividends they receive as individuals.

As a successful shale-oil industry gets under way, additional revenues will
accrue to both Federal and State governments, as they already have done in
the case of off-shore 0il. The second alternative in Section IV of our Report
strengthens this healthy process, Under it, government will not be required to
engage in those costly research and development activities related to produc-
tion which have been g traditional function of the private sector of our economy.

Inasmuch as our Government controls the major portion of ‘our richest shale-
oil reserves, it does have deep ‘public responsihilities stretching many decades
ahead. I have always recognized this fact. Therefore, I've urged early but limited
moves by Government to encourage industry to advance the art of shale-oi] extrac-
tion at competitive prices, much as it did in the ease of off-shore oil and gas,

There are many variations of leasing arrangements on publicly controlled
lands by which this can be done, We can make haste slowly and learn as we go
along. We just don’t know enough at this point to lay out g complete program.

Now for three short naragraphs on alternative No. 1 of Section IV.

Some of our fellow Board members feel the Governraent should finance oil
shale research indirectly by contract with private research companies. They
cite the successful experience in military and Space procurement activities.
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The development of shale-oil seems to me to be in a completely different cate-
gory. In the case of missiles or space-craft, “only government can be the final
“customer”’. Therefore, such contracts make sense. . . . i

The private-sector of our economy would be the customer for most of the
shale-oil. Therefore, profit incentives for private research to_produce cheaply

and effectively for a commereial market is in keeping Wﬁm“-yv"ﬁatfﬁ&s‘ihjéss‘ ‘l}aé‘

always done—and done well.
FEDERATLY SPONSORED RESEARCH '

‘First of all, I support both State and Federal research on such matters as:

1. The establishment of health standardsfand of conservation goals and
standards under which industry must operate. Government must fairly establish
these ground rules under which competitive, business is required to function.

Tt then becomes the job of business men to meet these éri?terifa'ifn"their“day'to
day operations. . o Y. !

2. Deeper knowledge of the quality; thickness and distribution of oil-shale
in States where too little is now known. g ‘

3. Beonomic and’ engineering studies dealing with water requirements, both
from surface and underground sources. This is crucially importanft to the future
of a shale-oil industry. ¢ ¢ !

4. Air and water pollution problems.‘ .

5. Waste disposal and the conversion of spent shale to soil.

6. Wind and water erosion problems. )

This list is meant to be indicative rather than inclusive. It would certainly
not rule out such work as broad economic studies by the Federal government on
the supply and demand situation for all fuels needed by the entire nation. But
it would rule out those narrower Federal research and development activities
traditionally regarded as being within the province of industry. These activities
deal primarily with the interlacing techniques of research, development and
production in a competitive society. '

1 would now like to quote a few gentences from our Report and to comment
on them:

1. At the end of a paragraph in Section 111, dealing with “Basic Policy Ob-
jectives”, this gentence occurs.: } :

“In short, the ‘Board agrees. that the Federal government, working in ap-
propriate cooperation with the States, should move positively ‘but cautiously
to encourage private oil-shale development, with full protection ‘of the public
interest in the broadest sense, and that it must expect to provide some of the
support, directly or indirectly, of the Research required.”

T agree with all of this sentence, except the last phrase stating that the
Tederal government “must expect to provide some of the support, directly or
indirectly, of the research required.”

What types of Federal research—in which areas of both the public and pri-
vate sectors of our economy—are intended to be covered by this language? If
it covers only such areas as the six points T made. at the peginning of this dis-
sent on Federally Sponsored Research, then I support this entire sentence of
our Report as written—and I support it without reservation.

Even in Section IV of our Report, however_——oniginally intended to give dis-
senting Board members three clear-cut alternatives on Means of Stimulating
0il Shale Development—ithis strange sentence oCCuUrs:

«Tederally sponsored regearch could be undertaken simultaneously with R and
D leasing if the responses to the R and D lease invitation were either limited
in number or narrow in scope.” :

What a curious place to get in another “plug” for Federal research, without
defining it in concrete terms: 3 : i

I believe there is a vital area: for government research and a vital area for
private research. Unhappily, the line of demarcation between the two has never
been made clear in any suggested draft submitted to Board menibers—notwith-
standing our sharp differences of opinion on the subject. The current draft is no
exception.

2. In Section VII, on Tederally Sponsored Research, this sentence occurs:

“he Government should also sponsor research on those scientific and tech-
nologic problems that are of such long-range importance or are of so broad &
scope that they are beyond the reach of private industry.”
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- Jogic areas, that are of such, Iong—range mportance, or are go broad in Seope, as
to be beyond the reach of private industry ? Just which government official,
under what Oongression_al authority, ig empowered to arrive at suech aly
encompassing conclusions ?"

3. In’ Section VII these two sentences appear :

" “It is in the bublic interest to advance the technology not only for oil shale

but for 'competing sources also. What is called for is g diversified research angd

development effort by both government and private industry, with the several
€nergy sources viewed ag part of an inter-related energy industry.”

These vague, all-inclusive words can be interpreted at Some- future date to
mean absolutely anything | Until they  are interpreted by  sowme responsible
government official, T am unable to comment on them.

I wouldn’t think they’d ‘bring any cheer to any executive in any of our energy
industi‘ies, ‘however, Their concrete meaning needs te be clarifieq, What is the
Specifie “development effort” and what is the Specific “research effort” on the
part of government that these words are intended to identify ? 3 .

4. Toward the end of the last baragraph in Section VII this sentence appears :

“Improvements of R and D progra'mming within the Department would be
desirable.” : :

I have no notion of what this means. in specifie terms, since it wag never
discussed at Board meetings,

CONCLUSION

Nothing in. our Board’s Report con be Yery:. specific on- the exact terms of
any contract which the Interior Departmen,t might oifer private industry to
develop our shale-oi] resources on government controlled lands. Alternative No. 2
in Section 1V comes closest to being fairly Specific,

Under the body of thig Report as it now stands, however, some future adminis-
tration could impose contract terms for shale-oi] development S0 onerous that
private industry would have to decline, Government, under thig Report as now
written, coulq then claim that it nhaed to broceed on its own account due to
development being “beyond the reach of private industry.”

his is not an imaginary fear in the minds of many businesg men nor' in my
own mind, Tuzzy, imprecige language encourages these fears, barticularly when
it ‘appears from time to time in officia] documents, "Phis ig Why I haye fought
S0 hard, even if unsuccesstully, for an Interim Report that was specific  con-
cerning the ope major controversy that confronted us; :

I can’t conceive of any private company making the ygst €xpenditures which
would: be necessary to extract, refine, transport and sell 0il from shale if it
feared that Somewhere down the road it might have to compete with g govern-
ment dominated shale-oil industry. On reading this Report, the Secretary himself
may wish we had been more:specificin our recommendations to himhespecially
in connection with the one conflict we Board members have been unable to

I have tried to be temperate and forthright in my own dissent and I'm sure
my Board colleagues will express their genuine dissents in the same Spirit,
Secretary Udall made his own position clear on this matter, however, at g
dinner meeting with our Board on last November 80th.
 He was quite aware of differing Judgmentg within the Board. He said that

he weleomed them ; that they helped to sharpen the issues for his consideration.

€ome to a meeting of minds,

But he also said that if there were some areas ‘Where differences could not
be resolved that he would €xpect us to state our varying positiong temperatgely
but with frankness, I certainly admired his objective approach. I have tried
in this statement to stay ‘within the ‘spirit of hig guidelines ‘for al] of us ag
Board members; _ !

JosEPH I, ISHER, Chairman.
ORrLO E. CrHILDS,
BENsAMIN V. CoHEN,
JOHN KENNETH GALBRAITH,
H. Byron Mock,

Miro PERKINS, Members.
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TaE OiL SHALE ADVISORY BOARD
(By H. Byron Mock*)

When the editors of this publication asked me to comment on the Oil Shale
Advisory Board the opportunity and challenge[required acceptance. The board
had been appointed by Secretary of the Interior Stewart L. Udall and first
‘convened on J uly 7, 1964. Followers of oil shale problems know the report of the
board was submitted in February of 1965 and consisted of twelve pages of report
and six separate statements, one by each poard member covering an additional
twenty-nine pages.! Some have labeled it a report with six dissents. To readers,
put particularly to the six board members, such a result was frustrating. There
were strong differences among the six, but in my opinion 2 proader area of
agreement existed than we had time to hammer out. For this reason I am chal-
jenged to show that the report was not six dissents, pbut actually was six majority
opinions. ; -
1. SCOPE

The scope of this article is limited to the deliberations of the Oil Shale Advi-
sory Board. Initially, I had a typical‘lawyer"s jrresistible impulse to try. to cover
the oil shale problems exhaustively, pboth policy deliberations and legal issues. In
view of the able authors who are. discussing many of those facets in this publi-
cation, the irresistible has peen resisted; not entirely perhaps, but I have"tried.

These comments propose to discuss the three problems suggested by the editors,
namely: ! .
1. . Provide underlying packground of the oil shale controversy ;

9. Analyze the various arguments developed within the Oil Shale Advisory
Board ; and ) :

3. Suggest necessary conclusions for guidelines which might be followed
in development of both legislative and administrative policies.

1I. BACKGROUND

My interest in oil shale problems dates back to January 1, 1947, the date I
assumed duties as the first Bureau of Land Management Regional Administrator
for Colorado and Utah. Almost from the first day staff members working on
mineral problems called my attention to active oil shale interests frustrated in
their efforts to patent oil shale placerf‘claims. In mid or late 1948 then Secretary
of the Interior Julius A. Krug traveled to Glenwood Springs, Colorado, on 2
Denver and Rio Grande train fueled by shale oil. There he met with 2 large

gathering of industry leaders and jand or claim owners and gave his blessing
to efforts to remove Interior obstacles to oil shale development. Before we 16ft the
concluding dinner meeting several delegations had demanded of me some affirma-
tive action to jmplement the Secretary’s stated goals. We tried. Numerous meet-
ings were held with' oil shale interests. With particular clarity are the several
oil shale sessions at the annual Colorado Mining Congresses in PDenver remem-
pered. They were challenging and stimulating meetings. The President’s Mate-
rials Policy Commission (commonly called the Paley Commission) had published
predictions as$ to oil that the United ‘States would “find it economical: to. turn
increasingly to foreign supplies, and ‘eventually to liquid fuel from shale and
coal.”® The Commission also stated o ek “gynthetic oil, probably first from
shale and later from coal will come into commercial production within a decade
or so—perhaps sooner.” * From all these meetings and reports a very basic fact
emerged. : the problem of unpa’tented mining claims and other factors contribut-
ing to a scattered land ownership pattern made it economically doubtful that
either federal or privately owned lands could be developed independently. ‘The
Colorado problems were most heavily emphasized, but. owners or claimants to
oil shale lands in Utah were active too. My jurisdiction did not include ‘Wyoming,
so there is no first-hand knowledge of that area.

On September 2, 1952, we had reached the stage where the problems and

B

1 Interim Report of the Oil Shale Advisory Board to_the Qecretary of the Interior,
Tebruary 1965, transmitted by Jetter of Chairman, Joseph L. Fisher, February 15, 1965,

43 pp.
2 pPresident’s Materials Policy Committee, Resources for Freedom, Vol. I, Foundations for
Growth and Security, p. 107 (June 1952).
3 Ibid., Vol. I1I, The Outlook for Energy Sources, PP- 8-9 (June 1952).

*Partner in the ‘Salt Lake City, Utah, firm of Nelson & Mock ; A.B., University of Arizona
(1933) 3 LL.B., Georgetown University (1938) ;3 Member of Salt Take City and American
Bar Associations, Utah State Bar ; member, Oil Shale Advisory Commission.
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remedies seemed Teasonably clear to ug in the field. On that date, over my signa-

ture as Regional Administrator, We sent by telegram a “statement submitted for

0il shale Justification.” It is best sSummarized by quoting the first portion:
“Inadequate | ip i i i

unpatented claimg are obstructing development of an oil shale industry. The

feasibility of extracting oil from shale; oil companies are attempting to block
shale holdings, ag 'well ags doing experimental work. The President’as‘Materials
Policy Commission has indicated that oil shale development is not only inevitaple
i i ; but, if the Ownership problem is not cleared up in advance, con-

may be of the essence,

“The principal oil shale deposits are located in Colorado, Utah, angd Wyoming.
The area of highest Potential industria] development and of highest bresent inter-
est is in Colorado. The deposits are prineipally on public lands, Except for those
areas subject to mining claims, the government hag withdrawn an o0il shale lands
from access and development, The problem ig to determine which lands are sub-
ject to valig mining claimsg and to block private and public holdings.

“The BLM ig the agency responsible for solving the problem. Speciﬁca‘lly the
steps which would be taken are: first, collect data to allow determination of
Federal ang non-Federal ownership claimg, This would involve: (1) obtaining
from BILM land office records information to identify mineral ownership retained
by U.S. on langs; (2) obtaining from other Federa] agencieg
the record of landg re-acquired by the U, .5 (3) obtaining from BLM Archives,
and other fileg complete record of all withdrawalg and restoration orders which
affected availability of bublic land for mineral entry; (4) obtaining from BLM
offices records of any other action which segregated lands from mineral entry ;
and (5) obtaining from county recorder’s office record of all unpatenteq mining
claimg in the area, .

“Second : Clarify lang descriptions by (1) as lecessary, completing cadastral
surveys, either original or re-survey ; (2) Drocessing minerg] surveys; and ( 3)
verifying location of mining claimg by field check of monumentsg,

“Third ; Accelerate brocessing of claimg to patent by (1) comparing claim with
withdrawal and other segregation records to determine the validity of claim at
time of filing ; (2) making field check of diseovery and of hecessary development
Work ; and ( 3) issuance of patents,

“Fourth : Cancelling invalid claimsg, ag required,

“Fifth : Blocking public ang Dbrivate oi] shale holdingy by (1) analyzing ang
mapping land Ownership pattern in shale area; (2) inil:iating and brocessing
exchanges of mineral lands to achieve solid blocks of holdings under brivate or
public ownership ; and

“Sixth Issuance of leases for shale lands ag requested.”

Even earlier, by August 22, 1952, Howarqd J. VanderVeer, then Regional Chief

difficulty bersuaded me to sign angd submit, g “Proposed Project to Remove
Public Lang Obstacles to Oil Shale Development.” On that date such a proposal,
consisting of Some seventeen bages and fourteen Separate ex hibits, wag forwarded

In early 1954, my aren of jurisdiction as a Bureau of Land Management field
administrator was changed to exclude Colorado, but to add to Utah the States

increasing emphasis on oj] shale. There were coordinated Dresentations by

representatives of the Bureau . of Mines, U.S. Geological Survey, Bureau of

Reclamation, the Bureau of Land Management, and to some extent by other

agencies of Interiop,* The inevitability of an oil shale industry wag not doubted,
4B.g., Pacific Southwegst Field Committee, Program for the Pacific Southwest Region,

1956-1961, March 1954, p, 3.

6-821—67-— 9

U—
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Identification of the responsibility of each agency to further such development
was our goal. In the analyses extensive consideration was given to the place of
oil shale in relation to water power, to oil and gas, to fissionable source materials,
and to other energy sources. :

Very early I forcibly jearned that long pefore my exposure to oil shale problems
in 1947, extensive studies and action programs had been developed in that field.

Ppagsage of the Mineral Leasing Act of 1920° recognized extensive prior mining
claim activity, and included language allowing prior located oil shale claims to
be perfected thereafter “including discovery.” There were the regulations for
oil shale leasing issued in the 1920’s.® There were the records of relinquishments,
also in the early 1920’s, made by some mining claimants in return for the promise
of preference leases as provided by law.’ Some relinquishments had been accepted
and at least in some cases recorded; the preference leases to this day have not
been issued and conceivably may still be pending. There were the New York
World articles of about 1928 by a General Land Office Regional Field Examiner
erying out against the acquisition of oil shale claims by large oil companies a8
being improperly n:monopolistic.FJ The 1930 Executive Order withdrew and reserved
designated shale lands, subject to valid existing rights, for investigations,
examinations, and classiﬁcation.“ Then came the Interior Department"s
abortive efforts to cancel hundreds of oil ghale claims on the theory that
assessment work had to be kept current on such claims or the claims would
become invalid.** Next came the two Supreme Court cases repudiating the depart-
mental attempt.”* Later there was the Shale Oil Company ruling wherein the
Department «peversed”’ previous rulings that were contrary to the later Supreme
Court ruling.® I also recall seeing -dﬁpartmental correspondence jndicating no
reinstatement need be made of claims previously declared null and void for lack
of assessment work. Even more directly jndicating the gignificance of the
«peversed”’ ruling was the subsequent issuance of patents to thousands of acres of
claims. Many of these claims were of the class which the Department’s Solicitor
of 1964 was to rule,® contrary to the actions of contemporary officials and,
despite the Supreme Court rulings,* were null and void at the time of various
administrative decisions of the late 1920’s and early 1930’s. Probably most im-
pressive to me was the large number of dedicated mmining men who had sunk every
available dollar into developing and retaining and patenting oil shale claims.
Even then sons of those original pioneers were succeeding to the struggle as the
original pioneers began to die off. Today only 2 few of those original dedicated
working dreamers still survive. Neither they nor we public officials of those days
knew nor suspected that their claims were then null and void for proeedural
reasons and that the revelation ™ would be forthcoming. in 1964, notwithstanding
the even then “long established administrative practices.”

There is no need here to elaborate further on these matters. They are mentioned
as background and because it is always a source of amazement to learn one’s
efforts are not an initiation of new ideas and actions, but only 2 continuation and
only a relatively small part of many extensive contributions by others. Here,
as many times before and since, it was jmpressed upon me how essential is a
full factual background for sound decisions.

By April of 1963 it was reported that new oil shale regulations would be
jssued soon. Newspaper articles attributing such statements to responsible In-
terior officials appeared in August 1963.* Some deterring problems seem to

e

s 41 Stat. 437, 451 (1920) as amended, 30 U.s.C. §193 (1965).

¢ Cire. 1220, June 9, 1920 (53 Interior Dec. 197 43 C.F.R, part 197 (1965).)

741 Stat. 445 (1920), 30 U.S.C. § 241 1965).

s “Qtatement of Under Secretary of the Interior, John A. Carver, Jr. Before the Senate
Committee on Interior and Insular Affairs concerning 0il ‘Shale, May 12, 1965,” mimeo-
graphed copy, page 4, referring to 1931 hearings of the Senate Committee on Public Lands
ia.nd Sillnvl'!es;s to Senate Resolutions 379, 71st Congress, and to other historical events regard-
ng oil shale.

3 Txec. Order No. 5327, April 15, 1930.

10 The BLM Tand Offices of Colorado, Utah, and presumably Wyoming, may still have
ghgt‘lﬁng files and references to the land and file designations of the numerous actions
nitiated.

3015 I(cllgago\;. Virginia Colo. Dev. Corp., 295 U.S. 639 (1935) ; Wilbur v. Krushnic, 280 U.S.

11The Federal Shale oil Co., 55 Interior Dec. 287 (1935).

18 Union Oil Co. of Cal., ‘A229560 (April 17, 1964), 71 Interior Dec. 169 (1964) ; later
supplemented as to “adequacy of service”’ elements by the Solicitor’s Opinion, A-29560-A

1965).
14 Cases cited note 11 supra.
1% Union Oil Co. of Cal., 71 Interior Dec. 169 (1964).
1'See e.g., Bernick, Up and Down the Street: Tnterior Hyes New Rules for 0il Shale, Salt
Lake City Tribune, Aug. 25, 1963. .

____—
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have arisen and on November 5, 1963, Secretary of the Interior Stewart Udall
invited “suggestions from the public at large looking toward formulation of
a4 program to foster the orderly conservation and development of the vast
federally owned oil shale deposits in Colorado, Utah and Wyoming.” ¥ A Febru-
ary 1, 1964, deadline for comments was fixed, Some 0il men construed this to
mean Interior feared to act without Congressional direction because of pos-
sible implications of “Another Teapot Dome Scandal” if lease terms were
too generous or g “Serooge” appellation if conditions imposed restricted
development,’® i : :
III. OREATION OF THE OIL SHALE ADVISORY BOARD

The above explaing my pleasure at receiving and being able to accept with
high hopes the invitation of Secretary of the Interior Stewart L. Udall again
to study oil shale Droblems. The invitation came in his letter of June 4, 1964,
asking me “to serve as a member of a special Oil Shale Advisory Board . . . to
analyze this whole problem.” The problem was stated as being: “If the national !
interest is to be served, and this resource ig to make an optimum long-term
contribution to the economic well-being of the nation, the major public policy
questions need to be identified and evaluated at the outset.” :

The Secretary proposed “ g study in depth of this whole problem,”

IV. FIRST MEETING, JULY T, 1964

The initial meeting was held in ‘Washington, D.C,, on July 7, 1964 ; members
Present were : ; .
Orlo E. Childs, President, Colorado School of Mines, Golden, Colorado.
Benjamin V. Cohen, Attorney, Washington, D.C. .
Joseph L. Fisher, President, Resources for the Future, Inc., Washington,
.C.

John Kenneth Galbraith, Professor, Harvard University, Cambridge, Mass.
Lt. Gen. (Ret.) James M, Gavin, Chairman of Board, Arthur D. Little, Inc.,
Cambridge, Mass.
Milo Perkins, Economie Consultant, Tucson, Arizona,
H. Byron Mock, Attorney, Salt Lake City, Utah.®
General Gavin attended our first meeting, but bress of other assignments un-
fortunately prevented his attending later sessions and he subsequently resigned
- before the report was brepared. Secretary Udall Dresided. 'Also present were
then Assistant Secretary for Minerals John M. Kelly, who was the alternate
co-chairman from the Department, then Assistant Secretary for Public Lands
(now Undersecretary) John A. Carver, Solicitor Frank M, Barry, and ‘a tre-
mendous array of experienced and able men from all parts of the Department.
Members of the press were also present. Of major importance in this and all
subsequent Board Ieetings was the presence of Captain Kenneth C. Lovell
(USN), head of the Defense artment oil shale program.

Secretary Udall stated that he placed no narrow limits on the areas to be con-
sidered by the Board.” He then outlined “broad areas of policy that bave come
to the surface in our exploration of this problem.” ** In abstracted statements
they were : )

“ .. First, we must choose those policies which will assure that oil shale de-
velopment makeg its optimum contribution to the Nation’s economy over the
long term . , . :

“Second, careful consideration must be given tb the implications of oil shale

development on our national and collective security . .. .

“Finally, our actions with respect to oil shale must emphasize its conserva-
tion, not in the sense of hoarding, but in the creative sense of efficient recovery
and wide use ., ,” 2 =

“U.8. Dep’t of the Interior Press Release (P.N. 37328-63), “Oil Shale Development
?ilgggtions Invited by Interior,” for release November 5, 1963; Also, 28 Fed. Reg. 11796

18 Bernick, Up and Down the Street: 0il Shale Potential Starts Brush Fire, Salt Lake
City Tribune, Nov. 10, 1963,

» U.8. Dep’t og the Interior Press Release (P.N. 48827-64), “First Meeting of Oil Shale
Advisory Board Set for J uly 7,” for release J uly 3, 1964. :

2 U.8. Dep’t o{ the Interior Press Release (P.N, 49030-64), “Opening Statement by
Secretary of the nterior Stewart L. Udall at the first meeting of the Oil Shale Advisory
Bozzlu'I%,.d ashington, D.C., July 7, 1964,” for release July 7, 1964.

Q.
22 I'vid, ; :
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“The Secretary emphasized then and throughout our subsequent meetings that
he wanted our ‘independent unguided analysis. In later meetings he broadened
his remarks to say he did not expect unanimity and welcomed divergent views:
as a guide to exercising his special responsibility. :
' Key departmental technical personnel were then presented by Assistant Sec-
retary Kelly and spoke on:
" «puture Place of Oil Shale in the Energy Mix,” by V. E. McKelvey, of
the U.S. Geological Survey. !
“Legal Problems,” by T. J. Cavanaugh of the Solicitor’s Office.
«rpechnology of Hydrocarbon Fuels,” by J. 8. Rosenbaum of the Bureau
of Mines.

We also were provided prepared statements for background purposes.23

Subsequently, in our executive session, Secretary Udall asked us to select our’
own Chairman, and Joseph 1. Fisher, one of those headquartered in Washing-
ton, was chosen. We then agreed that each would submit to the Chairman an
outline of issues which he felt required res,‘olution.24 Responsibility for the nu-
merous details of our work was placed in Eugene ‘W. Standley, Staff Engineer
to Assistant Secretary Kelly. He ably absorbed those headaches for us.

