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The matters and issues set forth and raised in the
petition filed by Kerr-McGee are similar if not identical
-to those which the Commission had before it and considered
when it issued Opinion No. 737 on July 11, 1975, FPC
, and Opinion No. 737-A on September 3, 1975, FPC
. 3/ Those opinions and accompanylng orders, are the
subject of the pending litigation in Southland, supra.
Consequently, we will find it appropriate and proper to
require Kerr-McGee, et al., not to take any action that will
diminish or jeopardlze the flow of natural gas from the leases
which are the subject of its petition for any reason, including
the termination of any lease agreement, pending the ultimate
determination of judicial review of the Commission's Opinion
Nos. 737 and 737-A, or of this order. Addltionally, we shall
provide for interim protection of Kerr-McGee, et al., asserted
rights and interests. ' '

The Commission orders:

(A) Phillips Petroleum .Company; Julia Green, Trustee
for the Jacobson Trust; Emily Loving Bird, et al.; N. A. Albe
Strunk, et al.; Henry Clay Sullivan, et al. “(Petitioners in
Docket No. CI76-316); and J. M. Hawley, Executor and Trustee
of the W. H. Taylor Estate are each made a Respondent in this
proceeding (18 C.F.R. 1.1(15)). Each of the parties are
identified in more particular in the application filed herein
and the exhibits attached thereto, whlch are hereby 1ncorpo—
rated hereln. - .

3/ Opinion No. 737-B issued December 18, 1975, is merely

- procedural in nature noting that any interim. agreements
entered into by reason of the parties effectuating the
service requirements of Opinion No. 737 need not be filed
with the Commission as rate schedule or certificate filings.
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(B) If Kerr-McGee, et al., should seek review of this
order and, upon review in such proceeding, or in Southland
Royalty Co. v. F.P.C., 5th Cir., Nos. 75-3373, et al., it is
ultimately determined that the gas may be sold to others than
Phillips Petroleum Company without abandonment authority, then
any deliveries by Kerr-McGee, et al., pending such judicial
review shall not have constituted a dediction of its gas to
the interstate market and acceptance of monies paid for gas
delivered pending judicial review shall not prejudice the
rights of Kerr-McGee, et al., in the premises; further,

Phillips Petroleum Comany shall be required to repay Kerr-McGee,
et al., in gas for the deliveries made to it pending judicial
review. Such repayment  is to be made by Phillips Petroleum
Company subject to the follow1ng conditions: (a) the pay-back
volumes are to be delivered in an equitable manner over a rea-—
sonable period of time, subject to further Commission order as
to scheduling but not as to entitlement if Phillips Petroleum
Company and Kerr-McGee, et al., cannot agree as to such schedul-
. ing, (b) Kerr-McGee, et al.,  shall return to Phillips Petroleum
Company the monies pald for deliveries made pending judicial
revxew, such repayment to be made within thirty (30) days follow-
ing the end of each calendar month during which payback volumes
‘are delivered by Phillips Petroleum Company, and (c) the payback
volumes shall not be considered to be jurisdictional gas and
acceptance thereof by Kerr-McGee, et al., or any of their cus-
tomers, shall not subject any of them to Commission jurisdiction.

By the Commission. Commlssioner Watt, dissenting, filed a
(sgay) Scparate statement appended hereto.

Kenneth F. Plumb,
Secretary.
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Kerr-McGee Corporation ) Docket No. CI76-405

(Issued March 12, 1976)
WATT, Commissioner, dissenting:

I dissent.

The majority's decision may expedite the final adjudi-
cation of Southland Royalty Co., et al. v. FPC. That may be
de51rable, but in my opinion, the p051t10n taken by the Com-
m1ssxon in The Southland Case and again today is wrong.

The issue to be determined is not one of public policy

nor is it one of fact. The issue is a simple gquestion of
law.

On February 6, 1976, Kerr-McGee Corporation (Kerr-McGee)
applied to the Commission to abandon sales of natural gas
from the leases located in Texas. All of the leases were
executed in 1926 for 50 year terms. Kerr-McGee bases its

abandonment application solely on the imminent expirations
of the leases.

‘On February 24;'1976, Kerr-McGee sent the Commission
a telegram concerning the leases, reading in pertinent part
as follows:

_ "Kerr-McGee owns no interests in the lands
covered by those oil and gas leases identified

as 1 through 6 above except the interests con-
veyed under the leases themselves. Consequently,
as of the respective dates on which such leases
terminate, and under the established principles of
Texas o0il and gas law, the mineral rights covered
by each such lease will revert to the mineral
interest owners. Upon such reversions Kerr-McGee
will have no right to operate such properties nor
any right, title or interest in or to any of the
gas thereafter produced from and attributable to
lands theretofore covered by such leases and will
have sold in interstate commerce all of the gas
to which Kerr-McGee is entitled under the leases.
Kerr-McGee has no agreements or arrangements with
the reversionary mineral interest owners to
continue operations after the termination of such
leases. Without some semblance of right Kerr-
McGee cannot even enter upon the leasehold. There-,
fore, Kerr-McGee advises that it will surrender
operations of such leases upon their respective

/‘( J(




terminations to the reversionary interest owners
which will effectively accomplish abandonment as
defined in the Natural Gas Act.

