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EXECUTIVE SUMMARY 

Recent Congressional activity on pending legislation to 

impose divestiture on the U.S. petroleum industry requires · 

careful analysis. Although legislation has been proposed to 

divest petroleum companies of both "horizontal" activiti~s 

(ownership of non-petroleum energy industries) and "vertical" 

activities (ownership of the functional levels 'within the in-

dustry), vertical divestiture is being pursued more actively 

at this time (Senate Bill S. 2387). Hence, this paper fdcuses 

on vertical divestiture. 

The proposed legislation seeks to impose independent 

ownership and operation of production and refining/marketing 

operations on each of the 18 largest petroleum companies. The 

pipeline provision of the bill, however, does not allow any 

company involved in any of the other functional levels to own 

a pipeline. As a result, several small petroleum companies are 

also affected by the proposed legislation. 

Industry Description 

In general, the characteristics of the petroleum industry 

are similar to those of other U.S. industries: 

o The 18 affected companies have an after-tax return 
on net worth comparable to the petroleum industry as 
a whole, which is about the average for all U.S. in-
dustry. 
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Over the past 20 years, foreign production and re-
fining capacity concentration levels of U.S. -based 
companies were generally decreasing, while domestic 
production concentration levels were generally increas-
ing and domestic refining capacity remained relatively 
constant. 

Crude and product pipeline concentration levels are 
generally higher than for production, refining and 
marketing. 

Concentration levels for petroleum refining have been 
less than the average of all U.S. manufacturing. 

Refining processing agreements account for only two 
percent of total refinery runs. Independents have 
processing agreements with major companies, as well 
as with other independents. 

All companies are involved in exchanges. The major 
refiners effect approximately 37 percent of their 
motor gasoline exchanges with independent refiners. 

The amount of motor gasoline distributed to inde-
pendent marketers by refiners has remained relative-
ly constant over the past four years, at over 80 
percent of total refiner sales. 

Refiner sales concentration levels for motor 
gasoline, distillate fuel oil and residual fuel 
have, in general, been decreasing over the past four 
years. 

Vertical Integration 

Vertical integration is not synonomous with monopoly 

power. Companies may consider vertical integration as one 

means to effect benefits based on reasons such as --

0 

0 

Direct cost advantages: These are obtained through 
reducing inefficiencies and achieving economies in-
herent in large scale operations. 

Input and output flow stability: Backward integra-
tion insures supplies of raw materials, whi1e 
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forward integration affords greater sales 
predictability. 

Fear of foreclosure: Non-integrated firms may 
become integrated if they feel it provides a possi-
ble competitive advantage. 

Complementary uses of existing facilities: Succes-
sive production stages can use existing skills, ex-
perience, facilities and/or resources. 

Although integration can result in lower costs to consum-

ers, which may increase a firm"s competitive advantage, inte-

gration in itself does not confer monopoly power. It takes a 

conscious decision by a firm to abuse its market positiop; and 

confirmation of any such abuse should be a step prior to 

changing the industrial structure in which there is potential 

for such abuse. 

Vertical integration is a pervasive form of corporate or-

ganization within the petroleum industry with many independent 

firms, as well as the majors, exhibiting vertically integrated 

structures. A recently developed index of vertical integra-

tion shows several independent firms are almost as integrated 

as some of t h e major companies. 

Vertical integration is a common occurrence in American 

industry. Although it is difficult to quantitatively compare 

t he ex tent of vertical integration across industries, qualita-

ti ve comparisons of the organization of the petroleum industry 

with t hat found in some other industries indicate an equiva-

l e nt e xtent of vertical integration. Examples of such other 

V 

integrated industries include the steel, food, tire and drug 

industries. 

Divestiture Issues 

The two main issues regarding competition and vertical 

integration in the petroleum industry concern: 

(a) The existence of free and open markets for crude and 
refined products necessary to sustain non-integrated 
produc~ng, refining, transportation, and mark~ting 
operations; and 

(b) the role the major integrated refiners play in sus-
~aining the OPEC price of crude. 

With regard to (a), there already exist extensive markets 

for crude and refined products; most majors are net crude 

buyers; and sales to independent marketers constitute over 

half of domestic refiners' sales of gasoline and distillates. 

In addition, there has been significant entry and expansion by 

independent refiners during the past 15 years. FEA market 

share statistics indicate that refiners have increased 

supplies of refined products to nonbranded independent mar-

keters during the past three years. 

Pipelines are restricted by common carrier regulations. 

The effectiveness of these regulations is currently the 

subject of an I.c.c. study. 

With respect to (bl, i.e., the OPEC ·role• of major in-

ternational petroleum companies, there currently exist sub-

stantial incentives for companies importing crude into the 

U.S. to lower the OPEC price. However, these companies are in 

a poor bargaining ~osition with the cartel, and would probab-
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ly remain so after divestiture. The stability of the OPEC 

cartel does not rely on whether the majors prorate production 

among the member countries, nor is it clear that the majors 

can control output decisions if each country's producing as-

sets have been nationalized. 

An analysis of the economic impacts of vertical divesti-

ture should consider the tra.de-offs between any_ potential ben-

efits that may be realized versus possible costs due to any 

losses in efficiencies. The realization . of potential benefits 

may depend in part on whether or not there is 

anticompetitiveness that divestiture would correct. To date, 

no significant analysis on this question of benefits has been 

identified. Some of the possible consequences of divestiture 

may include: 

0 

0 

0 
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Increased managerial and administrative "overhead," 
as compared to what integration can make possible. 

Increased working stock levels and reduced capacity 
utilization, due to less coordinated internal 
scheduling. 

Higher transaction costs, due to eliminating inter-
nal transfers that act as substitutes for market 
transactions. 

Instability of earnings prompted by elimination of 
investment diversification. 

vii 

Transitional Effects of Divestiture 

A legislative decision to require ~ivestii~re could also 

impose heavy costs resulting from the uncertainty inherent in 

the transitional period. Although the bill establishes a pro-

cedure to minimize the difficulties of the transition, it is 

not possible to transfer control over the assets and liabili-

ties of one of the major components of the nation's larg-est 

industries without (a) creating significant alterations in 

capital spending programs, and (b) diverting the efforts of 

those whose function is to supply energy products for domestic 

markets to addressing problems of industry restructure. 

Moreover, a five-year transition is probably impractical since 

a decade or more of litigation is likely among the numerous 

interests who have direct stake in the outcome of divestiture. 

The affected companies' ability and incentive to make 

capital investments during the transition period would be cur-

tailed because of difficulties in raising new external fi-

nancing, including the refinancing of maturing issues, the 

.possibilities of shortened repayment schedules on outstanding 

debt, uncertainties about the values to be received from the 

sale of assets and the uncertainties about the profitability 

of specific companies following divestiture. In ·addition, 

their ability to raise external capital may be constrained be-

cause of the following conditions: 
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There is substantial doubt about whether the sale of 
new unsecured long-term debt issues, including _the 
refinancing of maturing issues, would be possib~e 
until lenders could ascertain what corporate entity 
would be responsible for debt repayment. Under cur-
rent bills, this hiatus could run 1-1 1/2 years_or 
longer if legal delays are encountered. In addi-
tion should the FTC or some other body be given the 
powe; to rewrite the loan covenants, it would ~eem 
unlikely that significant amounts of new debt in-
vestments could be attracted for many years unless 
they were exempted from_FTC reform~ti~n, and ~hus , 
given a preferred position over existing creditors 
rights. 

Once it is known what assets and liabilities are to 
be allocated to each of the divested corporate 
entities, it will still be difficult for some ~ompa-
nies to sell long-term unsecured deb~ securi~ies 
since many institutional investors will consider . a 
company as an investment possibility only aft~r it 
has demonstrated an ability to carry on relatively 
independent profitable operations for 3 to 5 years. 

Some amount of secu red long-term debt, such as 
mortgages on specif ic buildings, may be possible 
since th e basic sec urity of the loans would be the 
asset rather than the creditworthiness of the parent 
co mpany. However, the potential volume of such fi-
nancing, with the possible exception of loans 
secured by future oil production, would be limited 
by th e spec ialized nature of many of the oil compa-
nies' assets . In addi tion, to protect their exis-
ting in vestmen t s during a highly uncertain period, 
ex i st ing lenders may have a l eg itimate reason to at-
tempt to block any s uch ne w financing, particularly 
if th ey we r e no t p r ov ided equal security. 

It i s uncl ear what the impact on the availability of 
unsecur e d short-term seasonal loans would be. How-
eve r, such sho rt-term l ende rs would have many of the 
same concerns as l ong -te rm lenders if it appeared 
that their loans might no t be repaid prior t o actual 
divestitu r e . Some amount of secured short-term 
c r edit by acco un ts rec e ivables and/or inventori es 
p r obab l y could be ar r anged during the trans ition 
period. However, long-term and short-term lenders 
may again have l egi timate r easons to attempt to take 
action to bl ock any s uch financings, particularly if 

ix 

their existing investments were not given equal pro-
tection. 

The transitional period would begin with uncertai(ty CQ~~ 

cerning future ownership of most of our petroleum and natural' 

gas reserves, pipelines, refineries and gasoline marketing 

networks. It would be exceedingly diffidult to maintain ordi-

nary business operations during such a period because of the 

several critical assumptions necessary with respect to legal 

control, outcome of multiple administative hearings and legal 

disposition of the substantive questions surrounding divesti-

ture. Even ifs. 2387 were re-drafted to minimize uncertain-

ties, it is likely the oil companies would have to restrict 

capital investment programs. Any such restriction would have 

an adverse impact on this country's long-term energy goals. 

Long-Term Financial Implications 

An initial review of the long-term financial implications 

of vertical divestiture leads to the following preliminary as-

sessments: 

o Many segmented companies resulting from divestiture 
will probably survive and earn an adequate return on 
investment. 

0 

0 

Because various segments could no longer transfer 
funds from cash surplus to cash deficient activi-
ties, higher working capital and external debt 
levels might be required. 

If divestiture took place, reduced size and less 
stable operations could make financing more diffi-
cult to obtain. 
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Divestiture could result in higher product prices. 
Newly-divested companies would probably find it dif-
ficult to raise unsecured long-term debt capital 
until a reliable financial record, covering at least 
a few years, was established. 

Divestiture could result in pressure for direct gov-
ernment subsidies to divested segments or the estab-
lishment of government loan guarantees. 

Should divestiture· occur, long-term contracts be-
tween segments could aid in obtaining finan.cing, but 
probably would not provide as much creditworthiness 
as in an integrated structure. 
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I. INTRODUCTION 

Some Background 

There are several bills be~ore both bodies of Congress 

that would require major reorganization of the energy indus-

try's corporate structure. Of primary concern are two Senate 

bills that would require mandatory horizontal divestiture be-

tween fuel sectors (S. 489), and vertical divestiture within 
1 the petroleum industry (S. 2387) • To various degrees, the 

remaining bills would force divestiture of certain segments of 

the petroleum industry (notably pipelines and marketing) or 

attempt to protect small business enterprises. These bills 

pose a wide range of possible Congressional consideration. 

Primary efforts are currently directed toward dealing 

with the vertical structure of the industry, with the April 1, 

1976, reporting of S. 2387 out of the Subcommittee on Anti-

trust and Monopoly of the Senate Judiciary Committee. The 

essence of the bill would prohibit the 18 largest integrated 

petroleum firms from operating in successive stages of the in-

dustri, namely production, transportation and refining-

marketing. Passage of legislation with this kind of thrust 

would bring drastic reorganization to the industryi it is a 

policy decision not to be taken lightly. 

1The latest version of s. 2387 is presented in Appendix 
A. 
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Purpose of this Report 

This report addresses the task of assembling and analyz-

ing information on competition, its relationship to vertical 

integration and the potential effects of Vertical. divestiture 

of the U.S. petroleum industry. 

Organization of Report 

The report begins with a brief statistical description of 

petroleum industry operations, and it is followed by a discus-

sion of the economic aspects of vertical integration and the 

extent to which independent petroleum firms are integrated as 

compared to major firms. Some of the principal issues cur-

rently being raised as reasons for divestiture are then dis-

cussed. Some potential economic (non-financial) impacts of 

divestiture are delineated, followed by discussions of the 

transitional consequences of the administrative, legal and 

financial aspects of divestiture. The report concludes with a 

discussion of the long-range financial implications of verti-

cal integration. 

2 

I 
l 
\ 

II. S"rA'l'ISTICAL DESCRIPTION OF PETROLEUM INDUS'l''RY OPERATIONS 

This section focuses on a statistical description of pe-

troleum industry operations. Selected information is also 

presented which compares the . performance of the petroleum in-

dustry to other U.S. industries. 

Petroleum Company Ownership 

Table 1 indicates, with the exception of crude produc-

tion, concentration levels in the petroleum industry were es-

sentially unchanged in the period 1955-1974. 

Table 1. Concentration by Function Within the Oil Industr~, 
1955 and 1974 

Concentration Level 

Industry Function Top 20 

Net Domestic Crud~ plus 1955 18.7 31.4 48.7 
NGL Production 1974 26.0 40.9 60.6 

Domestic Refining Capacity 2 1955 32.9 57.5 84.3 
1974 31.9 56.9 88.8 

Gasoline Marketing 3 1954 4 31.2 54.0 80.4 
1974 30.9 54.0 83.2 

Source: 1see Table 9; 2see Table 10; 3see Table 15; 4de 
Chazeau and Kahn, Integration and Competition in the 
Petroleum Industry 
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However, the concentration in the petroleum industry is 

below the average concentration in U.S. manufacturing. Table 

2 shows the four-firm concentration for petroleum refining is 

33 percent whereas the percent for all u.i. manufacturing av-

eraged approximately 40 percent. 

The 18 1 petroleum companies potentially affected by the 

proposed vertical divestiture are publicly owned and include 

the five major U.S., international petroleum companies 2 

Technically, the 18 include all 15 of the large integrat-

ed refiners as defined by the EPAA (Emergency Petroleum Allo-

cation Act), and three of the four large independent refiners. 

Generally, the 15 large integrated refiners are known as the 

•majors.• As publicly owned corporations, they have a wide 

variety of responsibilities to their stockholders. Table 3 

gives an aggregate breakdown of ownership for six of the 

majors. As shown in Table 3, ownership is almost evenly split 

between the public and corporations acting on behalf of the 

public . 

1AkCO, Cities Service, Continental, Exxon, Getty/Skelly, 
Gulf, Marathon, Mobil, Phillips, Shell, Socal, Std. of 
Indiana, Sun, Texaco, Union, Amerada Hess, Ashland, and Std. 
of Ohio . 

2There is a po t e ntial broade r impact with regard to pipe-
line ow~etship which is discussed later. 
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· 'l'ABLE 2 . ... 
Concentration Within Selected Manufac~uring 

Industries, Selected Years 1954 through 1970 

Value of 
Shipt:1ents 

1970 
• Industry (Billionsl No. of ' of Shiemcnts2 

(and !;IC) of Dqllars) Comoanics !£e....! Too 8 1'00 20 

Petroleum Refining 22.8 1954 253 33 56 84 
(2911) 1967 276 33 57 84 

Motor Vehicles 28.2 
(3711) 1967 107 92 98 99+ 

Blast Furnaces 21.5 1954 N/A 55 71 86 
, Steel Mills 1967 200 48 66 83 

.(3312) 

Electronic Com- 5.7 1967 • 134 66 . 83 92 
puter Equir,ment 

(3573) 

Construction 4.8 . 1963 561 42 53 70 
Machinery 1967 . 578 41 53 ?2. 

(3531) 

Tires and Inner 4.6 1963 105 70 89 97 
Tubes 1967 119 70 88 97 

(3011) 

Pl;1stics 4.4 1954 149 47 69 88 
(2821) 1967 508 27 43 S4 

Metal Cans 3.9 1~54 109 80 88 96 
(3411) U67 96 73 84 94 

Tobacco 3.5 1954 12 82 99+ 
(2111) 1967 8 81 100 

Aluminum 3.5 1963 166 68 79 89 
Rolling 1967 155 65 79 89 

(3352) 

Average All 1958 3 37.2 
U.S. Manufacturing 1'70 40.l 

Source: 1 Duchesneau, T.D., Competition in the U.S. Energy Industry 
2 Bureau of the Census, Concentration Ratios 1n che Manu-

turina Industry, 19G7 
3 Sheperd, William, Market Power and 1:conom1c Wcl fare, An 

Introduct1on 
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Table 3. Composition Of Ownership of the Six Largest U.S. 
Companies". 

Number of Percentage 
Shares Held of Total 
(millions) 

Individuals 

Estates, Individual Trusts and Common 
Trusts 

Retirement Plans and Profit Share Funds 

Foundations and Charitable and 
Educational Institutions 

Investment Companies, Brokers and 
Securities Dealers 

Insurance Companies 

Other 

Total 

595 

162 

93 

76 

42 

35 

42 

1,045 

57.0% 

15.5 

9.0 

7.0 

4.0 

3.5 

4.0 

100.0% 

~Exxon, Gulf, Mobil, Socal, Std. of Indiana, and Texaco. 
Source: Testimony of Raymond Gary, Morgan Stanley & 

Co.,before the Senate Subcommitee on Antitrust and 
Monopoly, January 1976. 
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Return on Net Worth 

Petroleum firms have experienced an after-tax return on 

net worth that does not appear excessive compared to that 

found in other industries. Table 4 presents this statistic 

for several years based on a sampling of these iniustries. 

Table 4. Summary of After-Tax Return on Net Worth for Select-
ed Industries (Percent). 

Industry~ 1965 1970 1971 1972 1973 1974 

Petroleum (25") - 11.4% 10.5% 10.4% 10.0% 14.2% 17.7% 

Metals & Mining (10) 10.7 10.8 5.1 6.5 10.l 12.8 

Steel and Metal 
Fabricating (10) 8.7 4.4 4.5 5.6 9.0 17.0 

Chemical (10) 15.2 10.1 10.3 11. 7 15.0 18.1 

Auto & Truck !elated (10) 19.1 6.0 13.3 15.0 15.4 6.8 

Machinery & Machine 
Tool (10) 18.2 11.6 10.6 13.1 13.8 15.4 

Drug & Heal th Related (10) 19.4 17.7 17.4 17.9 19.l 20.3 

Other (10) 17.8 16.1 17.2 17.6 17.9 18.0 

"Number of Companies in Sample 
Source: Value Line Investment Survey, 1975. 
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Table 5 summarizes world-wide return on equity for the 18 

po t e nti a lly affected companies, all petroleum companies and 

indu s tries including and excluding petroleum companies. Table 

5 shows return on equity from 1965 to 1972 for the 18 is gen-

erally the same as for all petroleum companies, both being 

below the rate achieved by other industries in . the aggregate. 