Before discussing the development of issues, et us look at our total schedule
through filing of our “Interim Report” in February 1965. As noted, material

was sent us by Chairmen Tisher and Kelly as well as by Secrétary Udall. Before
adjourning on July 7 we agreed to meet in September for a visit to the principal
oil shale area of Colorado, Utah, and Wyoming. :

We gathered via Denver and Grand Junction at Rifle, Colorado, about noon
on Sunday, September 13, 1964, and participated priefly in the Open House being
neld that day by Socony Mobil and Humble and others operating the Anvil
Point Oil Shale Research Center at Rifle, Colorado, with the Colorado School
of Mines on facilities acquired through the school from the Departuient of the
Interior. We then went to Bureau of Mines facilities and held an afternoon
executive session with Secretaries Udall and Kelly and other Interior personnel
present: In the evening we returned to Grand J unction. On Monday in a Navy
plane the Board viewed the tremendous hydrocarbon energy area of the vicinity.
We flew over the Union Oil Company’s experimental site; the Anvil Points
experiment station in the Naval Oil Shale Reserves No. 1 and No. 3; the sodium
prospecting area; Sinclair Oil Company’s in sitw shale oil operation; and another
area that is considered favorable for oil shale stripping operations. Proceeding
on the extensive tour we flew over the Rangely Oil Field, the Hell’s Hole

Canyon area where eXposures of oil shale in. the Green River formation can be

23 Material supplied before or at the initial meeting included : )
(1) -Background Data for 0Oil Shale Policy, March 1964, prepared for Secretary
Udall by the Bureau of Mines, Geological Survey and Office of Solicitor, 56 pp.
(2) The 0il Shale Policy Problem, “‘a synopsis prepared for the opening meeting
of the Department of the Interior Oil Shale Advisory Board, July 7, 1964,” 46 pp.
(3) “Summary of Suggestions from the Public for Oil Shale Program,”’ Office of
Asistant Secretary—Mineral Resources, April 12,1964, 38 pp.
(4) Map : “Oil Shale Deposits of the Piceance Creek Basin in Northwestern Colo-
_yadio, D. of Int., B. of Mines,” revised June 25, 1964.
“.(p) Cowan, A Bibliography of Bureau of Mines Publications on 0il Shale and
Shale O0il, 1917—1963, Revised December 1963, Laramie Petroleum Research Center,
. M. Thorne, Research Director. .
2% Data received included B )
(1) Papers presented to the Western Resources Conference, Oil Shale Section,
Boulder County, Colorado, July 17, 1964, including : .
(a) Steele, “Basic Research in Appraising the Future of Shale Oil.”’
(b) Landsburg, “Pactors in the Long-Range Competitive Setting of Shale Oil.”
(¢) Kelly, ‘“Remarks of John M. Kelly, Assistant Secretary of -the Interior—
Mineral Resources, Before the Western Resources Conference.”
(d) Jackson, “T,egal, Political, and Administrative Problems in Oil Shale.”
(2) Gooding, «Interdepartmental Energy Study, Research and Development in the
Petrolenm Industry,” September 27, 1963, 7 Dp- :
(3) Calhoun, “T,eaging for Oil Shale Development on Public Tands,” memorandum,
July 9, 1964, 9 pp: K ;
~(4) Donnell, Tertiory Geology and 0il Shale Resources of The Piceance Creek
‘Basin Between the Oolorado and White Rivers Northwestern Colorado, Geological
~‘'Survey Bull., 1082-L, GPO 1961, Seate o X
(5). Quarterly of the Colorado School of Mines, “First Symposium on 0il Shale,”
Vol. 59, No. 3, July 1964. . . . ;
(6). Thorne, Stanfield, Dinneen, and Murphy, Oil Shale Technology : A Review,
U.S. Dep’t of Interior, B. of Mines, Info. Cire. 8216, 1964, 24 pp.
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seen, the Bonanza Gilsonite area with its veing of solid hydrocarbon, and the
Red Wash 0i] Field with prodnction mmostly from the Green River Formation.

asphalt deposits with the oil-impregnated sandstone beds in the Green River and
Wasatch Formations, and back over Naval Oil Shale Reserve No. 2. En route

wood Springs. The following morning, the 15th, we met for two hours and then
broke up to follow our Tespective courses for home. The information provided us
was beginning to ferment. The discussions were active and beneficial. Issues
began to be drawn.»

The Board hag generally agreed that we could not proceed to any final con-
clusions without an opportunity to hear the nongovernmental advocates of oil
shale activity, Accordingly, our next meeting wag scheduled to hear those who
had information of value for ug.2 It was held in Washington, D.C., beginning
November 29, We listened to bresentations by nNumerous capable and interested

At Rifle, Colorado, talks were given by :
Governor John A. Love, Colorado.

(2) Professor James Gary, Colorado School of Mines, “Technology of In Situ

Recovery of Oi1 from Shale.”
t or subsequent to the Rifle meeting, the following data was provided to the Board :

(1) “Summary_of Oil Shale Resources of the Green River Formation in Colorado,
Utah, ang Wyoming,” U.8.G.C., (undated, but bresented Sept, 14, 1964), 14 .

(2) “Barlier Oil Shale Proposals” (received by the Department), Jist of eight pro-
posals (undated, but mailed September 25, 1964), 2 pD.

(3) “Memorandum from the President Addressed to the Heads of the Executive

ber 13, 1964, 25 P,

Cavanaugh, “Disposition of money received under the Mineral Leasing Act,”

September 8, 1964, 3 pp. : )
6) Love, “Remarks by Governor John A. Love before National Oil Shale Advisory
Committee,” Sept.,.13 1964, 4 pp.
U8, Dep’t of the Infemor Press Release, P.N. 54892-64, Office of the Secretary, «0i1
Shale Advisory Board to meet with Industry,” Nov. 13, 1964.
arties represented and documentsy bresented included :

Governor John A. Love of Colorado, and associates, MTed Stockmar, Russell
Cameron, Richard Eecles, Jack Tweedy, Frank Cooley and Richard Schmidt ; “State-
ment of John A. Love, Governor of Colorado, to the National Oil Shale Advisory
Board, Deec. 1, 1964, 6 pp.; and “Supplementary Written St%f)ement of Governor

y DD

(2) Messrs, O’Brian and Bradley, National Coal Association : “Statement to the
Oil Shale Advisory Committee of the Department of the Interior, by Robert E. Lee
Hall, Vice-President,” (undated), 4 pp.

(3) CurtiS‘Morrirs, American’ Gas Association : “Statement Prepared for 0i1 Shale
Advisory Board,” ecember 1, 1964, 6 pp. .

4) Dr. Charles T Jones and Ray Sloan : a letter from Dr. Charles F, Jones, Presi-
gent, Humble 0il and Refining Company, Dec. 9, 1964, on “Research,” with enclosures,
0 pp.

(5) F. W. Williamg, Rocky. Mountain Oil and Gag Association : letter to Oil Shale
Advisory Board, by F. W, McWilliams, Nov. 25,1964, 2 pp.

(6) Messrs, Hayes, Stones, Brown, and Black, Shell 0il Company : “Statement of
Shell 0i1 Company Representatives before Oil Shale Advisory Board,” Nov. 30, 1964,
4

pD.
(I’)Z) N. B. Carson and Bruce Grant, Sinclair Oi] and Gas Co.: letter to Oil Shale
Advisory Roard by J. B. Kennedy, President, Nov. 24, 1964, 3 pp.

8) T. w. Nelson, Dr. Dayton H. Clewell, and Jack EH, Earnest, Socony Mobil 0Oil

%%,4 111((3) “Opening Statement to 0il Shale Advisory Board by T. W. Nelson,” Dee. 1,
s pp.

(9) H, 1. Koolsbergen, M., . Winston, and A. . Lenhart, The 01l Shale . Cor-
poration (TOSCO) : “Oi1 Shale Development on Federal ] ands, Supplemental Writ-
{g}&ftgftement of the Oil Shale Corporation to the Oil Shale Advisory Board,” Nov. 30,

y o PP,

(10). John R. Pownall and John Allen, Union 0il Company of California : “State-
ment on Oil Shale Policy Matters to the Oil Shale Advisory Board of the U.S. Dept.
of the Interior by John R, Pownall,” Dec. 1, 1964, 6 pp. .

(11) J. H. Smith, Jr., and John Savage, Valley Landowners Association : exhibits
of letters, 12 Dp. :
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meeting ended on 2 note that we needed at least one more session to bring our
thoughts into final form and again try to resolve differences that were appear‘mg.28
The final meeting of the Oil Shale Board was held in Washington, D.C.,
beginning on Sunday, January 17, 1965, and continuing through the 18th. It was
agreed that we had to get the report in by the 1st of February and this was the
target we all set out to reach. Chairman Joseph Tisher was having a rough time
getting a consensus, but he never ceased to strive toward it.

v. ISSUES

Against the chronological background we now can begin to develop the issues
considered by the Board. At the initial meeting and carrying over into the issues
proposed later in writing, three principal questions emerged. They were: First,
would present opening of federal oil shale lands to development threaten our
existing economy ; second, is it in the public interest to proceed with developing
an oil shale industry ; third, can a method be provided for opening federal oil
shale lands to development that affords full protection to all interests. The above
was my conception of the basic issues, based on preliminary materials supplied
to.us and on my own personal experience. Bach of the Board Members had
agreed to send in a statement of his tentative proposals for the subject matter
that the Board would consider. Of the five presented and distributed to the
Board, mine was far from the most profound.
However, since it was mine, I feel free to use it. As submitted on July 16,
1964, it read :
Questions and subquestions proposed for resolution by the Advisory Group on
Oil Shale are:
I. Does the “public interest” require control of the development of oil shale
production?
‘A. What “public interest”?
1. Defense needs?
International commitments?
National energy requirement’s?
National economy : :
a) Industrial development
b) Area development
¢) Protection of current capital jinvestment
1 Investments in the petroleum industry or the energy supplying
industries
(2) Investment in oil shale investments
(a) Realty and deposits
(b) Research investment
(c) Improvements
d) Prevention of waste of oil shale resources
e) Prevention of waste of other resources
(i.e., mineral, vegetative, space, recreational, etc.)
B. Should control be restrictive or jncentive or flexible?
II. What is the procedural method desirable and possible for federal control
of the oil shale resource?
A. Availability of federally owned. resources for leasing?
[N(yrE.——Factual data required with some detail to determine feasibility
includes :
1. What is the true pattern of ownership of the oil shale resources?
a) Federal
i (D) Unencumbered

USRS

28 Additional data veceived at or after the November—December meeting included :
(1) «Developments at Rifle Oil Shale Plant under Lease Agreement with Colorado
-§chool of Mines Research Foundation,” (undated, but mailed Dee. 4; 1964), 2 pD.
(2) Bast and Gardner, Oil Shale Mining, Rifle, Colorado 1944-56, U.S. Dep’'t of
the Int@rior, B. of Mines Bull. 611, 1964, 163 PD.
(3) Prien, Denver Research Institute, University of Denver, «0i1 Shale—Current
. Status of U.S. Oil Shale Technology.”
4) “Shale 0il: Colordao, Utah and Wyoming.” Charts and schedules, U.8.G.S,,
.. .Nov. 30,1964, 13 p%. . ; .
(5) Stoddard, urface Resource Protection—O0il Shale Bxploration and Develop-
ment,”’ prepared by BLM for 0Oil Shale Advisory Board, (undated, put presented
Nov. 29, 1964), 5 pD.

kAt i
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(2) Subject to doubtful mining claimg
(3) Subject to probably valig mining claimg
b) State
¢) Privately owned
(1) Unquestioned fee title
(2) Questioneq DPatents
) Mining claims]

1. Final decision as to patentability of claims or ag to right to develop
unpatented claimg
Exchange brogram to block federal ang non-federal holdings into
economically feasible Units,
C. Other controls of broduction as to either federal or non-federal holdings,
both

1. Restrictive regulatory agencies, bro-ration, allowables, ete,
. Incentive
a) Title Security
b) Exchanges
c) Opening to leasing
d) Tax adjustments
III. Other questiong arising from above as to timing, responsibility, ete,
After Co-chairmen Fisher anqg Kelly ang others in Washington had had an
opportunity to review all the recommendations g statement of “Issues to be

velopment of oi] shale on Federa] lands?

Oil shale wag withdrawn from disposition under the Mineral Leasing Act

by Executive Order in 1930, !

% % * * * ’

The first task of the Board is to advise whether underlying conditions have

So changed since 1930 as to make it advisable to withdraw the Executive

Order ang bermit some form of development of oil shale on Federal lands

to proceed. ,

IT. On the assumption that the Board recommends that development should
not proceed now, what is its advice as to the cireumstances under which
development should - proceed later? It ig bossible for e€xample, that the
Board might make development contingent upon an energy supply shortage
not now imminent, or on resolution of the broblem (and hence extent) of
brivately owneq shale lands, or on private development of a suitable tech-
nology and a dynamie competitive industry based on lands now in Private
ownership,

III. Experimenta] or commercial scale development ?

A. The Board might recommend that the Government broceed toward
development immediately, beginning with an €xXperimental or develop-
mental phase to be undertaken at either Federal or Private expense,

B. Commercia] development boses two broad alternativeg :

1. Uncontrolled development
Development in which the Federal Government influences to g great-
er or lesser extent the timing, mode, and rate of development.

In the event that 1. ig adopted, no further basic Dolicy questions would

remain,

In the event that 2. ig recommended gg the course of action, the Board

should give advice as to the extent to which the following should influence

Federal oil shale policy :

a) Impact on other fuels

b) Contribution to national €conomic growth
¢) Contribution to national security

d) Impact on regional economic development
e) Impact on international relationg
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1V. Having provided advice on the foregoing, four problems will remain to be
resolved by the Secretary of the Interior, and the Board may wish to offer
its advice on one or more. These problems——essentiany residual of the
proader policy considerations that the Board will deal with in I through
111 above, are:
‘A. What specific programs should be followed to stimulate advances in
oil shale technology ?
1. Intramural research
2. Contract research
3. Privately financed research
a) incentives
B. What should be the mechanics of private access to the public lands?
1. Competitive leasing
2. Noncompetitive leasing
3. Concession arrangements
a) Based on area?
b) Based on volume of oil?
C. What means should the Government use to influence rate and mode of
development?
1. Taxation
2. Subsidies -
3. Production limitations
4. Federal participation in earnings
D. For what purpose should Federal revenues arising from oil shale de-
velopment be used?
1. States
2. Reclamation or other special funds
3. General receipts
(Mineral Teasing Act of 1920 stipulates 37.5% to States, 52.5% to Recla-
mation Fund, 10% to general receipts. Some states earmark their shares
for special purposes. )

In the beginning two premises had been casually accepted and they operated
as an imf)ediment to the initial approach. Those premises were: First, that open-
ing of the federal oil shale reserves could ruin the petroleum industry of the
United ‘States, and second, that the oil shale reserves within the United States
were SO completely controlled by the federal government that there could be no
oil shale industry until the federal reserves were opened. By the time of the Rifle
meeting in September of 1964, the gecond of these had been largely repudiated.
Discussions of the reserves in Utah and Wyoming showed that there were sub-
stantial areas where the Federal Government did not control. This was clear in
Utah and implied as to Wyoming. The presence of patented claims in an inter-
spersed fashion was revealed in Utah as well as the presence of state owned
school sections in the oil shale area.

Despite this, the presentations by the Department of the Interior personnel
continued to be largely focused on the Piceance Bagin with particular reference
to the heartland of the vast oil shale reserves lying at depth. This heartland as I

recall was not fully identified in the early 1950s when the Bureau of TLand Man-
agement was considering an active program for opening the oil shale lands.
Surrounding this heartland is an area of controverted oil shale claims which
the federal government has, over the years by one means or another, attempted
to invalidate. They are still in controversy. The next ring away from the heart-
land consists of patented properties lying at lesser depth with less thickness.
Running through the heartland and both of the rings are areas of patented oil
shale lands where the outcroppings have been revealed and where the parties had
proceeded to patent in years past. Even the emphasis on the Piceance Basin
heartland did not fail to reveal that the interspersed private holdings could still
proceed without waiting for the lifting of the federal wihdrawal order which
prevented jssuances of leases on federally owned resources. .

Interestingly enough the result of the revelation that the federal government
did not dominate the oil shale industry by withholding its reserves and, there-
fore, could not dictate the nature of the deyelopment completely was to cause
an attack on private owners of oil shale lands for not having gone forward with
development. The jimplication was that it made no difference whether the federal
government opened the public lands and, therefore, we had no urgency in pro-
ceeding. This line of argument increased in force up to the final draft of the




operated oil shale industry might come into being after private industry had
gotten started in the less rich lands was a ghost that kept appearing. The other
element was that Drivate capital having been Spent in the development and show-
ing the way might give latecomers a chance to pick up federal leases and com-
pete without having the vast initial investments that appear to be necessary. The
other factor which Was apparent as we saw the pattern of land ownership was
that control of Segments of federal lang is essential to creating an economic
block of state and fee lands in Practically all areas, !

The first bremise as to the threat to g domestic petroleum industry wasg
rebutted not only by the testimony of the representatives of the Drivate segment
of our économy but also by the facts that were continually presented to us by the
Department of the Interior. Those facts revealed that the cost of extracting
kerogen from shale was far greater than the cost of extracting petroleum from
a well. The initial investments are greater and for a unforeseeable period the
margins of profitg would be quite low, if they existed at all. The ability to com-
pete against petroleum, domestic or foreign, is of substantial doubt. The need
to make vast expenditures in the development of techniques as well as in the
acquisition of the reserves and the construction of the plant facilities indicated
that only by some sort of consortium could sma]] operators hope to become active
in an oil shale industry. Thig caused some concern,

The interesting result of all the discussions wasg that on one hangd we were
being told that the resource was of such tremendous value that no one should
be allowed to reap the rich harvest of profits from broceeding ; while on the other

Dosition but that it would not be destructive of the petroleum industry. In reply
to a question ag to why he felt his,company should be “subsidized” by having
all or part of the vast oil shale reserves “alienated” to it, he replied, “You may
call that a subsidy ; I certainly do not.” One of the Board members later com-
mented that it wag the first time he had heard competitive bidding proposed
for subsidies,

The developing of the issues ran into one major problem. The members of the
Board, with certain minor exceptions; were men of such tremendous intellectual
Dower that they were able to tackle and resolve problems rapidly. There was no
false modesty about ability, but to me, as a bystander, that tremendous intel-
lectual ability tended to carry us past certain common factsy that might have
justified further exploration. There ig always a tendency for intelligence to abhor
a vacuum. If no immediate explanation of g phenomenon is DPresent, one is found.
The need for broad factual information ig particularly important in such an
atmosphere, The stress of time, the urgency to complete, the desire to serve,

2 See note 27 supra.

76821 0—67——21
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of us felt that the Department should be condemned or praised for its position on
those matters, but that the due procedures should continue.

The second matter emphasized at Rifle was the conservation problem. There
was extensive discussion on the need to recognize other values in the areas where
oil shale was found. This was of deep concern to all and it appeared in our final
report. “Qonservation” was a goal with which none disagreed. The exact mean-
ing of the word, however, may not have been the same to ‘all. Because it might
offer the greatest possibility of conserving the values other than oil shale, the
~ Board gave a great deal of attention to the extractive process known as in situ.
This involves retorting the shale in the ground and extracting the liquid at the
surface. The problems of disposal of waste, the destruction of the landscape,
the filling in of the valleys and all of the related aspects might be avoided by
such a process. Two questions would require resolution, however. The first is the
economics of the in situ process if it is found to be feasible. The gecond is
whether. the process would waste any substantial amount of the oil shale by
leaving in the ground unrecovered shale oil. If the definition of the word ‘“‘con-
servation” includes the avoidance of waste of oil shale itself, then the effort to
conserve other values in the.area might be overweighed by the need to conserve
the oil shale from waste. We never did completely resolve this matter. The details
of extraction were far beyond our capacity on the basis of the time and informa-
tion and training available.

The efforts of every Board member to come to grips with the problem before
us was interesting. Continually we by-passed the basic problems and tried to
tackle details; continually we had to back up. The question of the method of
extraction is one example; the details of leases that might be issued is another;
the nature of the research and development that should take place was still
another. Incidentally, the term “R&D,” meaning research and development, is
another example of the need for clear definition. Did the term apply to basic
research alone or to applied research as well? Did it cover adopting a tested
technique in one area to a new area with varying physical problems? The
questions are infinite, even definition may not have resolved them. Some felt
“R & D7 was a detail; others indicated it might be a goal. Elements of that crept
over into our final report.

Another problem continually discussed was concern over whether the federal
government should get the maximum return to which it was entitled from the
oil shale reserves it owned. This led to one interesting concept of collecting all
information that could possibly be obtained before any lease was issued. On this
basis the Government could then proceed to issue a lease based upon a fixed
number of barrels of oil to be recovered. It took quite a little discussion to get
to the heart of this question. It was reselved by pointing out that since no known
method of recovery provided 100 per cent efficiency, to issue a lease on the number
of barrels would lead to high-grading of the deposit, to the leaving of large
amounts of the resource in the ground, to the inability to recover the marginal
deposits, and to the destruction of the incentive to the lessee to increase his
efficiency and productivity with a resulting increase to the Federal Government
of gross receipts from royalties due to a greater recovery of the resource.
Perhaps this problem was adequately resolved. Some of us were never sure it
had been settled.

The question of who should do research and development continued to flare
as an issue throughout all the discussion up to and including the final draft.
Some felt that the Government should conduct all the research with its own
personnel. Others appeared to feel that it should be done under a Government
contract with the results becoming part of the national property to be used by
any group that obtained a lease. Others appeared to feel that the Government
should concentrate on basic research and leave the applied research to the private
segment of our economy. The confusion of terms is obvious. There were heated
discussions about the overfocusing of research by having it controlled from one
place as contrasted to the greater possibility of a breakthrough by letting every-
one have a try by his own method. A tendency to overgeneralize appeared in some
of the proposals. The overgeneralization consisted of assuming that all companies
were equally advanced or retarded in their development of the art of extracting
the oil shale product. Some wondered if those that are behind were not trying
to get the resources retained in federal ownership until they could catch up. We
never knew. Certainly an overgeneralization was not called for. The companies




to-make hig pointed comments Or exceptions to that in a footnote if he wished
and also each would ‘present hig own personal views in a separate statement
that would be attached in totg.

By the time the report came out it seemed to e that we had resolved two
questions, First, there was no public interest that Justified holding up an oil
shale industry., Ag a consequence thereof there wag no public interest that

industry before we could know the answers, Apparently we had reached g pretty

The question of method, however, wag another problem, We clearly did not
approve an uncontrolled releage of the federal 0il shale reserves; nor did the
group approve g government-operated 0il shale ipdustry. Some co}nmen_ted that

a, California, and Teapot Dome in Wyoming as a government opera-
tion. Some felt that there haq been recent sSuggestions in Wa‘shington, based on

government. get the maximum dollar return? The other side of that question is,
how could Drivate individualg be preventeq from unjust enrichment? We aJ] had
the same objective—get the optimum return to the hation—asg the Government
and as the landlord, both from rental and royalty revenue and from taxes. We
shared a common belief that no special favoriteg should be benefited in the

to the belief that the oil shale reserves could not he opened up becauge some might
get special benefits. It leq others to believe that only by opening them up on a
competitive system could special benefits be denied. Thig deep concern for the




- 308 FEDERAL OIL SHALE PROGRAM

propriety of the operation probably was the greatest problem we had to resolve.
Qur goals were jdentical, our proposals of method different.