"a11 of Kerr-McGee's interest in the Strunk
lease . . . will terminate except for a 1/6
working interest which Kerr-McGee has success-
fully renewed. Under the cotenancy law of the
State of Texas, it will have the right to con-
tinue possession and operation of said lease.
However, if instructed by the reversionary inter-
est owners, it will be compelled to reduce de-
liveries of gas equal to the ownership of such
reversionary ' interest owners."

The basic question involved here is whether a
person who initiates a sale of natural gas in inter-
state commerce from producing properties he holds under
lease for a term of years thereby creates a dedication
of such gas to interstate commerce which, unless termin-
ated by the Federal. Power Commission, outlasts his lease-
hold estate and becomes a permanent encumbrance on the
land. :

Were it not for the fact that construction of a
Federal statute is involved, the answer to this
question would be too clear for argument. A
fundamental principle of real property law is that
a person who has a present interest in real property
which is limited in duration cannot enter into
agreements that will bind the reversioner. 1/ So

1/ See, e.g., 2 R. Powell, The Law of Real Property,
Par. 247 [1] (Rohan ed. 1967). 1In the context of
oil and gas law see 2 H. Williams & C. Meyers,
0il & Gas Law, 8 332 at 117 (1975) wherein the
following appears: "The owner of a term for years
cannot create an interest in land to endure
beyond the term. It would follow that the owner
of minerals could not create an interest to endure
beyond his fixed term.” -
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fundamental is-this doctrine that one authority has
described it as a "self-evident principle." 2/

; Nor under established property law would a
dedication of gas by a lessee for years be attributable
to the owner of the reversionary estate on any theory
of succession, since the reversioner does not succeed
to the estate of the lessee. 3/ The requirement of
succession is not satisfied if the one against whom

- the covenant is asserted holds a different estate, not
corresponding in duration or 1nterest to that of the
covenantor. 4/ ’ :

42/’ 1 H. Tiffany, The Law of Real Propertz, § 153 at
247 (3rxrd ed. 1939). He states this pr1nc1ple as
follows:

"In the absence of a statutory power or of an
express power to that effect in the creation of

an estate, one having a limited estate in land
cannot, as against the person entitled in reversion
or remainder, create an estate to endure beyond

the normal time for the termination of the estate."

3/ "There has never been any serious quest;on of the
rule that the assignee of the covenantor must
succeed to the estate of the covenantor in order
to be liable upon the burden of the covenant."™ 2
American Law of Property, B 9.15 at 384 (1954).

See also Clark, Real Covenants and Other Interests
Which "Run With the Land,” pp. 111 - 15 (2d ed. 1947)

4/ 'Restatement of Property, § 535 (1936)
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The question then is whether there is something
in the Natural Gas Act that would change the normal
- result of established property law when a lease for
a term of years, which contains gas belng sold in
interstate commerce, expires. The Act is totally
silent on this issue and there is no legislative history
to indicate that anyone contemplated that the Act would
overturn well established property law. As a consequence,
the Commission does not have the authority to rule that a
reversionary estate is subject to a pre-existing dedica-
tion of gas to interstate commerce in these or similar
circumstances. :

In the instant case, Kerr-McGee dedicated the
production from the seven leases involved to interstate
commerce. However, it dedicated only what it had,
gas production for periods of 50 years. Upon expira-
tion of the 50-year terms, the leases will terminate in
each case, leaving Kerr-McGee with nothing with respect
to such leases. At that time every right, title, and
interest formerly embodied in the leases, including
mineral interests, will revert back to the owners of
the reversionary fee simple estates, who are also the
royalty owners. Therefore, expiration of these leases
should be an adequate basis to support Kerr—McGee s
requests for abandonment. ‘

, Are the sales from the leases to Phillips Petroleum
Company still dedicated to interestate commerce after

the producing properties pass back into the hands of the
reversionary estate owners? I would hold that they are
‘not, unless rededicated. The reversionary estate owners
did not sell or dedicate any gas at all from these leases;
that was done by the lessee, Kerr-McGee. The reversionary
estate owners had no control or right of control over
this dedication after execution of the leases. Also,

they owned none of the gas produced by Kerr-McGee from
such leases and did not, with respect to such gas, become
sellers of natural gas in interstate commerce within

the scope of the Natural Gas Act by virtue of their
status as royalty owners, Mobile 0il Corporation v. FPC,
463 F2d4 256 (CADC 1972), Cert. den. 406 US 976.