Table 5. U.S. Based Companies Return on Net Worth (Percent) 

All All 
18 All Industries'"' Industries'"' 

Petroleum Petroleum (Including (Excluding 
Year Comeanies" Companies Petroleum) Petroleum) 

1965 12.4% 11. 9% 13.8% 14. 3% 
1966 12.7 12.6 14.1 14. 5 
1967 13.3 12.9 12.6 12.6 
1968 13.0 12.9 13.2 13.3 
1969 12.0 12.1 12.7 12.8 
1970 11. 0 10.9 10.3 10.1 
1971 12.6 11. 2 10.9 10.8 
1972 10.1 10.8 12.1 12.4 
1973 16.2 15.6 14.5 14.2 
1974 20.5 19.9 15.3 14.0 
1975 N/A 14.1 12.4 12.0 

Weighted 
Average 

1965-1972 11. 9 11. 8 12.3 12.4 
1965-1974 13. 7 13.4 13. 0 12.8 
1965-1975 N/A 13. 5 12.9 12.7 

• Affected Companies; N/A means not available. 
••Excludes transportation companies, public utilities, and 

financial companies. 

Source: First National City Bank (N.Y.) and R. Shiver Asso-
ciates. 
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The effects of 1974 operations change the results some-

what and stem primarily from inventory profits · and increases 

in domestic crude prices. As shown in Table 6, the 18 poten-

tially affected companies realized approximately two-thirds of 

their 1965 net income from domestic operations, This percent-

age has changed over the past ten years, with the result being 

the majority of their net income has been increasingly ~erived 

from foreign operations. 

Table 6. 18 Petroleum Companies Percent of Net Income" -
Foriegn and Domestic 

Year Foreign u. s. Total 

1965 33.0% 67.0% 100.0% 
1966 30.0 70.0 100.0 
1967 30.3 69.7 100.0 
1968 31.4 68.6 100.0 
1969 32.7 67.3 100.0 
1970 36.1 63.9 100.0 
1971 49.3 50.7 100.0 
1972 45.0 55.0 100.0 
1973 62.6 37.4 100.0 
1974 57.7 42.3 100.0 

"Excludes extraordinary items 
Source: R. Shriver Associates/Chase 

Production and Refining 

Table 7 summarizes production statistics outside the U.S. 

and Canada. Highlighted are the M7 SistersM which controlled 

a substantially greater percentage of the 1953 total than in 
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1974. A similar trend, with regard to refining capacity, is 

illustrated in Table 8. 

Table 7. Foreign Non-Communist World Crude Oil and NGL Pro-
duction" 

Percent Total 

Company 1953 1972 1973 1974 

Exxon 24.9% 14. 0% 11. 7% 8.3% 
Shell 20.6 16.8 15.4 13.2 
B.P. 12. 3 15.5 13.6 12.7 
Gulf 11.2 8.1 7.0 6.0 
Socal 6.1 8.7 8.8 9.2 
Texaco 6.7 9.5 9.9 10.1 
Mobil 5.3 5.8 5.5 5.4 
All Others 12.9 21. 6"" 28. l"" 35. l "" 

"Foreign Non-Communist World defined as non-u.s., non-Canada 
"~Continental, Std. of Indiana, Marathon, and ARCO aggregate 

percentages are 3.4%, 3.0% and 2.7% respectively. 
Source: PEA 

·rable 8. Foreign Non-Communist World Refining Capacity" 

Percent Total 

CompaQ_y 1953 1972 1975(as 

Exxon 18.9% 13.1% 11. 7% 
Shell 22.3 12.0 11.0 
13.P. 17. 9 8.1 6.5 
Texaco 4.4 5.1 4;7 
Mobil 4.1 3.8 3.9 
Socal 3.8 3.8 3.4 
Gulf 1.2 2.8 1.9 
All Others 27.4 51. 3 56.9 

"foreign Non-Communist ~orld defined as non-u.s., 
non-Cana <.J a 
.::iource: PEA 
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of 9/1/75) 

Unlike foreign production operations, domestic production 

concentration levels have tended to increase over the past 20 

years, as shown in Table 9. Domestic refining capacity, how-

ever, has not tended toward higher concentration levels in the 

top 4 or top 8 firms in the last twenty vears. 

Table 9. Net Crude Plus NGL Production Concentration Levels 

1955"" 1965"" 1970 1973 1974 

Top 4 18.7% 24.0% 25.4% 26.2% 26.0% 
Top 8 31.4 39.0 41. 7 42.1 40.9 
Top 20 48.7 55.0 60.0 " 60.6 

•Not Calculated 

""Based on net crude only. 

Source: PEA, Company Reports & l0K, FTC 
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Although Table 10 depicts increased levels over a 54-year 

span, U.S. refining capacity has not tended to become more 

concentrated during the last 20 yeais. 

Table 10. Domestic Refining Capacity Concentration Levels 

1920 1 1955 2 1970 2 1972 2 1974 3 

Top 4 26.3% 32.9% 33;3% 33.1% 31.9% 

Top 8 42.0 57.5 58.7 59.0 56.9 

Top 20 58.8 84.3 85.3 79.4 88.8 

Source: 
1McLean and Haigh, Growth of Inte9rated Oil Comeanies. 
2FEA 
3FEA 
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Processing agreements are a relevant attribute of 

r~fining operations because of inferential statements made 

conc~rning the degree of implied control. Table 11 summarizes 

information on processing agreements and shows that in 1972, 

only two percent of total refinery runs were ihvolved, and 

majors tended to work with majors while the independent 

refiners tended to service both more evenly. 

Table 11. Processing Agreement Between Refiner Groups, 1974 

•rype of 
Processin9 A9reement 

Majors 

For Majors 
For Others 

Volume Processed 
(Thousands Barrels 

eer day) 

107 
24 

Other Refiners (Independents) 

For Majors 71 
54 For Others 

Total Volume Processed 256 

Source: FEA 

Transeortation and Marketin9 

Percent of Total 
U.S. Refinery 

Runs 

0.8% 
0.2 

0.6 
0.4 

2.0% 

The transportation function includes crude and product 

pipeline and other gathering systems involving trucks, barges, 

etc. This function also considers exchanges. Domestic refin-

eries receive over 70 percent of their crude by pipeline, and 
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approximately 50 percent of petroleum products are moved 

through pipelines. Table 12 identifies the concentration 

levels for crude and product pipelines. As expected, pipeline 

concentration levels are higher for crude and product pipe-

lines individually than ~hen considered together. Pipeline 

operations tend to be more concentrated than other functional ' 

operations. 

Table 12. Trunkline Barrel-mile Pipeline Movements Concentra-
tion Levels" 

Crude and Product 1973 

1972 1973 Crude Product 

Top 4 33.8% 37.0% 48.0% 35.0% 

Top 8 57.9 59.0 69.0 59.0 

Top 20 87.0 92.0 96.0 97.0 

"Joint ventures allocated. 

Source: ICC 

Although the 18 firms discussed previously are the 

principal firms potentially associated with divestiture pro-

posals, the divestiture of pipelines from refining and other 

operations would actually involve more firms. There are ap-

proximately 100 interstate petroleum pipeline companies, 34 

percent of whicn operate as joint ventures. Other companies 

which might be potentially affected include: Charter, Texas 

Eastern Transmission , American Petrofina, Champlin, Farmland 
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Industries, Crown Central, Diamond Shamrock, Pennzoil, Kerr 

McGee, United Refining, Koch, Placid, Kewanee, Hunt, Pasco, 

Union Carbide and Husky. 

Table 13 summarizes motor gasoline exchange information 

among refiners. As shown in Table 1j, the volumes are signif-

icant, and occur among all groups of refiners. -The table in-

dicates the majors exchanged 37 percent of their total ex-

changes with the "independent• refiners. 

Table 13. Exchanges of Motor Gasoline 
1972 (Millions of Gallons) 

Majors 

Large 
Independents 

Small 

Total Exch-
ange VOlWie 

Total Sales of 
Motor Gasoline 
to Ultimate 
Customers 

Exchanges as % 
of 'I'otal Sales 

Source: FEA 

Majors 

Volume % 

17,600 63.3 

3,200 71.1 

7,000 55.1 

27,8uo 61.8 

75,000 

37.1 

Large 
Inde~ndent 

Volume % 

3,200 11.5 

200 4.5 

1,100 8.7 

4,500 10.0 

8,200 

54.9 
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Among Refiner Groups ii;i 

Small Total 

Volume % Volume % 

7,000 25.2 27,800 100.0 

1,100 24.4 4,500 100.0 

4,600 36.2 12,700 100.0 

12,700 28.2 45,000 100.0 

16,800 100,000 

75.6 45.0 



The marketing of refined petroleum products can vary sig-

Percent Di~tribution of Refined Petroleum 
Product Sales by Refiners, 1972-1975 

Percentage of Refiner Product 
Sold to Indepen-
dent Marketers 

Sales 

nificantly from produc~ to product. Table 14 summarizes the 

The marketing of 

.· Sold Directly to Brar.c:!ed Nonbranded 
· Ultimate ConstL--:iers Product Product 

Total Volur.,e Sold 
Total Pro- by Refiners 
duct Sales (Millions of Gallonst 

distribution patterns for selected products. 
Middle Distillate 

distillate fuel oil involves the use of independent marketers 
1972 
1973 
1974 
1975 

to a significant degree. As . shown, 197$ refiners' sales di-

rectly to ultimate consumers are down three percentage points 
Residual Fuel 

from 1972 levels. In addition to obtaining product from 

refiners, the independent marketer supplements his supply with 
1972 
1973 
1974 
1975 

imports amounting to approximately five percent of total U.S 

sales. 
Motor Gasoline 

Bulk 

44.9\ 
44.3 
'3.3 
41.8 

82.0 
81.S 
81.9 
80.6 

Refiner 
Ooer.--,ted Residual fuel oil, now without price and allocation con-

trols, is a product primarily marketed directly by refiners. 

The percentage distributed to independent marketers is further 

supplemented by significant import quantities. The volumes 

Purchaser Retail 
Consull'ers 

1972 
1973 
1974 
1975 

SOURCE: FEA imported by independent marketers are equivalent to approxi-

9.5\ 
9.0 
8 8 
7.8 

Outlets 

8.2\ 
9.0 
9.0 
9.9 

34.9\ 20.2, 100.0, 48,477 
35.6 20.1 100.0 49,899 
35.1 · 21.6 100.0 48,665 
3S.O 23.2 100.0 46,940 

2.6 15.4 1r.o.o 28,664 
2.S 16.0. 100.0- 32,654 
1.9 16.2 100.0 31,670 
3.2 16.2 100.0 28,700 

67.9\ i4.4\ 100.0, 99;869 
69.4 12.6 100.0 103,606 
66.7 15.5 100.0 101,598 
64.6 17.7 100.0 102,758 

mately 22 percent of the total U.S. sales. Table 15 Market Concentration Ratios of 
Refined Petroleum Product Sales by Refiners 

Motor gasoline has an extensive and complex marketing 

netwo rk. The role of the independent marketer is greater than 

that of the refiner (refiner-direct and refiner-operated 

outlets) by a factor of almost five. As shown in Table 14, 

this relationship has remained relatively constant for the 

past four years. 

Table 15 presents concentration levels for each of these 

products. In general, refiner sales of motor gasoline and 

middle di3tillate s a re significantly less concentrated than 

Middle Distillates 

Residual Fuel 

Motor Gasoline 

SOURCE: FEA 

1972 
1973 
1974 
1975 

1972 
1973 
1974 
1975 

1972 
1973 

,\974 
1975 

16 17 

Percent Share of Product Sold at 
Refinery Level 

Top 4 l'op 8 ·1·op 2 0 
Refiners Refiners Refiners 

3S\ 
34 
35 
34 

61 
59 
S9 
S6 

30 
31 
31. 
31 

SB\ 
SB 
SB 
56 

77 
7S 
74 
7l 

54 
S4 
54 
53 · 

87\ 
86 
85 
84 

92 
93 
94 
89 

85 
84 
83 
84 



resi d ual fuel oil sales . The l e ve l s of conc e ntration are ob-

se r ved t o be de creasing in almost every case . 

Many of the petroleum companies are involved concurrently 

in production, transportation, refining and marketing. This 

vertically integrated structure of their operations is dis-

cussed in Section III. 
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III. VERTICAL INTEGRATION 

The notion of vertical integration in the context of in-

dust~ial organization refers to the extent to which a firm 

" ••• carries on the productive _process from the extraction of 

raw materials to the transformation of these materials into a 

final product.• 1 Total integration thus means implementing an 

entire manufacturing procedure from start to finish. 

"Upstream• (backward) integration encompasses just the produc-

tion of raw materials, or other inputs previously supplied by 

independent sources, while "downstream• (forward) integration 

relates to finishing and wholesale/retail activities which 

occur closer to the point where goods are placed in the con~ 

sumers' hands. 

Vertical integration is not synonomous with monopoly 

power, for, as a business organization form, it can be entire-

ly consistent with market competitiveness. Thus, in a very 

overview sense, one could expect a business entity to consider 

vertically integrating if doing so would lead to financial ad-

vantages through (a) efficiency gains (e.g., cost reductions) 

or (b) antico~petitive behavior. The former of these two 

reasons is totally consistent with a competitive market struc-

ture, while the second, of course, is not. 

1Eugene Singer, Antitrust Economics: Selected Legal 
Cases and Economic Models (Englewood Cliffs, N.J.: Prentice-
Hall, Inc., 1968), p. 206. 
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Efficiency Reasons For Vertical Integration 

Situations in which vertical integration could give rise 

to financial advantages in the form of revenue increases 

and / or cost reductions are sometimes obvious and are certainly 

not unusual. Nonetheless, there are at least f -our broad cate-

gories of ways in which these advantages can arise. It should 

be noted that each of these categories constitutes grounds for 

a firm to contemplate vertical integration as a means of 

effecting the identified advantages. But it is not implied 

that any category here would be a deciding factor to make a 

firm choose vertical integration without first examining other 

possible ways to realize the desired benefit. With this 

qualification, the four categories can be described as fol-

lows: 

1. Direct Cost Advantages - With profits defined as rev-

enues less costs, any action that can reduce costs while 

maintaining the same leve l o f revenue would clearly be desir-

able. Two sources of suc h savings via vertical integration 

c an be (a) reducing inefficiencies and (b) achieving internal 

a nd e xte rnal s cale economies. 

£h e r e ca n be inefficienc ies (and hence costs) associated 

wi t h a h igh degre e of separation of successive production 

s t ages wnen a rath er c omplex product is being made. Thus, it 

may well be enc ~• fo r a firm to initiate pro d uc tion of cer-

tain components ( t he r eby effec t ing management and coordination 
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ot the i r supply) than to contract purchase them. NThe payoffs 

from integration also increase with the complexity of product 

~omponent interrelationships. It is easier to make the vari-

ous parts of an automobile body fit together when all parties 

to the coordination effort work for the same boss than when · 

design changes must be processed through a purchasing of-

fl·ce.•1 0th f f er orms o Nbottlenecks" in a production process 

relate to efficient size of operation; if integration can help 

overcome them, cost savings can result •. 

The internal scale economies notion in (b) reflects the 

common situation in which a production process achieves its 

most efficient operation (meaning, the most output from given 

input levels) only if its production level, or "scale," is of 

large enough magnitude. This is often the case where capital 

equipment investment is extensive. Thus, a steam-electric 

power generating plant generating a few kilowatt hours (kwh) 

during a year would not be using its boiler-turbine-generator 

units optimally, since the start-up fuel consumption/handling 

proc~sses, and subsequent steam generation and plant 

supervision, could provide more kwh for relatively little ad-

ditional cost. Alternatively stated, a larger output, 

spreading the high fixed costs over more kwh, leads to lower 

over-all unit costs ($/kwh). Increasing a level of production 

1F. M. Scherer, Industrial Mark e t Structure and Economic 
Performance (Chica 10: Rand McNally Co., 1971), p. 87. 
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operation to approach the point where unit costs are minimal 

is what is meant by realizing (capturing) internal scale econ-

omies. (In economic theory terms, this means moving along a 

unit cost curve.) 

vertical integration can help a firm achieve internal 

scale economies by making it possible for the firm to expand 

its output to the requisite level. For example, if downstream 

vertical integration enables a firm to market . its product more 

effectively so that sales increase, this organization will 

have had a direct bearing on the firm's realizing the advanta-

geous scale economies. 

Additionally, there are factors beyond a firm's control 

which can affect costs externally (causing shifts of unit cost 

curves). Prices of inputs to a production process are an ex-

ample of particular relevance. Thus, after successfully 

achieving internal scale economies, a producer may expand his 

share of a market, tending thereby toward an oligopolistic 

market structure. To the extent that attendant price-raisirig 

power is realized, downstream operations face potential cost 

increases. These later-stage processes, therefore, would have 

a cost-c utting incentive to integrate backward, eliminating 

the oligopoly supply situation they face and effecting (if 

input p rice rises are indeed prevented) an external scale 

economy. 
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2. Input and Output Flow Stability - From the profit-

maximizing view of an individual firm, if back~ard integration 

is seen as a means to help ensure reliability of raw or semi~ 

finished input flows, the firm has definite incentive to im-

plement such integration. Analogously, integrating downstream 

can give a firm greater market control so its sales become 

more predictable. Furthermore, a firm in such an instance be-

comes less vulnerable to being shut out of its sales market by 

competitors or strong buyers of its product(s). In both of 

these situations, it can be noted that if market distortions 

exist (e.g., rationing or price controls), then there can be 

strong incentive to vertically integrate as a means of over~ 

coming the market distortion(s). 

3. Fear of Foreclosure - When one firm observes competi-

tors vertically integrating, it likely will become concerned 

that if it does not follow suit it may be at a competitive 

disavantage. Fear of potential foreclosure from suppliers 

and/or cbstomers can thus lead to a "snow-balling" effect, as 

many firms attempt to guard against the market uncertainties 

described above. 

4. Complementary uses of Existing Operations - Related 

to the cost advantages cited above is the possibility that 

successive production stages can use existing skills, experi-

ence, facilities, or resources. In such a case, there can be 
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a comparative advantage for a firm to employ these factors in 

more than just one activity. (Examples could be research capa-

bilities and capital-acquiring abilities.) 

In short, there are multiple reasons why vertical inte-

gration might help effect efficiency gains and thus constitute 

rational behavior for a firm. 1 Generally speaking, the common ' 

thread relating these reasons to each other is ~imply that all 

can lead to an increase (or to prevent a decrease) in current 

or future profits. It bears reiteration, however, that in 

each case some means other than vertical integration (~, a 

long-term contract to assure input supply) might be more cost-

effective for realizing the profit benefit. A firm would thus 

assess its options before proceeding unilaterally to verti-

cally integrate. 