A complete treatment of our problems which we discussed requires discussion
of the ghost of Teapot Dome. This phantom appeared pefore, during, and after
our deliberations. It probably will never entirely go away. 1t was used to justify
government research and to justify “pesearch and development”’ leases. It was
used to justify issuing competitive leases and it ' was used to justify no leases. A
few basic facts about the Teapot Dome controversy may help to bring the problem
into perspective.s"

The original controversy over the Naval oil shale reserves was not one of
scandal but one over what legal rights, if any, the Honolulu 0il Company and
others had in the oil reserves set aside for the Navy. The controversy turned
on whether the Government could invalidate the rights these parties asserted
under prior issued permits or whether those parties would be able to continue
their operations. It is interesting to note that Honolulu Oil Company won that
fight. The similarity with the present fight of oil shale mining claimants seeking
patents and the position of the Government trying to deny them 18 fascinating. As
noted above the Advisory Board did not see fit to pass on the legal problems
and yet the parallel with the early oil reserve problem of California is intriguing.
1t was not until 2 later period when the Secretary of Interior was accused of
granting special favors to his friends on the Naval reserves that had been trans-
ferred to his administration that the term “Teapot Dome” became one of com-
plete opprobrium. As time has passed the events of the two periods have become
merged into one. Any discussion of opening up Naval reserves or of lifting the
withdrawal on other oil shale lands brings back memories of a scandal and all
phases of the controversy are blanketed thereunder. It is interesting to note that
the scandals of the Teapot Dome period turn on the granting of favoritism for
a few in the development of federally owned resources. The proposal of a
method by which a few would be allowed to do research and then get a special
grant based upon someone’s approval of the results may come closer to the
problems of Teapot Dome than would the opening of the lands to competitive
leasing. Providence would have to protect the federal administrator who decided
between two equally belligerent contestants for an ‘0il shale lease on the basis
of which the administrator preferred, rather than on some other more objective
and less controversial test. At least to me, the taint of Teapot Dome and its
application to the oil shale reserves of the Federal Government will best be
1aid to-rest by opening all or part of the Federal oil shale lands to competitive
leasing with performance requirements written in that eliminate those who
canmot or will not develop the reserve. This does not mean that all should be
opened at once but in my opinion some should be. To some the withholding of
the federal oil shale reserves from development may be construed to be as
great a granting of favors to those who wish to restrict competition in that
field as would be the direct issuance of preference to such people. This dilemma
is one common to public administrators. To my mind affirmative action is the
only solution. 1 :

The avenues and by-ways that were explored by the board were infinite. In
the final comments, it is obvious that many were not explored by all together,
but that some of the board brothers participating in the drafting were drawing on
other sources of information. Certainly that was true in my case. Had the time
been available to hammer out clean decisions on various factual questions,
much of the apparent disagreement might have been eliminated. At our final
meeting this was becoming quite apparent. It was not until that period that
the board finally adopted and agreed upon a statement of goals and incorporated
it in the draft which became the January 21st draft. Perhaps we should have fixed
those goals in the beginning but that was not possible. In an effort to fix the
points on which we had agreed, I undertook to prepare a statement of facts
and to have them adopted by the poard. On some wWe agreed ; on some we did
not. Consequently, we eliminated the entire list that 1 proposed. They are, how-
ever, of sufficient interest, at least to me, to set them forth as a footnote for con-

v

30 Recommended reading on Teapot Dome i8¢
(1) Bates, The Origin of Teapot Dome (Progressives, Parties, and Petroleum,
1909-1921), University of I1linois Press (1963).
P (2) (Iiggégl)e, Oil and Politics in the 1920’s © Teapot-Dome, Touisiana State University
Tess . .
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sideration by any ‘others who may in the future be delving into the oil shale
problem, :
VI. CONCLUSIONS

flagging concern for the public interest, anq the pressures and frustrations, I
must state basic truths to you who may reaq these comments :

% The proposals were :
1) Oil shale development ig not presently a matter of major concern in the over-all
national needs for energy,
(2) Efforts to develop a viable oil shale industry as an alternate source of national
energy supplies ig in the national interest, :
Immediate efforts to develop an oil shale industry do not Dose a serious threat
to that bortion of our national economy represented by the oil industry and other
industries Supplying our energy requirements,
(4) Parties interested in oil shale development are in various stages of progress
toward commencement of g commercial oil shale industry,
(5) The federal government controlsg Some 75% of the total acreage and some 859%
of the known reserves of oil Shale, An additional 5 o of both acreage and reserves may

holding the federal reserves from access creates g favored Dosition for

oil shale development in the hands of the relatively few holders of non-federal lands,
Numerousg companies or groups of investors are demonstrating Substantia]

interest and makinwg major investments in efforts to develop an oil shale industry, .

(10) Withholdlng federal lands will not brevent such development, but will restrict
competition anq may reduce the Probabilities of a breakthrough into Successful and
economically feasible development,

(11) The federal oi] shale reserveg could be attractive for Speculative investment, as
contrasted to development investment, .

The lands involved have values other than those for oil shale, Conservation
standards for DProtection against waste of the oil shale resource itself, for the protection
of surface, other mineral Yalues, scenic values, and other values, and brotection
against bollution ang other damages have not been established.

(13) The federal government can act contractually to achieve such conservation
standards ag to federal lands but must cooperate with state and local 8overnments
and private owners to achieve them as to the remaining areq. i

(14) 1f federal gove, ment wholly or in bart withholdg aceess to the federally
owned reserveg for development, the federa]l government will not be Darticipating in
the development of conservation standar

€xpenses may require review of the Dropriety of the above distribution of receipts.
Again, this fg & problem noted fop consideration, bput one considered to he beyond the
Scope of thig board’s mission,

(19) The current controversy over the ownership of unpatented mining claimg
creates a situation that allows neither federa] nor private—anq in Some cases state—
control of the controverted lands for burposes of development. Until such controversies
are resolved the lac‘l: of necessary certainty of title in federal or non- ederal ownership

nt,

benses in their management,

(21) Wlthhold!ng oil shale reserves from access or granting of access without
making such access open to competition can be expected to evoke accusations of
“favoritism’’ against responsible federa] officials,
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1. Secretary Udall refused to guide us to pre-determined conclusions. He
invited and incited diverse opinions. He deliberately forced us to open. any new
problems we found necessary.

2. Itis remarkable that as much was accomplished as was. The delineations of
basic conflicting pfhilosophies was an accomplishment. Reconciliation of them
might have been possible with more time. s

3. Had members of this Board been willing to lend their names to a staff
study prepared for them, a less controversial report might have resulted.. Not
one would have done so, and Secretary Udall and Assistant Qecretary Kelly
were not parties to any pressures in that direction. . o

4. Joseph Fisher, in the unenviable job of chairman, did a tremendous job
in gaining as much consensus as was obtained. without his firm conference
guidance and unflagging efforts to reduce our discussions to written form ac-
ceptable to us, there might have been no consensus report at all.

5. All of us, and probably the chairman most of all, would have welcomed
several “héad-knocking” gessions, beginning where we ended, to factor out
facts and issues.

6. Such sessions could have hammered out afindings-of-fact” and «definitions.”
Such «Jefinitions” clearly stated would have minimized differences arising from
words apparently common but actually pregnant with different meaning . to
each of us. Such “ﬁndin-gs—ot‘-fact” would have restricted the reliance and em-
phasis by each of us on the peliefs and half-truths not agreed upon but drawn
upon from the widely divergent backgrounds of the six poard members. Without
these common grounds of understanding and the limits fixed by theny, no agree-
ment could be reached. ¢

7. No group could have been more unalterably Jedicated to our national
public interest, nor more concerned with an effort to be fair toward all segments
of our society. We differed on methods, on some factual conclusions, on time-
tables of urgency-—they were honest differences. No one could be more -privileged
than was L in testing my principles and beliefs against such fine minds, splendid
gentlemen, and principle'd Americans. My appreciation of the need for and the
importance of the democratic process is reaffirmed; My respect for those, with
whom I differ is enhanced; my desire to continue exploring those. differences
in search of fundamental truths is purning even more brightly. oyt

8. But even had we been able to “head-knoc » in to common recommendation,
we still were only «pdvisory.” The purden of decision and the full reﬁponsibility
rest directly on the Secretary of the Interior. His concerns are multitude, the
pressures of a many-faceted public interest unending. As one of us six majority
opinion writers said to Stewart Udall after the report had peen made: public:
«mach of us had definite views on what you should do, but not one of us was
certain that he would follow that advice were he sitting in your place.”

Consistent with all those conclusions and speciﬁcally without necessarily
dissenting from the last, my mind turns to an old and wise sailor’s remark :
“«Even the best pilot and navigator can not steer a drifting ship.” My views in
the separate “majority” opinion remain the same: ;

No proven public interest precludes development. There is & national urgency
requiring that we commence. To wait too long may waste all or part of the vast
oil shale reserves as its place in energy history is passed by and we go on to other
energy sources. Ample precedents for protecting all aspects of public interest
are available and workable. Tailing to give private capital a chanceto try is
wasting three great resources : The ingenuity of private enterprise, revenue from
rentals and from the tax base of new capital assets, and possibly the: shale
resource itself.” :

Development of a viable oil shale industry faces many problems. Until.we
face them, those problems will not be solved. Objections: to every proposed
solution will continue to proliferate. Positive losses from delay are far more
damaging to our national interests than possible 1osses from mistakes ‘in
proceeding. ‘ :

The Oil Shale Advisory Board had to stop before it finished. At 1east it found
that opening federal oil shale reserves need not be Jetrimental to the national
interests and that keeping them locked up may be. LaTE
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U.S. SENATE,
CoMMITTEE onN A_PPROPRIATIONS,
: Washinyton, D.C., September 14, 196%.
Senator Hengy M. Jackson, .
Chairiman, Interior ang Insular Affairs Committee, New Senate Office Building,
Washmgtcm, D.c.

“Third, ve appear to know virtually nothing about the full extent or value of

this precioug esource and very little about development costs, problems and
bProcesses. -

‘This Committee ang the Congress, not the Interior Depart.ment, should make
the signiﬁcant decisions ag to how thig extraordinarily valuable broperty should

Determine the extent and valuye of the resources, including not only the oil
shale but aluminum, sodium and other mineralg as well,

BEvaluate the impact vast residues from the bProcessing of the shale could have
on our natural enviornment and how to avert this type of pollution.
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A further problem which must concern the Congress, although it does not
come within the jurisdiction of your Committee is the question of the depletion
allowance for oil shale. Should it be the 159 allowance presently permitted for
shale, the 27 figure used for oil or some other, lower amount reflecting the

fact that exploration expenses are virtually ponexistent where oil shale is
concerned?

Finally I would add that there is enough oil shale land in private hands—
: 159,—for the industry to begin answering some of the above questions itself.

1If it wishes to join with the Federal government jn a creative partnership to find
answers, that is all to the good. But until the government is in a postion to give
reasonable answers to all of these questions, 1 feels we cannot in all conscience
Jease further shale oil land to private interests.

1 hope that 1 will have an opportunity to discuss my proposal with you and
the members of your Committee, Mr. Chairman, after it has been worked into
final form and introduced on the floor of the Senate. But above all 1 urge you and
your Committee, Mr. Chairman, to bring to a halt the present hasty administra-
tive effort to distribute this shale oil land.

Sincerely,
WiLLIAM PROXMIRE,
U.8. Senator.

Senator Moss. Our first witness this morning will be Mr. John G.
Winger, vice president, Energy Resources Division, the Chase Man-
hattan Bank, New York. We are happy to have you with us, Mr.

Winger. Y oumay proceed.

STATEMENT OF JOHN G. WINGER, VICE PRESIDENT, ENERGY
- RESOURCES DIVISION, THE CHASE MANHATTAN BANK, NEW
YORK, N.Y.

Mr. WineEr. 1t is an honor for me to be here today, Mr. Chairman.
1 think, as we all recognize, the energy industry ranks among the very
largest of the economic activities of the Nation, and because of the
great importance of the energy industry the bank I represent created
31 years ago & special division to deal with the bank’s relations with
these various energy industries. It was necessary for the management
of the bank to have a continuous flow of information relating to these
industries, if it were going to carry on its affairs in the most efficient
manner.

We have, in addition, customers from every factor of the economy
coming to the bank and seeking information about the energy
industries.

Just to cite one example, & steel company wanted to make a survey
of 25 percent of their market. Some companies will come to us and seek
1fnf<})11_'mation about the future prospects for forward planning in goo

ashion.

CAsT anderstand it, I am to present to the committee some of the
information we have generated for business purposes. Unfortunately,
the nature of this information does not lend 1itself to a written report.
Therefore, we are going to utilize, today, visual aids. Experience has
taught us that we can communicate far more information within a
given period of time in that manner, SO that this story will appear on
the screen in a series of slides, each being in the nature of 2 building
block, each slide adding a part to the picture. Some of this material
may raise questions in your minds, so I will say that often a succeeding
chart will tend to clear up that question. '

Now, if you can give me a moment, 1 shall turn this on and proceed.

e ————
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Senator Moss. You may proceed, Mr. Winger. I know we keeﬁ those
slides in the files of the committee ; so, if we want to examine them at
a later date it will be possible for the ful] committee to do go, o

Mr. Winger, We can make available to the committee either a set
of the slides or 5 reproduction of the slides,. | would suggest that repro-
duction might be more usefy] for your purposes,

Senator Moss, Tt you would agree to do that, we would appreciate it.

Mr. Wineer. We can do that; yes, sir, : ‘

It has been established that in"a]| of the progressive nations of the
world there is a cloge relationship between the economic and the ener-
&Y requirements of the nation. We are going to deal this morning with
the energy markets of the United States and the prospects that we
see for the energy markets for the decade which wil] end in 1975,

ou see chart No. 1, which shows the population growth in the
United States from 1920 up to the preseng time, and the decade
8rowth up to the end of the decade. You wijl see that we have experi-
enced a continued growth in the past, even during the very difficult
years when we went through the great depression the continuous
growth projected to the end of the decade, This projection is not our
own. It is the consensus of the thinking of 5 number of population
experts and includes the Projections of g growth census, We would
label this as conservative projection,

Ou can see that we have divided the Population on this chart into
two groups, those under and ovep age 15. Everyone who will be over
15 by 1975 will have already been born, and it js almost a mathema.-
tical certainty that we wil] have this number at the end of thig decade.

o cannot, of course, be quite so sure about. those under 15,

With a growing population we then have indicated a growing
économy necessary to satisfy the needs for goods and services, and
& growing économy is going to require 8rowing quantities of energy.

0, we have here eyi ence of an ingredient for growth.

millions of people

250
UNITED
STATES 200
RESIDENT

POPULATION 150

100
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Of greater importance than the overall expansion of the popula-
tion is the change in the various age groups that constitute the total
population. [Chart 2.]
1£ we go back to 1930 and measure the number of children under
the age of 5, we find that there was 2 decline which lasted through-
out the decade of the 1930%s. 1t lasted, in fact, antil this Nation be-
came involved in World War 1L We know, from hindsight, that it
was o difficult economic situation, and that the difficult economie
circumstances of that period brought about this decline in the birth
rate. 3L
 After we became involved in the war, the birth rate accelerated
rapidly. i
Tn 1955, we had this many people in this age bracket, and in early
1965 there were twice as many, but what happened back at that time
was reflected 20 years later when the same young children became
young adults in the age groups of 20 to 24. You can see the decline
existing throughout the 1950%s, turning around in 1962, and begin-
ning a rapid increase. e
Tlere we are showing in the scale mathematically what lies ahead.
This has an impact upon our economy, because this is the age of new
family formulation. The average age for man is 99 and for the fe-
male 1t is only 20. We know, of course, that when two young people
join in marriage their demands for goods and services increase quite
substantially. So that the decline in the birth rate back in the 1930’s,
really constituted a brake upon economic growth in the 1950’s, and
this n turn reduced the growth of the Nation’s energy requirements.
1f we look to the future we can see reason for optimism in respect
to the expansion of our economic activity and, in turn, the growing
energy requirements. L

Twenty Years Later‘
CHILDREN UNDER 5 | YOUNG ADULTS 20-24

millions |of people
2

CHART 2
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- We can see this better when we examine what is happening to other
age groups shown on chart 3.
On the left-hand side of the Screen, the growth of our population-in

th‘ls 10-year period ended in 1965 with almost 30 million people, and

In the current decade Ve can expect a growth of about 31 million
people, but the expansion by age groups will be substantially different :
hot so many under 15 or not SO many in the 15-to0-20 bracket, but a
great many more in the 20-to-30 bracket, and then, again, not so many
over. .35, %l,'his Is going to have a great influence upon economic
activity. :
=+ Let us consider, first, the effect of the 15-t0-20 bracket. This group
of people is very important to basic industries, the automotive and
the petroleum industries. These people are Important, because this is
the time in their lives when they first obtain g driver’s license, and

was the case when I was in that age bracket,

We can see that in the current decade the expansion of this group
is not going to be as large as it was in the past decade, and
this tells us something about what we should expect in terms of energy
requirements, :
The most important group by far is the 20-to-35-bracket, group,
indicated by the red bar. Tlrl)ese people are important, because they
account, for a major proportion of the overall expenditure for goods
and -services. Thig is when they are establishing their homes, and
equipping them and spending for a wide range of purposes,

U.S.POPULATION
“GROWTH BY AGE GROUP

nilliocjs of people

CHART 3
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sion, in the current decade we can expect an expansion 10 times as
large, or almost 16 million people, and this will constitute as much as
45 percent of the total population growth.

1 think that we can see readily that this going into effect will affect
the growth of our economic activity, because of what we can expect
in terms of the demand upon the capital markets, and, of course, most
importantly, what we should expect in terms of energy requirements.

On chart 4 we have traced the expansion of energy use on a per
capita basis, and we express these energy requirements in terms of
barrels-of-oil equivalent. Experience has taught us that this is the
most meaningful unit of measurement. No one can visualize a B.t.u.,
nor a kilowatt-hour of electricity. I doubt if we could see a thousand
cubic feet of gas. We might see a ton of coal, but everyone can get
a mental picture of a barrel. So, we have used this unit of measure-

" ment and will continue to use it in the rest of this showing.
In the first 5-year period indicated on this chart, 1950-55, the per
capita consumption of energy increased by the equivalent of three
barrels of oil. Then, in the following b years, when we were experienc-
ing the full effect of the decline in birth rate, back in the 1930’s, the
energy consumption rose by less than one-half as much, not even a
barrel and a half.

Then, in the next 5-year period, as we pulled away from the in-
fluence of the decline in birth rate and took on the effect of an ac-
celeating birth rate, you can see that the energy consumption per
capita rose by a much larger amount, more than 515 barrels per person.

Our studies indicate to us that it is reasonable to expect that, during
the next two 5-year periods, an increase of about one barrel per person
per year, or five barrels for each of these b-year periods.

On the right-hand side of this chart we have traced the overall per
capita consumption expressed in oil equivalent. Starting out in 1950

CHART 4
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the consumption was slightly less than the equivalent of 40 barrels of
oil. There was a period of slow growth which was reflecting the decline
in birth rate of the 1920’s, «
his chart reflects the 1954 business recession, another one in 1958,
and then, as the influence of the accelerating birth rate came into the
picture, Jou can see the sharper upturn in per capita energy require-
ments; that is, in 1965 almost 50 barrels per person. To give you a
perspective, this compares with a per capita consumption in Western
Europe of 15 barrels per person, barely one-third as much as we con-
sume in this Nation. Here is the projection which our studies indicate is
areasonable expectation.
Still another way of measuring energy consumption and, again,
in oil equivalents, in 1950 we consumed in this Nation the equivalent
of slightly more than 15 million barrel.s of oil per day. In 1965, our

As measured in oil equivalent, as you can see, this is indeed a tre-
mendous volume of energy. We cannot, of course, conclude that all
of these sources of energy are going to share equally in this growth;
To determine which wili grow faster and which slower, we need to
know a great deal more about the energy markets.

Seeking answers to find out where the people are, we divided the
United States up into five areas. These are the five petroleum dis-

millions of barrels daily

40 o o O I S

¢ Total
Energy Use

B o B

1950 '55 '60 '65 '70 75

CHART 5
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tricts which were established during World War II for logistic
purposes and have been continued up to the present time. [Chart 6.]

Tt is not surprising to find that the largest concentration of people
is on the eastern seaboard, 39 percent. In this central division we
find 33 percent. So, almost three-fourths of our people are located in
these two regions. There are 12 percent on the gulf coast and 2 similar
amount, 13 percent on the west coast. And in the Rocky Mountain
region there are 3 percent.

The figures in the white circles measure the per capita consumption
of energy in each of these regions, and the lowest is on the east coast.
It is equal to 38 barrels per person, and it is the highest on the gulf
coast, almost twice as much, equal to 74 barrels per person. The reason
it is so high in the gulf coast region is for various reasons:

First, there is a large concentration of most of the refineries which
are located down there, and the refinery is an industrial consumer
of energy-

Secondly, there is a large complex of petrochemical facilities, and
when we consider the energy market, we think of any end use of an
energy—raw material—not only the energy that is utilized for purposes
of combustion.

A third reason for the high consumption in the gulf coast area
is this: You take advantage of the exceedingly low price of natural
vas. And to take advantage of that, several industrial activities have
been attracted to the area, aluminum being an example. L

Tn the north central region, the consumption is equal to 50 barrels.
That parallels the national average, around 51 barrels in the Rocky
Mountains and 43 on the west coast. e

Now, chart 7 shows the consumption of energy on the same basis.
Our single largest energy market is in the north central area, 35 per-
cent of the national average, and 32 percent on the east coast. So these

POPULATION DISTRIBUTION

13 WD r
S

ANNUAL PER CAPITA ENERGY CONSUMPTION

CHART 6
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CHART 7

two areas account for two-thirds of the Nation’s energy consump-
tion. About 17 percent of consumption is in the gulf coast area, 12
»ercent on the west coast, and 3 percent in the Rocky Mountain re-
gllonh ’Il‘his isimportant to keep in mind as we consider the prospects for
oil shale. -

_ The figures in the circles measure the proportion of national energy
consumption that is produced within the borders of each region. Using
the east coast as an example, as I have just mentioned, this accounts
for 82 percent of the national consumption but it produces only 14 per-
cent of the energy consumed in the Nation. The difference between
wo figures measures the energy deficit. - - =

of the areas colored red are deficit energy areas, and obviously,
olored blue are surplus areas, producing ~more than

on the west coast is a great deal smaller, as you
han the deficit on the east coast, or that in the north cen
And, this, too, is an important factor to consider whe

olved with questions relating to shale. S

s to the petroleum market. On the same basis chart 8 g
ket for the petroleum hydrocarbons or natural gas. The largest
t, again, is found in the north central region, 31 percent
t is on the east coast; 23 percent in the South; 13 percer

coast and 3 percent in the Rocky Mountain region. ;
e, again, the figures in the circles measure the proportion of
petroleum consumption that is ‘produced within the border:
area, and, again, we can see the deficit areas and the sy
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CHART 8

Oil shale, in moving to market, conceivably might move to the
west coast where there is a deficit equal to 6 percentage points, or 1t
might move to the central area, where there is a much larger deficit, or
it might move to the east coast where the petroleum deficit is as large
as 29 percentage points. We must consider, of course, in this move-
ment, the economics of transportation. It can be stated generally that
the cost of moving liquid petroleum by land is substantially greater
than moving by water. The oil shale must move a considerable dis-
tance by land because of its location before it meets any market. And
in order to overcome the disadvantage of the higher transportation
costs, there must be other cost factors in relation to other energy
sources that are lower. The same thing would apply if we were to-con-

" sider the oil in Canada as a potential source of liquid petroleum to
satisfy the U.S. market. In this case, net imports account for 12 per-
cent of the total petroleum supply. L i

The largest use of petroleum is represented by industry and com-
merce, 39 percent in total; transportation, which includes all forms of
transportation, and agriculture account for 25 percent of the consump-
tion. The residential market, which is primarily space heating, is the
smallest, 15 percent. And the primary energy required by the electric
utilities for generating purposes accounts for 21 percent. [Chart 9.]

We can look at this market in a little different fashion on chart 10.

Of the electricity produced by the utilities, 30 percent moves to the
residential market and 7 percent to the industrial-commercial market. -
Therefore, considering the total consumption of energy by these
markets, both direct and indirect, we find mdustry and commerce ac-
counting for 53 percent of all energy consumption in the Nationj
residential use, 22 percent, and transportation, again 25 percent.

Chart 11 shows us the primary energy sources Ior each of these
geographical regions. ; S
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CHART 9

DIRECT AND INDIRECT
ENERGY USE

percent

100

CHART 10

The largest, market, the north central, in 1965, was 8.6 million bar-
rels a day. Oil had the largest share of that market 38 percent; coal
was not far behind with 33 percent; the gas market was 28 percent
and water was 1 percent. Gt o ‘ ey
~ Oil also leads in the next largest market, the east coast, where it
had more than one-half, and coal was a little bit more than a quarter.

In the Rocky Mountain ares oil led with one-half of the mar et and

76-821 O~—67——22)
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—

gas had a little bit more than one-third. Natural gas has the lead down
in the gulf coast area, with 55 percent of the market. - b i

In the transportation market, we have the petroleum records. There
is much less competition within that market, and we have investigated
this market to see what the situation is. L

CHART 12
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Chart 12 shows the stationary market. Everything that does not
move. And this market is 75 percent of all energy consumption.
‘Backing up for a moment, we find that oil leads in four of our
geographical markets and gas leads in orne market, but when we take
away the transportation market we find that oil leads in none. Coal
s the leader in the largest market, 43 percent; gas in second place, and
oil is in third place.
_ Coal leads in the second with 39 percent; oil, in second place, with
87 percent, and natural gas leads in the other three with as much
as 68 percent down in the gulf coast area; 51 percent on the west
coast, and 43 percent in the Rocky Mountain region. ‘
- Tolook at each of these markets to see what has been happening, let
us look at chart 13.
- On the left, the growth for 1950-65. Slow growth for a period of
S%f eral years, reflecting the population factors I have already spoken
about.
~In the center panel, the per capita consumption of energy in this
market had no growth for more than a decade. You can see the effects
of the business recession. Then, in the last few years the chart shows
a sharp increase in the consumption in this market. .
~ On the right-hand side, starting in 1950, coal was the dominant
fuel in this market, but coal has been steadily displaced, the displace-
ment being represented largely by natural gas. Oil was growing for
a time, but more recently has moved into a stage of decline.
. The electric utilities’ market is, by far, the fastest growing of all of
our energy markets. Chart 14 shows that it has more than doubled in
this span of years and the per capita consumption has risen rapidly,
too. There is an explanation for this rapid growth. First, but of lesser
Importance, all of us are, as individuals and on a business basis, con-
suming more electricity, but the major reason for this strong growth

INDUSTRY & COMMERCE MARKET
millions of barrels dail
il s

CHART 13
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ELECTRIC UTILITIES MARKET
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CHART 14

reflects a shift in the energy consumption patterns of industry and
commerce.

We can go into the past and find many industrial activities that
consumed energy directly, burning it under a boiler to raise steam
and then using the steam for generating electricity or the production of
power or for processing, but, in more recent fimes, many of these
industrial activities have ceased this practice and have turned, instead,
to electricity purchased from the electric utility. So, it is this shift
that has brought about the very strong growth in this market. This is
the one major market in which coal has the leading position, currently
about 55 percent of the overall market. Hydro and nuclear, primarily
hydro, had almost one-third of the market in 1950, but the proportion
has dropped below 20 percent now, even though the installed capacity
has almost doubled in this period of years.

The fastest growing source of energy for this market is natural gas,
indicated by the trend line. Oil has never been very important in this
mfa,rket. As'you can see it has steadily declined throughout this period
of years. :

The residential market, the smallest, is also the slowest growing of
all of the markets. In this 15-year period, it increased by approximately
25 percent. There was very little growth in the per capita consump-
tion. The growth that occurred has reflected, primarily, changes 1n
weather conditions; the winters on the average were so much colder
in the second half of this period than in the first half. [Chart 15.]

As recently as 1950, coal was still the leading source for this market,
having almost one-half.

You see what happened to coal in the interim, being displaced for
a time by both oil and natural gas; but, more recently, as gas became
available, the oil moved into a state of decline while gas moved ahead.
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RESIDENTIAL MARKET

s of ba barrels a year

CHART 15

The attractiveness of petroleum hydrocarbons to this market has
enabled them to displace coal.
The transportation market has a strong growth for most of the past
and in the most recent period it has steadily moved up. The per capita
consumption has slowed, however, during the period shown on chart
16. That slowdown reflected the practices that I spoke about, and it
also was because of the advant of the compact car, which saw a 80-
percent decline in the average horsepower of automobiles on the road.
We are again, in a trend of higher horsepower, and this is reflected
in the upturn of per capita consumption. But the major factor is
the population changes that I spoke about earlier. : L
I also mentioned that oil, or more properly petroleum liquids, now
has all of the transportation market ‘upon the completion of the
raailroad’s dieselization program. ¢
The four markets I have been talking about are shown on chart 17.
The darker portion of the bars shows the size of each of these markets
in 1965, and the lighter portions show what we anticipate by 1975.
The size of the market 1s indicated by the scale at the top, reflected ,
in millions of barrels daily, or their oil equivalent. :
The largest growth, as you can see, is expected in the electric utilities
‘market, and this is most significant, because the electric utilities pay,
by far, the smallest price for their energy, and this may very well
create some economic probelms in the future. , ‘
The second largest growth is in the transportation area; next in
industry and commerce, and, last, residential, "
And the reason why the industrial-commercial market growth is
not larger is simply because commerce is buying so much energy in
the form of electricity from the electric utilities. Since the electric
utilities are going to show the greatest. growth, let us examine the
prospects for that market, . ;
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CHART 17

On chart 18 we see the five geographical regions again. And the size
of the market in 1965 is indicated by the dark portion and the growth
expected by 1975 is shown by the light portion of the bars.

We will look at each market by itself. : A

First, the east coast. The overall expansion in the decade is expected
to be equivalent of 1,600,000 barrels per day. In other words, it would
take that much oil to generate the amount of electricity required.
Everyone who has been involved has been amazed by the number of
orders by utilities in 1966 for unclear-powered generating stations,
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CHART 18

Currently, there are 80 orders that have been placed, and all but 14 of
them are firm orders. If we presume that all of these nuclear plants are
constructed and come on stream, this is the impact that we should
expect. :

This energy would capture the largest portion of the expected
growth of this market on the east coast. It would move from 1 percent
of the market in 1965 to 32 percent by 1975. [Chart 19.] : B

Coal would enjoy the next largest growth, but coal’s share of the
market would fall from 67 percent to 43 percent, :

Waterpower would be involved here, too. The efficiency of the
nuclear generating station requires that it operate continuously
around the clock and around the calendar. Not nearly as much elec-
tricity is required in certain parts of the 24-hour period, nights par-
ticularly, and the extra electricity that is produced at night can be
used to pump water to an elevated site. Then the water is permitted
to fall during the daytime and generate more electricity, satisfying
the peak requirements.

In the north central area, the overall growth would be about as
large, but coal is expected to get the larger share of the growth and
nuclear power would be in second place. This comes about as the result
of the location of the plants that have been contracted for by the
electric utilities. [Chart 20.]

Gas would enjoy some growth; a slight growth for water, and none,
in fact, for oil. ,

In the gulf coast area, the overall growth is indicated on chart 21,
In this case, natural gas is expected to get the larger share of growth,
There will be some nuclear energy involved. These are the TVA in-
stallations, and some in Arkansas. Coal will get some growth, which is
the Alabama coal. A little growth for water, but none for oil.
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We have seen three major markets, and the growth being made by
three energy sources. It 1s important, of course, that we know these
‘things if we are going to consider the prospects for new sources of

“energy, such as oil shale. : ' Gl o :

MIBKETSHARE o
105 10 3

IN 1965 10

CHART 19

CHART 20
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CHART 21

In the Rocky Mountain region itself, a much smaller market of
course, coal is expected to get one-half of the growth there, and water
most of the other half. There is one nucleas plant involved in the
future. A small growth for gas, and, again, none for oil. [Chart 22.]

On the west coast the pattern is more like that which we foresee for
the east coast, with nuclear energy accounting for the major part of
the overall growth; natural gas In second place, and water in third
place, then coal, and then a decline in prospects for oil. [Chart 23.]

Adding these together we see on chart 24 that the expansion of
energy requirements in this market would be equal to more than 5 mil-
lion barrels of oil a day, with nuclear powerplants providing the larger
share, equaling somewhat more than 9 million barrels; then, coal ; then,
gas: then, water, and, then, lastly, oil.

For the most part, this morning I am talking about the prospects for
1975, but, in respect to nuclear energy, it is more meaningful to go
5 years farther up, to 1980. If all of the nuclear plants that are now in
the picture do come into existence, the energy represented by these
nuclear plants in 1980 would be equal to 5 million barrels of oil a day,
more than twice as much as we can expect in 1975, and this, indeed, 1s
going to offer an effect upon our energy market.

The share of the electric utility market in 1975 is shown on chart 25.
Coal would have the largest increase, according to our studies, then nu-
clear energy, then natural gas, then water power, and then oil with
only 3 percent.

The prospects for the industrial-commercial markets are shown on
chart 26, and we concede that in this case the largest growth is ex-
pected on the gulf coast.

We will look at these markets one at a time.

On the east coast, gas will get about one-half of the expected
growth: then, oil; then, coal. [Chart 27.]
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CHART 23

For the growth expected, in the north central region, gas would
exceed the expansion of the overall market, gas being substituted
increasingly for coal, it being a more attractive market to some indus-
trial consumers. And, of course, the price of natural gas entering the
market is exceedingly low in respect to the other sources of energy.
This is one of the results of the Federal regulation of gas moving In
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CHART 24

CHART 25

interstate commerce, and this regulation, of co
intrastate price charged for gas. [Chart 28.]

In the gulf coast area, oil is expected to get the larger share of the
growth, and there are various reasons for this, but the most important
1s the use of oil as a petrochemical substance. Gas would get the next
largest share. [Chart 29.]

In the Rocky Mountain region, gas would get most of the growth
that we can foresee there, a little bit going to oil as shown on chart 30.

urse, is reflected in the
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 On the west coast, again, gas is expected to capture most of the
growth, leaving very little for oil as illustrated by chart 31.
Of the total expansion in the industrial-commercial market, equal

to more than 2 million barrels of oil per day, gas is expected to get
more than three-fourths of that total growth, with oil losing ground.
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CHART 29

By 1975, if this comes to Pass, natural gas will have 51 percent of the
market, oil 31 percent, and coal 18 percent, [Chart 32.]

The residential market is shown on the same basis, the larger market
oceurring in the colder parts of the Nation, the north-central and
east coast regions as illustrated by chart 33,
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CHART 31

On the east rt 34, natural gas is expected to
et the larger share of the growth ; then, oil, with coal losing out. This

s the only market in the Nation in which oil has the Jead position in

the residential market. In 1965, it had 61 percent and gas 31 percent.

By 1975, we expect gas to go to 37 percent and oil to drop to 57 percent.

coast, as shown on cha
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CHART 33

. In the north-central-region market, the growth for natural gas
exceeds the total market expansion, again coming at the expense of
coal. Of course, we do have a direct competition between natural gas
and oil, because it is quite obvious that, without the availability of gas,
oil alone would be equally capable of displacing coal. [Chart 35.]
Down in the gulf coast area, gas, again, will get the major share

of the market growth as shown on chart 36,




336 FEDERAL OIL SHALE PROGRAM

CHART 34

CHART 35

In the Rocky Mountain regio‘n", the same is true. [Chart 37.]

‘And also on the west coast as shown by chart 38. )
All of these, of course, are important ‘factors to bear in mind as we

consider the prospects open to shale, and shale is going to enter the
market under the label of “Oil.”
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CHART 37

The total growth in the residential market should approximate 900
million barres g day, and, as you see on chart 39, gas will get almost
all of that; some growth for oil, and 5 decline for coa].

Again, if this comes to pass, natura] gas will have 55 percent by the
end of the decade, oi] 41 bercent, and coa] 4 percent,

e have, in the transportation market, a different situation. This is
the only market that has 5 Potential for being stimulateq. No one can

76821 0—67— g3

, :
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CHART 38
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up the thermostat in our homes beyond the
rsuaded to use our automobiles more,

:on market could be stimulated. The
de people to trav and in that way the
lated. We have other built-in
population growth
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CHART 40

and the changes in the age groups, there is an increase in the number
of people reaching the drivin age. In the past 10 years, the increase
amounted to 18 million people, and in the current 10 years we can
expect an additional increase of approximately 23 million people. This,
of course, is an ingredient for growth and tells us something about
what we can expect in this market. [Chart 40.]

We also find that the number of licensed drivers of the driving age
population has been growing as indicated by the dark line. And we
have a projection up to 1975 indicating a further increase. I think that
you would all agree that we are not likely to see 100 percent of all of
the people old enough to drive actually Jl;eing licensed to drive, but
there is a sound basis for ex?ecting the 1ncrease shown here.

This increase is, primarily, an increase in the number of female
drivers. Female drivers have lagged behind male drivers in the past,
but when we look at where our population is growing, we will find that
our central cities of 1 million pOJiulation and up are not exhibiting
any growth. There is some growth for cities ranging from 1 million
down to 100,000, but most of the growth is in areas of 100,000 down
t0 5,000. In some cases, this growth is on the fringe of central cities;
in other cases, in communities set apart. We can find many communi-

- ties where automobile use has quadrupled in the postwar period. It
really does not matter whether the growth is on the fringe of the central
city or in the communities set apart. In both cases, this increases the
essential use of the private passenger automobile,

There have been surveys conducted which indicate that approxi-
mately 85 percent of the annual accumulated mileage of a private
passenger car is for essential purposes with only 15 percent being for
purposes of vacation travel and recreation.

I might cite many economic reasons for expecting a further move-
ment away from our central cities in the future, that is, a proportional
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movement : the improvement in communications, and the vast improve-
‘ment which stems from our interstate highways permit a dispersal of
economic activity. So, we think that this projection is reasonable and
is reflected in the gasoline use per licensed driver shown. We can see
that increasing further. e i
We have another projection which is labeled “Potential.” This shows
what would happen if the petroleum industry, through more effective
marketing, through travel promotion, and a followup with the theme
of “Travel America,” could increase the miles driven by the average
car owner by only 10 miles a week it would result in an increase 1n -
gasoline consumption shown on this chart. ‘
Earlier, T indicated that we expected the U.S. requirements for
energy in this 10-year period to be 40 percent larger than in the past.
On chart 41 we have our scale at the top. We find that we consumed
80 billion barrels in the past 10 years and can expect to consume
'somethin%l over 115 billion barrels of oil equivalent in this 10-year
period. The expansion in capacity for oil is 35 percent more; in natural
gas, 53 percent more; in coal, 32 percent more; in water, 56 percent
more, and in nuclear energy, 639 percent more. Obviously, when we
look to the future we cannot forecast that precisely. : i
I want to bring out that we have no such thing in mind when we
say 639 percent. Even though this is a tremendous growth, you can see
that the amount of energy stemming from nuclear sources does not
range large in relation to the Nation’s total energy requirements. By
1975 nuclear energy is expected to be 5 percent, approximately, of the
total energy part. :
At this point, I must qualify this prediction: The 53 percent
indicated for natural gas is the market growth that we would expect
if there were a sufficient supply of natural gas to satisfy this growth,

CHART 41
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but there is some sound reasons for expecting that we may not have
that much gas. I will go into that in a few moments,
- The growth ang brospects for coal are shown on chart 42, The
growth is shown in both millions of barrels per day of oil equivalent
i illi Eottom,of the chart. The
overall growth, eyen though the total industry is going to fee] the im.-
Ppact of nuclear expansion most, will be equal to, approximately, 1
million barrels per day, and all of that growth and more will oceyy in
one market, the electrie utility market. Cog] 1s expected to lose ground
in the industt‘ial~oonunercial market and the residential market for
two reasons : (1) competition from our sources of energy and (2)
ause industry and commerce in particular would be using more

is very large, ranging from an o] equivalent of 7 15 million
barrels of o1l ber day in 1955, and going up to approximately 11
million barrels per day equivalent by 1965. The overal] &growth indi-
cated by market aregs is shown. This, again, is the growth that we
might expect if there is a, sufficient supply of natura] gas.

The growth expected for oil, as shown on chart 44, moves from just
under 12 million barrels a day in 1955 to approximately 15.5 million
barrels per day by 1975. The major market, growth will occur in the
transportation areg, Not as much growth is shown for the other three
markets, because of the competition from other energy sources. So,
again, we can relate this to shale,

Up to now, T have been talking about the future, what appears
reasonable. Now, we should consider the question of supply as 1llus-
~ trated on chaxrt 45, ' ‘

CHART 42
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CHART 43

The matter of imports is a political matter, as we realize, and we
see no basis for trying to predict what is going to happen in this area.
We have assumed arbitrarily, so that we can get along with our work,
that the current relationship between domestic production and imports
will remain essentially the same. If this is, indeed, what will happen,
our domestic industry will need to produce in 1975, the amount shown
on this chart. Now, that is a growth that is considerably larger than
the growth in the preceding 10 years or the difference between these
two ?oints. The expansion for imports, on the other hand, would be
smaller in this decade than in the past decade. The reason for it bein
higher than in the past Jecade is that there is no mandatory contro!
over the volume of imports. The amount of natural gas that would be
required in 1975 is indicated. These volumes are equal. We have a scale
of millions of barrels daily and trillions of cubic feet of gas per year.
An easy conversion of this: 1 million barrels of oil per day will do
the same amount of work in the energy market as 2 trillion cubic feet
of gas peryear. e
he expansion for gas in this 10-year period will need to be larger
* than the growth in the past 10 years. We can expect some increase
in imports, coming largely from Canada. There has been talk about

any large consumer of natural gas would want to time himself to a
contract on the basis of such gas delivery. Let us consider a foreign
source of gas being Jelivered by a tanker. When that foreign source
discovered that this natural gas was displacing oil, and not returning
an earning, they could correct that matter very quickly, and this
would indicate that the tanker movement of gas would not-be a re-
liable source. So, for the most part, we look to Canada as an increas-

_ ing source of natural gas. e iF
We need to consider whether or not the domestic industry is capa-

ble of producing an adequate supply of oil and gas in 1975. The first

e
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CHART 44

CHART 45

consideration is the industry’s ability to adq reserves. The trend lines
on ¢chart 46 are a] 5-year moving averages. :
Looking to the past, we find that the additions of

84S reserves trend-

years and reached g peak, and then moved

own. The 1966 data, are not shown here, but they indicate g further
decline.

343
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indicated by the trend line have moved progressively down: in this

period of years. Now, this is cause for concern, because in any econom-

ic activity we should have & favorable relationship between the size
of our market and our inventories, whether they be above ground or
below ground. : : )

We know that when reserve additions are reported every year by
the American Petroleum Institute and the American Gas ssocia-
tion the additions reflect in the main revisions of previous estimates.
The upper trend line for natural gas indicates that, for most of this
period, approximately one-third of the gas reserve additions reported
each year Teflect the discoveries within that year, and two-thirds are
revisions of previous estimates. - ' :

For liquid reserves, the proportion is much smaller and currently
only about 15 percent_of the reserve additions reported reflect the
reserves actually found within the latest reporting year, and 8b per-
cent are revisions of previous estimates. This is still another cause for
coneern. ' S

We can relate the reserve additions on still another basis, and that
is barrels found per barrels produced, converting the natural gas
into an oil equivalent. Chart 47 shows the decline over the period of
years for both sources of petroleum. The reserve production ratio,
“vhich is most largely used within the petroleum industry and by the
gas industry, is shown on the right-hand side of this chart. We see
a Progressive decline for gas and also for liquids. We have still fur-
ther concern here. T think our primary point, of interest should be the

, reserves that we have and not the p‘roduceability.

‘Why has not the domestic industry been more successful in adding

reserves? : : ‘

The reserve additions of liquid crude oil and natural gas'liqﬂi@s

CHART 46
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We get some answers suggested in chart 48, where we relate capi-
tal expenditures for exploration and development as a bercentage of
these two factors: (1) wellhead value; that is, the actual value of pro-
duction of oil and gas at the well, and (2) related to cash income, cash
income being the sum of net income in the writeoffs, almost the same as
cash flow but not quite. So you can see the decline over this period of

.

years which indlca:tes that the incentive to spend more has been ample.
shown on chart 49, Again, we have g 5-year moving average. You can
see the Increase in spending for a period of time, then peaking out, and

e have 5 years of history plotted here in 1965. We can move back
3 years, pick up those 3 years and add the results for 1966, and for 9
years the domestic petroleum industry has spent on the average $4.95
billion annually for thig purpose. Tge expenditure in 1966 dropped
below the $4 billion mark. o

e have related these ex enditures to the reserve additions reported
each year, That produces the trend language you see up in the corner.
It appears that the domestic industry has been able to add 114 barrels
of petroleum reserves for each dollar of capital spending, and this
barrel and a half is almost divided between dry gas reserves and liquid

reserves which you can see on the chart. This trend has stayed right

CHART 47
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CHART 48
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We have presumed that the industry will go on spending at
rate of $4.25 billion a year and will continue to find a barrel-anc
half for each dollar spent, the same proportion as in the past. I should
add that virtually no one in the petroleum industry believes that they
will be able to find a barrel and a half of reserves per dollar spent. .

Tt is also pointed out that increasingly more money may be spen
for purposes of secondary recovery, and in that case it 1s reaso:
to expect the proportion of gas and liquids to change—liquids t
crease and gas to go down. If you will agree with me for the moment
that these projections are reasonable, let us move ahead and see wh
would happen.
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Without.a proportional increase in imports, the domestic industry,
to satisfy the indicated demands, will need to produce in this 10-year
period a total of about 38 billion barrels of petroleum liquids, but
under the assumptions I have referred to in the previous chart, we
- cannot expect the industry to find that much, It could find about 31.5
billion barrels. The same thing would be true for natural gas. The
industry would need to produce more than it would be likely to find
under these assumed circumstances, [Chart 50.] o

On the basis of that assumption, then, the barrels-found-per-barrel-
produced trend would decline for both natural gas and petroleum
liquids as indicated in the broken trend lines in this chart, The reverse
Proql(lllction ratio would decline, too, dropping down for gas and for
iquids. :

these conditions are not likely to take place. There are various rea-
sons for expecting that the reserve production ratio would not, drop
that far. We have conservation measures coming into play with respect
to the liquids, and in the face of this kind of a decline in terms of
gas reserves, I doubt very much that the gas industry would be able
to finance its expansion. So, something has to give. We do not know
what the floor for our reserves should be. I can say that the gas interests
have told us that they think a reserve production ratio of 15 to 1 is the
lower limit. And most all people will say that 10 to 1 is the lower limit
for liquids. T must add, however, that there are some in both of these
industries who think that the reserve production ratio can go lower.
[Chart 50.] , :

Out of the total revenue dollar flowing through the domestic pe-
troleum industry, 85 cents can be blaced to the production and sale
of crude oil and refined products. Only 414 cents can be placed to the
production and sale of natural gas. So we have reasons to believe
is going to be influenced in the main by the size

reserves and would not again, for the most part, spend
pital dollars to increase the natural gas reserves. [Chart 52.]

CHART 50
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CRUDE OIL RESERVES

billion bl

CHART 51

We must ask ourselves: how much more money must the domestic
industry spend to keep the reserve production ratio of crude oil at
the 1965 level? That is, to keep it along the level indicated by the
dotted line instead of allowing it to fall as indicated by the trend line.

Under those circumstances, of course, crude oil reserves, instead of
falling, as they would likely do under the assumptions I have stated,
would need to 1ncrease. W ;

Now, the answer to this question is staggering. Once, again, the
actual expenditure for the past b years, the moving average, shows
what the industry has been spen ing. Chart 52 shows how much
more it would need to spend to meet the circumstances that I have
put into our assumptions. The additional spending would be 50 per-
cent more, or an average of $2.25 billion a year. Frankly, we cannot
find that much additional money for the industry to spend, as the
percentage of the wellhead value, which reached that level in 1965,
and in 1966, not shown here, dropped down to 35 percent would need
to average 51 percent for this decade.

Major companies are spending in excess of 51 percent at the pres-

ent time, but independent producers are utilizing little more than 30
percent of the wellhead values for this pur;l)ose. The decline in spend-
ng, as indicated, was brought about entirely by independent produc-
ers as a group. Major companies are spending more money now than
they ever have, but independent producers are spending less than one-
half as much now as they were 10 years ago.
""We have then a question of what we might expect in the future.
‘What is it going to take to entice the independents back into the pic-
ture, to cause them to spend more? If the independents cannot be
enticed back, is it reasonable to expect the major companies to fill
the void ? Bty

We cannot be sure that they will, because the major companies have
very heavy capital expenditure programs abroad.
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CHART 52

'On chart 53 we have charted, for the post-war period, the wellhead
value of the petroleum hydrocarbon production, starting at the be-
ginning of the period at about $2.5 billion and going to almost $11
billion by 1965. You can see that the fastest growth occurred from
this point up to this point (indicating).

On the side of the chart we find that, for the period ranging from
1946 to 1957, the average annual increase in wellhead value amounted
to $600 million and two-thirds of that expansion came as the result
of the price depreciation caused by the severe economic conditions
of the 1930’s, when we were going through the depression. Also,
because of large discoveries of new crude oil reserves and the fact
that crude oil was severely depressed at the time we entered World
War II, this depressed situation existed until the end of the war.
With the lifting of the price controls in 1946, the price of oil crude
increased approximately three times by 1957, and that was a major
source of additional revenue flowing to the petroleum industry, and,
of course, a large increase in available capital funds.