Potential Anticompetitive Aspects of Vertical Integration 

Each trait described in the previous subsection as an ad-

vantage of vertical integration can be turned into an abuse of 

market power if implemented successfully to an extensive 

degree. Thus, a vertically integrated firm • ••• may keep raw 

mater ial s out of ri va l hands, or foreclose market to rivals, 

or estab lish a vertical price st ructure ••. which squeezes pro-

1 Economic the o r y indicates that there can be instances in 
whi c h there a r e no advantages to vertical integration. For a 
delineation of market struc ture combinations and situations in 
which this can occur, see Singe r op . cit ., Chapter 18. 

24 

fit margins of the less integrated competitor.• 1 Any of these' 

actions could be pursued with the explicit intent of 

eliminating competitors to secure a monopoly position for the 

firm in question. But, it must be emphasized that such beh.av-

ior by a firm, although made possible by vertical integration, 

does not necessarily follow from that integration. That is, 

an integrated firm would have to make a conscious decision to 

act •predatorily,• and it would be a decision apart from -~he 

existence of integration. 

It is important to note that a firm may have no intention 

of using advantages prompted by vertical integration to sup-

port predatory action, put the end results to competitors of 

its behavior might, nonetheless, be the same as if it had been 

purposely anticompetitive. For example, in the course of 

trying to effect advantages of integration, the firm might 

acquire enough raw materials to reduce supplies available to 

competitors. The effect is input supply control, but the 

intent would have been simply to implement a production effi-

ciency. Similarly, it could be the case that cost reductions 

brought about by vertical integration might be translated into 

lower consumer prices. If so, the integrated firm might be in 

l 
Scherer , op. ~it., p. 70. 
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a position to undersell competitors 1 who are not comparably 

integrated , possibly thereby t h reatening their existence. 

Again, the intent would have been simply to pass savings to 

consumers, but one end result could be injury to competitors. 

In short, therefore, vertical integration poses a concep-

tual dilemma: it may prompt either purposely anticompetitive 

behavior or very rational profit maximization competitive be-

havior, but the observed end result can be the , same for both 

kinds of behavior. If the former prevails, society condemns 

the situation, whereas, if the latter has occurred, society 

tends not to condemn. Thus, in the first instance, vertical 

integration might be criticized, while no such criticism might 

be leveled in the second. 

What is imperative to recognize here is that it is not 

vertical integration per se that dictates the competitive or 

anticompetitive behavior of the firm. Rather, its behavior is 

motivated by other forces. Because it is an organizational 

structure that creates an environment that is conducive to 

abuse ot advantage, opponents criticize the concept without 

examining if any abuse has been exercised. The potential for 

a buse is apparently often identified as the abuse itself, and 

the way to curb this po tential, it is argued, is to change the 

1This i s not a refe r ence to th~ situation of an integrat-
Qd f irm se lling raw materials to a non-integrated rival at 
prices exceeding its own "internal" integration-induced costs 
and tnen charging a low output price relative to the competi-
tor, thereby ··squeezing" the rival. 
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institution that creates the environment. Evaluating if abuse 

has, in fact, occurred would be a preferable prior step. 

Extent of Vertical Integration Within the Petroleum Industry 

It has been noted that the basic activities, or func-

tions, comprising the petroleum industry are generally consid-

ered to be crude oil production, the operation of crude and 

product pipelines, refining, and marketing. A petroleum 

company involved in each of these areas to the same extent 

(e.g., it produces, refines, transports and markets 500 thou-

sand barrels per day in facilities under its own control) can 

be thought of as totally self-sufficient or vertically inte-

grated. Conversely, a firm active in only one area, such as 

refining, must depend on the market place for its raw materi-

als, transportation, and marketing, and is therefore not ver-

tically integrated. Since the corporate structure of most 

U.S. refiners falls between these two extremes, it is useful 

to think of vertical integration as a continuum, which has its 

highest value for firms involved in each function to the same 

degree, and its lowest value for firms active in only one 

function. An index has been developed which embodies explicit 

information about these properties; its maximum is one and 

minimum is zero. Accordingly, it can be used to compare the 

extent of vertical integration among petroleum refiners (see 

Table 16). It should be noted that since vertical integration 

implies only the balance a company maintains in its activities 

27 



~able 16 Vertical Integrat ion in the Domestic Petrol eum Industry in 1974 
the Majors a .. d 20 Independent Refine rs 

(thousands of barrels per day) 

Refiner Crude 
. Production 

Refining 
Runs 

Product 
Pipe-
lines 

Branded 
Product 
Sales 

Index of 
Vertical 
Integration 

across the industry functions, a small firm can, in theory, 

have an index as high as a large one. 

Not surprisingly, the major petroleum companies have 

higher values of the integration index than most independent 

refiners. However, some degree of vertical integration is ev-

Atlantic Richfiel d 383 

C!·ude 
Pipe-
lines 
635 649 

232 
320 

352 
403 
394 
695 
'27 

373 
68 

220 
980 

86 

.7 ident among all 35 refiners shown in the table. In fact, nine 
Cities Service 212 
Continental 218 
Exxon 690 
Getty/Skelly 300 

Gulf {01 
Marathon 163 
Mobil 363 
Phillips 25& 
Shell 586 

S~andard of Cal . 41~ 
s•andard of Ind. ~19 
Sun 266 
Texaco 705 
Union 263 

Amerada Hess 99 
Amer ic,rn Pet::ofina 20 
Ashland 23 
Standard of Ohio 30 
Coastal States 15 

Kerr McGee 31 
Common1·1~ 1 l th 0 
Ch2.-n?lai n 42 
.1-lULphy 16 
Clark 2 

'.i'c nnrco 87 
Cr own Centra l 3 
Charter l 
Te soro 4 
United Refining 0 

Penn zoil 44 
Hu sky 13 
l\pco 6 
Diitffion<l Shamrock 19 
Pil'.'CO 15 

Sources: FEA 

265 
323 

l,173 
37 

677 
355 
629 
217 
956 

429 
924 
304 
796 
370 

72 
0 

169 
227 

0 

6 
0 
0 
8 

46 

0 
7 

10 
0 

10 

11 
0 
4 

35 
25 

l,072 
175 

808 
265 
784 
373 

l,030 

867 
1,059 

490 
945 
439 

525 
l.7 4 
325 
323 
152 

129 
16'1 
137 

92 
84 

80 
30 
76 
52 
42 

48 
49 
36 
48 
.38 

:>r.9 
231 
590 
473 
586 

226 
469 
29d 
955 
196 

0 
2 

13 
195 

0 

0 
0 

43 
14 
41 

56 
2 
0 
0 
0 

1 
3 

18 
27 
10 

596 
78 

499 
123 
592 

683 
662 
285 
823 
279 

467 
13 

252 
180 

60 

33 
42 
13 
36 
70 

52 
18 
38 
45 
42 

5 
18 
11 

7 
16 

.7 

.8 

.8 

.3 

.8 

.7 

.7 

.6 

.7 

.5 

.6 

.6 

.9 

.6 

.3 

.1 

.4 

.s 

.1 

.1 

.1 

.2 

.2 
• 5 

.5 
• 3 
.2 
.2 
.3 

.3 

.2 

.3 

.s 

.4 

of the 20 independent refiners analyzed are active in each of 

the five stages in the industry cycle, from crude production 

through retail marketing. The activities of the other inde-

pendents range over practically all other combinations: one in 

refining and marketing only; one in refining, marketing and 

crude pipelines; two in refining, marketing and crude produc-

tion; three in refining, marketing, crude production and crude 

pipelines; and four in refining, marketing, crude production 

and product pipelines. In addition, four independent refiners 

(Tenneco, Clark, Diamond Shamrock and Pasco) are nearly as in-

tegrated as some of the majors, as measured by the appropriate 

index value s • 

It appear s that vertical integration is a pervasive form 

of corporate organization within the petroleum industry. The 

differences between the majors and independent refiners with 

respect to integration are more accurately expressed as dif-

ferences in degree than in kind. 
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Vertical Integration in Other Industries 

It is conceptually more difficult to q~antitatively com-

pare vertical integration among different industries than it 

is to compare the level of integration among firms in the same , 

industry. Within an industry an arbitrary but precise defini-

tion of vertical integration may be constructed, and all firms 

can then be measured on a common basis with re~pect to th~ir 

participation in a fixed set of production and distribution 

activities. For firms in different industries, however, such 

definitional uniformity can not be achieved, and it is neces-

sary to fall back on a secondary or proxy measure of some 

characteristic which, it is hoped, is highly correlated with 

integration. It then becomes important to show that the prop-

erties of the secondary measure consistently reflect the es-

sential aspects of the vertical integration concept across in-

dustries. Unfortunately, the measures proposed to date fall 

short of this goal. 

Despite these difficulties of quantification, it is in-

formative to note qualitatively that vertical integration is a 

common occurrence in American industry. Examples of 

nonpetroleum industries that are highly integrated include: 

o Steel and Metal Fabricating: The largest company in 
this group, U.S. Steel, represented 23 percent of 
the total industry sales, while the tenth company, 
Kaiser Steel, had two percent. Most of the compa-
nies in this group were highly vertically integrat-
ed; that is, they have subsidiaries that own iron 
mines, coal companies, energy producing companies, 
refineries that p roduce both raw and basic products 
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0 

0 

0 

(e.g., steel ingots) and consumer goods, transporta-
tion companies and retail marketing fi'rms .1 

Food RetailinI: A different pattern of vertical in-
tegration is ound in the food retailing industry. 
Here the vertical integration is primarily "backward 
integration" toward the processing of food in the 
manufacturing sector. - The leading products manufac-
tured by retail food chains in 1963 were bread prod-

. ucts, milk, meat packing, and coffee. The share of 
total U.S. production accounted for by the 40 . 
largest retail food chains exceeded 9.5 percent in 
bread products and 8.5 percent in coffee. However, 
the same group of chains only accounted for 2.6 per-
cent of total U.S. production of food products.2 

Tire Cord and Fabric Industry: The top 4 firms in 
this industry account for 81% of total output. These 
same 4 firms are also the top 4 firms in tire 
manufacturing comprising 73% of the output. Thus, 
the tire manufacturing industry has integrated back-
ward into the tire cord and fabric industry.3 . _ 

Drug and Health: The largest company in the group, 
American Home products, represents 9.9 percent of 
the industry's sales, while the tenth, the Upjohn 
Company, represents 3.6 percent. The technology in 
this field is highly specialized which may have led 
to integration. All of the companies in this group 
are partially integrated: they process the raw mate-
rials they purchase to provide the basic ingredients 
for their products, they maintain a certain amount 
of refining capacity, they transport their products, 
they manufacture for both the industrial and consum-
er markets, and they retail at the consumer level.4 

1Based on information in Moody's Industrial Manual', 1975. 
2walter Adams, The Structure of American Industry, Fourth 
Edition, 1971. 
3Based on information in 1972 Census of Manufacturers. 
4Based on information in Moody's Industrial Manual, 1975. 
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IV. VERTICAL DIVESTITURE ISSUES RELATING TO COMPETITION 

The basis for petroleum industry divestiture leg islation 

is the concern that vertical integration promotes certain 

anticompetitive behavior. However, vertical divestiture would 

not directly affect market structure aspects (such as concen-

tration) within each of the primary stages of the industry. 

Rather, vertical divestiture would affect the market reLation-

ships between the successive stages of crude production, crude 

transportation, refining, product transportation, and mar-

keting. 

Two main issues have evolved regarding competition and 

vertical integration in the petroleum industry. One issue 

concerns the existence of adequate free and open markets for 

crude and refined products. The other issue concerns the role 

that the major integrated refiners play in sustaining the high 

OPEC cartel price for crude. 

Open Market Issue 

The concern regarding this issue is that non-integrated 

refiners and marketers may not have the same access to crude 

and refined product supplies as do major integrated companies. 

That is, there may be a question about the existence of open 

markets between s tages of the industry that would be adequate 

to support non-integrated refining and marketing operations. 

It is argued that the majors' own crude production and their 

control of crude gathering lines and trunk pipelines tend to 

32 

maintain a large volume of crude within integrated channels, 

and thus not subject to open market transactions. The absence 

of _an extensive open market for the crude would tend to 

forecYose independent refiners from purchasing crude. 

Simlarly, it is argued that integrated companies dominate the 

availability of products through their own refinery operations 

and their extensive ownership of product pipelines. 

At issue is the contention that independent refiners do 

not have adequate access to crude supplies and that independ-

ent marketers do not have access to supplies of refined prod-

ucts. The basic aim of divestiture is to insure free and open 

markets between the various stages of the petroleum indus_try. 

The mechanism sought is to take crude and refined products out 

of vertically integrated channels and force their sales on an 

open market. 

However, in the divestiture debate no one has outlined 

how much crude and product is currently being handled in open 

market transactions. To help indicate the extent of open mar-

ket cr_.ude transactions, the point can be made that only one of 

the 18 refiners to be divested is totally self-sufficient in 

domestic crude production. This indicates that all the majors 

are net crude buyers. Taken as a group, in 1974 these 18 firms 

had to import or buy on the domestic market over 40 percent of 

their crude for their U.S. refinery runs 1 • The quantities in-

1see Table 16, dection III. 
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valved would imply that the existing market for the crude is 

quite ex tensive. Though some of this crude was imported from 

the companies' own foreign production affiliates, the in-

creased nationalization of foreign production operations would 

force future supplies of these crudes to be handled as market 

transactions between the host governments and domestic crude 

importers. 

The extent of open market transactions for refined prod-

ucts can be judged partly by reviewing refiners' sales to 

nonbranded independent marketers. In 1975, 17,7 percent of 

refiner gasoline sales were made to nonbranded independent 

marketers 1 • F h' or t 1s same year, 23.2 percent of refiner dis-

tillate sales and 16.2 percent of residual sales were made to 

nonbranded independent marketers. In addition to these domes-

tic refiner supplies, nonbranded independent marketers them-

selves imported 5 percent of national residual supplies. Pre-

sumably, these imports were also obtained through open market 

transactions. To an extent, refiner sales to branded inde-

pendent marketers could also be considered open market trans-

actions. With the exception of lessee dealers, these branded 

independents generally own their own marketing facilities and 

thus could change brand affiliation. In lj75, some 65 percent 

of refiner gasoline sales were made to branded independent 

marke t ers , though half of this amount was supplied to lessee 

l , 
~ee iable 14, Sec tion II. 
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dealer stations owned by the refiners. Sales to branded inde-

pendent marketers for this year constituted 35 percent of 

total refiner distillate sales. Thus, sales to independent 

marketers (both branded and nonbranded) constituted over half 

of domestic refiners' total sales of gasoline and distillates. 

The issue now becomes determining if the current extent 

of open market transactions is adequate to make non-integrated 

refining and marketing operations viable. This question, in 

turn, concerns access to supplies and entry barriers in 

refining, pipelines, a~d marketing. 

Refining - One key query asks if the major integrated 

companies' "control" of crude supplies inhibits entry by inde-

pendent refiners (who presumably need crude supply guaran-

tees). There has been significant entry or expansion by 

independent refiners in the past fifteen years. Table 17 

shows that 22 refiners have grown to more than 50,000 B/D 

of capacity during the period of 1951 to 1975. These 

companies have built or acquired 2,950,000 B/D of refining 

capacity during this period. As of January 1, 1975, these 

companies accounted for 20 percent of domestic refining 

capacity. In short, the evidence shows that new refiner 

entry has not been totally foreclosed; it remains to be shown 

whether any crude s~pply restrictions have or have 
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Source: Statement of Walter~- Pierson, President of Amoco oi1 
Company, be fore the Subcommittee on Antitrust and Monopoly of 
the Senate Judiciary Committee, November 12, 1975 . 

TABLE 17 

REFINING COMPANIES WHOSE OPERATING CRUDE OIL 
DISTILLATION CAPACITIES GREW TO MORE THAN 

50 000 B/D BETWEEN 1/1/51 AND 1/1/75 

Amerada Hess Corp. 
Marathon Oil Co. 
Coastal States Gas Corp. 
American Petrofina 
Kerr McGee 
Commonwealth Oil Rfg. 
Union Pacific (Champlin) 
Murphy Oil Corp. 
Koch Industries 
Clark Oil & Rfg. Co. 
Tennaco, Inc. 
Crown Central 
Toscopetro (The Oil Shale Corp.) 
Charter Co. 
Agway, Inc. 
Farmland Industries 
Tesoro Petroleum Co. 
Pennzoil Co. 
Apco Oil Corp. 
Husky Oil Co. 
United Rfg. 
National Coop. Rfg. Assn. 

Total of 22 Companies 

. 1 
Operating Refining Capacity 
on 1/1/51 on 1/1/75 

- 0 -
31,000 
- 0 -
19,800 

7,500 
- 0 -
20,200 
- 0 -
- 0 -
26,000 
16,000 
32,500 
- 0 -
10,000 
- 0 -
27,200 
- 0 -

8,500 
10,000 

5,000 
5,500 

20,000 

239,200 

730,000 
324,000 
212,982 
200,000 
166,000 
161,000 
152,000 
137,000 
109,800 
·108,000 
103,000 
100,000 

87,000 
85,900 
74,500 
73,838 
64,000 
62,600 
58,670 
59,000 
58,000 
54,150 

3,181,4~0 

1 These capacities are as reported by the Bureau of Mines, except 
that they include the capacity of the Virgin Island refinery of 
Amerada Hess on 12/1/74 as reported by the Federal Energy Admin-
istration. The 1951 data are for the present firm or its linear 
predecessor. A zero indicates that the company was not a refiner 
on 1/1/51 and did not become a r ef iner by acquiring a company that 
was refining on 1/1/51, a lthough subsequent to its entry into 
refining it may have acquired such a firm. 
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not inhibited further refiner entry. It should be noted that 

certain government programs (notably the oil import program 

and state prorationing systems) have had the effect of 

limiting availability of crude supplies during this period. 

Pipelines - Refiner acce~s to crude supplies is 

intimately related to the crude pipeline system. The 

ownership of the pipeline system is heavily dominated by the 

top twenty refiners. Intuitively, this might suggest 

monopsony (single buyer) power of the major's gathering lines 

over independent producers, and control over the flow of crude 

to independent refiners, both of which would constitute 

anticompetitive behavior. However, most pipelines operate 

under I.C.C. or state common· carrier regulations which would 

restrict abuses. Co~plaints to the I.C.C. from independent 

producers and refiners concerning alleged pipeline abuses have 

been few in number. 1 To independently review the effective-

ness of its regulations, the Interstate Commerce Commission 

has instituted an investigatory proceeding 2 into 

anticompetitive conduct by pipelines. The results of this in-

vestigation should relate directly to the issue of exertion of 

market power by pipeline owners. 

1see statement of George M. Stafford, Chairman of the 
I.C.C., before the Special Subcommittee on Integrated Oil Op-
erations - Senate Interior Committee; Dec. 12,1973 (Part 3, p. 
901). 

2I.C.C. order served February 24, 1975; Ex Parte 
Proceeding No. 308 (sub.-No. 1). 