There has been no net increase in the price of crude oil since 1957.
Indeed, there has been some decline, And in the period ranging from
1957 to 1965, the growth of wellhead value was less than one-half
as large as it was In this earlier period. '

If we project the growth of the wellhead value to the end of the
decade, assuming a constant price for crude oil and some modest
increase in the price of natural gas, this shows the trend line that
results and the average annual growth would be only about two-thirds
as large as it was back in this period of years. :

Well, this indicates, of course, that the expansion of revenue and
capital funds is going to be more restricted relative to the needs for
capital spending than it was in the earlier period, and it tells us that
management necessarily must be more selective,

We might also infer from this chart that there is a need for an
increase in the price of crude oil, particularly if the independent
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CHART 53

producers are to be brought back into the picture. But let. us con-
sider whether or not the economic realities of the energy market would
permit an increase in the price of crude oil. , ,

~ Starting over on the east coast we measure the delivered price to
the consumer of the dominant fuel in each of these markets. This is
illustrated on chart 54. - ‘

The single largest energy market is represented by industry and
commerce. Oil is the dominant fuel that is delivered to the consumer
for the average price of $2.50 per barrel. And clearly we cannot have
crude oil selling for almost $3 a barrel and increase the price by 25
cents or 50 cents a barrel and have that price increase passed on in
this market. > : ‘

In the electric utility market, coal is delivered to the utility for the
average price of $1.58 per barrel equivalent. Now, clearly, an increase in
the price of crude oil could not be passed on in that market. Oil is the
dominant fuel in the residential market, delivered to the consumer
for an average of $6.70 a barrel, but oil is not capturing any of the
growth, so to speak, in this market. Most of the growth is going to
natural gas, which enters the market at a substantially lower price

than oil, primarily because of the regulation of the price. So there is

.

no prospect, for passing on an increase in the price of crude oil.
ou might also consider the effect of a 25-cent-a-barrel increase,
which, when related to the total market price, would add about $750
million of wellhead value. This is far below the indicated requirements
of $2.25 billion. e
In the north central region (chart 55) the largest market is repre-
sented by industry and commerce. Natural gas 1s the dominant Fu 1,
delivered for $2.35 per barrel. Coal is delivered for $1.36 in the elect

utility market and natural gas is dominant in the residential areas
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CHART 54

CHART 55

red for $5 a barrel equivalent. Again, no prospect of passing on
‘an increase in the price of crude oil. L] R
In the gulf coast area natural gas is the dominant fuel in all markets
and you can see on chart 56 the exceedingly low price at which it enters
themarkets, , e ~
..o _that in our major oil producing regions, there is no possibility
of passing on a crude oil. price increase. And note, also, the size of
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the industrial-commercial market, 57 percent of the entire energy
market, in the gulf coast region. ‘- : i

" In the Rocky Mountain region gas is the dominant fuel, delivered
for $1.58 a barrel, and this is equal to 38 percent of the market. You
might relate it to the prospect for chale oil entering that market.
Coal delivers for $1.25. Gas leads in the residential area for the
equivalent price of $4.50. [Chart 57.] ﬁ :

CHART 56

CHART 5:7
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On the west coast it is natural gas across the board as the dominant
fuel in all of these three markets and selling at prices at which oi]
cannot effectively compete. [Chart 58.]

For the Nation as a whole in the industrial-commercia] market,
representing 39 percent of the total energy market, gas is the domi.
nant fuel and deliveries for the average price of $2.10 a barrel. [Chart

CHART 58

CHART 59
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" In the electric utility market, as you have already learned, coal
is dominant and delivers for $1.42 per barrel. : e
Natural gas is dominant as 2 fuel going to the residential areas de-
livering for $6.29 a barrel. _ E -
Only in the transportation market is oil the leading choice,
then, of course, petroleum liquids, as you have already learned,
all of that market. It delivers for the average price of $8 per barr
to the consumer. This is the only market in which the petroleum in-
dustry reasonably can expect to pass on higher crude oilcosts.
On chart 60 we again have our geographical breakdown, an
compare the refinery value of petroleum products entering two ma
markets. First, the transportation market, which is 25 percent of
total, then the stationary market, which is three-quarters of the total.
Using the east coast as an example, the average refinery value 0 the
products ‘entering the stationary market is $3.18. Clearly, it is not
ssible to increase the price by 25 cents. e
Only in the transportation market, again, is it reasonable to expect
to pass on an increase. L
"The same is true all around the Nation. We can malke the same com-
parison in each of these areas. ey
 Gasoline is far, in a way, the most important source of revenue for
the petroleum industry. It accounts for approximately 59 percent.
The price of gasoline at the pump, excluding taxes, follows the trend
line on chart 61 over the past 10 years. It s.tarted out here [indicat-

ing] in 1956, but because of intense competition 1n the industry, the
effects of our business recession in 1958, the price declined for a perio
of several years. It began to recover after 1964, but in 1966 it hadinot

yet reached the point at which it was selling 10 years earlier, Consum-

~CHART 60
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GASOLINE PRICE AT THE

cents per gall - (ex. taxes

Tollow

CHART 61

‘eI prices, in general, however, were increasing over these years, and,
if the price of gasoline had paralleled the rise of consumer prices, it
would have sold for 4 cents a gallon more than it actually did in 1966.
~ Let us consider the effectiveness on the consumer and the petroleum
industry of having to pay 4 cents a gallon more than it actually paid
for it in 1966. ~ e [ _

. 'The consumer in 1966 spent on the average $140 a year for his gaso- -
line. This is including taxes. If he had paid 4 cents a gallon more, he
would have spent $168. It would have cost him 50 cents a week more.
This is shown on chart 62, ¥ :

_ There is another way of looking at this. It has been demonstrated
that the average cost ofy owning anﬁ operating a motor vehicle is about
12.5 cents per mile, Less than 2 cents of this 12.5 cents is for the cost
of gasoline, including the taxes. The basic cost is the depreciation of
the vehicle. Insurance is the next largest, and maintenance is the third

largest. If the motorist had paid 4 cents a gallon more for his gasoline,
the average cost of operating his automobile would have risen from
12.5 to 1275 cents, or an increase of a quarter of a cent per mile.
But the petroleum industry would have taken in a, total of $19 billion
from this market rather than $16 billion, a difference of $3 billion.
Now, since there is no increase in cost, we can roughly say that
approximately one-half of this $3 billion inerease could have been con-
verted to net income and the other half, of course, would have flowed
to the Federal Government in the form of income taxes. If, over the
past. 10 years, the price of gasoline had risen in line with the average
Increase of consumer ﬁrices, the petroleum industry would have taken
In approximately $20 billion of additional revenue. That would rough-
ly be divided info $10 billion more to the industry in net earnings and
$10 billion more to the Government in the form of income taxes. If




356 FEDERAL OIL SHALE PROGRAM

CHART 62

we suppose that industry atilizes this $10 billion in a search for new

troleum reserves, it might have found approximately 7.5 billion
additional barrels of liquid and 42 trillion cubic feet of gas. This
would have been sufficient to have prevented the decline in the reserve-
production ratio.

The petroleum industry, for reasons of competition, would have
great difficulty in increasing the price of gasoline by 4 cents a gallon,
and, certainly, as we witnessed earlier this year, there would be great
resistance in the Federal Government to this movement.

Now, let us, for a few moments, leave the United States and consider
the prospects abroad. This is very important, because in all of the cap-
ital spending in the free world petroleum industry, 70 percent is
carried out by American-owned companies and, of all of the spending
for production purposes, the money spent in search for new reserves,
as much as 85 percent i5 carried on by American-owned comliwanies.
What happens In the future is going to be determined, essentially, by
the same management. This population trend is shown on chart 63.

We have, in the free foreign parts of the world, about 10 times as
much capital spending as we have in this Nation. Starting in 1955
with $1.6 billion, it grew to $2 billion by 1965, and we'can expect ap-

roximately $460 million more by 1975. This, again, is an ingredient

or growth in terms of energy requirements in the free part of the
world, and the per capita consumption in this part of the world is also
rising rapidly. [ Chart 64.]

A1l of our studies indicate to us that the free world use of energy
in this 10-year period is likely to be two-thirds larger than in the past
10 years, and the consumption in the past 10 years was equal to 85
billion, which compares to 80 billion barrels in this Nation. So that
the gross requirement abroad will be substantially larger than in this

Nation.
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CHART 65

n the free foreign parts of the world there has not been much. gas
available to this market in the past as is indicated by this trend line.
Oil alone has been ca able of gisplac'm coal, and’ oil’s share of the
energy market abroad is now greater than it ever has been in the
United States. We recognize that substantial quantities of natural gas
in the Netherlands and }gossibly the North Sea will be coming into the
foreign energy market by the end of the decade, and we can also. ex-
ﬁect Satural gas from recent finds in Australia to MOve into that mar-
et There is question about whether gas from North Africa will move
to market in extensive uantities because of the political'difﬁCulties
that exist in that part of the world. 4 i el o
Even'thoﬁ%l more gas Will be coming into the picture, we can still
expect a further increase in oil’s share of the energy market ak road.
That means that the consum tion of oil in the next 10,_yea{1‘sj/is
likely to be more than twice as 1arge as it was in the past 10 years.
Chart 66 shows an expansion of oil production a great deal larger
than we can anticipate in this country. The average growth indicate
or expected in the nited States is shown here, and the average growt
expected in the free foreign countries is also shown. NS e
ince we have essentially the same companies involved, manage-
ment decisions as to where it is going to use capital funds in the
future is going to be influenced by this growth. But, o the other
hand, there 1s a force pulling in the opposite direction. We have 2,
group of petroleum companies that we have studied for the past 30
years. We have studied their financial performances.\Thi‘fs_ group of
companies is in two-thirds of the world’s petroleum industrg, and the
experience of this group of companies gives us 2 good benc mark for
the probable experience of the overall industry. The rate of return on
investment abroad for this group of companies is indicated by this

trend line, apd the rate of return on investments 1n the United & tates,

the average invested capital, by the way, is also shown. In 1966 for the
first time the return fxfom., abroad fell below the dOmgstic return.
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CHART 66

The improvement in the domestic return reflects, primarily, the
modest increase in the price of natural easoline. The decline 1n the
rate of return abroad reflects a number of factors. Of oreat importance
is the increasing demand on the part of governments in the producing
countries abroad, those demands for a larger share of the earnings
resulting from these operations. Also, there is intense competition,
particularly in Europe. ,

There has been price erosion, and that, too, has been a factor in
bringing down the rate of return. ‘ "

Now, placing ourselves in management’s position, what are we likely
to do? ‘gfe are pulled in two directions, as we can see from these two
economic_factors. We might expect that the industry would spend
more in the United States pro essively and less abroad, because you
can see for a period of years the return has declined abroad and has
increased in this country, but the industry has not reacted in this
way. i
- We have seen the expenditures in 1966, $6.8 billion being spent in
the United States and $7.6 billion being spent abroad. The increase
in spending in 1966 amounted to $450 million in the United States
and the increase abroad amounted to $759 million. This continues the
trend that has been evident for a number of years. Progressively, the
increase has been more and more money abroad. o
- We have found that industry has utilized its capital funds in 1966
so that 37 percent was used for production purposes; 28 percent for
processing, refining and petrochemical plants; 1'? percent. for market-
1ng; 14 percent for transportation, and 4 percent for all other purposes.

The amount of the money that the industry has utilized for pro-
duction purposes has steadily declined, dropping from a high of al-
most 65 percent a decade ago. This, of course, reflects to a major
extent the withdrawal of the independents, from this market.

‘What is the independent doing with his money?
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We cannot begin to say, but, obviously, he has found many areas of
economic activity that offer greater attraction than the petroleum
business. :

Thus, the petroleum industry in the free world, in the 10-year period
1945-55, spent a total of $57 billion. In the following 10 years, the
industry spent a total of $112 billion. As nearly as we can estimate,
the industry will need to spend, in the current 10-year period, a mini-
mum of $200 billion. And I say a minimun, because we have no
means of measuring at the present, time the additional capital invest-
ment that will be required for dealing with the problems of air
pollution. )

This leads to some king-sized questions. Under the present price
structure and in view of the price erosion that ‘occurred all over the
world, and the prospects for price increases that we have, we have the
greatest difficulty in projecting enough money for the petroleum in-
dustry to carry on capital spending at this rate. We had a decline in the
price of crude oil abroad. We now have large quantities of natural
gas coming into the Kuropean market. And nations abroad have looked
to this country in terms of how our gas has been priced, and they
possibly might make the same mistake that we have made here. =

Pricing is not in terms of intrinsic value but rather as a byproduct;
that is, one of the byproducts in the energy markets, and displacing the
primary product and the financial effect 1s great, indeed.

The British Gas Council is dealing with industry in establishing a
price for natural gas. The North Sea gas is moving into Great Britian.
The gas council started out with an average of 18 cents a thousand
cubic feet, and the gas selling for approximately 50 cents a thousand
cubic feet would equate to the current price of crude oil at the Persian
Gulf. If the price of gas that is eventually set in this part of the world
is lower, then we can expect a further erosion in the price of crude oil
and a further reason why it would be difficult for the petroleum indus-
try to generate capital funds.

“Some reference was made yesterday to the possible change in
attitude as the result of recent events. We might conclude from that
that there might be a desire to spend more in this country. On the other
hand, because of this very great market abroad, there would be an
equally compelling reason to spend more in other parts of the world—
in Canada, Indonesia, Australia, Latin America, Africa. We have no
assurance that the industry will choose to spend in this country. This
brings up the final question : Will the industry choose to spend more
in the United States or abroad, and, if it does spend in this country, will
it spend it for oil shale versus conventional sources?

Senator Moss. Thank you very much, Mr. Winger, for that very
comprehensive exposition of the growth of the energy market, and
the demands upon it. I note that the reserves of gas and oil are tending
downward, on a comparative basis, and, therefore, there is going to be
a great need for additional energy. Whether we should look domes-
tically or to foreign areas is the question. I was very fascinated with
your presentation. It has been a very interesting presentation, and,
certainly, one that is very comprehensive. It is certainly an excellent
thing for a record. If you can supply us with copies of those charts,
we will have them reproduced and put into the record. There is no
reason that they cannot be reproduced in the record, together with
your comments, and they will add greatly to bur store of knowledge.
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Wedappreciate very much the comprehensive Presentation you have
made, ;

Do you have any comments, Senator Allott ? :

Senator Arrorr, J ust one or two questions, Mr., Winger. We are
very much appreciative of this presentation, which I think jg the only
one of its kind we have ever had on this subject before this committee,

nishing these charts on Paper to the committee ?
Ir. Wineer. That is right,

Senator Arrorr, Would it be possible for you to number those charts
and when your testimony is reproduced——

Mr. WingEr. Yes, we can do that,

Senator Arrorr (continuing). Key your testimony to the charts or
plates, whichever You wish to call them, so that those who have onl
the benefit of the written record can follow your testimony wit
reference to the charts?

r. WINGER. Yes,

Senator Moss. Tf you would do that, sir, we would appreciate it
very much, j ;

Mr. WineEr, Yes, sir.

Senator Arrorr, Thank you very much, Mr. Chairman,

Senator Moss. Senator Fannin ¢

Senator Fannry., I, too, want to thank Mr. Winger for a very
valuable contribution in this presentation. T was very much impressed
with the part of his presentation that T was here tq witness. I regret
very much that I did not have the opportunity to hear the testimony.
I look forward to reading the parts that I did not have the privilege
of hearing. But I was very much concerned about some of the statistics
which were being used and concerning which we were amazed. I am
sure, Mr. Winger, that You have them authenticated, but the percentage
of the power or energy that will be developed by atomic energy in the
next few years seems quite low, j udging by estimates I have heard from
others, T think you said 5 percent by 1970.

Mr. WineEr. Five percent by 1970, with about 19 percent by 1980.

Senator Faxwiw. By 1980, 19 percent.

Do you feel that the combination atomic energy plants that are
how under construction and being considered for water conversion
and power development will have the possibility of changing that
statistic ? '

Mr. Winaer. Well, the pace of forward technology is so swift that
I do not think we should ever rule out this possibility. There could
be some change of g technological nature that might alter the situation
by 1980, and T think I should say again the con ition upon which we
have made this forecast is based upon orders placed for 80 plants. All
but 14 of these plants are firm orders, but T should also point out that
I believe all the orders have cancellation clauses. In the unfortunate
event that there should be a major nuclear accident of some sort, then
we might expect that these clauses would become effective, so there

U
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is another possibility. The impact that I trace was on the assumption
that all of the plants would be constructed. il e LAt
" Senator Fannin. Well, considering the tremendous need for potable
water, and also for irrigation water throughout the world, do you think
possibly greater emphasis will be pl aced on these new programs»whiich
could affect the statistical information you have given us? ool
Mr. Wincer. Yes, indeed. Water is a major problem and the short-
ace of water, particularly in the North Atlantic regions, is bringing
about a shift of economic activity. That brings about a further shift in
our energy markets, and not very much, as you know, has been done
about this in the past. With the growth of our population and our ecos
nomic activity, we are going to require far more water than we consume
today, and what you say certainly could come to pass. b
Senator Fannin. Thank you very much.
Senator Moss. Senator Hansen. wailiey
Senator Hansen. I do not have any questions. I would like to com-
pliment you on a very comprehensive presentation this morning. 1
fhink that it will serve a great purpose in bringing to the attention’ of
everyone what the developments have been, what the prospects. for
increased uses are and how these added energy requirements will be
met by the various sources of energy. I certainly do wish to compliment
you and the Chase Manhattan Bank that you represented so ably this
morning for having undertaken and completed a very fine, compre-
hensive statement. s
Senator Moss. Thank you, Mr. Winger. We are very appreciative
of your presentation. It certainly was most comprehensive and printed
in our record will make it very meaningful. Thank you. ; :
T now relinquish the chair to the chairman. s
The CratrMAN (presiding). Thank you, Mr. Winger. ek
The Chair would like to call Senator Paul Douglas at this time and
at the same time ask Mr. Barry to come up. T think it will be more
expeditious that way. i
Senator Douglas, we are delighted to welcome you back to the Sen-
ate. The Chair had the privilege of serving with you a long time and
we all honor and respect your views and judgment. We shall be de-
lighted for you to make your statement at this time, and I have asked
the Solicitor of the Department of the Interior. Mr. Frank Barry, to
respond to whatever questions that vou would like to ask him. On ‘the:
other hand, it might be more useful if he could respond in general to
your statement. Would vou give him a copy ? ;
Mr. Doveras. Yes: Ijust have, Mr. Chairman.
The CrarMaN. All right ; youmay proceed.

STATEMENT OF PAUL H. DOUGLAS, FORMER U.S. SENATOR FROM
THE STATE OF ILLINOIS ;

Mr. Doucras. Mr. Chairman and members of the committee, I'am
happy to respond to your invitation to testify. The request was made
formally late yesterday afternoon and I was under some pressure to
prepare testimony and also to make copies S0 that T have not been
able to submit the fnll 100 copies which I ordinarily wonld like to do:

Tt so happens that spent 2 days in J uly out in the oil shale country
of western Colorado and also spent 3 days in Denver trying to 'acquaint
myself at firsthand with some of the problems that are involved.

- ——Sm——— Y
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I think T should say that I did so as a private citizen, at my own
expense, not for any private interests or claimants.

- On the first day In the oil shale country of Garfield and Rio Blanco
Counties I inspected the processes and plant for developing oil from
shale at Anvil Points near Rifle, Colo. This was substantially the plant
which the Bureau of Mines operated for approximately 10 years,
which was closed down in 1954, the same time that the Louisiana Re-
serve was closed down, and which was started again, I believe, in 1962.
. I 'went into the high up lateral mine at Anvil Points, and I may say
it is striking to think of oil being several thousand feet in the air. I
always thought of oil as being underground, but there it is in the air
or at least some of it is in the air. And then I went down the mountain
side 5 miles to the crushing and retorting process plant as well as
that of first refining, which are on successively lower levels close to-
gether, and saw something of the process involved which I believe
utilizes the so-called gas combustion process for the retorting.

_ Itried to do the same thing at the TOSCO plant—that is, the Shale
Oil Corp. plant—a few miles away; but, in keeping with the common
policy of that company, I was barred from entry. This the corporation
had every legal right to do since it owns the land.

1 also went up into the property formerly used by the Union Qil
Co., which is now not used. ; :

When I went to Colorado, I thought that the issues involved were
primarily those which were discussed yesterday. I thought that the
Government title to the land was clear, firm, undisputed, and that the
problems involved were simply royalties in amount or system of pay-
ment, the question of patents, the problem of conservation, what to
do with the ash from the rock which was crushed but not used for oil,
the question of the definition of net income and a series of other meas.
ures which were touched on yesterday. In other words, I thought that
the Government title was clear, firm, undisputed, and would not be
subject to challenge. ,

“I'found that this may not be so. This was the great surprise and the
great alarm which I experienced. As the chairman said, I shall not go
into the pre-1920 claims except to say that it is the common knowledge
that these are very extensive, and that there have been court ‘decisions
which seem to legitimatize them, although they have not been worked
or developed in many cases. I think in the majj ority of cases, they have
apparently been abandoned, but they have been bought up for one
reason or another by speculators, and which constitute valid claims is
very undecided because of not only the decisions of the Supreme Court
in the Krushnic case and the Zckos v. Virginia and Colorado case but
also the decisions of the district courts as handed down by Judge
Doyle and Judge Shelton.

But I shall not address myself to those claims in keeping with the
very proper ruling of the chairman. :
“What surprised me was the large volume of recent claims, claims
originally filed in 1966 and going on into 1967. I think I may say that
my attention was first called to these claims by articles which appeared
in Mr. J. R. Freeman’s Farmer & Miner Journal, published in Fred-
erick, and while I want to make it clear T do not agree with some of
the personal judgments which Mr. Freeman has indulged in, T do
think that taking up the cause has been of a very heroic nature.
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~ So on the second day I visited the offices of the county recorglers and
~clerks of Garfield and Rio Blanco Counties at Glenwood Springs and
at Meeker, respectively. Here I started to find the large number of
mineral claims which had been filed during the preceding 22 months
and in particular those filed by Mr. Merle 1. Zweifel of Shawnee, Okla.
Tt is about these claims that I should like to address myself. I found
that Mr. Zweifel had filed over 338 claims by my count in Garfield
County, and T ran my fingers down each one of the entries and totaled
them. These were on half of quarter sections or 80-acre parcels making
a total of his filings over 26,000 acres. s
In Rio Blanco County Mr. Zweifel filed on over 2,500 claims or by
my count 2,577, which filled 11 volumes of county records. These were
filed during the period from May 6, 1966, to May 17,1967. These were
predominantly, and in every case that I could isolate, on quarter
sections, that is on 160-acre lots, and henee the claims in this county
* alone were on approximately 411,000 acres or over 65 square miles.

‘About 130 of these claims were filed subsequent to the Janua 27
withdrawal order of Secretary Udall. I have Xeroxed an index of these
claims in Rio Blanco County alone, which with each claim being given
one line—in the original record books, of course, each claim takes up
two pages, but on this index of claims each claim is given one line—
it covers both sides of some 40 sheets, which I should like to submit
in evidence.

The Caamrman. Without objection.

Mr. Douveras. I would like to have that back.

The CzarrMax. The information will be received by the committee.

Mr. Doucras. There is a nice question of whether it should be printed
in the record, it would take a lot of space, but I think it is crucial
and important. ) :

The CHAIRMAN. In any event, I think, Senator Douglas, it should be
appropriately identified. ~ : ;

Mr. Doueras. OK. Y

The CaATRMAN. And so it will be on hand and can be made available
in that respect. ‘

Mr. DoucLas. Yes.

The CrarMAN. We will examine it to see.
 Mr. Doucras. It is the only copy that I have. It is somewhat costly

to make this, but if necessary, I can give it to you.

Senator Arrort. Could I ask you one question at this point?

Mr. Doucras. Certainly. -

Senator Arrorr. You said in the records they took two pages. I
assume therefore they were recorded rather than filed.

Mr. Doucras. I am not acquainted with the technical legal terms,
but the claims would be filed on each claim of 160 acres or 80 acres, and
the body of the claim will take up approximately two pages. Now if
you can say they are filed, that is all right. .

Senator Arrort. I assume then it was recorded. We can check that.
 Mr. Dovcras. Now I have had Xeroxed the index for Garfield
County, and it is in the mails. I do not have it with me at the moment.
I would like to have the privilege of submitting it as well.

The CrarMAN. Without objection, the committee will be happy to
receive that information.
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Mr. Doveras. I have seen what purports to be a signed letter by Mr.
Zweifel in which he states that he has filed approximately 90,000
- claims on approximately 4 million acres, While in Rio Blanco County
-at Meeker I was kindly given a map of the filings in that county which
was prepared by Mr. Robert White, who is an abstractor, I believe, in
Rio Blanco County, which shows that virtually all of the shale lands
in Rio Blanco County have been filed on during this 22-month period,
vslfit'h some overlap of the pre-1920 filings, but the recent, filings are very
clear.

Now, much the same thing, I am told, has been going on in other shale
oil counties in Colorado, Utah, and Wyoming. T did not have the time
1oL resources to make a trip through all these other counties, not. even

in Moffat, which is, I believe, just north of Rio Blanco. And so I can
only speak of what I definitely know and have seen. I suggest, and
indeed I urge, that this committee send agents into these and other
counties to verify my statements, and to see how extensively these
filings actually are.

I must admit T was shocked by this discovery, for if these claims are
ultimately validated and patented, then hundreds of thousands of
publicly owned acres which are worth in the trillions of dollars, and on
which the American public could ultimately collect—and T use the
words ultimately rather than immediately—hundreds of millions of
dollars from leases and royalties, that this great resources may be
taken over by a few. Gentlemen, enormous sums are at stake.

Now, it should be noted, as Senator Allott brought out yesterday,
Mr. Zweifel and others are ostensibly filing for minerals rather than
for oil; namely, for dawsonite from which they wil] derive aluminum,
nahcolite which has sodium in it, and incidentally silver. He throws
in a few silver claims, too. But under the mining, crushing, and re-
torting process which is the present conventional process, 1t would
be impossible to extract these minerals without also extracting the
oil. Under this process the two, oil and minerals, are bound up - to-
gether, and Zweifel and any principals which he now may have or
may have in the future will almost certainly inherit the oil if they
take over the minerals, :

prospector, with a mule and a wash pan, so to speak, was never in-
tended by the people who passed this act to be so interpreted that a

Mr. Chairman, T believe that it is the natura] heritage of the Amer-
ican people that these great resources belong to the Nation and to the
people of the United States, Someone referred obliquely Yesterday to
this as being the doctrine of Karl Marx. I think it is the doctrine of

the great conservationists of this country, beginning with Theodore

of 1909. For some months in 1930 T worked with the great Governor
of Pennsylvania, Gifford Pinchot, and I know this was his doctrine,
and I know Tom Walsh, the great Senator from Montana, and Burt
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Wheeler believed in this, and Bob LaFollette. I do not have to go to

.

Karl Marx to get support for this. It is deep in the American heritage.
“But faulty as the 1872 law is, I believe that under it the Zweifel
claims and other claims are.basically phony and fraudulent. In the first
place the law of 1872 requires that the four corners of each claim should
be staked out as and when it is located. Tf you will examine the Zweifel
claims, you will find that the uniform pattern was for him to state that

he had located 31 or more quarter sections in a day. He would file on
about 8 square miles a day and claimed that he had located them..

Now I submit that it was a physical impossibility for any man to
walk around each one of the 31 quarter sections and stake out each
one of the corners.

1 would like to call your attention to a section of the mining law,
title 30 of the United States Code, paragraph 29, which treats this
requirement. It states that: ;

A patent, if and when granted, must show that the pboundaries of the claim
or claims which shall be distinctly marked by monuments on the ground, and
shall post a copy of such plat, together with a notice of such application for a
patent, in a conspicuous place on -the land embraced in such plat previous to
the filing of the application for a patent and shall file an affidavit of at least
two persons that such notice has been duly posted:

~ Well, I doubt whether that notice has been filed yet. '
' Now, it would have been impossible in that length of time to have
staked out these claims on level ground in the summertime. It is even
more obvious that it would be completely impossible in the heart of
the Rockies or the western slope of the Rockies. No mountain goat
could have done that nor could Hercules himself or Centaur, half man
and half horse. ‘ R
1f you will look over the index of the Zweifel claims in Rio Blanco
County, you will find that many of them were filed in December 1966,
January, February, and March of 1967. This is skiing season in the
Rockies, not springtime in the Rockies, about which the songwriters
have sung, but skiing season. The snowfall is very heavy. I found that
in one case he filed claims on 31 quarter sections and stated that he
had located them on January 23.

T tried in Denver to get the reports of the weather bureau as to
what the climatological conditions were on January 23, 1967, but 1
'(vivas unable to find that. I am sure the members of this committee can

0 SO. :

The absurdity of a man stating that he had staked out 31 quarter
sections going around, putting stakes down at every corner on the 23d
of January in the heart of the Rockies just passes human
comprehension. '

The second requirement of the 1872 act is that the claimant should
have made a bona fide discovery of the mineral that he is claiming.
Tt has been ruled, I believe, by the courts that the discovery shoul
be sufficiently definite so as to assure a prudent man that he would be
justified in going ahead with extracting the mineral—the principle
of the prudent man, which Justice Holmes always said was the basis
of the common law. : 7

The third ultimate requirement is that a total of $500 in labor
a,nd/o(;' improvements must be spent on each claim within a 5-year
period.
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~Now, Mr. Chairman, and members of the committee, I submit it is
dangerous to allow these claims to g0 unchallenged. T am glad Secre-
tary Udall, to the best of my knowledge, has not patented any shale
oil claims. I want to commend him for that. Would that other Secre-
taries of the Interior before him had been similarly restrained. I
personally feel confident that he would never approve a single one of
the Zweifel claims, T believe that the Secreta is a splendgid public
gther and weaker men

f these claims were to go unchallenged for years, it would be hard
to challenge them later on the grounds of failure to stake, failure to
discovery, and failure to improve. ,

‘therefore hope that this committee and the Department of the
Interior will actively challenge the Zweife] claims and that they will
do so very soon. I suggest, and indeed I urge, that this committee almost

those two counties ig correct, and to include other counties to the same
serutiny—Moffat County, counties in Wyoming, and counties. in
Utah—and that then the Department of the Interior be furnished with
sufficient funds to attack it. : \

I believe they should be attacked, and attacked as a whole, since if
they are taken up one by one, which I understand some have been urg-
ing, the legal processes will take forever and g day,and I literally mean
forever. Individual claims would simply be gnawing at the edges of
these 20,000 claims that Mr., Zweife] saysthat he has filed. G
. Just as Zweifel moved on a bold scale to take over the rich treasures
of the American people, so I submit must we be bold in their defense,

he CratrMaN. Senator Douglas, T must say that in my judgment
You have rendered a great service by calling to the attention of the
committee the problem that you have related here this morning. I
think this is obviously a Very serious matter, hsi o
_The staff has checked through our files and there is a letter here from
Mr. Zweifel of February 8 and a subsequent letter of August 21 of this
year, and in his February 8§ letter he has stated :




368 FEDERAL OIL SHALE PROGRAM

T must say that this poses a real problem, of course, in connection
with the integrity of the development of this whole matter of oil shale.
1f the committee wishes, I think it would be helpful if we heard from
- Mr. Barry now, a general statement in response to the comments that
you have made, and then we can ask questions of Senator Douglas.

Mr. Doucras. May I first say that I have never seen Mr. Zweifel,but

he is an extraordinarily frank man. In fact from his frankness I find
him most engaging. He wrote one letter—I do not know that I should
be privileged to introduce it—where he says, “I hold up to a half inter-
est in the 4 million acres which we have claimed. Ramparts accused me
of stealing the 4 million acres which is not quite true. They do not
have reason for thinking so.” ' ‘

Then he writes to the man who is sending the letter, “Anyway you
are free to quote anything I have written and say.”

1 have formed an admiration for him as T would for Captain Kidd or
~ Henry Morgan. 1 never heard of such a fellow and he should be given

an “A” for frankness at least. :

The CaaTRMAN. Very good. S

Mr. Barry, why do you not make a statement now?

STATEMENT OF FRANK J. BARRY, SOLICITOR, DEPARTMENT OF
THE INTERIOR ' :

Mr. Barry. All right. : »

The CmarrMan. I think it would be helpful if you could make a
general statement at this point. ‘

Mr. Barry. I hope I can be helpful, and T think to put this matter
in proper context it would be important. :

Tt might be said that there is a crime that is involved, and the crime
is that literally the law permits what Mr. Zweifel is doing. It is really
not necessary that a miner or a prospector have a discovery when he
locates a claim although the statute says so. The cases have held that
it is not necessary that he have a discovery at that time. Although
~ as against the United States his claim is not valid, still to keep peace

in the mining camps in the early days—that 18 the reason that 1s given
by the courts, by the way: in order to prevent gun battles, to effect

dispossession by one miner or another; and then have the disseizor
justified in his conduct because the man who was holding the property

“had no discovery at the time—the courts have held that if an individ-
ual locates a mining claim on which he does not have sufficient evidence
to qualify for a discovery, he will be protected in his possession against
an% other person who seeks to displace him.

hat means that he is not a trespasser. Indeed the statute itself,
which is the 1872 act now, passed nearly a hundred years ago, and the

statute which applies to the claims Mr.waeifél has filed, is an act that
invites the public to enter upon lands of the United States. Tet me
read section 22 of title 30 of the United States Code, as follows:

Except as otherwise provided, all valuable mineral deposits in land belonging

to the United States, both surveyed and unsurveyed shall be free and open to
exploration and purchase and the lands in which they are found to occupation
and purchase by citizens of the United States and those who have declared their
intention to become such under regulations prescribed by law and according to
the local customs or rules of miners in the several mining districts so far as the
same are applicable and not inconsistent with the laws of the United 'States.
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" You can locate élaim‘through an agent; corporationg can locate
claims, and ag we know, corporations do not haye two legs and burros
to carry themselves out to locate claims; they use agents,
As faras we know, no one claim, no particular claim, let me say,
filed by Zweifel wag illegal. It ig very unlikely that 31 claims could be
located in that weather on 1 day, buf we cannot challenge Mr. Zweife]
and upset whatever rights he may hayve by simply an assertion that it
was too cold on that day to locafe g Particular claim,
The CramMaxy. When the person is filing or reporting the eclaim
does he sign an affidavit that he has done so and so? ;
Mr. Barry, N 0, he files a location notice,
The Crarrumay, What does that entail ? :
. Barry. Un‘fortunately I do not have 5 copy. Perhaps Senator
ouglas does, '
he CratrMaN. But it is not sworn to.
I. Barry. Tt is not Sworn to, but it woulg mvolve—if there were
aﬁ: mizrepresentations In'it it would involve a j ustification of g charge
of fraud,

we are all from the West, most of us in the Interior Department are,
he CHarMaw, Am I to understand that you are not describing
Mr. Zweife] ¢

r. Barry. N 0, 10, I am not, Ag matter of fact, T fing it a little
embarrassing to find the first occasion I ever appeared in public with
Senator Douglas, T am opposed to him, an —OT not opposed to him,
but T am at, least debating with him and at the present time that T am
aligned on the side of Mr. Zweifol.

he CraRMAN, You are speaking legally.

MI% lBARRY. That is right. T think we have got to challenge My,
Zweifel,
The Crammmax, Iam trying to help you out,

. BARRY. Yes. T think we have got to challenge My, Zweifel’s
claims one at g time. We do not know——

The Cratraran. It is going to be a lon, contest,

. Barry. T know he might have een able to locate ong valid
claim on one of those days, Which claim did he locate which is valid ¢
Which is not? We cannot sit here in Washington anq write on g slip
of paper that it wag too cold and it wag too snowy for him to locate

76-821— 67— o5
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o particular claim and therefore the location in the northwest quarter
of section so-and-so is invalid. We must g0 out and see: Are the notices
osted? Is there 2 sign of 2 discovery ¢ Who are these people who
ocated the claim? We must challenge not only Mr. Zweifel, whose
name appears on the location notices, but all of the other people who
signed it. Some of them may have acted In good faith.

Mr. Dovcras. May I interject & minute?

In response to 2 question by Senator Allott yesterday about the
other claimants, every claim that I have found—1I have checked sev-
~ eral hundred of them—his wife and daughter were coclaimants. I do
not know which is which, but one Bonnie E. Zweifel and Maude H.
Zweifel are always on the claims. There are others of varying numbers,
but on the quarter sections he would have 2 total of filings In which
he and the members of the family were three, and four others, gen-
erally the same four, but sometimes varying “trom one set of claims
to another.

Senator ALLOTT. et me say, Senator, T do not know whether you
understood the import of my question yesterday or not, but the claims
that I was speaking about have no relation whatever to the Zweifel
claims.

Mr. Doucras. 1see.

Senator ALLOTT. Tn fact, I do not know Mr. Zweifel or have any
more connection with him than you do.

Mr. Douaras. 1 see. :

Senator ALLOTT. And the claims 1 was speaking about’ are com-
pletely independent and were based on exploratory permits——

Mr. Doucras. Yes.

Senator ALLOTT (continuing). Previously granted by the Depart-
ment. Mr. Barry knows about those.

Mr. Barry. Yes.Iam familiar with those.

But speaking of Zweifel, let me say this. First of all T just want to
lay a little foundation in the record here. I have given the section
number in the code. Let me read just a few words from the Supreme
Court decision of Mr. Justice Sutherland In 1930, in Wilbur V- Krush-
nic, 280 U.S. 306. In this case the Government canceled a mining claim
for failure to perform assessment work. Assessment work worth $100
per year is required to be performed on each claim in order to retain
the possessor’s right to possession as agains‘rf—'—mind you now, referring
to the Virginia-C olorado Development Co. case that Mr. Douglas
referred to—as against another, a third party.

The Virginia-C olorado Development O ompany case, held the United

States cannot challenge a claim for failure to perform assessment

work. '

We challenged Mr. Krushnic in 1922 and we alleged that while he
had done the assessment work for 1921 and 1922, he had failed to do
it in 1920, and we lost the case in the Supreme Court. The Court said:

The rule is established by {nnumerable decisions of this court and of state
and lower federal courts that when the location of 2 mining claim is perf-ected
under the 1law it has the effect of & grant by the United States of the right of
present and exclusive possession. The claim is property 1n the fullest senseé of
the term and may be sold, transferred, mortgaged and inherited without infring-
ing any right or title of the United States. The right of the owner is taxable
by the state, and is real property subject to the lien of a judgment recovered
against the owner ina state or territorial court.

i ————Y
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In the case of Cameron v, United States 252 U.S. 450, Justice Van
evanter held—

but so long ag legal title remaings in the 80vernment it does have Dower, aftep
Proper notjee and an adequate heanng, to determine whether the claim is valiq
and if jt j5 founq invalid to declare jt null ang void.

I want to point this oyt that, with respect to any one of My,
Zweifel’s claims or of the claimg’ of his varioys associates, we mygt

due procegs of law. Ag valuable as T regard the Tesources of the
United Stateg to be, T think the Principles oyp Constltupion guar-
anteeing due Process of law ¢, an indiwdual, to be more mportant,

wi aceept its validity ag long as T ave anything fo Say about it.
f we find that it is nof g valid claim, we wig] take such steps as may be
necessary to haye it declared null and yojq by the Government and
canceled, and e will pursye Mr. Zweife] and anyone gJgq Wwho tries
0Ccupy and use the claims untj] we have assured the rights of thig
resource to the {7 nited States,
Now, Mr. Zweife} has haq 4 checkereq career. He has beep in this

convicted at Some previoyg time of maj] fraud. T g, not know any-
thing aboyt the merits of the case, anq I am not bringing this up to
S8 against him byt to point out thay notwithstanding that we intenq
to see to it that he along with any other claimang in the public lands

18 is g Summary of the Imvestigation - He has given no assurance

to anyone of the existence of valuable Minerals, The amounts that
ave been paid to him have been minimal apq have been consistent
Wwith the amounts of money that he haq to pay to record claims gpq
uy location nNotices, and that sort of thing, Tie bayments have beey
honrecurring. Fig int_erest_ in the matter apbparently s to give himgelf

or his intentjop to obtain g batent is entirely Secondary, Hig Primary
Purpose is to be rich. , o
s ncidentally, he filed 4 8roup of claimg o the Outep Continenta]
Shelf fop whateyer value they might have had just before the last
sale off Louisiana, the one alluded to yesterday,

The HAIRMAN. Does he hope to haye Someone come jp and buy

~ Mr. Bagpy. T do not knoy, There are 51 kinds of motives. T cannot
attribute them to anybody, The Bureau of Public Roads fings that

-
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‘Jocations are made in their path just as soon as it 1s decided that

they are going to build a highway- "

The CHAIRMAN. He certainly is casting @ cloud, shall we sy on the
title to property: '
- Mr. BaRRY. Well, I think—— '

The CHAIRMAN. 1n this case property of the U.S. Government.

Mr. Bargy. 1 think 1 could make this statement without fear O
successful contradiction, and that 18 that Mr. Zweifel, while he may
not be a criminal, and I doubt it from any ovidence we have that he
is, he is @ complete nuisance. Bub 1 do not know that we can do any-
thing about it. ,

Mr. DoucLAS. A very astute, able man.

Mr. Bagry. He may be, but he is a nuisance because We are going to
have, as Mr. Douglas here has stated, we are going toO have 20,000
claims to deal with.

1 have looked at this problem and I know it is a problem. At the

resent time We have all of our lawyers assigned to ¢his kind of work
in Denver, actively engaged in mining contests involving the earlier
claims. The matter has been underway for months. The trial is ac-
tually going on in the Department now.

The CHAIRMAN. How many people do you have out in the area to
check on the validity of claims?

Mr. Baggy. I can answer for My office. 1 have four lawyers in the
regional office of the solicitor 1n PDenver who are engaged in this
work. That office also takes care of the Chief Engineer’s office, Bureaul
of Reclamation, of all of the other public Jand problems, the Indian
problems, am so forth, the other departmen‘cal problems in that
area, and we have got four men.

1 am not claiming that we are not doing all right; we are doing
our routine work with the staff out there, & d I am not making any
requests for people for that, but if 1 have to pub men on 6,000 or
8,000 or 10,000 claims when there are probably millions of claims in
the West that have never been contested, and will never be cleare
until they are, if someone wants to stand up and challenge them,
why I just do not have the people to do that. I do not think 1t would
be economical.

The CHAIRMAN. 1 understand you have only one mining geologist
at the Denver office; is that right ?

Mr. Bagry. L would not be 10 2 position to answer that. T would
very much doubt it. We have in the Department of the Interior, in

handle desert land claims, mineral lease matters as well as mining
claims, and all of the other adjudicative matters that go on in the
Department of the Interior exclusive of Indian matters. These men
are stationed in Denver and in Salt Lake City and are sent aroun
to conduct these hearings. But just like any Tawsuit it takes 2 long
time to try one.

Let me say something about these astronomical boxcal figures. As
to most of the claims Mr. Zweifel has reported to locate and We have
a file here of his papers to indicate when he was engaged in this ac-
tivity and what he was ‘represent'mg, and so forth, he said there is

aluminum in that oil shale out there and it is in this dawsonite.

3 EmEREEEREEE
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Dawsonite is sodium aluminum carbonate. His claims from a sub-
stantive point of view cannot be taken seriously because since 1990
all carbonates of sodium have been leasable and are no longer
locatable. Also, if we are c’haillengil}g a.claim, on the date of the chal-

he question of whether dawsonite is a locatable mineral or a leas-
able mineral may eventually be determined by a court, but it only has
to be decided once, and when it is decided T suspect that all those
who are holding claims which are dawsonite claims will have nothing,
and we probably will not even bother to contest them any more than
we will file contest against Mr. Zweifel for locating claims on the
Outer Continental Shelf. We probably will not, contest those claims
either. We’ll just ignore them.

However, if Mr. Zweifel goes out on the Continental Shelf and
endeavors to interfere with somebody who has a lease out there, one
of our lessees, or if he tries to go out in Colorado and exploit some
of that land, we will, of course, take action. At the Erqsent time he

States, and I do not think it merits some kind of a ukase ordering that
Mr.dZWeifeI has no valid claims and therefore canceling all that he
as done,

The Crarman. Mr, Barry, at that point, let me ask you—I was
not here at the time Mr. Lynch testified, but T am looking at the trans.
script. Mr, Lynch, an attorney in Denver, suggested that one approach
in connection with these claims is that the Congress might pass legis-
lation providing for g ]efisla,tive taking of the lands, provided, of
course, that the applicant for the claim would have an opportunity to
litigate the matter in the Court of Claims,

I want to ask you, is there a property right the moment that some-
one files on a claim? ‘

Mr. Barry. If he has made a valid location—that is, if he has got a
valid claim, he has got a property right. But to prove that he has got
aninvalid elaim requires us to give him notice and a hearing.

The Crarrmax, Tunderstand. -

Mr. Barry. So in that sense a citizen who goes on public lands, and
has no valid broperty right against the United States, is entitled to
notice and a hearing and this is what is going to take the time. We
would establish if we were successful in g contest against any one of

back for.a second lawsuit because the Interior Department does not
have any marshals to go out and enforce our orders, We would have
him evicted in a court proceeding. That is exactly what happened in
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the Cameron case. We challenged the claim and established it was an
invalid claim. Cameron ran a Tivery stable at the head of Bright Angel
Trail on the south rim of the Grand Canyon and the Park Service was
2 little outraged, I guess. So we finally brought a suit in a court to-en-
join him from oceupying it. It was, in effect, an eviction suit and it was
at that time the court eaid the Department of the Interior had the
power to declare a claim null and void and to interpret the statutes.

Now, I agree, incidentally, with something else that Senator Doug-
las said, and that is that there ought to be some kind of limitation on
the number of claims that a person can locate. ‘ ; ,

Tn 1872 this act was passed, you know, and this was right in the
middle of this period—I was not here yesterday, but somebody alluded
to that kind of thing as Karl Marxism—when we passed the Homestead
law which had an acreage limitation of 160 acres. In 1877 we passed.
the desert land law which had a limitation of a half a section. In 1902
we passed the reclamation law which had a 160-acre limitation.

Tn 1866 the law which was displaced by the 18792 act was passed. In
that law a claim could only be 200 feet along the length of the vein,
unless you were the discoverer, in which case you could get 400 feet.
No person could get more than one claim on one vein. Of course, you
could locate on different veins and I presume get more, but that was
the 1866 act. - : o

So there was an acreage limitation but T have read the legislative
history of these acts and there is no acreage limitation in the 1872 act
and there is none in the legislative history, and T have no authority to
Jeclare that there ought to be a limitation. Congress has the authority
to decide whether there should be a limitation on the number of claims
that anyone can locate. _ .

Perhaps a situation such as that which confronts us with Zweifel,
where he alle%es that he has located 20,000 claims, and we know from
the evidence that in one county in Colorado he has located 2,577 claims,
Congress might be well advised to address itself to some revisions of
that law. ; , '

The CuaTRMAN. How could we go ahead with an orderly develop-
ment of the oil shale program when there is the long series of clouds

over titles to lands that may well have rich deposits of oil shale? How
could a private investor properly commit capital with that kind of
litigation hanging over him? The very fact that Mr. Zweifel has a
claim may have some value, because he can delay development and it
requires affirmative action by the Federal Government to do something

about it. That could become a Vvery valuable asset in Mr. Zweifel’s
hands, T would think. , ' : . ‘
Mr Bagrry. I should sa I think the companies will generally dis-

- regard it ; not to say they disregard all claims. They make some kind of
an investigation, if they get a piece of land from us. For example,
Mr. Zweifel located claims on areas later leased on the Outer Con-
‘tinental Shelf. : A :

The CHATRMAN. But should we not have—
Mr. Barry. We got the biggest bonus bids on that property that we
haveever had. R S ~ i ,
 The CrarMAN. Should there not be legislation making it clear that

~ the Outer Continental Shelfisnot open toentry ¢ pon g Rt
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other sectiong of the Minera] Leasing Act provide that the only way
that you acquire such minera]s is under the Mineral Leasing Act.
The Crammay, What I am saying, in effect, is, Could we not, by
ltlagjslatgzion, Prohibit the loeg] county auditors from recording such
claims ¢ : : ' , . AU
Mr. Bagry, Well, yes; T Suppose we could. i
Senator Arropp, May X interject just a word? T think you are getting
- off into deep water here. T do not think the Federal Government, can
do anything which would keep g county clerk, as it is in Colorado—
and that is the section that we are talking about now, I do not know
about Wyoming—trom, accepting any instrument, that anybody agks
“to have filed or recorded. T
Mr. Bagry. Yeos,
he CHAIRM AN, Asit relates to Federal lands?
Senator Arropr, I still do not, think you can doit,
The CHATRMAY, Well, T am not sure,
r. Barry, The only reason they file it there is because of Federal
law. If it diq not do them any good to file it there, they woulq not
t. o .

Federal Property and do anything that would put g cloud on the
title, T would think. Tt woylg seem to me such legislation would be
constitutional. T ay, relating it only to Fedqral land, of course, ’

r. Barry, Just to give an experience of my own, Mr, _Chairman,

else. Yet the title company would no give me a title Insurance policy
and T had to quiet title against this fellow because he had but it on
the record that he owned the Property. The title company was just
not going to take 5 chance, :

us much because we Wwould not have to recognize it for an; purpose.
he OHAIRMAI.\T.. But why would it 10t be constitutions] or the
Congress to pI'O:hl‘blt, as we can certainly, Interference on public Jands?

Mr. Barry, Let me say this: There are a few sacred COWS in.thig
country and I haye run into a few of i
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Tnterior. One of them is section 22 of title 30 of the United States

Code which says simply that in 1872 the Congress of the United States

said that all of the public 1ands of the United States or all of the lands
belonging to the United States shall be free and open for an_ybody to
go on an: explore. At that time in history it was a prudent thing to do.
We were trying to £i11 up the West the empty land, with people. We
were literally giving away our land hand over fist. People did go out.
T do not know why they would want to locate a mine when they coul
get a desert entry, because they needed to pPay only a dollar an acre
For desert land claims but they paid $2.50 and $5 an acre for 2 mining
claim. Apparently many were in good. faith in the old days when they
said they had mining claims. ,

Senator ALLOTT. Mr. Chairman, may T ask & question ? You re-
ferred to dawsonite, Mr. Barry ¢ :

Mr. BARRY. Yes, sir.

Senator ALLOTT. Then 1 assume, since this is aluminum sodium car-
bonate, that this is subject to approach by private individuals only by
way of the Mineral TLeasing Act; 1s that your position?

Mr. Bargy. Thatis correct, Senator. ~ , .