37 



rt has also been suggested that the majors have created a 

barrier to entry for independent pipeline companies by 

refusing to grant pipeline throughput. agreements. Under such 

an agreement, a shipper would guarantee a certain level of 

pipeline throughput for a specified number of years and would 

assume some liability if there were a deficiency in 

throughput. It · is not clear to what extent non-owner shippers 

have any business incentive to participate in such agreements, 

especially in view of I.C.C. regulations concerning common 

carrier status (which dictate serving all shippers) and 

prohibitions against rate discrimination (which would preclude 

a pi9eline granting discounts to those non-owner shippers that 

have assumed liabilities under a throughput agreement). Fur-

ther, it is not clear to what extent any (major or independ-

ent) non-owner shipper has granted such throughput agreements 

Marketing - Over the last three years, refiners have been 

increasing their supplies of gasoline, distillates and residu-

al products to nonbranded independent marketers. This in-

creased access to supplies would help these nonbranded inde-

pendent marketers to increase their market shares. From 1972 

to 1975, the percentage of refiner gasoline sales sold to 

nonbranded independent marketers increased from 14.4 percent 

to 17.) percent1 The refiners have made nearly twice as much 

1see table 14, Section II. 
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gasoline available to nonbranded independent marketers as they 

themselves have sold through their own refiner-owned-and-

oeerated retail outlets. During this same period, refiner 

sales of middle distillate to nonbranded independent marketers 

increased from 20.2 to 23.2 percent of total refiner sales of 

middle distillate; sales of residual fuel to nonbranded inde-

pendent marketers increased from 15.4 percent to 16.2 percent 

of total refiner sales of residual fuel. With the witnessed 

increase in refiner sales to nonbranded independent marketers, 

there does not seem to be a supply access squeeze for these 

non-integrated marketers. 

Majors' Relationship with OPEC 

Perhaps one of the most important issues regarding di-

vestiture is how the dissolution of the majors• vertically in-

tegrated structure might impose some restraints on the pricing 

power of the OPEC cartel. The contention that divestiture 

would lower the OPEC price seems to be based on the following 

assertations: 

(2) 

The major integrated companies are performing the 
vital function of prorationing production among the 
cartel members and are thereby enhancing the stabil-
ity of the OPEC cartel. 

The major integrated companies do not have an in-
terest in seeking lower OPEC prices, since the OPEC 
price determines the price for their domestic crude 
production operations, which the majors would like 
to keep high. 
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The prorationing argument incorpora~es the concept that 

the stability of the OPEC cartel depends upon some mechanism 

that allocates production among all member countries so as to 

C Supply to qu antity demanded at the cartel-equate total OPE 

set price. Owing to thi absence of formal production agree-

ments among the OPEC membersi it has been asserted that this 

prorationing function has been performed by the major inte-

grated oil companies. Because each of the major integrated 

companies has a number of production affiliates in different 

OPEC countries, and many of these foreign affiliates operate 

h ARAMCO), it with other majors through joint ventures (sue as 

is asserted that these major integrated companies are in a po-

sition to allocate production among OPEC countries. 

The conclusion that the majors serve to stabilize the 

OPEC cartel depends upon the validity of both the premise that 

quantity prorationing is necessary for the maintenance of the 

cartel price, and the finding that major companies are able to 

set production in each of the member countries. However, the 

majors' power to adjust production rates has been diminished 

as the OPEC member countries have continued to nationalize oil 

production a s s e ts. Furth e rmore, strict quantity prorationing 

need not be a necessary condition for cartel stability so long 

as at least one member of the cartel (notably Saudi Arabia) is 

willing and a ble to a dj ust its own output so as to balance 

tota l c artel supply wit h total demand. The operation of the 

OPEC c a rt e l i s t ypified by the joint member agreement that 
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sets only the price of Saudi marker crude. The member 

countries (other than Saudi Arabia) individually apply their 

own adjustments to this price when determining -the prices of 

their own crude. Thus, allocation of production among member 

countries is a function of the relative prices of the crudes, 

subject to Saudi Arabia's acceptance of the remaining share of 

the market (which would sometimes mean lowering its production 

in order to maintain the cartel). 

In this case, the integrated companies would adjust their 

liftings of crude in response to the prices set by various 

host governments. Each company would have the incentive to 

seek lower crude costs so as to allow their refined prod_uct 

prices to be competitive with those of other companies. Fur,-

ther, market demand would increase with lower product prices. 

This factor, coupled with the fact that most integrated compa-

nies are net crude buyers, would mitigate the tendency to sup-

port the OPEC price in the hopes of sustaining higher domestic 

crude prices. 

A recent FEA report1 to Congress found that there already 

exist substantial incentives to crude importers to lower the 

OPEC price, but that the companies are currently unable to ac-

complish this objective. Among the conclusions of the study 

were the following: 

1Report to the Congress on the Feasibility of Lowering 
the Price of U.S. Oil Imports by Providing Incentives to Do-
mestic producers/Inoorters (March 1976). 
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(1) 

( 2) 

Substantial commercial incentives ~xist for.compa-
nie s to bargain for the lowest available price f?r 
oil imported into the United States. The companies 
act to attain the lowest cost compatible with secure 
long-term supplies and refinery capacity. 

•rhe inability of the companies to redu7e prices sig-
nificantl y bel,ow their current levels is a ~esult 
primarily of the dominant position of OPE~ ~n the . 
world petroleum market and the poor bargaining posi-
tion of companies and consuming governments. 

It does not seem reasonable that divested operations 

would be in any stronger bargaining position with regards to 

the OPEC cartel than they are in their present integrated 

state. One aspect of this is that in the event of a crude 

shortage the divested refiners (who would not have their own 

crude supplies) might feel pressured into bidding inordinately 

high prices for crude in order to maintain refinery 

throughput. This was experienced during the 1973-74 embargo 

when two large U.S. independent refiners bid $17 and $22/bbl 

for Iranian and Nigerian crude 1 These bids were made before 

the January, 1974 doubling of OPEC crude prices to $11.65/bbl. 

1 Petrol e um In te lligence Weekly, December 17, 1973, pp. 
1- 2 , De cembe r 31, 1 973, pp. 5 
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V. POTENTIAL ECONOMIC IMPACTS OF VERTICAL DIVESITURE 

In view of possible advantages to vertical integration as 

discussed in Section III, some potential economic effects 1 of 

imposing vertical divestiture Dn the petroleum industry can be 

delineated. At the outset, it should be noted :that an analy-

sis of the economic impacts of vertical divestiture should in-

clude a review of both benefits and any losses of efficiency 

that may be associated with vertical divestiture. The bene-

fits would stem from the alleged increased competition that 

may be fostered by divestiture action. These benefits could 

take several possible forms: reduced barriers to entry which 

might promote entry by more efficient operations; reduction in 

prices to the extent that any excess profits or inefficiencies 

are being sheltered by market power; and decreased reliance on 

foreign supplies in the event that domestic exploration would 

be carried out more intensively in a non-vertically integrated 

environment. The realization of any of these potential bene-

fits depends on the ability of divestiture to explicitly ef-

fect requisite changes. If anticompetitive behavior is partly 

responsible for the status quo situation, then it would be 

1 Economic effects are taken to refer primarily to effects 
on factors such as prices, outputs, employment, resource allo-
cation, etc., as distinct from "purely" financial factors 
(mainly capital investment). The two concepts are obviously 
inter-related and are identified separately simply as a means 
of focusing attenti •m on each. 
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incumbent on divestiture to rectify this . behavior enroute to 

bringing the desired benefits. Whether divestiture could ac-

complish either the intermediate (reducing 

anticompetitiveness) or the ultimate ~oal is open to substan-

tial question. 

The long-term disadvantages 1 of divestiture stem from 

foregone operating efficiencies with vertical integration. 

The existence of efficiencies associated with vertical inte-

gration is aYso a subject of intense controversy. (That is, 

do such efficiencies really exist?) It has been suggested 2 , 

nonetheless, that in eliminating vertical integration, divest-

iture could cause: 

o Increased managerial and administrative "overhead" 
as compared to that which integration makes possi-
ble. 

o Increased working stock and reduced capacity utili-
zation due to less coordinated internal scheduling. 
Higher transaction costs due to eliminating internal 
transfers that act as substitutes for . market trans-
action s . 

o Instability of earnings prompted by elimination of 
investment diversification. 

1Que s tion s of transitory (short-term) legal and financial 
effects are handled in Section VI next; 

2see, for exampl e , William A. Johnson, et. al., Competi-
tion in th e Oil Indu s tr v (Washington, D.C.: The George Wash-
in g t o n Uni ver si t y Energ y Policy Re s earch Project, 1976), pp. 
5 4- 55 ; a n d Ame rican Petrol e um Institute, "Response to the 
Maj o rity S ta Lf Memorandum of the Senate Antitrus t and Monopoly 
Subcomillittee Rega r d i ng Vertical Dive stiture in the Petroleum 
I ndustrr' (Mar c h 29, 1 976), p. 20. 
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0 

0 

Increased risks associated with lower security of 
supplies. 

Increased cost of capital due to reduced firm size. 

An in-depth analysis of the long-term disadvantages -0f 

divestiture must first assess· the validity of each of these 

arguments and then attempt to quantify each in terms of in-

creased costs to society. 
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VI. VERTICAL DIVESTURE. AN ANALYSIS OF TRANSITIONAL EFFECTS 

Introduction 

The final passage of legislation requiring vertical di-

vestiture would set in motion an administrative and legal pro~ 

cess designed to transfer control over a major portion of the 

petroleum industry's assets to others. Basically, control may 

be transferred in one of two ways: (1) the assets may be sold 

to third parties not affected by the bill, or, (2) new succes-

sor companies could be established, the shares of which would 

be owned pro rata by the original companies' shareholders. In 

the latter case, the prohibited assets would then be "spun-

off" into the new company, which would function as an inde-

pendent entity. The original company would retain no form of 

control over the several spin-off companies formed to operate 

the divested assets. 

S. 2381 recognizes that there are many practical adminis-

trat ive and legal difficulties inherent in the process of 

reorganizing an e ntire industry within a short period of time. 

The bill estaolishes a procedure for corporate planning of 

the details and sequence of divestiture events, and provides 

for the approval of divest iture plans by the Federal Trade 

Comm ission. This is intended to insure that all persons 

a( [~cted oy a ~J1npan ~·s divest iture plan are treated fairly, 

and that tne plan will accomplish the objectives of the bill 

in the required time. I1 divestiture is not accomplished 
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within five years, a company will be subject to suit by the 

Department of Justice and to civil penalties. 

The purpose of this analysis is to examine the procedure 

established by the bill, in order to determine how it will 

work and what difficulties may be encountered in the 

transitional period. 

Phase I - Formation of a Divestiture Plan 

The first phase of the transition would entail the forma-

tion of acceptable divestiture plans by the petroleum compa-

nies affected by the new law. The process of designing a di-

vestiture plan is difficult because a company must fairly and 

equitably take into account the diverse and often competing 

interest of its shareholders, employees, creditors and custom-

ers. The drafters of a divestiture plan must also insure that 

the necessary action will be completed within five years and 

that the successor companies are allocated an equitable share 

of the original company's assets and liabilities in order to 

compete effectively in the post-divestiture market. 

Tnere are probably enough inherent difficulties to pre-

vent a company from formulating an acceptaole plan without 

some form of guidance from the Federal Trade Commission (FTC), 

the government agency responsible for approving the plans. 
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Th e FTC Rol e 

The first part of the FTC's involvement will be to make a 

series o f decisions as to the proper approach an affected . 

company should take in designing a divestiture plan. This 

will involve more than establishing a standard format and 

topics to be addressed; the FTC will have to arialyze carefully 

each of the legal and practical difficulties inherent in si-

multaneously splitting up 18 of the country's largest corpora-

tions. On the basis of this analysis, the FTC will specify 

the type of treatment each plan must give to each issue and 

decide in advance what possible actions in furtherance of di-

vestiture may be unacceptable. The consequences of these de-

cisions will be discussed later. 

Request s for Da ta 

In deciding how to approach the problem of divestiture, 

the FTC will al s o ha ve to determine what data it needs from 

t he compa nie s . S . 2387 g i ves th e FTC power to requir e reports 

from th e compa n i es within the f irst 1 20 days (and later, if 

ne c es sary) . Tne data will cove r detailed listing s o f each 

com pany ' s asse t s c l assified in acco rdance with t he definitions 

Js e d in t he bill . r ne FT C wi ll have t o f urther d efine termi-

nology used in S . 2387 , since the s e definiti ons ar e not pre-

ci se e n oug h t o reso l ve a ll qu e sti on s relati ng to how an asset 

should be cl a ssifie d. Even if the affected co mpani e s agree 

with tne ~re definitions, it may be very difficult for any of 
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the companies to comply within the period of time alloted. 

However, exte nsions of time are possible. 

Informat i on requested by the FTC will most likely not be 

limit~d to a company "s assets, since divestiture involves a 

fair apporti onment of liabilities and equitable treatment for 

the various classes of persons affected by divestiture. The 

request for data will probably have to cover all major aspects 

of each company, including, for example, its capital struc-

ture, labor agreements, domestic and foreign business con-

tracts, joint operations, intangible business assets and the 

like. 

It seems reasonable to expect the initial 120-day period 

to expire with litigation concerning the requested data al-

ready in progress. The various actions, whether brought by 

the companies or the FTC, will presumably first be heard by 

FTC administrative law judges, with the possibility of an 

appeal i n the s pecial Petroleum Industry Divestiture Court es-

tablished by the bill, and ultimately to the Supreme Court on 

an ex~edited basis. While numerous legal issues will be in-

volved in the litigation, key is s ues might turn on Congres-

sional inte nt, the reasonablenes s of the FTC classifications 

of pron ibited assets, the scope of the data requested and the 

relatively brief period the affected companies would have to 

furnish the requested information. 
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Divestiture Plan Guidelines 

At the same time that information as to company opera-

tions is being requested, the FTC . will formulate and publish 

guidelines governing th~ acceptable content of divestiture 

plans. The guidelines will take the form of either rules, 

regulations or orders and must consequently be . issued in 

accordance wit~ the requirements of the Administrative Proce-

dure Act governing notice and opportunity to comment. 

The guidelines will anticipate the major controversies 

involved in the breaking-up of a company and may cause the 

companies to attempt to enjoin their issuance or seek other 

administrative remedies. If so, the litigation process summa-

rized earlier may recur. 

Formation of Divestiture Plans 

Whatever the outcome of this litigation, companies 

intending to comply with the bill wi l l begin to formulate de-

tailed divestiture plans based on the guidelines. 

Realistically, some of the preparatory work may already have 

been done by those companies that anticipated divestiture leg-

islation. However, no company will have completed its plan 

since the nature of the issues to be treated requires instruc-

tions from the FTC. At a minimum, each plan will have to in-

clud2 consideration of the following: 
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(1) A determination of which fixed business assets are 
associated with which corporate operations and must 
be divested. 

(2) A choice of method for divesting which may require a 
tax ruling from the IRS as to consequences of a 
spin-off, sale of assets, or other disposition. 

(3) Compliance with corporate charter, by-laws, and the 
laws of the state in which incorporated as to the 
legal procedure to be followed to make the 
reorganization a valid corporate act.' This may, 
depending on how S. 2387 is interpreted, also .in-
clude the procedures for winding-up and liquidating 
a corporation under the above laws and the 
Bankruptcy Act. 

(4) Finding and selecting appropriate buyers if assets 
are to be sold, including negotiation of contingent 
purchase agreements and the terms of sale. This 
process must avoid violation of the antitrust laws. 
Note that the one year exemption from Section 8 of 
the Act of October 8, 1974, relating to interlocking 
directorates, provided by S. 2387 may be 
unrealistically short. 

(5) Contingent renegotiation of contracts for financing 
(such as indentures, loan agreements, note purchase 
agreements and the like), employee labor contracts, 
pension plans, concession agreements with foreign 
governments, joint ventures, supply agreements (such 
as through-put agreements, charters, and leases), 
and all other agreements in which the parent company 
faces materially altered business circumstances or 
some form of penalty, such as acceleration of 
indebtedness, if it proceeds to divest • . 

(6) Acceptable allocation of intangible business assets 
and all liabilities. In general, this process must 
work so as to leave all successor entities in a 
tenable business position after divestiture in order 
to accomplish the purpose of the bill. 

(7) Certain state law investment requirements must be 
satisfied in order for successor entities to qualify 
as legal investments in those states. 
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Most o t the seven steps set forth above would be diffi-

c ult for any company to accomplish quickly under optimal con-

ditions. The difficulties of the task are compounded by the 

uncertainties inherent in treating all corporate assets and 

liabilities rather than only a few. In addition, the 

imprecise definitions used ins. 2387 increase the difficul-

ties of planning post-divestiture operations. · For instance, 

the bill specifies what forms of control over specific assets 

would be prohibited. ·control" is defined to include not only 

actual ownership or use of interlocking directorates, but also 

"contractual relations which substantially impair the inde-

pendent business behavior of another person." It is necessary 

for the bill to contain a clause of this sort . since one of its 

purposes is to prevent reintegration between functional 

entities through long-term contracts. But it would be impos-

sible for a company to know, either at the planning stage or 

after divestiture, whether its contemplated contractual rela-

tionships with suppliers or customers constituted a prohibited 

form of control. Even if general agreement could be reached 

as to the b2sic meaning of the definition and the criteria to 

be used in applying it, it is unlikely that a standard inter-

pretation a pplying to all cases could _ be reached. Each par-

ticular con tract or c la ss of contracts would have to be exam-

i ned ind iv iduall y to det e rmine whether their purpose was to 

i ~pose a p r ohi bi t ed for m of control. The companies affected 

oy the de f i n i tion woul d s till nave to make the normal 
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contractual arrangements needed to operate a business, but' 

would do so without knowing whether a number of their con-

tracts could later be invalidated. The uncertainty caused by 

this one definition could be a substantial impediment to _an 

orderly transition. 

Financial Implications During the Transitional Period 

Because of these uncertainties, financing problem~ could 

be severe. For instance, in most debt financing, a lender 

will stipulate that a technical default exists if all or a 

substantial portion of the assets that form the collateral for 

the loan have been disposed of by the borrower. Similarly, 

many financing aggreements contain cross-default clauses where 

a technical default in one loan will accelerate the 

indebtedness in all other outstanding loans. Anticipaing the 

threat of acceleration, oil companies might negotiate with 

their creditors to arrange an accomodation for the problems of 

accelerated indebtedness. However, if all companies went 

through this process simultaneously, lenders might insist on 

bet~er terms, securing the loans with what they pr€ceived to 

be the most viable assets after divestiture. In such a situa-

tion, lenders could put great pressure on the affected compa-

nies to, among other actions, curtail capital investment pro-

grams so as to provide cash to repay the outstanding debt over 

the shortest period possible. Thus, it is clearly possible 

that forced divestiture could put some companies in a position 
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where the repayment of existing debt would pr~clude new capi-

tal investments for some period of time. 