Senator ALLOTT. Then as applied to dawsonite or nahcolite, they
would constitute & cloud only so far as they had a valid mineral lease,
but not by way o1a claim. : ,

Mr. Barry. That is correct. -

Senator ALLOTT. Ts that your point of view?

Mr. Barry. That is correct. However, they are not limited by what
they say in their location notice, as to what mineral they located. And
at the time of the trial, they might come forward with something
else. There has been some suggestion that claims were located for
gilver. I know they have also been located for platinum in this area.
‘We would have a contest and we would have an argument and we
would have engineers and geologists, possibly, contesting in 2 close
case with all kinds of evidence and an extensive record and so forth,
to establish that there was Or was not, enough silver or there was Or
was not enough aluminum to justify this location. We must give those

“people their day in court as long as the law stands as it is, because
Congress has given an invitation and grants them 2 right if certain
facts appear. ‘ ‘

Mr. Doucras. Mr. Chairman, may T make a couple of comments?

Senator Moss (presid'mg) “Senator Douglas, surely. ,

Mr. Doueras. 1f it be true, as Solicitor Barry has said, that there
is no prohibition in the law as to the number of claims that a person
can file, and I think he is correct in that, and if it is also true that, by

.«

court decisions and by administrative procedure, the Government 18
effectively stopped from any thoroughgoing challenge of these claims,
then I feel like the character in one of Shakespeare’s plays when con-
fronted with legal ruling saying, “The Jaw i an ass,” and that is my
first instinctive reaction, and 1 thank it is a rather healthﬁ reaction.

The second series of points that I should like to ma e is that if

technicalities are used to tie the Government down as Gulliver was tied
down when he went to Lilliput & a fell asleep and woke up to find 2

.

multitude of little threads preventing him from moving, so the Amer-

.

ican public went to sleep on these claims.

e
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Now, Solicitor Barry says we are, in effect, so tied down that we
cannot move effectively against them because we must take up each
one of these claims one by one, So with 20,000 of them, it means that

claims are adjudicated.

If technicalities are used to prevent the Government from taking
effective action, I think Mr., Zweifel should be called to account on
technical grounds and that the burden of proof should be shifted to
him. Has he located ¢ Did he make a legitimate location ? That calls

against him, commonsense of mankind is against him on that score,
What about discovery ? Was there a legitimate discovery on 20,000
claims, on 2,577 claims in Rio Blanco, and 330 claims in Garfield
County ? That is absurd, particularly in view of the location of these
claims,
Now, there is a final point that T did not intend, to make, I was very

careful not to mention the fact that it is my understanding that Mr.,

term of 3 years. I did not intend to make that because I disbeliove in
that sort of statement being made without, g man being present to
defend himself. But Mr. Barry made that statement, and it is, to the
best of my knowledge and belief, correct. :

I would like to read, if T may, paragraph 241 of title 30 dealing spe-
cifically with ol shale, and T read starting at the bottom of page 6404
and going up to the first paragraph on page 6405 :

plied to it or any area in which fraud is to be considered but not con-
sidered in connection with other areas.

I read again: “No claimant for g lease who has been guilty of an
fraud”—without Specification as to whether it is committed on oil
lands or not—“or whe had knowledge or reasonable grounds to know
of any fraud or has not acted honestly in good faith shall be entitled
to any of the benefits of this section.”

And I submit that these claims, when you come down to it, can be
attacked on that, ground.

- BARRY. These are not leases.

Senator Arrorr, Would the Senator yield at that point? I would
like to ask Mr. Barry if his interpretation of that statute would be
the same as Senator Douglas’,

r. Barry. N 0, it would not. He was talking about leases, and this
is not a lease. This is g location of a mining claim that would ripen
in due course into title and not a lease.




378 FEDERAL OIL SHALE PROGRAM

Furthermore, I doubt very much if, after a person has been found
to be guilty of fraud, and has paid his debt to society, and is conducting
himself in & nonfraudulent way, and I assume that 1s what he is doing
because I have read his letters and he does not say anything that does
not appear to be correct and what he intends to do, that is, locate
claims. He touches that little nerve that everyone has in his being
somewhere that says, «Took now, here is a chance by just spending 2
fow bucks to get very rich. T am not saying you can do it, the odds
are against you, but you could.”

So that is the kind of a pitchman that he is, and as far as T can
see that is not fraudulent. 1 could not say that because this man has
been convicted of a fraud that that invalidates his claim. T am sure
it would not.

Mr. Doucras. If I can reply to that, he obviously has been fraudu-
lent in making the claims if he states he has located all four corners
of 2,577 claims in Rio Blanco County and 330 claims in Garfield
County. If you send your investigators out in the field you are going
to find hundreds, if not thousands, of questionable cases. It is obvi-
ously a fraudulent statement—and I have gone over the records in
two of those counties—if thereisa specific claim that they have located
these quarter sections on a given day. It stands to reason that they:
have not located them on that day in view of the topography, in view
of the distance to be covered, in view of the snow and so forth. You
do not even have to go back into his past record on this point. We
gave him great privileges; do we not have the right of gelf-defense?
Must we sit back and allow the public domain, the domain of the
people of the United States, tobe plundered? -

Mr. Barry. I can agree that he did not locate 399 or 330 claims
by putting stakes in the ground or otherwise marking the corners.
I said 330—that was the figure that Senator Douglas used—but he
might have located one of them, and could have located all 330, be-:
cause you can do this through agents, which is perfectly legitimate. .
He could have had that country covered with agents to do 1t, S0 the
329 might be invalid or valid, but which one is valid—which one can
I say is mvalid? :

1 have got to show—T have got to g0 out and find out—first of all
were any of the stakes put in the ground, were any marked at all?
1s there any discovery ¢

So, we will send someone out from the Bureau of Land Manage-
ment who is a geologist or mining engineer and he will look and
make a report and turn it back to us, and we will turn it over to the
lawyer in my office and the lawyer will file a contest. In many, many
cases the parties who are served do not even show up because they did
not have a claim to start with. :

Senator Moss. Well, is there not any legal method open to you
where you can shift the burden to him to show positively that he lo-
cated these claims?

Mr. Bagrry. Yes; I think so. I think that he has the burden—
he says in his location certificate; he says it in his patent application ;.
he says that he located and staked a claim on certain day, and he
complied in all respects with the law, and then we g0 out and we
look Then if we file a contest we first put a witness on to make a
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the places referred to ip the location notice or patent a,pplicatjon and
I didn’t fing anything there, and, therefore, I recommenq against hig
getting a claim ’ %
hat is what the geologist says, He gets on the stand and he test;-

fies to that effect. :

Then the claimant ig entitled to but on his evidence that “T wag
there on certain date, T hag erected the monuments, I they are not
there, somebody knockeq them down,»

. Barry. No; T think I coylq 1ot do that becayse the matter has
not come up in the Department of the Interior, ang I would have to
ave the advice of 1 other agencies, S
I woulq like, however, to comment, on the statement that Mr, Lynch
is reported tq have made Yesterday. He Suggested that there be a leg-
Islative takin A ; ~ ‘
Senator Avrrorr, Yes; that is what he did.
Mr. Bagry, All right,

the speculative ®Xpectations and go forth of the People who g6 claim-
-ants right now in order to clear up thig land o that we coylq go for-

acquired ap expertise, ‘a tradition, literature, and ever thing else
that makes it particularly wel) equipped to determine Whetﬁer a claim
is valid or not, to judge ‘the vaiidity‘of;mining claimgs ang their con-
formity with thelaw, = ' ,

To leave this matter to the commissioners of the Court of Claims
would be giving it to beople who did not have that expertise. This

that amount from the United Stateg in the Court of Claims, :
e‘disadvantage of that approach is that it Wwould not saye any

- Inoney, because e would stil] ‘haye to make thig determination of
validity op in‘va,lidity. We woulq still have to give him hig day in
court. We woylq still have to have the hearingsg and experts and the -
eXaminations an so forth, T really do not think it showg any promise
of a Successful operation. , . ,

-~ . Dovarag. "My, Cha,irman, may T makeanother" comment 2
Senator Moss. Yes, Senatoy Douglas, : s

-~ Mr, DO’UGLAS.i~I do not want to get into g debate with M. Barry

here. He said on the one hang that the Bureay of Land Management
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is adequate to deal with these matters and it should not be taken
away from them. And then he made the ctatement that he had only
four Taen in the Denver office who assed on all these matters. What
1 would like to suggest 18 this: pr he says he cannot attack 20,000
claims at once, let him go into the Piceance Basin and take action
on the claims of Rio Blanco and Garfield Counties, which are the
richest, as far as the oil shale is concerned, N Colorado. Let him go
in there and make 2 frontal attack. Tet him hire 30 attorneys; et him
hire engineers. There are literally millions, possibly hundreds of
millions, possibly trillions of dollars at stake. This should be. done
instead of more 0T less supinely——forgive me for saying that—allowing
these claims to %o by default, with no challenge.

to go oub there with anyone. You could get & group
down in Green River and go0 from county to county, an photostat
the documents.

Senator Moss. There is the tough problem. Any recommendation of
the committee as to what we might either recommend to the Depart-
ment or, as Senator Allott was trying to elicit, any recommendation
as to what we might do 1egis1atively————-— :

Mr. DouGLAS. Yes. : ;

Senator Moss (continuing) . To break this impasse, We would like

Mr. DoUGLAS. The difficalty with 1egislation—,~the Jdifficulty with
amending the law of 1872 and placing & Timit on the pumber of claims
a person can file is locking the door after the horse has been stolen.

Senator Moss. Right, ex post facto. '

Mr. DoUGLAS. Virtually all of this land has been claimed. As I
used to go oub by plane or train through this territory oL, the way to
California 1 would say, «Nobody is ever going to claim this. This wi
always be Government Jand.” But now it igclaimed. - e

[r. BARRY. Well, now, if Senator Douglas can pers_uade a Tnajority
of the House and of the Senate to give me 30 lawyers, L would have 10’
difficulty in assigning them to tasks In connection with attacking these
claims, and 1 am sure I can do it much quicker than with my presen
staff. I sincerely believe—and T have studied this matter, and I think 1
understand what the mining law is and what the particular problem
in this area is—that this would not, be & prudent eXpen: iture of money.
1 think a very large number of these claims will never be advance
seriously at any point. I think we probably will have toTun a contest

through on the issue of whether dawsomte is locatable and, once, that

oing to throw it in the wastebasket. We ‘are not even going to bother
contesting it Any_company that wants to lease will go ahead and
spend is moNey and not Worry- '

Senator Moss. Can we not get that started right away

Mr. DoUGLAS. One final remark if 1 may. These claims are contig-
uous, quarter sections side by side. Why cannot 200 to 300 filings ab
once be attacked ? ; :

Mr. Barey. We could.

Mr. DOUGLAS. There is a court of public opinion, you know, in this
business, as well as an administrative court, and the district and circuit
and supreme courts of the 1and. This case "will be tried in the court of

4__._-_
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public opinion, and I hope it will be tried with good information and
on the basis of action. I would hate to see the department take this—
well, I want to be guarded in what I say—I would hate to see it take a
supine position.

}S)enator Arrorr. Mr. Chairman,

Senator Moss. Senator Allott.

Senator Arrorr. May I make an Inquiry —and I do this not in any

nesses, some of whom have come g long way, and who have been in
constant attendance at these hearings for 2 days, who wish to testify
upon the direct question of the regulations which have been promul-
gated and whether or not they are reasonable in anticipation of devel-
oping a viable oil shale industry. This also touches it, and T agree to
that. But, in view of the convenience of these other witnesses, I would
like to inquire, since it is now 12:30, when the chairman plans upon
adjourning and when we could get on with hearing some of our other
Witnesses ¢

Senator Moss. Tt is the plan of the Chair to recess just as soon as we
have completed this present discussion with the witnesses and we will
reconvene promptly at 2 o’clock and proceed with all deliberate speed
to hear our remaining witnesses. We do have several very important

r. Doveras. May T say, Mr. Chairman, it was my original inten-
tion not to testify before this committee. T thought T would leave the
testimony to Mr. Lynch, who accompanied me, and Mr., Freeman and

r. Spencer Smith. T tried to occupy an inconspicuous place in the
hearing room yesterday. I testified only at the request of the chairman
and not at my own solicitation. I do not think T took up as much time
as the preceding witness, but T am very glad to stop now.

Senator Moss. Let me Say we are very grateful that you have
~ testified, Senator Douglas;, and what you have presented here is of

Senator Moss, I think Senator Hansen had a question,
Senator Hansen. Mr., Chairman, T have listened with a great deal
of interest to what has been said here. T would like first of all to pay

Douglas, and T want to compliment you for your interest and mot;.-
vation that prompted you to go out to Colorado,

Mr. Dovaras. You are very kind.

Senator Hansex. I would like to say to Mr. Barry, first of all, that
I want to pay tribute to your very commendable defenge of the due

process theory that you have enunciated here thig morning, I think,
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with great clarity. I would say that as we talk about these leases that
have been filed one over another on this Green River Plateau, T think
we must bear in mind that there are a number of claims that have been
filed on top of leases that have been filed that I think are made n
perfectly good conscience and for very clearly understandable reasons.
T would refer to an article—and if I may 1 would like to have it inserfced
at this point in the record, Mr. Chairman—appearing in the Mining
Congress J ournal that was written by Russell G. Wayland. He is the
chief of the Conseryation Division of the U.S. Geological Survey, and
in that article entitled “Ts the Mineral Locatable or Leasable?” he
goes on to discuss this thing, and I think we can certainly understand
why a number of people, interested in the minerals and in the kerogen
in the Green River Plateau, would have reason to wonder how they
might best protect their valid and legitimate interests.

T would also like to say, Mr. Barry, that I was not aware until this
morning that it was your opinion that all carbonates of sodium were
Jeasable. I thought this was «till in the limbo of undecided questions,
and I am pleased to know that is your opinion. T think it helps clarify
a maze of complicated questions and out of which has grown a whole
thicket of legal questions that do superimpose & lot of difficult legal
tests in this Colorado plateau area.

I gather from what you say that it is your opinion that this question
was resolved with the passage of the Mineral Leasing Act in 1920, and
that these minerals are Jeasable. :

Mr. Bagrry. That is correct.

Senator Moss. Without obj ection, that article will be printed in the
record at this point.

(The article referred to follows:) =

Is THE MINERAL TLOCATABLE OR LEASABLE?*

(By Russell G. Wayland, Chief, Conservation Division, U.S. Geological Survey)

(Clwssiﬁcat@om is a key to the question of whether a mineral is leasable or
Jocatable. In determining whether or not @ given mineral deposit comes under
‘the mineral leasing acts, one must be aware of Congressional guidelines and
their application 10 problems arising as new technology or “successful ewplora-
tion bring forth new - leasable industrial minerals.)

In the public mind, with an assist from Hollywood, the only mining law is
apt to be that law which evolved from the gold and silver discoveries in Cali-
fornia. and other western states a century ago. This is the General Mining
Taw (80 U.8.C., Ch. 2), which is concerned with lodes, fissure veins, and
placers. The law provides for mining claims which are “located” on mineral
discoveries made by “prudent” men, who may then patent those mining claims
‘and obtain fee simple title to them. Sometimes overlooked is the fact that other
mining laws, NOwW half a century old, repealed the lode and placer mining law
as to named minerals in the publie domain, and made them subject to leasing
rather than location. This article examines some aspects of the distinction
‘between the named leasable minerals and the still locatable minerals. Bxcluded
:from the discussion are minerals in federal lands acquired by purchase oT
transfer from state or private ownership. Also excluded are common mineral
materials such as sand and gravel in public lands.

GENERAL MINERAL LEASING ACT PASSED IN 1920

. In the first half of ‘the nineteenth centufy the federal ‘government’s prime
objective in the West was to promote settlement. Most lands of the public domain
e X ‘

“presented. 0t the Pacific Northwest Metals and Minerals Conference, April 1967,
‘portland, Ore. Publication authorized by the Director, Geological Survey. This article
presents the views of the author and does not necessarily reflect the official view of any
federal department or agency.
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were offereq for $1.25 ber acre without reservation of their~xnjnerals, although
School Sections were Supposed to be‘nonmineral. Reservation'of mineralg by
the government began Thominally ‘wity & provision ip the “Homesbead'Act of
that minera] langg were not liable to entry angq Settlement. In the Same
year Congregg Provided that railroad lang grants were to be for Nonminers]
lands, ‘With the eXception of coal and irop ore landg, Prelimi'nary mining legisla-
tion dateg from 186¢ (30 U.8.C,, sec, 21).
" The mining law, ag bassed May 10, 1872, wag clearly Written around metg]yj.

ferous lode ang Dlacer depogits, Thereafter, COongress from time to time .ay-

salines undep the placer DProvision of S1€ mining 1gvw of ‘1872, owever, coal
was always an €Xception, beginning with the get of March 3, 1878, Which con-
cerned the sgle of coal lang. : '

In 1 1 it wag disclosed that any Jarge areas of cogl land in the
bublic domain had peen obtained fraudulently through agriculturg] entrieg
rather thap by Durchase gg coal landg, Thereupon, President ﬂ;heodore Rooge-

In 1908'President Roosevelt nejq a igovgrnors’ conference on - conservation

leasing acts ag amended oyep the yearg are. coal, oﬂ, 8as, and oj] shale ; Phos-
hates, op bPhosphate rock; ehlorides, Sulfateg, carbonates, borates, silicates op
t d e

nitrates of botassium and of sodium:; Sulphur in Louisiang and New Mex‘lco‘;

MANY REASONS LED To ENACTMEN"I‘

" Three major leaging bills for fuels ang fertilizer Minergly were introduced
in the Congregs before Dotash wag Separated in 1917 for immediate enactment,
All: brovideg terms ang conditiong which would Drevent the esbablishment of
monopoljeg, insure e-ompetition, Provide fop continuouyg Working - of deposity
under lease, di@co»ura»ge the holding of landg for Speculatiye Durposes; Dbrotect the
Prospector’g investmenbs made prior to actual diseovery of g valuable deposit,
insure enough acreage anq minera] resources to Justify plant investment, and
Provide for Proper operation and Dbrevention of wagte, Oof these, the legu'slavt‘ive
history shows that the major reasons leading to ehactment of e ineral Jagg.
ing lawsg involveg the degire to Drevent develqpment of monopolie@, to - discoyp.
‘age hoLding Wwithout development for Speculative burposeg, and to brovide fop
continuoug working of the deposits, An instruetive statement along these lines;,
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Congress, 2nd - ession, May 12, 1914, favorably reporting on H.R. 14094, the

first major leasing bill jntroduced in the Congress. ! g

< In another gense, the reasons: a_dvaneed for the rejection of the ‘systemnof,

location: under the ‘mining laws and the introduction of a leasing system for
o . e

rea‘sbnable rates. AS noted, vast areas of the public Jands containing these m:m~
erals had been withdrawn from egrtry geveral years pefore the first major leasing

GLASSIE‘IGATION 18 KEY

mhe director of the Geological Survey has the authority and responsibility,
S arch 3, 1879 (43 U.8.C., sec: 31) as supplemented by the Re-
organization Pplan No. 3 of 1950° 5 U.8.C., sec. 481, note) and Secretary’s Order
No. 25663 (15 F.R. 3193), to classify lands as yaluable for the leasable minerals
in order to retain the mineral rights. in federal owner‘ship. He also has the au-
thority and responsibﬂity, in the first jnstance, of determining for the PDepart-
ment which deposits are subject to the leasing provisions and those which are
subject to the prospect‘mg provisions. of the mineral jeasing acts.

This classification function is & key to the question. raised by the title of this
article. This is because the leasing acts, i.e., the Mineral Teasing Act of 1920 (80
v.8.C. 181-287) including the Po‘ce}ssium Leasing Act of 1927 (30 7.8.0. 281-

the General Mining Law (30 U.8.0. Ch. 2) as to minerals named in the leasing
acts. Such minerals are no longer subject to Jocation put only to lease (Wilbur
v. Krushnic, 280 U.8. 30 ). ) s

Tmplicit in the authority and responsibility of the director to classify lands
as valuable for the leasable minerals is the responsiblhty, sn the first jnstance,
of determining whether o not a given mineral deposit comes under the mineral
jeasing acts. For most deposits this poses 1no particular problem and raises no
questions. In general coal is coal, and oil is oil, and salt is salp.' However, natural

new technology pring forth new 1easable industrial minerals, unknown OF with=
out value when the leasing acts were passed. !

POTASH FIRST LEASABLE MINERAL

It is instructive to concentrate on potash pecause it was the first leasable
mineral, its law was reviewed and amended by Congress after & decade of eX-
perience, and it presents 2 wide variety of occurrences and possible complications.
Because of a German monopoly on potash fertilizer pmduction, the Congress
appropﬂated funds- for a potash resource study in 1911 and 1912. This led to
the first potash land withdrawal on January 16, 1913, and to the Potassium
Teasing Act of 1917 (40 Stat. 297). Until 1917 potassium had merely been one
of the named mineral substances 11 the several general jeasing bills introduced
in the Congress. Wartime emergeney demands caused its earlier separation from
what became the Mineral Leasing Act of 1920. .

The main purpose of amending the 1917 act in 1927, the 1egislative history
shows, was to harmonize the earlier act with the Mineral Teasing Act of 1920.
The 1917 act had permitted title to pass to one-fourth of a pros;»ecting permit
area. This provision did not appear in the 1920 act. One objection to the 1917
act was that the selections jgolated remaining lands. It gave title to 160 acres
per discovery, against acres for a mining claim discovery. Congress was also
unhappy over patenting provisions that did not assure development, and over
misuse of the 1aw to gain {itle for other purposes.

Under the Potassium Leasing Act of 1927 (30 U.8.C. 281-287) the Qecretary
of the Interior is authorized to grant & prospecting permit giving the exclusive
right to prospeet for chlorides, sulfates, carbonates, borates, silicates, oY nitrates
of potassium in federal 1ands. Upon ghowing that a valuable deposit has been

et )
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discovered and that the land is chiefly. valuable therefor, the bermittee is. en-
titled to a lease (rather than a Patent) for any or all of the land in the permit.

The leasing acts relate to mineral deposits, It is immaterial what consituents
thereof are the most useful after the deposit has been converted to commercial
products (54 I.D. 183,186).

1927 ACT PROVIDES DISCRETIONARY AUTHORITY

By 1917 the committees of Congress, after three years of hearing on leasing
bills, were well aware of the existence of valuable Dotassium deposits in the form
of leucite, a potassium aluminum silicate mineral, in Wyoming and in the form of
alunite, a potassium aluminum sulfate mineral found in Utah and elsewhere, In
passing the Potassium Leasing Act of 1917 it made specific provision for the
leucite. Both minerals were mentioned frequently in the hearings. Congress could
have specifically excluded both minerals from coverage by thg 1917 act but did not

mented on extraction of potash from feldspar, and at least 128 patents were issued
for extracting potash from silicate rocks, chiefly from feldspar but also from leu-
cite, glauconite, certain sericites and slates, and certain copper tailings, (65th
Congress, 3d Sess., .S, 5557, hearings before the Senate Committee on Mines and
Mining).

salts or complex silicates of potassium,.

During the departmental consideration of the Droposed legislation, the director
of the Geological Survey was at one point asked if the bill would cover the alunite
deposits located near Marysvale, Utah, and if so, whether there was any objection
to their exclusion from the act. He replied that since alunite is a sulfate of potas-
sium and aluminum, he objected to its exclusion arising from the alumina content.,
This, he said, would be no more logical than to exclude leucite because of asso-
ciated values in alumina, the Searles Lake deposits because of associated values in
boron or calcium, or the Salduro deposits of Utah because of associated values
in magnesium. Since enactment, the 1927 act has been applied to all of these
other deposits as well as to the very important deposits of langbeinite, a potas-
sium magnesium sulfate mineral in the mines near Carlsbad, N.M.

The 1927 act grants discretionary authority to provide in Dotassium leases for
the development of sodium, magnesium, aluminum or calcium deposits associated
with potassium deposits but Separate and distinet therefrom. The frequent occur-
rence of these deposits in close association made it advisable to provide this dig-
cretionary authority where dual development would be difficult or where the
added production would make the development of the Dpotash deposit economically
feasible (hearings, 68th Congress, 2d Sess., (1925), Potash, H.R. 9029, p. 37).’