With respect to the affected companies' incentive to make 

capital investments during the transition period, prior to the 

time vertical divestiture would be implem~nted, several 

hypotheses seem to be justified: 

o New investments in all but the most profitable areas 
would tend to be curtailed because of difficulties 
in raising new external financing including the 
refinancing of maturing issµes, the possibility of 
shortened repayment schedules .on outstanding debt, 
uncertainties about the values to be received from 
the sale of assets, and uncertainties about the 
profitablity of certain companies following divesti-
ture. Forecasting the size of the shortfall in cap-
ital investments is particularly difficult since it 
is contingent on many unkncwns. Nevertheless, given 
all of the above factors, the potential magnitude of 
such a shortfall would seem to be quite large. 

o Investments in new large energy projects would seem 
particularly apt to suffer, since they require com-
mitments to invest large amounts of money over long 
periods of time. 

o Investments in partially completed facilities would 
likely be completed especially for those in an 
advanced stage of construction, since abandoning 
such projects could result in - large losses. 

o The cutback in the level of capital investments by 
divested firms could create profitable investment 
opportunity for other unaffected petroleum companies 
which might seize the opportunity to increase their 
level of new investment. 

With respect to the ability of affected companies to 

raise capital externally, there is no question that the capi-

tal markets would, to some extent, react negatively to the un-

certainties created by vertical divestiture. Given this situ-

ation, the following hypotheses are put forward regarding the 

54 

anility of the affected companies to raise external capital 

during the transition period: 

0 

0 

0 

0 

There is substantial doubt about whether the sale of 
new unsecured long-term debt issues, including the 
refinancing of maturing issues, would be possible 
until lenders could ascertain what corporate entity 
would be reasonable -for . debt repayment. Under cur-
rent bills this hiatus could run 1 - 1 1/2 years or 
longer if legal delays are encountered. In addi-
tion, should the FTC or some other body be given the 
power to rewrite loan covenants, it would seem 
unlikely that significant amounts of new debt- in-
vestments could be attracted for many years unless 
they were ~xempted from FTC reformation, and thus 
given a preferred position over existing creditors' 
rights. · 

Once it is known what assets and liabilities are to 
be allocated to each of the divested corporate 
entities, it will still be difficult to sell long-
term unsecured debt securites for some companies 
since many institutional investors will consider a 
company as an investment possibility only after it 
has demonstrated an ability to carry on relatively 
independent profitable operations for 3 to 5 years. 

Some amount of secured long-termed debt, such as 
mortgages on specific buildings, may be possible 
since ~he basic security of tne loans would be the 
asset rather than the creditworthiness of the parent 
company. However, the potential of such financing, 
with the possible exception of loans secured by fu-
ture oil production, would be limited by the 
specialized nature of many of the oil companies' as-
sets. In addtion, to protect their existing invest- · 
ments during a highly uncertain period, ~xisting 
lenders may have a legitimate reason to attempt to 
block any such new financing, particularly if they 
were not provided equal security. 

It is unclear what the impact on the availability of · 
unsecured short-term seasonal loans would be. How-
ever, should short-term lenders become ~oncerned 
about being "locked in" (i.e., their loans not being 
fully repaid over a short time period), then they 
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0 

Mould have many of the same concerns as the long-
term unsecrured lenders. 

Some amount of short-term credit, secured by ac-
counts receivable and/or inventories could likely be 
arranged during the transition period. However, 
existing long-term and short-term lenders may have 
legitimate re_asons to attempt to block any -such fi-
nancings, particularly if their existing investments 
were not given equal security. On balance, it ' 
appears sound to conclude that for s6me period of 
time the great uncertainties asscoiated with imple-
menting divestiture would raise the cost of capital 
to ~any companies and seriously affect their ability 
to attract external capital. , 

If the companies and their rireditors are unable to agree 

upon a solution to the problems of debt acceleration and 

apportionment, the divestiture plans submitted by the compa-

nies would be unilaterally favorable to their own interests, 

leaving resolution of ~he problem for settlem~nt iri the FTC 

hearings process or subsequent litigation. The plan approval 

hearings may be an adequate forum for resolving the issue if 

the FTC is given the power to apportion liabilities and deal 

with debt acceleration and cross default clauses. Even so, a 

number of constitutional questions will remain to be litigated 

concerning the FTC's attempted apportionment of debt. 

Furthermore, depending on the final wording of the bill, 

the process of settling financing and contractual disputes 

could have to be undertaken for foreign as well as domestic 

assets. Foreign entities and governments asserting claims for 

breach of contract, failure of collateral and the like, would 

p robably be abl e to enforce their rights befor e divestiture 

plans are approved and implemented because foreign courts 
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could expedite such cases and provide remedies which would not 

be stayed pending the outcome of FTC adjudica~ory hearings. 

Hence, foreign claimants may be in the highly favorable posi-

tion of being able to enforce their claims even before divest-

iture begins in earnest. Moreover, f6reign interests could 

use their claims as leverage in order to obtain more favorable 

terms if the contracts were renegotiated. All of this _could 

work to the benefit - of foreign interests and to the detriment 

of domestic interests, including U.S. -hareholders. It also 

makes the process of planning divestiture extremely difficult 

since it would not be possible to determine what foreign as-

sets would be available for distribution to successor compa-

nies at the time of domestic disposition. 

Internal Corporate Problems 

Aside from undertaking planning in the areas mentioned 

above, the companies would also have to make provision for the 

following types of internal corporate problems: 

0 

0 

0 

0 

Increased demands on managerial time for resolution 
of litigation stemming from divestiture • . 

Training new managers, workers and techical experts 
to perform duplicate functions in successor compa-
nies. 

Acquiring certain business assets such as new of-
fice, communications and computer software facili-
ties needed for successor companies. 

Rebudgeting to allow for higher costs after divesti-
t~r~ in~luding duplicated services, advertising, 
l1t1gat1on expense, new tax consequences, formation 
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and distribution of the shares of successor entities 
and the like. 

Revising previously scheduled developmen~al and op-
erational projects in light of changed circumstan- . 
ces. 

Supplementing existing sources ~f.financing if liti-
gation hinders recourse to traditional sources. 

Reexamining continued commercial viability of 
retaining non-divested assets (e.g.~ company-owned 
tankers). 

The final step required for the: completion of the first 

pha.se is compliance with any requirements of corporate law 

necessary to make the actions contemplated in the divestiture 

plan a valid corporate act. Since a sale or disposal of as-

sets is involved, a company's shareholders would have to 

approve the plan. The legislation would, of course, prevail 

if shareholders disapprove the plan, but a number of complex 

legal issues would still remain to be resolved. In this 

regard, it should be noted that other mandatory divestitures, 

such as those required under existing antitrust laws, may not 

provide a useable precedent for resolving the legal issue. In 

either case, minority interests may litigate the fairness of 

the treatment accorded them under the plan when the plan is 

acted on by the company and when it is reviewed by the FTC. 

Flow Charts 

The charts presented here and elsewhere in the narrative, 

are designed to illustrate the necessary steps at each stage 

of the transition. Although the charts provide a schematic 

to a time-line, most estimates of how long a given event .will 

take are conjectural. The actual tim~ needed . for each event 

will vary with the progress of litigation. Figure 1 illus-

trates the various events involved in Phase I of vertical di-

vestiture. 

Phase II - Divestiture Plan Approval 

Under the schedule called for by the bill, final divesti-

ture plans will be submitted to the FTC after 18 months. Some 

of the practical difficulties of completing the plan, as well 

as the main areas of ongoing litigation were mentioned in the 

preceding section. The plan approval process would begin with 

many, if not all, of the important questions still outstand-

ing. 

It is possible that not all companies would be ready or 

willing to submit divestiture plans when due under the law. 

This could necessitate the filing of enforcement actions at-

tempting to require submission. In any event, the legality of 

an FTC order requiring submission of a plan and the validity 

of the underlying statute would be squarely at issue and pro-

vide the basis for full litigation of the basic legal issues 

inherent in divestiture. 

Assuming that companies did submit final divestiture 

plans, the approval procces would begin as soon as the Admin-

istrative Procedure Act's notice and other procedural require-

ments had been met. Notice would be given to all affected 

---- parties, which include shareholders, employee organizations, representation of the probable sequence of events in relation,, 1.1\LL ,. 

~-- 1:~ 
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creditors, customers, partially owned subsidaries, co-partners 

in joint ventures and all others with an interest in outcome 

. of the divestiture. 

Each class of person affected by divestiture could 

intervene or otherwise seek tepresentation at each 

adjudicatory hearing for the approval of each plan. As 18 

companies are directly affected by the bill, there would be at 

least that many hearings. However, a company could 

permissably submit multiple plans, each requiring a separate 

hearing. In addition, an undetermined number of smaller pipe-

line companies which met the test for a "petroleum 

transporter" and which also owned or controlled any interest 

in any production, refinery or marketing asset, would also 

have to have divestiture plans approved. The number of 

adjudicatory hearings might be as high as 25 or 30. 

Plan Evaluation Hearings 

The FTC must evaluate each plan on the basis of (a) 

whether it is fair and equitable to each class of affected 

persons mentioned above; and (b) whether it will result in 

complete divestiture within the specified period. At a mini-

mum, the FTC will make a determination whether the plans meet 

these criteria in the following respects: 

(1) Allocation of assets and liabilities of predecessor 
integrated companies among newly constituted succes-
sor companies. 
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( 2) 

( 3) 

(4) 

(5) 

(6) 

( 7) 

Restructuring of rights of shareholders and persons 
holding options or warrants to purchase predecessor 
company stock. 

Restructuring of the rights of p~blic and private 
creditors, including foreign public and private. 
creditors. May include rewriting contractual provi-
sions to prohibit acceleration by lenders. May re-
quire negotiation of cross-guarentee arrangements o~ 
joint and several liability among successors for 
parent's obligations. 

Revision of many commercial contracts (especially 
fina~cing agreements) where divestiture will result 
in the possibility of material breaches or the 
accelerated indebtedness of oil companies. 

Revision of existing labor agreements to allow for 
changed circumstances after divestiture. 

Revision of numerous employment contracts, pension 
and profit sharing plans, leases, insurance poli-
cies, etc. 

FTC must coordinate with FPC and ICC regarding pipe-
line matters, SEC regarding reporting new status, 
etc. 

Aside from the various classes of persons affected by 

the hearing process, a number of government agencies have 

direct or indirect interests in the result of divestiture. 

The agencies could in theory intervene in the hearing process 

but would be more likely to assert their interests through the 

nor mal government channels or by filing amicus curiae briefs. 

These agencies include the ICC, FPC, FEA, NLRB, Department of 

Interior, State, Treasury, ERDA, SEC, Pension Benefit 

Gu a ranty Corporation and state governments. 
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This suggests that the adjudicatory hearings may be 

complicated proceedings where the whole range of possible 

issues will be aired and ultimately litigated. However, t _he 

five-year period permitted for divestiture requires the quick 

resolution of the many actions stemming . from th_e hearings pro-

cess. 

The establishment of a special court to hear appeals, as 

provided in the Hart bill, should facilitate relatively quick 

dispositions of most of the issues, since many of the issues 

arising from a given hearing will be similar, or identical, to 

the issues produced by the other hearings. However, the Pe-

troleum Industry Divestiture Court may become overburdened by 

the number of administrative appeals filed within a short 

period of time and by the practical complexity of the issues 

it must resolve. 

Each time the FTC hearing process results in disappoval 

or modification of a plan, certain repetitions in the proce-

dures described above will have to be made. At the least, a 

compafiy will nave to reconsider its divestiture plan in light 

of FTC orders and submit a revised plan for approval. 

Figure 2. shows the sequence of events in the second 

phase of divestiture. 
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Phase III - Implementation 

. After a divestiture plan has been approved, the actual 

process of forming new companies a_nd dividing assets and lia-

bilities would begin. If a plan invol~es sale, of assets, 

buyers will have to be found and sales contracts negotiated in 

accordance with prevailing market conditions. This process 

must be carefully scheduled and spread _out over a number of 

years in order to avoid undesirable disruptions in the orde~ly 

supply of petroleum products. 

It is inevitable· that questions will arise as to whether 

the method of actual divestiture conforms to the requirements 

of the final FTC order. In some cases, it may prove necessary 

to modify the FTC order to make it conform to the changed cir-

cumstances of the market. Even if good faith compliance ef-

forts are assumed, a further delay from litigation of these 

matters may be anticipated. 

Finally, after five years and without regard to how the 

divestiture process has actually proceeded, companies will be 

liable for civil penalties if they continue to own or control 

any prohibited assets. This entails still further enforcement· 

proceedings either by the FTC or the Department of Justice. 

It is possible that some companies may have refused to 

cooperate with the FTC in any phase of the process, pending a 

definitive resolution of the major constitutional issues by 

the Supreme Court. If so, the final enforcement proceedings 
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will be complex, possibly leading to unilateral FTC decisions 

as to the quickest method of divesting with or without an ap-

proved company-drafted plan. 

Figure 3 shows the events of the third phase of divesti-

ture. 
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VII. LONG-TERM FINANCIAL IMPLICATIONS OF VERTICAL DIVESTITURE 

Historically, the rate of return on net worth for the pe-

troleum industry has been close to that of other industries. 

According to one source 1 , for the period 1965 through 1975, 

the weighted average return on net worth of u;s.-based petro-

leum companies was 13.5 percent, compared to 12.7 percent for 

all industry (excluding petroleum, transportation, finan6ial 

companies and public utilities). However, the petroleum in-

dustry average is distorted on the high side because of the 

large OPEC-induced crude and product price increases of 1973 

and 1974. For the period 1965-1972, the petroleum industry 

return on net worth wis 11.8 percent, versus 12.4 percent for 

all industry (excluding petroleum and the other previously 

mentioned companies). 

One implication is that over a lengthy period of time, 

since petroleum industry earnings have not been excessive, it 

might be difficult to attract adequate amounts of new capital 

if the relati~~ rate of return on investment for the petroleum 

industry as a whole is reduced significantly. 

If it is assumed the weighted average return on net worth 

of the companies that result from divestiture would compare 

favorably with that of industry in general, the inferred re-

turn (based on historical data) would be approximately 13 per-

1First National City Bank (New York). See Table 5. 
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cent. Exploration and producing companies might be expected 

to maintain a return higher than the average ret~rn for the 

ent~re industry as an inducement to search for natural resour-

ces in · a risky environment. 

If it is assumed that for at least some of the 18. compa-

nies1 affected bys. 2387, an integrated structure offers 

efficiencies in operations, then these should be reflecteg in 

lower costs and lower prices to the ultimate consumer than 

would be the case in a divested situation. In this conteit 

then, increases in operating costs or higher required rates of 

return on investment due to lost operational efficiencies or 

increased risks in divested companies could, and in a competi-

tive market would, be passed to consumers in the form of 

higher prices. 

Efficiency of Capital Formation 

Even if divested sectors of the petroleum industry even-

tually achieved satisfactory profits and were able to attract 

adequate capital (as is believed would happen) the question 

remains as to whether an integrated corporate structure would 

allow capital formation to proceed more efficiently than a 

divested structure, where •efficiency• refers to all costs of 

capital, including the tr~nsaction costs of raising . capital. 

1A list of the 18 companies affected bys. 2387 and 
financial data concer ning their aggregate operations are con-
tained in Appendix C. 
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The discussion below addresses this issue fro~ several 

aspects. 

After the implementation of divestiture, which could take 

many years, it would most likely be difficult for the new or-

ganizations to acquire external capital for at lea.st a few 

years, until they establish a reliable financial record. 

Therefore, divestiture would - seem likeli to inhibit the flow 

of capital and raise the cost of capital to the divested in-

dustry. This situation could possibly be offset by a program 

of U.S. Federal loan guarantees, directed subsidies or govern-

ment purchase and subsequent operation of faltering companies. 

Such a program, however, would impose costs on the U.S. econ-

omy. 

The separation of the various integrated sectors of the 

petroleum business would mean there would be no internal mech-

anism for transferring funds from cash surplus to cash short 

sectors (e.g., from production to refining, or vice versa). 

This might necessitate maintaining a higher aggregate level of 

working capital than would be required if the companies were 

not divested and consequently increase the total amount of 

necessary external financing as well as financing costs. 

Given the capital intensive, fixed cost, nature of the 

~etroleum industry, many investors put a premium on relative 

stability of operations which provides, on a continuing basis, 

adequate earnings capable of maintaining debt service. The 

exploration, production, transportation, refining and mar-

keting operations that are vertically integrated. In addi-

tion, the large size of the integrated companies gives many 

investors confidence in their ability to withstand substantial 

unexpected adversity. This large size and operational stabil-

ity can enable integrated companies to raise large amounts of 

capital on relatively favorable terms. Therefore, if divesti-

ture takes place, reduced size and potentially weakened opera-

tional stability could make financing by the segmented organi-

zations more difficult to obtain and more costly. A partially 

offsetting fac or which could provide some operational stabil-

ity after divestiture would be for the divested segments to 

enter into long-term supply contracts 1 • A series of contracts 

would seem most appropriate. For example, a refinery would 

have a greater degree of operational stability if it had long-

term contracts for both the purchase of crude oil and the sale 

of refined products, rather than agreements for just the pur-

chase of crude, or only the sale of products. 

Lenders would probably not view long-term contracts as 

providing nearly as much operational stability as an integrat-

ed structure because of risks which long-term contracts may 

not cover adequately. For example, in an integrated situa-

tion, if One part of the business, such as marketi.ng, were not 

stability of operations results from the coordination of 1However, under the Hart bill, companies may not be per-
mitted to enter intc some types of long-term supply contracts. 
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profitabl e over a period of time, th e other segments cou l d 

support t he unprofitable area until profitable operations 

could be resumed. It would be difficult for long-term con-

tracts to provide a comparable degree of stability. To do so, 

the contracts would have to assure each segment some mini~um 

level of earnings or a minimum percentage of combined earnings 

of all segments. 

It would seem that should divestiture occur, allowing 

long-term contractual relationships between the divested seg-

ments of the industry would be of great assistance, if not 

abs6lutely essential, to financing many projects, such as 

large pipelines or refineries. However, even if such con-

tracts are allowed, the creditworthiness and credit capacity 

of the segments would probably be lower, and the cost of c-api-

tal higher than in an integrated structure. 

The effect of divestiture on the ability of the industry 

to finance large projects (such as Alaskan oiL or natural gas 

transportation systems) could be deleterious. As was men-

tioned, long-term contractual relationships may offer one 

means of arranging financing for large, risky long-lead time 

projects. However, such an approach might present a problem 

because financing could become very complicated. Instead of 

dealing with several large integrated companies, which might 

have the capacity to finance the project directly, it might be 

necessary to for m a consortium consisting of a greater number 

of producing, refining, and possibly even marketing companies, 
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_in order to achieve an aggregate credit capacity large enougQ 

to bear the risks of the project. The presence of a greater 

number of non-integrated companies could make it difficult t o 

a;range financing terms and contractual obligations th~t would 

be satisfactory to lenders and the many companies involved. 