VEIN POTASSIUM DEPOSITS NOT EXCLUDED

exclude them from leasing, It ig beyond dispute that the House and Senate com-
mittees knew, in passing the 1917 act, that the Leucite Hills potash deposit of
Wyoming is not, of the desert basin type and in part at least not of the lode type,
and that they knew that alunite occurred in veins at Marysvale, Utah., A pro-
posed exclusion of potassium deposits in veins or lodes wasg considered but not
accepted by the Congres in Pasing the 1917 act,

In the 1927 act, section 4 provides that “when valuable deposits of mineralg
how subject to disposition under the general mining laws are found in fissure
veins on any of the lands subject to permit or lease under this act, the valuable
minerals so found shall continue subject to disposition under the said general
mining laws notwithstanding the bresence of potash therein.” The legislative
history of this DProviso shows that this means only that, for example, gold found
in a separate deposit, could again (after 10 years) be mined in lands containing
potassium deposits,

76-821—67——26
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~ In amending the draft bill in 1927 to continue to allow locations under the
mining laws, in particular for precious metals found in separate vein deposits
in lands valuable for potash, the Congress apparently thought that the patenting
of such 20-acre mining claims would be preferable to patenting 160-acre portions
 of the 640-acre 1917 potash permit areas, and not arise with ‘such frequency as to
adversely affect the development of potassium deposits (66 Cong. Ree. 2031, Jan-
uary 16, 1925). Unless this exception was made, there could have been no oppor-
tunity to obtain these locatable mineral deposits in lands containing potassium
deposits. Of course the Multiple Mineral Development Act of 1954 has since then
established new ground rules allowing the General Mining Law to operate in
~ lands valuable for leasable minerals, with reservation of the jatter, thus again
opening wide areas to the 1872 mining law. : )
Much of the foregoing also applies to sodium deposits. Here, too, the Congress
was careful to spell out an identical long list of sodium compounds to which the
leasing act would apply, thereby specifically jncluding sodium silicates. The appli-
cability was not initially identical, however. The -initial Mineral Leasing Act
language limited the leasable godium compounds to those “dissolved in and soluble
in water and accumulated by concentration.” This restriction was deleted by an
amending Act of Decemper 11, 1928 (45 Stat. 1019; 30 U.8.C. 261).

NEW TECHNOLOGY MAY MAKE MINERAL VALUABLE

Changes in technology as well as succesful exploration can, of course, change a
mineral occurrence of scientific interest only into a mineral deposit by showing
that it is valuable. In 1929 W. H. Bradley suggested that the authigenic analeite
beds he had found in the Green River formation might have economic value as a
source of zeolitic material for water softening. Thirty years later discoveries
were made of extensive beds of mordenite, phillipsite, clinoptillite, erionite and
other sodium or potassium zeolites in western Tertiary deposits. At about the
same time research began to show new, gophisticated uses for synthetic zeolites in
catalytic cracking, molecular sieve applications, and selective ion exchange reac-
tions, suggesting that bulk applications in water softening and pollution control
are just around the corner for the much less expensive patural zeolites. Lands
known to be valuable for these zeolites are now classified as sodium or potash
lands.
ARE THERE EXCEPTIONS?

‘What are the exceptions, if any? One exception that has been guggested is
that if a valuable mineral deposit only incidentally contains potassium or sodium
and is not primarily used or valuable for its potassium or godium content, it
should be considered to be locatable. The key word here is “incidentally.”

The potassium content of potash feldspar is not incidental even today when
the potential potassium extraction processes of World War I lie fallow. Feld-
spar now is primarily used as a flux in glass and ceramics, and is sold on potash
content, or its potash/soda content or ratio. It cannot be said that feldspar is
valuable only as feldspar for those uses without referring to its potash or soda
content.

It is not necessary that the sodium: or potassium salt or silicate content be
greater than that of any other constituent of the mineral. The percentage may be
relatively small. Also, it is immaterial what constituents of the mineral or de-
posit are the most useful or valuable after processing for sale.

It is thus'clear that nearly all valuable mineral deposits containing potassium
or sodium as chlorides, sulfates, carbonates, porates, silicates or nitrates are
Jeasable in public 1ands, whether or not they occur as veins, dikes or beds or as
double salts or complex silicates. However, a potassium uranium vanadate
(carnotite) or a sodium aluminum fluoride (cryolite) would not be subject as
such to leasing. i

In view of the foregoing, can there really be any doubt about dawsonite being
leagable mineral, both on its own right as a sodium aluminum carbonate mineral
or as a mineral intimately associated with organic matter in Colorado oil shale
peds? Or can there be any doubt that polyhalite will some day be produced under
lease from New Mexico deposits when technology and markets are right? Or
that the known deposits of glauberite (sodium-calcium sulfate) or gaylussite
(sodium-calcium carbonate) in Nevada and elsewhere will not some day find a
market via a leasing operation? : '
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DEPARTMENT OF THE INTERIOR,
GEOLOGICAT, SURVEY,
) . Washrington, D.c., September 15, 1967.
Memorandum for the record.,
rom ; Chief, ‘Conservation Divisjon,
Subject - Current Federa] Troyalty Drovisions in new minjng leases,
Coat—30 USC 207 Specifies g royalty of not less than 5 cents/ton. New leases
Provide for considerably higher Toyalties, for €Xample :

and |
‘cents/ton for the second 10 years of the lease, or 5.83 ang 6.67 Percent Toyalty
respectively.
b. A Strip-mineq lignite used for steam Power ig valued gt $1.65/ton at the

mine ang brings 15 cents/ton Toyalty, or 9.1 DPercent,

C. 8 €oal mineq Undergroung under difficult mining conditions jg
valued at $8 per ton at the mine anq brings 2¢ cents/ton Toyalty, or 25
Dbercent,

8ross value of the output of phosphates Or phosphate rock ang associated op re-
lated minergly at the mine, New leases typically Drovide for 5 Percent royalty
ents/ton. i

strip-mined, the royalty goes to 6 percent in the 8€cond. 10 years. Other Variationg
in royalty are based on ore grade, mining methods ang conditiong, and beneficig-
tion, Step Scales are used for Jow 8rade oreg based on Ore analygeg.

. U ! i r a

at the point of Shipment to market. New leases typically Dbrovide for 4 royalty
of Percent of the 8ross value of refined broducts g¢ the point of Shipment,

eral—lJet, g say oil and Zg'as are the Principal Ieasing. However, you
have potagsh and coal and g, forth, anqd e charge royalties on them
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under the Mineral Leasing Act and the royalty rates are given in this
memorandum. :

Senator ALLOTT. All right.

Senator Moss. We do thank you Senator Douglas and Mr. Barry,
for your fine testimony, and we are grateful. We are in recess until 2
o’clock. ;

Whereupon, at 19:35 p.m., the committee recessed, t0 reconvense ab
9 p.. the same day.)
AFTERNOON SESSION

Senator ALLOTT (presiding) _The meeting will come to order.

Our next witness 1 Mr. Morton M. Winston, executive vice president

of the O1l Shale Corp., New York, N.Y.

It is my understanding, Mr. Winston, that you would like to have
our statement, which is somewhat comprehensive, placed in the record

In its entirety, and then if you 80 desire, to comment on it.

s this correct

Mr. WINSTON. Yes. T think, particularly, the detailed comments:
that we have included in this rather thick, blue binder, 1 would be
happy to have included in the record, if you will, and I will try to
gummarize rather than to read the statement in 0 1.

Senator ALLOTT. T might say, and I would like to say this to the
group 28 2 whole, that we &till have six witnesses listed for this
afternoon. 1 do not know what the chairman will wish to do when
he comes 1N, but I do not want to curb the time of any individual
in his presentation, even if it means that we would have to have these:
hearings at & 1ate date. The development of oil shale and the appli-
cability of the regulations is a matter of vital importance, not only
to the States of Colorado, Wyoming, and Utah, but also to the United
States. And I hope, noW that we have had our Jiversion, that we can

ot the facts on the subject for which the hearings have been called:
nd stick tothem.

Y oumay proceed, Mr. Winston.

STATEMENT 0F MORTON M. WINSTON, EXECUTIVE VICE PRESI-
DENT, THE 0IL SHALE CORP., NEW YORK, N.Y.

Tor myself and the Oil Shale Corp: We thank the committee for

inviting us to express our views. 1 take it that the main subject of

these hearings 1S designed to be the variety of technical and policy

questions raised by the proposed regulations under the Mineral Leas-

ing Act that the Secretary of the Interior promulgated on May 10,

1967. And for the most part, it is to that subject matter that I pro-
ose to addressmy remarks.

However, it 1S difficult to talk about questions of policy without’
adverting to some extent to some of the underlying facts, particular-
ly before you, because there is often some lack of agreement of facts:
which might be thought vital to the Jetermination of this policy-

So, very briefly, L would like to review two factual areas.

Senator ALLOTT. T,et me make M statement clears Mr. Winston, in
case you did not understand it. Tt 1s very vital to a lot of people and:

.

it is vital to the people who are attending, and those who have put

REEMEEEREE S
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in considerable sums of money to get into the business, so let me say
that you may feel free to develop any facts, background, underlyin
facts, or economic policies, or anything else that you think woul

r. Winsron. I appreciate that very much. T propose to eliminate
a few facts of this statement, and stick to the matter under discussion.
There are two areas that I think are of importance, so far as the
need for shale oil is concerned. And the committee has heard here in

<changed our views, :
In this presentation which has been accepted for the record, we have

set out what we think are key statistics, drawing chiefly on the Ameri.

can Petroleum Institute and the American Gags Association surveys.
In summary, they say, as Mr. Winger made plain, that for the

reduction in the rate necessary.

During the same time, the cost of exploration has risen, and the
amount of exploration has sharply decreased. This is simply another
way of saying what Mr. Winger stated, that the total capital flowing
into exploration has not kept pace with the bercentage increase in
«demand. ‘ ;

. As the result of these facts, which we think are not new—they have

been quite apparent for quite a few years—it had become apparent that
by 1957 net additions of approved liquid reserves had just about
ceased to exist. None has occurred since, except in 1959, and with the
‘eXception of that year, which showed about a 3-percent net increase,
none has occurred.

Everybody has a favorite Year toward which to project domestic
supply and demand. We have chosen 1980. And we used the statistics
that were used by Mr. Winger. By that time we would anticipate about
6 billion barrels of consum tion per year, which is the equivalent of
about 17 million daily barrels, as against our present 12 million barrels,

Even if from now until then, by conventional means, we could in-
crease exploration at the rate of increased demand, the reserves in the
ground in 1980 would represent substantially lessthan 7 years’ supply.

d, again, as Mr. Winger and others have pointed out to this com-
mittee, there is no indication whatever that the exploration rate is
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likely to be increased, even with an increase of flow of capital or, in
fact, that we can avoid the deterioration in the finding rate.
Tn summary, it is apparent that if we rely, as we now do, upon con-
ventional domestic sources to satisfy about 80 percent of our liquid
otroleum demand through 1980, we will by that time be deficient in
Tliquid petroleum by any ctandard we have until now used to test pe-
troleum supplies. '
Approximately 20 percent of our demand depends upon net increase,
and if we have that reliance it will be plainly in addition to any pro-

duction or projected domestic rate that has been made, but in our view
it affects only, 1f you will, the degree of emergency and not the question
of whether 1t is timely that we, asa nation and an industry, must sup-
plement our sources for liquid petroleum supplies domestically.

This is also, I think, the conclusion of Dr. Jones, whose dates must

be slightly different than ours, when he said there is not enough time
‘required for s bstantial production and the difference of 2 or 3 years
in a projection of urgent need is not very realistic.
And we do not think that the obvious alternative way of supplying
" that need from foreign sources by the end of the next decade is very
lausible. It is unlikely, as Dr. Jones said, that increased exploration
rom conventional sources and supplies, the diversion of petroleum de-
mands, and the use of other sources, as Mr. Winger said would be of
Telp, will supply the bulk of the petroleum demand as created by what
he called the transportation industry, simply automobiles. And there
is not, in the near-term future, any way of approaching that question
of petroleum supply for the existing vehicles and supplying the de-
mand in that field within the time that we are talking about, which is
still roughly, 1980. This leaves one possibility and one only, and that

is a very materially increased reliance upon foreign sources of supply
which is, certainly, feasible, but as the committee has remarked, and
other witnesses have, the sad events in the Middle Bast in recent
months have made more dramatically evident than has, perhaps, been
true for some time, the difficulty of relying upon foreign supplies, not
only as to their potential costs Dut ultimately,at some time, as to their
actual availability. ; '

We do not think, however, against this background of immediate
and projected needs that shale oil is going to be the entire answer. In
fact, we do not think that it is going to be more than a significant part
of the total answer. The reason is that, in our view, the conceivable
maximum rate of production from the very large reserves of the
tri-State area would be impossible to achieve within the 10-year period
that we are talking about. It is also evident that the tri-State area con-
tains some alleged 2 trillion barrels of oil.

We think that statement may well be correct, but for planning pur-
poses, petroleum supply purposes, it is, unhappily, irrelevant. The
reserves are principally, today, mainly in western Colorado and to a
small extent in eastern Utah. The Oil Shale Corp. has estimated, and
this commitee has heard other and different estimates, that there are
approximately 480 billion barrels of oil of economic or attractive
grades in the Colorado reserve alone.

T would like to stop there for 1 second to say that the reserves in a

place obviously do not mean that you can attempt to analyze how much




T

or to apply lower Potentials,

There are an estimated 480 billion barrels of reserves, which ig g
humber we think ig sound. That is an extremely large number. The
number wi]] femain extremely large, even it it were reduced to 150

S. :

sim.ultaneously could be expected from the entjre mass reserves of the
asin, :

We do thinlk that 50,000 barrels coulq come onstream in 1970, and
100,000 barrels 5 day every year thereafter untj] 1980. That is 5 lot,,
when the capital Investments o estimates are in the neighborhood of
$130 million as the initial cogt for approximately 50,000 daily barrels,
Even at that rate, shale oil in 198 would be Supplying less than 6 per-
cent of the estimatod 17 million daily barrels of demand of petroleum
liquid, and Jless than 90 bercent of the increase in demand for
petroleum liquids betweon now and 1980,

These facts, we think, male it plain that two comments often voiceq

markets and, secondly the Suggestion that the value of the reserves,
could retire the national debt, and Pay a substantial cagh bonus to a]]
of us who are citizens ang would be delighted to receive it, js without
foundation.

We bggan‘ with the question, whether ¢ € commencement of shale oil
Production ig desirable, We think it is, beyond any question; that it

=
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That takes me to the other set of facts that T would like to mention
to you, the status of the oil shale industry 2s we see it today-

Tirst, as to the state of the technology- The tcchnology needed for
commercial shale o1l production is not merely the retorting technology

required to heat the oil shale, to produce condensible and noncon-
Jensible vapors yielding liquid and gaseous petroleum. Tt is true, of

large scale. 'And when the product is obtained it must be treated, OF

retorted and the valuable products of retorting are collected, but the
remaining material, as much as 90 weight percent of the origind
feed, must then be disposed of consistently with contemporary hig
standards of the purity of a1r and streams. b

The oil should have nitrogen and sulphur in substantial quantities
removed from it to make it suitable for ordinary refinery work. And
waste disposal and treatment of the oil are component operations in
the costs for shale oil production.

In 1964, we joine with an experienced mining company and an
oil company to establish Jefinitively the operability and economiocs of
a TOS‘(%O developed system for shale oil production. The results of
that work are now subsfantially all in hand.

The feasibility and costs of mining the material have been estab-
lished to a high level of certainty, and while within original projec-
tions, notwithstanding adjustments in the national economy in the
intervening years, & development mine has been and is being operated,
and more than 500,000 tons have been mined to date.

In June 1965, the three companies completed construction of 2 semi-
works retorting facility designed to operate at 100,000 tons per days of
rock throughput. The plant represented & design scale-up from pilot
plant operations ca,rried out by TOSCO from 1957 onward of 94 tons

per day- The semiworks retorting operation; originally scheduled for
completion early in 1966, encountered difficulties associated both with
the problems of joint management and of the initial operability of the
facility.

As a result, in September 1966, TOSCO assumed sole operating re-
sponsibility for the plant. Since that time, albeit well over 2 year be-
hind schedule, the objectives of the retorting and shale disposal opera-
tions have been met. The process, called the TOSCO II system, operates
continuously and yields about 105 volume percent of the so-called
modified Fischer Assay, and continuing operations indicate further
jmprovements. ‘

The oil is produced substantially free of solid sediments and well
within original speciﬁcations. The plant 18 mechanically reliable and
simple to operate. Spent shale disposal operations have been achieve
consistent with high standards of air and stream pollution control an
the preservation of wilderness and wildlife. The current operating

rogramn, which is devoted to further process organization, is nearing
completion.

1 would like to supplement the remarks on regrowth that were made
yesterday. We have been in the business of producing spent shale a lot

,_____-_
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longer than the Union Oil Co. has and, therefore, I cannot assure you
of their results, but, we are carrying on intensely the localized regrowth
studies of all of the naturally occurring flora in the area and have
found, as the Union Oil Co. has foun ; that regrowth presents no
substantial cost factor. , & u

~ We have the deepest admiration and regard for Senator Douglas,
who had occasion to mention this morning that he had intended to
visit our plant. He acknowledged our legal rights. This is a subject
matter that I was not going to raise if it were not on the record of thig
committee. Senator Douglas’ visit was confined to our gate, after he
did, in fact, appear there, accompanied by others whose identity I do
not know. Qur guide in uniform is under instructions which will not
be varied, I think, even for someone he recognizes as the President of
the United States. Anq upon request for a visit, he must clear that

estimate” is now complete. The plant will Process 66,000 tons per day
ut. The cost of the plant, including all expenses
achieving full operation, is under $130 million, includ-
ing hydro—treatlng and byproduct recove facilities.

i i ?;cilities, the same plant, to
produce the raw shale oil through bulk or pipelining, will cost under
$100 million, ;

These costs are slightly above those originally projected, principally
on account of cost increases in uipment and related costs since 1964.
However, the increases are offset by increased capacity over that origi-
nally estimated, as well as by substantially increased product and
byproduct recoveries and values. In short, the criteria established for
the project in 1963 have now been met.

CO’s program calls for the first 58,000 daily barrels of produc-
tion to be onstream in 197 0, and we believe that this objective is reason-
able and obtainable, o ‘ ‘ :

. One word about the 58,000 daily barrels. There is a perpetual confy-

sion between barrels every day and calendar day barrels, and barrels
produced during every day’s operation of g plant, which is called
“stream day barrels” and relates to the operating efficiency of the

plant. The operating efficiency of this plant would be approximately
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90 percent. And 58,000 daily barrels, measured by stream day barrels

on a calendar day basis, would correct the number by 2,000 barrels per

day. . :

The funds already expended by TOSCO and its associates in fur-

therance of this commercial roduction venture provide some indica-
tion of its magnitude. TOSCO has, itself, expended more than $21.5
million. In addition, approximately $26 million has been spent by its
associates. Of the total of approximately $47.5 million, approximately
$923.5 million has been Jevoted to acquisition of reserves, principall
{5 those susceptible of immediate commercial development and capable
of producing more than 200,000 daily barrels for over 25 years, The re-
maining funds haye been expended to carry the technology to its pre-
sent, state of readiness. o

The mining, retorting, and related technologies which have thus
been proved and will be sommercially applied are, by agreement, un-
der the sole control of TOSCO as exclusive licensor. As licensor,
TOSCO has embarked upon a free and open licensing policy under
‘which it will make all or any part of the technology available to bona
fide licensees under terms reasonable and customary in the trade.

‘Such a free and open licensing policy is consistent with the wide-
spread practice of the petroleum industry, a practice which experience
has shown stimulates competition, production, and revenues.

Nor is TOSCO alone in the field of technology. The committee has

“had the benefit today of the views of the Union Oil Co. of California
and is surely aware of Union’s sizable contribution. In addition, there
is the work of the Bureau of Mines through its various research facil-
ities, and more recently, of the group of companies associated together
under the management of Mobil Oil Co. at the former Bureau of Mines
facility at Anvil Points in Rifle, Colo. Some, and perhaps all, of these
efforts in above-ground processing technology will undoubtedly prove
not only successful but sufficiently attractive to permit industrial ap-
plication. e
" The development of technology for processing the material “in
place” today, as they have mentioned, has become unclear due to re-
ports of the presence of other minerals as well as because of formidable
technical problems. However, as & nation, we have learned to expect
that we will develop technology to meet our needs. Suitable methods
for in situ processing in at Jeast some of the deposits will likely ulti-
mately be developed. . = '

As Senator Allott said yesterday, there are places that have been
¢ound in the basin where, in fact, when 1,400 continuous feet of high
quality material has been recorded, the depth at the bottom of the shaft
1892.200 feet below the surface. ; o

Since by far the more overwhelming percentage of the oil is found
in these deep places, and they lie at the center of the basin, and by far
the overwhelming percentage of the contained oil lies in the public
domain, which is also found principally at the center of the basin,
TOSCO estimates that approximately 65 percent of the acreage
containing approximately 84 percent of the oil in place is in the public
domain and the Naval Reserve properties. ;

Against this background of fact, I would like to turn to the question

.

~ with which the qommit,tee is primarily concerned, the matter of the
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the propoged regulations, Apq these have been included in this volume,

1 have ng Intention of borin you with every Jast detail of what is

- essentially 4 legal analysig ofg the Proposed draft. I would like to
evote the time available today: to ;consideration,gnot of details, byt

of some of the roader questions of policy which we fee] arise out of
ed in the roposed regulationg, : :

- I shall discuss two Matters, ’Fhe first concerns the needs, which we

think ig amply established b ) the,facts, for the Prompt Ccommencement

of an additiona] brogram o leasing for commercia] production,. Such

4 Program is not embodied in the Proposed regulationsg, :

he Second concerng the research and development leasing, which

.

Tesearch anq industria] development, s '
Turning fipgt to leasing fop commercig] broduction, the Proposed
regulationg embody the vievy, which we share, that it is appropriate

government Participation op Incentives,

1ew techniqueg should be commercia]ly 'applied, if and when
they are Successtu]ly developeq on public domain reserves, why shoulq

the successfy] fruits of extensive past laborsk be ignored op discrimj-
nate against ¢ :

T Necessary, and the Public domajin reserves should he available to
0S8 Who are actually DPrepared to go forward to broduction with

combination of modest, fixeq royalty rages and competitiye bidding
can assure fajp Tecognition of ¢]e value of the public Ownership of

The Le islature of Colorado has recently enacted, as T am sure
ﬁott is aware, broad neyw Ppollution regulations, Quite apart

from constructive contributiong by the De,partment,_ it may be an-

ticipate that those regulations wij] be enforceq and refined to meet:

Colorado’s lieeds in regulating the fdeveloping oil shale industry,
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‘Moreover, negotiations or discussions between the Department and

“industry, 11 light of existin technology, would provide substantial
idelines for requirements esigned to serve any additional Federal

" These and other.‘meohanical' questions can be thoroughly and effec-
tively resolved if once the decision 18 made that we i ts
eall for, namely, that a program for commercial production oil shale
Jeases is DOW timely. :

The proposed research'leasing' regulations create different objec-
tives. The stated objective of the proposed regulations is to encourage
pvoduction research and develogment; In proposing the regulations‘,..
the Department has taken the i i i
the 87 years which have elapsed since the oil shale Jands were with-
drawn by President Hoover's Executive order. For having taken this.

~ first step, the Department and the Secretary Jeserve the approval and
support »f all who, like this committee, have an interest 10 planning
and providing for the Nation’s petroleum needs.

Nevertheless, Wé believe that the groposed regulations do not, i

fact, meeb their stated objective an

of the public domain reserves oF stimulate research and Jdevelopment-

There are Many reasons Wiy that conclusion must be reached, and we
have stated them Jetail in our attached comments.

Among the most important are the indefiniteness of the assurance
offered to @ research lessee that, if it 1s prepared for production, it
will, in fact, receive & commercial ‘production lease; the indefiniteness
of the extent of the commercial leasehold, if it actually granted;
the inappr‘opria,tely high, fixed, and escalating royalty rates, which

the Secretary here stated, which ave reported to have been designe
to be equivalent to rates applicable to established conventional produc-
tion; and the extraordinary requ'lrement of surrender without com-
_pensation of the fruits of all new research, as well as surrender of
control over technology previously developed by the lessee.

On the question of royalties, We are quite yeady to approve the

; pnoposed escalating royalty rate as reasonably equivalent in the light
of the capital investment in effect in other fuels. The difficulty is:

. .

that it is that fact which proves that they are 'mapproprlate. We

.

are talking about, an expemmental program, under this set of regula-
tions, in which companies are expected 0 spend up to 10 years O
substantial research funds and, thereafteT, at least as the regulations
are NOwW drafted, they are expected t0 apply under a commercial lease
only that technology which they developed, since the regulations
make 1no provisionffor utilizing technology in the meantime developed
y someone else on the proposed commercial Jeasing.
Under those circumstances, it seems to uS inappropriate that the
resulting royalty rate should be tailored to be equivalent to royalties
‘that would be paid in an established industry utilizing established.
techniques to produce conventi‘onal reserves.
There are three objectives which seem to be encompassed in the

?egul.ations‘ First, the Jessee is asked to pay the royalty rate which

Second, the lessee must also pay by giving up his technology:
think that 1 the Secretary’s statement he referred to purchasing