In summary_,. it appears that capital formation could be 

achieved more efficiently with the existing vertically inte-

grated structure, rather than with a government induced _ 

divested structure. 
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APPENDIX A 

s. 2387 

--- CONGRESS 

-·--- SESSION 
. s 2387 . ···•··· ·· ·····················•····•····· 

(H--.- PUl la lllt .,._ liM-9 ••~ 
U.O. pto9hW ror UW elate, 11u-
Nr, nd Niu.Ml el bill• 

IN THE SENATE OF THE UNITED STATES 

Kr. __ Phi __ li~p~A_. _Hart ___ ______________ _ 

---,----------------~------- ···-······ ·-·········-···· ...... . 

introduced the following bill; which was read twice and referred to the Committee on - ···- ·•··- ··· 

A BILL 

To restore and promote competition in the petroleum industry, and for other 

purposes. 

Be it etiacted by the Senate mid House of Represe11tatives of the United States of 

America in Congress assembled, 
That this Act may be cited as the "Petroleum Industry Competition Act of 1976." 

FINDDfGS AND PURPOSE 

Sec. 2. (a) Findings. --The Congress finds and declares that--

(1) this Nation is ccmnitted to a private enterprise system and a 

free market econ~, in the belief that competition spurs innovation, 

promotes productivity, prevents undue concentration of econanic, social, 

and political power, and helps preserve a democratic society; 

(2) vigorous and effective e:iforcement of the antitrust laws and 

reduction of monopoly and oligopoly power in the econOIIIY can contribute 

significantly to reducing prices,·unemployment, and inflation; 
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(3) existing antitrust law.• have been inadequate to maintain 

and restore effective competition in the petroleum industry; and 

(4) the extraordinary dimensions of the remedy required by 

this Act necessitate expedited judicial supervision of the divest-

itures .and attendant actions required by this Act. 

(b) PUrpose. --It is the purpose of the Congress in this Act to 

facilitate the creation and maintenance of competition in the petroleum 

industry, and to require the most expeditious and ·equitable separation 

and divestment of assets and interests of vertically, integrated major 

petroleum companies. 

TITLE !--INDUSTRY CCMPErITION 

DEFINITIONS 

Sec. 101. As used in this title--

(a) "person" means an individual person or a corporation, 

parlnership, joint stock company, trust, trustee in bankruptcy, 

receiver in reorganization, association, or any organized group 

whether or not incorporated. It does not include any authority 

of the United States or of the several States; 

(b) "control" means a direct or indirect legal or beneficial 

interest in o~ legal power or influence over another person, 

directly or indirectly, arising through direct, indirect, or 

interlocking ownership of capital stock, interlocking directorates 

or officers, or contractual relations which substantially impair 

the independent business behavior of another person; 

(c) "affiliate" means a person controlled by, controlling, 

or under or subject to convnon control with respect to any other 

person; 

(d) "asset" means any property (tangible or intangible, 

real, personal, or mixed) and includes stock in any corporation; 

-3-

(el "cocu:,c1•ce" -,ans co,-erce ·aa:>ng the several States, with the 

Indian tribes, or with foreign nations; or co,_rce in any state Vbich 

affects commerce aa:>ng or betveen a State an~. a foreign nation;. 

(fl "energy resource" means crude oil, natural gaa. liquids and 

condensate; 

(gl "refine" means to change by any operation the physical or 

chemicai characteristics of petroleum or petroleUII products, exclusive 

of the operations of passing petroleum through a separator to remove 

gas, placing. petroleum in settling tanks to remove basic lfl!diment and 

water, dehydrating petroleum and generally cleaning and purifying pe-

troleum; 

(bl "refined product" means any product, vhether liquid or gas, 

which is produced by a petroleum refinery; 

(il ",marketing asset" means any asset used in the sale and distri-

butioo of gasoline or fuel oil, including diesel and distillate,. to ulti-

mate consumers at a retail motor fuel outlet, other than the initial sale 

vith transfer of ownership to customers at the refinery. 

(J) "operate" mesns engaging in the business of selline; gasoline and 

diesel, directly or indirectly, thOUI')• any agent voo receives any convnission, 

compensation or payment because of the sale of such product; 

(k) "production asset" means --

(A) natural deposits of crude oil, or condensate and 

natural gas liquids; 

(Bl any asset used primarily in the exploration for, 

development of or production of an energy resource 

including, but not limiteu to, an interest in real 

property, whether or not such real property is de-

veloped or undeveloped; 

(Cl ~eoloP,ical and geophysical information; and 

(D) any interest in an energy resource produced by 

others; 

(ll "refinery asset" means any asset used in the refinin~ of an 

energy resource; 



( m) "transportati on asset" mPans nny asset used in the tran!;por-

tation within the United States by pipeline, or gathering line of 

crude oil or refined product; 

(n) "maj,or marketer" means any person which, durinp, the calenclar 

year 1974 or in any subsequent year, alone or with affiliates, _market.ea 

or distributed 110,000,000 barrels of refined product _within the United States. 

( o) "major producer" means any person which, during the calendar-

year 1974 or in any subsequent calendar year, alone or with affiliates, 

produced within the United States either a total of 36,500,000 barrels 

of crude oil, condensate and natur~ gas liquids, or whose interest in 

crude oil, condensate and nat,µ-al ~as liquid production totalled 36 ,500,ooo· 

barrels; 

( p) "major refiner" means any person which, durinr, the calendar 

year 1974 or in any subsequent calendar year, alone or vith affiliates, 

refined within the United States 110,000,000. barrels of refined product, 

including that . refined by another refiner under· a processing agreement; 

· ( q) "petroleum transporter" means any person which transports. crude 

oil or refined product by pipeline in commerce; 

(r) "Outer Continental Shelf" means all submerged lands lying sea-

ward and outside of the area of lands· beneath navigable waters as defined 

in section 2 of the Submerged Lands Act (67 Stat. 29) and of which .the 

subsoil and seabed appertain to the United States and are subject to its 

jurisdiction and control; 

(s) "State" means any State of the United States, the District of 

Columbia, the Commonwealth of Puerto Rico, the Virgin Islands, Guam, and 

the Trust Territory of the Pacific Islands, and the Outer Continental Shelf; 

( t) "Commission" means the Federal Trade Commission; and 

( u) ''prohibited asset" means any marketing asset, production asset, 

refining asset or transportation asset,the retention of which is orohibited 

by section 102 of this Act. 

UNLAWFUL RETENTION 

Sec~~Q.~- - Notwithstandin~ any other provision of law, five years 

after the date of enactment of this Act, it shall be unlawful --

(a)(l) For any major producer to own, or control,any interest 

in any refinery a~set, transoortation asset, or market-

- 5 -
(2) For any petroleum transporter io own ar control any interen 

in any production asset, ref_inery asset, or nmrketing auet; 

(3) For any major refiner or aajor 1Brketer to own or control 

any interest in any production asset or transportation 

(b) For any person who owns any refini11g asset, productiai asaet, or 
l 

marketi11g asset to tranaport any energy reaource in which he laa 

any interest, by means of any tranaportation aaaet in which he tall 

any intereat. 

UNLAWFUL OPERATIOR 

Sec. 103. Upon enactment of this Act, it shall be·un1awtu1 tar &IQ' 

refiner to operate, either directly or indirectly, any DBrketiog wllich 

it did not operate prior to January 1, 1976. 

EX»IPTI<llS 

Sec. lo4. 

(a) The Cc.aiaaion nay exeiq,t from the operation of aection 102 Ult 
prohibited assets, the market value of which 1a five millic:n doll.an 

or less and which were acquired prior to .January 1, 1976, where the 

retention of such assets will be conaonant with the pu-poaea of tbia 

Act and wil1 have no significant adverse effect on caapetitiai. 

(b) In order to facilitate the of this section, the CaaiHion 

ia authorized to exempt any corporatiai formed or reorganized a 

result of compliance with this section from the contained 

in section 8 of the Act of October 5, 1914 (38 Stat. _ 732; 15 u.s.c~ 
19) for a period not to exceed one year. 

REFOR'l'S 

Sec. 105. Each person subject to sectLn :J,02 and such other persons u a.y 

be designated by the COlllllission, shall within one hundred and twenty days from 

the date of enactment of this Act, unless extended by order of the Cc.aission, 

and at such other times subsequent thereto as the Camnisaiori may deaigmte, file 

wit~ the C011111ission such information .and reports about the asaets of such peraai 

and such other reports as the COlllllission nay require. 
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ENFORCEMEIIT 

Sec. 106. 

( a) The Comr.,ission, in nccordru,ce with such rules, regulation~ 

or orders as it deems appropriate to carry out the purposes 

of this Act, shall require each person subject to the pro-

visions of Section 102 to submit within eighteen months of 

the date of enactment of this Act,a plan or plans for di-

vestment of the prohibited assets. If, after notice and 

opportunity for hearings- as provided under section 554 of 

title 5, United States Code, the Commission shall find the 

plan, as submitted or as modified by Commission order, 

necessary or appropriate to effectuate the provisions of 

this Act and fair and equitable to affected persons, the 

Co111111ission shall approve the plan by order and shall take 

all necessary actions to enforce the plan; except that no 

plan shall be approved which will not substantially accom-

plish divestment of prohibited assets by any 

major producer, major refine~ or petroleum transporter on 

or before five years from the date of enactment of this Act; 

(b) The Commission shall institute suits or actions only in the 

Petroleum Industry Divestiture Court established under title 

II of this Act, for such relief as is appropriate to assure 

compliance by any person with this Act, including, but not 

limited to,orders of divestiture, declaratory Judgments, 

mandatory or prohibitive injunctive relief, interim equitable 

relief, the· appointment of temporary or permanent receivers 

or trustees, civil penalties, and punitive damages for will-

ful failure to comply with lawful Commission orders. 

(c) In carryinr out the provisions of this Act, the Commission is 

authorized to utilize all powers conferred upon it, and all 

__ s.anctions associated therewith, by any other provision of law. 
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PENALTIES 

Sec. 107. 

(a) Any person who vi~latea any provision or this Act shall for-

feit and pay to the United States a civil penalty or not 

more than $100,000 in the case of an individual, or not 

more than $1,000,000 in the case of a corporation. Such 

penalties shall accrue t6 the United States and may be 

recovered in a civil action broup;ht by the Commission. 

Failure to obey any order or a court pursuant to this 

Act shall be punishable by such court as a contempt or 

court. 

(b) Any person who violates a 1-ru1 order or the Commission 

issued pursuant to this Act shall forfeit and pay to the 

United States, for each violation, a civil penalty or 

not more than $100,000 which shall accrue to the United 

States and may be recovered in a civil action brolll':ht 

by the Commission. Each separate violation of such an 

order shall be a separate offense, except that in the 

case of a violation through continuing failure or ne-

glect to obey an order of the Commission, each day of 

continuance of such failure or neglect shall be deemed 

a separate offense. 

TITLE II--PEI'ROLEUM INDUSTRY DIVESTI'IURE COORT 

ESTABLISHMENT 

Sec. 201. There is hereby created a court of the United States to be known 

as the Petroleum Industry Divestiture Court (hereinat'ter referred to in this 

title as the "court") which shall consist of three or more judges to be desig-

nated by the Chief Justice of the United States from judges of the United States 

district courts and circuit courts of appeals. 



JUDGES 

Sec. 202. The Chief Justice of the United States shall designate one 

of. such judges as chief judge of the court and may from time to time, desi1<-

nate additional judges for such court ard revoke previous designations. The 

chief judge may, from time to time, divide ·the court into divisions of three 

or more members and any such division may render judgment as the judgment of 

the . court. 

REFERENCE JURISDICTION 

Sec. 203. The court shall have the powers of a district court with respect 

to the jurisdi.ction conferred on it by this Act. The court or a panel thereof 

~. at any stage of a proceeding under this Act, refer the proceeding or any 

part thereof or any issue therein to a referee in bankruptcy to hear and determ-

ine any and all matters not reserved to the court or panel by this Act, or to 

referee as a special master, to hear and report generally or upon specified 

me.tters, or to a special master for such action w.ith respect thereto as the 

court or a part· thereof may direct. 

TRANSFER JURISDICTION 

Sec. 204. (a) A single judge or panel of the court may exercise all 

functions of the Judicial Fanel on M.utidistrict Litigation as provided under 

section 1407 of title 28, United States Code, with respect to any matter before 

the court. 

(b) The Judicial Panel on Multidistrict Litigation shall exercise no 

function with respect to any matter before the court. 

GENERAL JURISDICTION 

Sec. 205. The court shall have exclusive jurisdiction, without appeal 

except as otherwise provided in this Act, of all actions and suits brought 

under this Act or ,hich relate to any matt~r affected by the operation of this 

Act and the resolution of which is necessary to the expeditious implementation 

of any provision of this Act or of any divestiture required by this Act. 

RULES 

Sec. 2o6. The court sh~ll exercise its powers and prescribe rules 

governing its procedure in such manner as to expedite the determination of 

cases of which it has jurisdiction under this Act. 

APPEAL 

Sec. 207. The court may fix and establish a table of costs and fees 

to be approved by the supreme Court of the United States but the costs anci 

fees so fixed shall not exceed with respect to any item the costs and fees 

charged in the supreme Court of the United States. Within thirty days a:rter 

entry of a judgment or order, interlocutory or final, by the court a petition 

of a writ of certiorari may be filed in the· Supreme Court of the United 

States, and thereupon the judgment or order shall be subject to review by 

the Supreme Court in the same manner as a judgment of a circuit court of 

appeals of the United States. The Supreme Court shall advance on the docket 

and expedite the disposition of all causes filed therein p.,.rsuant to this 

section. The court and the Supreme Court upon review of Judgments and orders 

of the court have exclusive jurisdiction. Except as provided in this 

section, no court, . Federal, State, or Territorial, shall have jurisdiction 

or power to consider aey appeal involving any action or suit brought under 

this Act or any matter affected by the operation of this Act and the resolu-

tion of which is necessary to the expeditious implementation of aey provision 

of this Act or any divestiture required by this Act. 

CLERK AND EMPLOYEES 

Sec. 208. (a) The court may appoint.a clerk who shall be subject to 

removal by the court. The court may appoint or authorize the appointment of 

such other officers and employees in such number as may be approved by the 

·Director of the Administrative Office of the United States Courts. 

(b) The officers and employees of the court shall be subject to the 

removal by the court or, if the court so determines, by the clerk or other 

officer who appointed them, with the approval of the court. 

(c) The clerk shall pay into the Treasury all fees, ~osts, and other 

monies collected by him and make returns thereof to the Director of the Admin-

istrative Office of the United States Cous;ts. 

LAW CLERKS AND. SECRETARIES 

Sec. 209 The judges of the ccurt may appoint such law clerks and 

secretaries as may be necessary. 
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LIBRARIAN, MARSHAL, AND BAILIFFS 

Sec. 210. (a) The court may appoint a _librarian and necessary library 

assistants who shall. be subject to removal by the court. 

(b) The court rm.y appoint a marshal, who shall attend the court at its 

sessions, be custodian of its courthouse or chambers and offices, have super-

vision over its custodial employees, take charge of all property of the United 

States used by the court or its employees, and perform such other duties as 

the court may direct. The narshal shall be subject t _o removal by the court. 

The mrshal, with the approval of the crurt, nay employ necessary bailiffs. 

Such bailiffs shall attend the court, preserve order, and perform such other 

neces$&ry duties as the court or marshal may direct. The bailiffs shall receive 

the same compensation as bailiffs employed for the district crurts of the 

United States. 

SF.AT 

Sec. 211. · The principal seat of the crurt shall be in the District of 

Columbia. The court may sit at such times and places within the United 

States as the court may deUgnate. 

SEAL 

Sec. 213. The court shall have a seal which shall be judicially noticed. 

SESSIONS 

Sec. 214. The time and place of the sessions of the court shall be 

prescribed by the chief judge pursuant to rule of the court. 

CONFLICTS 

Sec. 215. No judge of the court, receiver in bankruptcy or special 

master shall hear or determine any matter in which he has a conflict of interest. 

APPROPRIATIONS 

Sec. 216. There are authorized to·be appropriated such sums as may be 

necessary to carry out the purposes of this Act. 



APPENDIX B 

PROFORMA FINANCIAL STATEMENTS 

Pro Forma Financial Statements 

The tables in this Appendix present proforma financial 

statements aggregrated for . the_ gtoup of 18 companies effected 

by proposed divestiture legislation. Aggregate information 

covers both foreign and domestic operations. The firms 

included are: 

0 Amerada Hess 

0 Ashland 

0 Atlantic Richfield 

0 Cities Service 

0 Continental Oil 

0 Exxon 

0 Getty/Skelly 

0 Gulf 

0 Marathon 

0 Mobil 

0 Phillips 

0 Shell 

0 Standard Oil of California 

0 Standard Oil of Indiana 

0 Standard Oil of Ohio 

0 Sun Oil 

0 Texaco 

0 Union Oil of California 
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r.;URKENT DOLLARS - '+/2.6/76 

FlNANCIAL Al\!t,L YSIS IIF A GKOUP OF 
l.IGHTE.l.N Pl. TKULt.UI I COMPANIES 

lMlLLIUN UOI.LAHSl 

SUMMAl(Y HJl,;OM[ :;TATEMENT 

1%!:I 1%6 1%7 1968 1%9 l'HO 1971 1972 1973 197'+ 
0 

HEVt.NU[S: 

GRliSS OPERATING 
RlVE.tJUE 40,'+22 4'+,658 50,375 54, ':,j'3tl 60,875 66,362 e3,'+1:13 91' 177 115,423 204,404 

NUN-OPl.KA TI l'lG 
REVEtJU£ 1, 01 'f.j 1,173 1,256 1,522 1,908 2,0'+6 2,55'+ 1,830 2,598 4,352 

TOTAL REVE.NUE 1H, '+'+0 '+5,831 51,631 56,019 62,783 68,'+08 86,036 93,007 118,020 208,755 

DEOUCTIONS: 

01-'EKi\ TING COSTS 
Mm EXPE.1~SES i0,061 33,0'+'+ 37,205 '+0,'+57 i,5,076 '+8,791 60,953 65,'+72 80 .321 150,599 

T ;\X l.S OlHE:R THAN 
INCOr-: E TAXES 1,668 1,866 2,287 2,56l -,,373 i+,199 4,275 '+,896 5,951 6,871 

HRITE OFFS 3,567 3,850 '+,167 '+' !:15'+ '+,888 5,282 6,25'+ 6,63b 7,288 8,£.86 

INTt.REST t.Xi-'ENSE 291 360 '+70 663 895 1,040 1,303 1,440 1,611 1,855 

OThlR Ct-iAKGt:S 27 12 2 0 o o- 23 21 36 14 

TOTAL ot::oucnur,s 35,613 3'3,161 44,130 '+8,236 5'+,231 59,312 72,808 78,'+70 95,208 168,024 

NET INCOME BEF TAXES 5,827 6,700 7,'+9!:> 8,28'+ 8,552 9,096 13,228 llt,537 22,813 40,731 

ES1 II -J C UM[ TAXES 1,62'+ 2,029 2,33J 2,703 2,950 3,534 6,422 7,996 12,080 25,668 

MlNOR11Y lNTEREST 72 77 76 71 101 % 206 221 326 559 

NET INCOl'll AFTER I AX 4,131 '+,594 5,086 5,497 5,486 5,'+66 6,600 6,320 10,407 · 14,50'+ 

EXTl,AOKl.l INCOME 0 135 2- .3 170• l 157• 292- 75 181 

l\l(T Hi(C,Mt. AFH.R 
t..XTR AOROli'IAi( Y ITEM 4,131 4,729 5,08'+ 5,500 !:I , -315 5,467 6,4'+3 6,028 10,482 14,685 
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F .!.iM1\ll: 1 AL. ANALYSIS ( ,f A GHOUP OF 
t.IGH fEt:..N PL. T KULc.Uf 1 :OMPANIES 

IMILLIUN OOILM<S) 

SUl"IMARY 8ALAN< t:. SHt.E.T 

1%5. 1966 1967 l'J68 1969 1970 1971 1972 1973 1'174 

ASSt::TS: 

CURKENT ASSETS 
CASH 1,465 1,677 l,83j 1.718 1,905 1,890 2,997 3,192 4,.338 6,472 
:'lKTt:lL SECURlTIES 2,811 2,737 2,'JOO 3,692 3,212 3,383 3,7.H 4t30::i 7,218 9,969 
,\CC & NO!t.S REC'BL 7,180 8,624 9,794 10,829 ll,994 l2,Y79 16,317 18,231 22,795 31,462 
H JVE.NTOKIES 4,410 4,845 5t4lj 5,1::46 6,268 6,990 9,511 'J,39'J 11,745 21,752 
OTHER 7 25 22 266 294 375 4tl9 370 494 653 

TCT/\L CUR ASSE.TS 15,764 17,908 l9,96j 22,352 23,672 25,&17 33,048 35,496 46,590 10,;;oa 

11\IVLS T II, ADVANCES 2,478 2,663 3,0.H 3,789 '+.320 4,958 7,128 7,.398 7,812 7,956 

NET PKOPE.K TY PLANT 
AND U.JUIPM£NT 32,067 35,464 40,030 45,&80 51,028 54,469 65,109 67,472 71,272 80,615 

UTHt.K AS!:>t::.TS l,40', 1,555 1, 72::> 2,135 2,616 2,477 3,274 3,560 3,408 3,824 

TUT AL ASSETS 51,792 57,596 64,751 73,955 81,636 87,521 108,558 113,925 129,082 162,703 

LlAl:HLITlt.::i 
AND Nt.T WUKTH: 

CUi<KENT Ll t\ 6ILIT IE.S 
/ICCU W, TS PAfABLt. 3,837 4,651 5,09tl 5,720 E,374 6,652 9,624 ll, 139 1&,019 27,289 
NOTt.S & LOA i,S PAYB 1, 081:3 1,683 2,067 2,324 ~, 097 3,482 4,295 4,573 3,566 5,7?,', 
T/\Xt.S PAYPBLL 2,223 2,681 2,&21 2,152 3,068 3,686 4,406 4,61& 6,43'+ 9,923 
OThE. H 1,100 1,092 1,451 1,82& 1,959 2,008 2• 577 2,743 3,6'+5 1+,61:,1:, 

TUT ,1L CUR L!At3IL 8,241:3 10,106 llt25b 12,&27 .4,'+99 15,828 20,902 23,070 29,664 47d)l2 

LO ~ (; T [ R;"l D(BT 5,273 &,551 8,410 11,0'+3 :.2, 314 13,878 17,334 17,919 18,656 20,761 

0 f H, KESlKVES/CRE.DIT 1,424 1,5&9 l,'JOO 3,57j ~,S79 '+,232 5,366 6,284 7,&29 9,871 

Ml f,i UKlTY l NTEKE.ST 743 795 861 892 9'+1 995 2,360 2,353 2,'+97 2,964 

::;t-t,uK;:.H OLDt.KS' EQUITY 
PKE.F[HKt.u 219 206 311 379 ~75 1,190 302 296 283 303 
CUMl'10fli 35, 88::> 38,325 42,0lU 45,441 '+9,528 51,398 62,294 6'+,002 70,353 60,992 

TU TA L E~t.J!TY 36,lll'+ 38,2/5 42,322 45,81', 49,903 52,088 62,5':16 64,298 70,&37 81,~95 

TOTAL LI/\SlLIT lE.S 
ANU Nt::T l'OKTH 51,792 57,596 64,751 73,955 ,31, 636 87,521 108,558 U3,92t> 129,082 162,703 
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r-11\iANClAL /lf\JAL YSIS 01: A GHOUP OF 
t.luHTEt.N Pt.TKULELM COr1f'ANIES 

""'\ 
( f"IJLLIUN UCL1.Af<Sl 

:SUMMAHY SOUKCt. Af~C tJSE. OF FUNDS 
- , 

1965 1966 1967 1Y68 1969 1970 1971 1972 1973 197'+ 

SUUKCt. OF FUNUS: 

C/\SH EAKNHJGS 7,819 8,551 9,lfO:> 10,408 10,881 11,186 13,217 13,3'+2 18,829 25,288 

LONG TEKM 
DUH ISSUi:O 1,0'+2 1,82'+ 2,2'+5 3,580 2,528 3,236 lf,065 2,853 2,926 '+,099 

PKEFtRKt.U & COMMON 
STOCK ISSUED 73 lH 257 38b 2'+'+ '+01 117 161 '+11 107 

SALE OF A:SSt.TS AND 
OTHER TKANSACTIONS 389 '+87 734 402 78'+ 575 496 1,856 2,077 3,615 

TOTAL SOURCE.S 9,323 11,056 12,640 14,781 14,437 15,398 17,896 18,212 24,2'+2 33,109 

USE OF FUNDS: 

Cl<PITAL 
EXPU,OI TUKES 5,908 7,242 8,170 9,184 9,'+39 9,331 11,367 11,524 12,672 19,795 

li~VlSll"lt.N I ANO 
AUVM,Ct:.S 274 470 374 085 071 '+89 719 496 '+59 820 

OIVlOENuS TO 
S HAK EK.S 2,129 2,305 2t518 2,782 !,994 3,076 3,'+02 3,'+21 3,1:162 '+,229 

lJlV!CENDS TO 
l"iliWRl TY li'J rERESTS 51 !:14 5b 60 61 61 163 106 152 186 

LONG TEKl'i 
Oc:Bi Kll lKt:U 324 678 54':t Yi+8 L, 791 1,679 1,672 2,264 2,3'+0 2,'+11 

PKEF [KHt::.U & COMMON 
STOCK Ri:.l"lHE.O 292 · 101 75 104 132 147 121 121 455 98 

TOTAL WSES 8,963 10,751 11,734 15,76~ '388 1&+,783 17,443 17,'332 19,7'+1 27,5'+0 

l:HMJGl IN 
\~ ORKING CAPITAL 340 285 '305 l,0lB j51• t>l5 '+53 280 4,500 5,56'3 
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1-.1.NAi\JClAL. Af'JhL YSlS c r I\ GKOUP OF 
t::..IbHTU: .. N Pt:.. TtWL.t:.Ur . :uJV1PANIES 

(MlLLlON l)Ql I. \kS I 

lNCOI',[ STATf M:.1.1 

1%5 1%6 1967 1%B 196'3 1'370 l '371 1'372 1'373 l'J7'+ 

bf<OSS OPE.Ki\ TING 
HEVl:.l~UE ( l:.XCLUOING 
SALLS & t.XCISt:. TAXI 

Ct{UUE 8. KE.FINED 34,0bB 36,'324 41,501 44,93'+ 49,687 54,28'3 68,'JOl 75,701 '36,078 1771049 
NAlURAL GAS l 14 73 1,6.06 11690 1,887 21156 2,446 2,889 31524 4,075 51321.j, 
CHE.MICAL ~iWDUCTS 2,'J'+3 5,400 3, tl.:>l 41'+0-J 4,922 4,924 6,057 (,. 940 8,464 131761 
OlHl:.R l,8B2 ,,562 3,352 3,718 4,110 '+1703 5,636 &,012 61805 8,270 

r OT /,L OP KEV 401422 44,658 501375 54,9'38 1,0,875 66,362 83,'+B3 91,177 115,'+23 204,'+04 

NONOPLRA T 1NG KEVENUE 

OlVlOENUS 693 778 780 !HO .i: U 8 438 398 107 llG lf,O 
I NH.REST 213 258 26'J 33c 445 479 668 615 853 1,720 
SALL OF ASSETS 3';1 '+2 3'+ 40 57 !.J7 5'J 3B 37 28 
Ec.lUl TY INCOME 0 4 37 489 968 'Jl8 1,221 84 7 1,299 2,060 
OIHl:.R INCOME. 75 95 13b 147 231 175 228 224 292 383 

TOTAL NON-OP k£V 1,019 1,173 112:ib 1,522 1,908 2,0'+6 2,554 1,830 21598 '+,352 

TOlAL Kt.VENUE ltl,440 45,831 511631 56,ol'J &21783 68,lt08 861030 931007 1181020 2081755 

OED UC f IONS 
OPEKt,T ll'JG CUSTS 
ANU F.Xl-'ENSES 30106.l 3.3,0'+'+ 371205 '+01't57 .1+5,076 48 1 7'31 601953 651472 80,321 1501599 

HIXl:.S UfHER THAN 
1r~c;u 1•1 E I iiXE::i 11668 1,866 21287 21562 3,373 '+1199 41275 4,896 51951 61871 

i,JKl TE-Uf-FS 
DEPRl/UEPL/AMORT 2,717 21970 31290 31041 31855 '+1227 5,142 514.33 61011 61732 
CA NCELLLO LEASES 282 295 30::> 321 40.:! 39'+ '+2b '+32 529 793 
DHY HULE. COST::i 5.36 559 57l 570 637 o.33 63'+ 738 756 11180 
OlhE.H 32 2c ::,- 21 &• 29 5.3 32 8-"··, 20-

TOIAL 3,507 .),850 41H,I '+1554 '_+1688 5,282 61254 b,63t> 71288 81686 

I IHl:.RlST t:..XPE.NSE. 291 360 47::, Ei63 895 110'+0 11303 11445 11611 11855 

OIW::.R CHAKGES 27 12 2 0 0 o- 23 21 36 l '+ 

TOTAL DE.DUCIIONS 35,613 39,131 '+4,13::> 48,230 541231 59,.312 721808 781470 951208 168102'+ 

,\ 
I. J 

I , 
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111ET WCOl"ll 8EF TAXES 
l MlNORl rY lNTERE:ST 

J.NCUl"lt:. TAXES 
FlUt.RAL 
SlAIE ;, FDRllGN 

TUTAL ll\lCUME TAX 

MlNOKJ. TY 1N I EK EST 

NET INCOl•lt. BEF 
t.XTRJ\Ofii..iINARY ITEM 

-OOME:STIC 
-F OR/\~E.S T HEMlS 
-f-OR/t.AST HEMlS 

l:.XH{AORO lNC01"1t.--NE. T 

NET rncoME AFTER 
t.XTRAORD lNCO,"IE 

:SALt.S & t.XClSI:. TAXES 
NOT INCLUUEO ABOVE: 

1%5 

5,827 

407 
1,217 
1,624 

72 

4,131 

2,767 
498 
806 

0 

4,131 

6,LSl 

190& 

&,700 

636 
l,423 
2,029 

77 

4,534 

3,216 
485 
8'Jj 

135 

4,729 

6,583 

PAGI:. 2 

f J.NANC!AL /\l'JAL YSlS Or I\ GROUP OF 
£.lGHTEt.N l't. Tt<OLt.Ul"I COMPANIES 

(MILLIUN JOLLAKS) 

J.NCOl'IE :Sfl,H.Mt:.NT 

1961 l ';168 l';,69 1970 1971 1972 1973 1974 

7, 49::i e, ;mi+ 8,552 9,096 13,228 14,537 22,813 40,731 

670 768 900 1,055 929 874 1,375 2,250 
1,66j 1, ';13:> 2,u5o 2,479 5,493 7,122 10,706 23,418 
,,33j 2, 70.3 2,950 3,o.34 6,422 7,991:, 12,080 25,668 

76 71 101 96 206 221 .326 559 

5,08& 5,497 5,486 5,466 6,600 6,320 10,407 14,504 

3,54:i 3,771 j,b93 3,491 3,344 3,474 3,891 6,131 
598 1,758 696 743 1,179 917 1,644 1,696 
94j 1,094 110'":17 1,232 2,077 1,928 4,872 E,,676 

2- 3 170- l 157- 292- 75 181 

5,084 5,500 5,31!::I 5,467 6,4'+3 6,028 10,482 14,685 

71220 8,291 9,IH3 15,287 16,783 19,563 20,338 
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F li\lAI\ICIAL ANALY!:;IS OF A GKOUP OF 
1:.IGHTE.lN PlTKOLlUM COMPANIES 

(MILLIUN UOLLAHSI 

BALAI\ICI:. SHll:.T 

1965 1966 1967 . l ':168 1969 l ':170 1971 1972 1973 1974 

<.;UR KENT A:SSET:::i: 
CI\SH l,4t.5 1,677 1,835 1,718 1,905 1,890 2,997 3,192 4,338 6,472 
MK Tl:JL S1:.CUR! TIES 2,811 2,737 2,900 3,e92 3,212 3,383 3,734 4,305 7,218 9,969 
ACCIS & NOTl:.S RlC 7H8U 8,624 9,794 10,829 11,994 12,979 16,317 18,231 22,795 31,462 
HJVlNTOKH.S: 

CKUOt:. & PKODUCTS 3,702 4,155 4, t.26 5,012 5,37'+ 5,968 8,144 8,080 10,326 19,190 
MATL!:; & SUPPLIES 623 632 &81 730 78t> 873 1,168 l,13e 1,256 2,339 
0TH. Ml:.RCr1i1NOlSE 85 58 lu6 104 107 148 199 185 162 223 

TOT INVENTOKY 4,410 4,845 5,415 5,846 E, 268 6,990 9,511 9,399 11,745 21,752 
OTHl:.R 7 25 22 266 294 375 489 370 494 653 

TOTAL CUK A!:;SETS: 
Qui"ll:.ST IC 10;505 11,530 12,614 13,730 H 941 16,018 15,959 17,311 19,996 NA 
FOHl:.IGN 5,271 6,378 7,349 8,622 tl 758 9,599 17,089 16,195 26,595 43,239 

TOTAL CUR ASSl:.TS 15,764 17,908 19,965 22,352 23 672 25,&17 33,048 35,'+96 46,590 70,608 

INVFS T & ADVANCES: 
ou1•1ESTIC 481 666 8'+1 1,.351 l 431 1,596 1,654 1,563 l,o78 2,005 
FOKlJGN 1,990 1,797 2,195 2,438 2,862 3,362 5,474 !:>, 830 6,234 5,':i51 

TOTAL 2,'+78 2,663 3,034 3,789 4,320 4,958 7,128 7,398 7,812 7,956 

PROPi:.HTY/PLANl/EQUIP 
(LJ(Jl"IE.Sf !Cl 

GROSS HJVlSl,"llNT: 
PRUUUCTlOi\l 25,358 26,649 28,774 31,50';:j 34,394 35,575 36,154 37,605 40,637 46,819 
TRANSPORIATIOl\i 

CRUUE & PROU PIPES 2,519 2,278 2,463 2,047 2,947 3,186 3,388 3,517 3,649 4,603 
l'J GAS TKANS1•;ISSION u 320 31+6 377 391 405 481 485 499 519 
MAR lfJE 592 614 68b 819 928 986 971 776 921 914 
or 1-1t:.R 264 300 34 => 360 i.o o 413 413 42:> 465 · 468 

TOT TKANS 3,375 3,585 3,841 '+,,02 4 666 '+,990 5,253 5,200 5,533 6,505 
PRUCE.SSHJG 10,157 11,362 12,796 14,003 l=> 703 16,927 17,619 18,001 18,689 21,060 
MAHKE T HJG 6,203 6,935 7,783 8, ol!:i 9 813 10,65'+ 11,685 11,651 11,792 11,508 

OfHlR 1,134 1,397 1,679 1,87U 2 159 2,397 2,611 2,618 2,753 3,359 

TUT GKOSS INVlST 46,265 49,927 54,873 60,100 6b 736 70,543 73,323 75,074 79,404 89,,50 

ACCU M RESE.HVES: 
PROUUCTlON 13,093 13,789 14,8'+6 15,430 lb,816 17,761 18,404 18,965 20,134 22,142 
TR Af,! SPOR I AT ION 

CtWUE & PROU PIPES 1,'+26 1,355 1,422 1,001 1,622 1,682 1,721 l, 7'+ 7 1,776 1,886 
rJ GAS THANSMISSION 0 125 13b l4t> 15'+ 167 208 216 231 247 
f',AH l !~ E 32=> 30.: 391 468 494 520 52& 394 021 536 
OTHE.R 130 140 181 152 18'+ 189 188 197 203 195 



CURRENT UULLAKS - l+/26/76 PAGE 2 

- rJ.N.'\l'JClAL ANALYSIS )F A GROUP OF 
t:.:lbHTEt.N Pt.TKOLt.U, COMPANIES 

IMILLlUN UO .L AKS I 

BALANCi:. S tt. E. T 

1905 1966 1%7 l'J68 l'H,9 1970 1971 1972 1973 19H 

lUT rnANS 1,881 2,051 2,121 2,207 2,453 2,558 2,643 2,554 21730 21864 
PRUCt.SSlNG 5,893 61230 6168.1 7,055 7,722 8,185 8,419 8,635 91016 91796 
MAKKE. TING 2,261 2,415 2,58'J 2,b71 2,'.192 3,177 3,514 3,524 31730 31792 
OTHER 451 533 591 b67 776 855 931 847 944 11127 

TOT RESEKVf.S 23,580 25,011 26183.1 28,095 30,760 32,536 33,911 341525 361555 391720 

NET lNVt:.:S I Mt.NT: 
PROUUCTIUN 12,264 121860 13,925 16107'.1 171576 17,814 17,751 18,639 20,502 241077 
TRAN::iPOR TA TION 

CKUUE & PROU PIPES 11092 923 l,041 1,146 ] I 325 1,503 1,667 1,770 1,873 2,718 
N GAS TKANSMISSlON 0 194 212 231 237 238 273 267 268 272 
M 1111 I f~ E 267 262 294 j51 434 466 445 382 400 378 
OTHE. R lo!;i 160 16'+ 208 217 224 225 227 262 273 

TUT TKANS 1,49.3 1,534 1,720 1,'J3b < I 213 21432 2,610 2,646 2,803 3,641 
PROCt.SSWG 4,303 5,132 e.,11.1 6,949 i , 981 8,743 9,200 91367 9,673 11,264 
MAKKETil~G 3,942 41520 51194 5,838 E , 822 71477 8,171 81127 8,062 71716 
OTHt:.:K 682 864 1,087 1,204 l 1 383 1,51+2 1,680 1,771 11508 2,233 

TOT NET INVEST 22,685 24,915 28,040 32,004 35,976 381007 39,412 40,549 42,848 49,531 

~ROPLKTY/~LANf/EQUIP 
(rOKEIGNl 

GKOSS If, V t.S r Mt. i~ T: 
PRUUUCT1UN 7,036 7,944 tl I 56tl 9154'J 10,300 111 092 141808 15,467 16,.351 l81001t 
TRA~iSPUH TATION 

CtWUE !l. ,-;r(QQ PIPES . 604 565 6HI 664 02 0 81/9 977 1,140 1,146 1,091/ 
N Gt\ S T K ANS t•1 I SS l ON 0 37 3tl 3'J 3 4 18 17 22 32 
MAH I !\, [ l,b09 1,673 11e51 2,190 2,399 2,712 4,226 4,746 5,748 61cl8 
O lh E.R 11 12 ~3 22 26 31 jj 30 33 37 

IUT TKMIS 2,22 4 2,2b8 2,bOb 21'i3:> 3,248 31595 5,255 5,93U o,':149 7, '::180 
PRUCt. s srnG 3,&92 4, 4,40 5, Gti I 5,764 01 371 7,116 13,161 13,481 14,084 15,121 
MM{KE T IriG 3, 261 - 3,762 4d6B 4,68B :i,090 5,~03 91728 9,981/ H,,171 10,474 
OTHER 4o2 389 441 419 458 522 11189 1,397 1,231 1,312 

TOT GKOSS INVt..ST 161656 18,822 21,0G'J 23,375 25,468 271828 44,142 401267 4&,820 · 521691 



C.:URKENT 00LLAKS - '+/20/76 PAGE .s 
F .lNANC.:.lAL M;AL YSIS JI A Gk0UP OF 

t.IC;;HT[LN 1-'LTKULLU"I C01'11-'ANIES 
IMlLLIUN U0-1.At(S) 

bALANC:t:: Sil.ET 
(CONT HJU;..111 

1965 196& 1967 1968 1969 1970 1971 1972 1973 197'+ 

ACCUr't aESt.KVES: 
PRuUUCTIUN 3,274 3,819 '+,09.3 4,.397 4,693 5,094 7,002 7,389 8,041 8,'+70 
TRANSP0KT AT ION 

CtWU[ & PK00 PIPES 295 262 278 .302 348 390 420 463 494 512 
N GAS Tt<ANS1"1ISSl0N 0 10 1.3 14 0 1 3 3 4 6 
MAKI~,E 550 617 7U'+ b75 884 982 1,502 1,637 1,674 1,871 
0THE.R 3 3 52 17- 12 13 l 9 22 6- 9-

l uT Tt<ANS 848 892 1, 04 / 1,174 1,245 1,38& 1,944 2, 1°24 2,166 2,380 
Prt0Ct.SSING 1,778 2,031 2,23'/ 2,.347 2,527 2,768 5,426 5,494 5,804 6,303 
MAKKL TING 1,232 1,389 1,59.3 1,b8p 1,820 1,954 3,714 3,811 9,983 4,240 
0THU< 308 137 110 100 130 164 359 527 370 415 

TUT HUiEKVES 7,202 8,267 9., 07';1 9,69';1 10,41!::> 11,366 18,445 19,345 20,396 21,807 

NE.T HJVLS I Ml NT C 
1-'F<UDUCTI0N 3,761 4,125 '+,475 5,151 5,607 5,998 7,80& 8,078 8,310 9,53'+ 
TKAtJSP0t\ TA f ION 

CKUUf /$, PK0U PIPES 30 9 304 340 382 '+72 458 557 677 653 582 
N GAS THANSMlSSI0N 0 27 2::i 24 3 3 16 14 17 26 
MAKHJE 1,059 1,057 1,15.3 1, 31::i 1,515 1,731 2,724 3,109 4,075 4,947 
0THE.R 8 9 41 39 13 17 14 14 39 45 

TOT TKANS 1,377 1,396 1, 55'::I 1, 761 2,003 2,209 3,311 3,314 4,784 5,601 
PROCESSING 2,115 2,409 2,851 3,'+37 3,644 4.348 7,156 7,9e7 8,280 8,818 
l'iAKKL TING 2,028 2.373 2,77':J 3,008 3,270 3,548 6,014 6,174 6,188 6,234 
0TtlE.K 174 252 331 .319 328 358 830 870 b62 897 

10! ~JET INVEST 9,45!:> 10,555 11,990 13 1 b76 .lti, 052 16,'+62 25,6'J7 26,922 26,424 31,084 

~KOPLHTY/~LANT/EQUIP 
O.OKLDWlDEl 

TOTAL GKUSS INVEST 62,923 66,676 75,942 83,475 9::,203 98,371 117, 1H,4 121,341 128,223 142,142 
TU I /1L K!.:.St..RI/ES 30, 8.35 3.S,212. 35, ';11.3 37,795 4: , 175 43,902 52,3::>6 53,870 56, 9!:>l 61,!:>27 
TUT f,L Nt:T INVEST 32,087 35,464 40,030 45,080 5: , 028 54,469 65,109 67,472 71,272 801015 

UTHE.K p.SSLTS: 
00M!.:.STIC 1,111 847 954 1,415 :.i., 581 1,441 1,525 l,632 1,534 11682 
FU Kl IG fJ 29.3 708 771 720 1,U35 1,036 1,748 1,912 1,874 2,142 

TOTAL 1,409 1,555 1,725 2,135 21Ll6 2,477 3,274 3,560 3,408 3,624 

T0Tt.L ASSLTS: 
0Ui'' i:.ST lC 34,783 3ti,15U 42,44';1 4u,::ioo 5.S,92!l 57,063 ss,5::io 61,061 65,956 NA 
F0KEIGl'J 17,010 1';1,439 22,.so2 25,45=> 27,708 30,458 50,008 52,864 03,126 82,416 

TOTAL 51,752 57,590 64,751 73, '.75:'.> 81,t.36 87,::>21 108,558 113,925 129,082 162,703 



CURKltJT UOLLAKS - 4/26/70 PAGE. 4 
f-.LNAI\ICIAL ,'.NALYSIS CH· A GHOUP or-

' t.I l:iH Tc.t.N Pt. TKOLt.ur1 COMPAf~IE.S 
(i"IILLIUN OOLLAKS) 

bhLAl\lct:. SHt.E. T 
( CON I li~Ut.O) 

1965 1%0 H67 l 'J68 1969 1970 1971 1972 l'n3 19.74 

I,; 

l:URRE.NT LIABILITIES: 
ACCOUNTS PAYABLt. 3,837 '+.651 5,098 5, 12::i 0,3H 6,652 9,624 11,139 16,019 27,289 
NOTES & LOANS PAY 1,088 1,6d3 2,087 2,324 3,097 3,482 4,295 4,573 3,566 5,734 
TA.XlS PAYABLE. 2,223 2,681 2,e.21 2,75<! 3,U68 3,&86 4,406 4,&16 6,434 9,923 
OUIER 1,100 1,092 1,451 l,82& 1,959 2,008 2,577 2,743 3,645 4,866 

TOTAL Ci.JR LIAl:l. 8,248 10,106 11, 25b 12,627 J 4,499 15,828 20,902 23,070 29,664 47,812 

LOilJG TEHM OE.Br: 
OOi"IE.S TIC 4,114 4,910 6,400 7,7U6 8,38tl 9,421 10,635 10,837 12,167 14,056 
FURt.IGN 1,083 l,641 2,010 3,338 3,926 4,457 6,699 7,002 6,489 6,705 

TOTAL 5,273 6,551 8,410 ll,043 l 2,314 13,878 17,334 17,919 18,656 20,761 

OEFEHKEO CREDITS & 
UTHt.R P.!:.SE.KVES: 

oor·i t.STIC NA NA NA NA NA NA NA NA NA NA 
FOKllGN NA NA !I.A NA NA NA NA NA NI\ ~1A 

TUT I\L 1,424 1,569 l190U 3,573 3,979 4,232 5,366 6,284 7,629 9, tl7l 

MLNK.1TY 11\J I EH EST: 
DUhLSTlC 58 61 04 92 98 96 927 861 912 1,144 
FOKLIGI~ 685 734 77' eoo 042 tl99 1,434 1,492 l,5f\5 1,020 

T0TAL 74j 79'.J 861 on 941 995 2,360 2,353 2,497 2,964 

NET WOHTH: 
PKH[HklO SlOCK 219 206 311 37'-J 375 1,190 302 296 c:83 303 
CLlri l"I Of·J ::;rocK 8,326 8,456 8,6U3 7,b49 81461 8,116 8,967 B,988 8,947 9,940 
CIIPITAL SURPLUS 4,613 4, 8':19 4,211 &,:>5b f,409 7dl5 7,798 -, , 95 f 7,789 7,935 
R!:.TAii'JlU f..AkNINGS 22,946 24,910 20,.:11 31,U3c 3 I c.,58 35,967 '15,528 47,058 53,618 63,116 

T0lAL SHAKE-
HULLlKS' lQUilY 36, 104· 36,275 '+c:,32<! lf5, bl '.1 •9,903 52,~88 E:2,596 64,298 70,637 81,29G 

TO Till LlAl:HLITlES 
Al'JO NE.T WUKTH 51,792 57,590 64,751 73,955 11 I 636 87,521 108,558 113,925 129,082 162,703 

TOT /\ L LIAtllLI TlES 
AND PK[FLKKr.::D STUCK 15,907 19,528 22,740 28, 51'+ 32,108 36,123 46,265 49,923 58,729 81,711 

:·JE T l\:::iSE.T::;: 
S:Ji"! i:.S T lC 24,794 20,260 2tl,5,U 31,'.Jfl'+ 34,5.:5 35,068 35,404 36,219 38,057 4 11,750 
FUKi:..IGN 11, u 91 12,059 lj,l/83 13,ll57 l'.J, 003 16,330 ,6,889 27,703 32,296 36,233 

TOTAL NET ASSlTS 35,88=> 38,325 '+2,010 4:i,441 1+9,528 51,398 62,294 64,002 70,353 80,992 

V 



._ 

CURKENT DOLL.AKS - '+/2(.,/76 

F.lNANCIAL. Ar~ALYSIS c F A GK0UP OF 
l.lGHTEt.N Pt. Tt<ULt.U1', ;01"1PANIES • 

IMlLLlUN UOIL~kS) ·• 

SOUKCE AND USE o= FUNuS 

1 %5 1%6 1%7 1';168 .1%9 1970 1971 1972 1 'n3 197'+ 

** SOURCE. OF FU~JDS 

CASH EARNINGS: 

NU p,.co r1t. Ut.FOKE 
l.XTH>'\OKDlNARY '+,131 '+,59'+ 5,080 5,'+97 5,i,86 5,466 6,600 6,320 l0,'107 141':JOi, 

WKlTEDrFS 
Dt.PfU./U£PL/ AMO RT 2,717 2,970 3t290 3,041 31055 4,227 5,142 5,433 6,011 6,732 
CMJC£LL£0 LEASES 262 2'.15 30o 321 402 394 '+26 432 529 793 
DRY HOLE COSTS 536 55'.I ':J71 570 637 633 6,3'4 738 756 1,180 
OT ~:CH 32 26 ::i- 21 b• 29 53 32 8- 20-
. TOT AL WIU T £OFF 3,567 3,650 4,161 4,ti54 4,688 5,282 6,25'4 o,63b 7,288 8,686 

M.1NUR.1 TY lNTEREST 72 77 70 71 101 96 206 221 326 559 

OTHt.R NO~iCA::iH CHGS 50 31 70 287 '106 3'+3 156 165 808 1,5'+0 

TOTAL CASH EAKN. 7,819 8,551 ':h'+05 10,408 lO tfl81 11,186 13,217 13,3'42 18,829 25,288 

E.XTKAORO !NCO;"lt:••NE.T 0 135 2- 3 170- 1 157• 292- 75 181 

LONG HRM UE.BT ISSUE 1,0'+2 1,82'+ 2,2'+3 3,580 2,528 3,236 '4,065 2,853 2,926 4,0"99 

STOCK 
PK[F[KIU .. U STOCK 3 15 It::> 2 1 1 5 5 1 50 
COf•IMOPJ STOCK 70 157 212 -584 2'+3 '+00 112 150 'HO 57 

TOT SIUCK ISSUED 73 174 2~7 ~80 2'+'+ 401 117 161 '+ l 1 107 

OTHt:.K TRANSACTIONS 38', 352 736 40'+ 954 57'4 653 2•1'+8 2,001 3,'+34 

TOT i\L SOUKCE 
Of Furws 9,323 11,036 12,0'+0 l'+.781 1'+, '+37 15,398 17,896 18,212 2'+,242 33,109 
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F J.NA1~ClAL ANALYSIS OF f, GKOUP OF 
t. l litH U: .. N Pt. T r<OLt.Ul"l COi"\PANIES 

IMlLLIUN LlOL.LAkSI 

SOUKI,;[ At\iU USE OF FUNuS 

1%5 1966 1%7 l'-'t,8 1%9 1970 1971 1972 1973 1974 

** USt. OF FI.JNUS 

<.:APlTAL EXPENUITURES 
~· 

DOMESTIC CAP EXt-'t.NO 
PKOUUCTION 2,289 2,438 2,814 3,E.38 3,413 2,778 2,472 3,622 lt,589 7, 791+ 
TK/\l~SPOKT AT 10N 

t"ll-'£L1Nt.S 108 103 184 153 142 283 268 183 225 1,018 
N G/IS TKANS 0 21 30 34 26 16 32 13 19 24 
l"iAKHJ£ 21 1t} 22 33 96 79 97 58 1\6 73 
OIHER 2 !J 48 30 33 43 40 '+4 3'1 44 50 

TOT TKANSt'ORT 154 l 9U 26::> 253 307 1H8 441 293 374 1,165 
PROCES::ilNG 810 1'3~6 1,274 1,264 1,329 1, 4 ::i'+ 1,3'12 1,162 l,, 30 2,211 
'1AKKET ING 734 995 1,031 '.:180 1,096 1,254 1,303 989 730 525 
OTHE.R 110 2% 321 267 272 334 367 286 272 660 

TOTAL DOMESTIC 4,103 5,193 5,704 6,404 6,417 6,238 5,976 6,351 7,194 12,430 

FORUGh Cl\1-' E..XPEND 
P i~UUUCT lUN 974 915 994 1,227 1,3.34 1,282 1,823 1,800 1,'.:178 3.t,29 
TKAf,SPOKTATlON 
t' llJE.L 1Nt.S 31 30 61 H 59 45 144 107 80 66 
N l:ii,S IKAN::i 0 4 u 1 1 0 3 2 5 7 
l"i t.t, HJ£ 7'j 93 137 2.50 36& .339 580 699 1,.:06 1,35'+ 
U I hEr< 1 10 2 3 3 3 3 4 ·4 6 

IUT fKMi SPURT lll 131 200 331 429 387 731 812 l,295 1,433 
PKOC(SSWG 21J7 428 E,';j::, &64 68!:> 81.3 1,660 1,'+56 1,232 lt'+4c. 
:"l ,'\RKET ll~G i+0.3 '+13 483 484 ~17 5!JO 1,049 925 1:117 719 
OIHt::~ 36 65 94 74 57 61 128 180 156 138 

1 OT t,L FOKUGN 1,811 1,949 2,472 2,·,ao 31022 3,093 5,392 5,173 5,478 7,365 

TOT C:M, lXl-'£1\JLlITLJHES 5,908 7,2'+2 8,17& 9,184 '1, 4 3':I 9,331 11; 36 7 11,524 12,672 19,795 

lNVt.S I MEIIJ I A:'JU 
ADIJANCES 274 '+70 374 &85 571 489 719 496 459 820 

UBLlG1\ T IONS Rt.T It{t.D; 
LO NG TlKM Ot.iJT 

RlP I\ IU/ R £t- uNOt.D 9!J 179 12<! .36'½ 1,171 721 644 1,247 1,023 1,097 
TKA L ::i TO CJRHlNT 229 499 '+2' !J6:i 619 959 1,028 1,018 1,317 1,314 

PKlf ERH!:.Ll STUCK l ll 2 j 7 52 37 38 5 3 
CUl'll'10N STOCK 291 'j 0 73 101 124 95 83 84 451 95 
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CURKlNT OULLAHS - 4/26176 PAGE 2 

FJ.NANClAL M, i,LYSIS (F A GkCL;P OF 
t.IGHllt. N f't. TKOL!:.Ulv ;UMPAl\iIES 

( i"llLL IU IIJ UOLLIKS) 

SOUKCE. ANU USE (J. FUN[;S 

l'h,::, . 1966 1967 1 ':lb8 .. ':; 6 9 1970 1971 1972 l '::173 1974 

TOTAL Rt:.TIRMNT 6H, 7tl0 1>2.1 1,053 1, ':J22 11826 1,793 21380 2,795 2,509 

CASH UIVIUENDS PAID 
COMl"iOi·J STOCK 2,0t:>9 2,236 2, 44':I 2,711 2,645 2192'1 31257 3128.1 31027 4109 8 
PKEF[HKEU STOCK 60 7iJ 6';1 71 149 152 145 16d 135 132 

TOT 1\ L 2112Y 21305 21518 2,78?. 21':194 31076 31402 31421 ::S, 662 4,229 
MlNORlTY HJT£REST 51 b4 5b 6U 61 61 163 10 t> l!:l2 186 

TOT UlVlUENUS 2,160 2,359 2,574 21842 31055 31137 3,564 3,526 3,614 41415 

TOTAL usi:: UF f-UNDS 8,983 10,751 11,734 131U,3 141988 141783 171443 17,932 19,741 271540 

<.:H,VJGE HJ 
WORKING CAP lT AL. 340 265 905 11018 551- 615 453 280 4,500 5,569 

IOTAL USE OF FUNDS 
AND CHM,GE IN w.c. 9,323 ll 1 036 1216'+0 1'+1781 1'+1437 15,398 17,896 181212 24,242 331109 