\\
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That the national demand for natural gas far exceeds
presently available supply is too well known to require
elaboration. This painful fact is centrally involved
in most of our opinions and orders having to do with gas.
Thus, it is unpleasant to support a position which, if
adopted, would have the potential effect of removing
desperately needed gas from the interstate market. But
I am obligated to support what I believe are the laws of
this Nation. The majority opinion, in my view, exceeds
the authority granted under the Natural Gas Act, and in

all probability, constitutes a taking of property contrary
to the Fifth Amendment,.. : :

o ul#—

Commissioner







TOPICS OF
DISCUSSION:

bcc: Jack Marsh
Max Friedersdorf
Jim Cannon+”
Bob Seamahns
Frank Zarb
Glenn Schleede

April 10, 1976

Action

Teague was very bitter last December and claimed
that the White House let him down. In the last few
days he has said in hearings that he understands
White House staff aren't giving the bill high priority,
even though you have said it is important. Thus,

a call could do a lot to reassure him.

. I understand that you have completed hearings on
the synfuels bill (H.R.12112) and that you are
starting markup on Tuesday, April 13, or
Wednesday, April 14.

. I also understand that you've been told that the
White House staff doesn't consider this a high
priority bill. I've made sure that everyone here
understands that it is high priority.

. I was very disappointed when the bill fajled last
December -- and surprised too since my people .
were working with you to pass the bill. -

We need the legislation to lay the groundwork
for an industry to convert coal and shale to
clean liquid and gaseous fuel.

I know you will be under strong pressure to amend
the bill in ways that will be unacceptable to both of
us. I hope you will avoid such amendments.

. We will continue to look to Bob Seamans for the
lead in working with you on the bill, but I have
also told Max Friedersdorf and his people to
work with you and John Rhodes to line up support.

. "Tiger,' I understand you spoke to Jack Marsh
about Werner Von Braun, who is suffering from
terminal cancer. Jack tells me you would like
to do something for him in recognition of his
great contributions to science, space technology
and our nation. I'd be pleased to have your
suggestions and will ask one of our legislative
affairs people to visit with you on it. T




FOR IMMEDIATE RELEASE APRIL 12, 1976

Office of the Vice President
(Washington, D. C.)

STATEMENT OF THE VICE PRESIDENT
BEFORE THE SENATE COMMITTEE ON BANKING, HOUSING
AND URBAN AFFAIRS ON S 2532
A BILL TO CREATE THE ENERGY INDEPENDENCE AUTHORITY
WASHINGTON, D. C.

(AT 9:45 A.M. EST)

THE VICE PRESIDENT: Mr. Chairman, distinguished
gentlemen, I am very grateful for this opportunity to be here
with your committee.

I think perhaps I would do better going through
the prepared text first and then come to some of those very
provocative statements or questions which you just asked.
So perhaps I will just go through this to give us a back-
drop and then make a few comments on the questions before
Mr. Zarb gives his testimony.

But I am very grateful for this opportunity to
discuss with you and members of the committee the most
challenging problem of a challenging era -~ the enery crisis.

First, I would like to ask, and then answer, the
following questions: (1) 1Is there really an energy
crisis? (2) What happens if we just continue as is, to
depend on increasing foreign imports to meet our Nation's
growing energy needs? (3) Do we, as a Nation, have the
resources and capacity to achieve energy independence?
(4) wWhat does it take to do it? (5) Why does government
have to get into it? Why isn't private enterprise doing it?
(6) How can government play an appropriate role in achieving
energy independence without subsidizing private interests,
or without interfering with the free enterprise system?
(7) If the answer to getting us off dead center is an
Energy Independence Authority, as provided for in Senate
Bill 2532, how would it work? (8) wWith an all-out national
effort, how fast can we expect to achieve the goal of
energy independence?

Now going to the questions. Is there really an
energy crisis?

Unfortunately, many Americans do not believe the
energy crisis is real because there is no tangible evidence
of it. There is gas in the pumps, and the lights go on when
they flip the switch.

They recognized it two-and-a-half years ago during
the Arab oil embargo when the lines formed at the service
stations. But there are no lines now because we are importing
40 percent of the o0il consumed in this Nation.

In 1960, we received 18 percent of our oil from

MORE
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foreign sources. During two weeks last month, our foreign
oil imports reached more than 50 percent of our total
consumption. Even more alarming is the fact that the
proportion of our imports which comes from unstable Mideast
sources is rising faster than the growth rate of our
imports as a whole.

While imports rise, domestic production of both
o0il and natural gas is declining. The Northeastern part of
this country is now dependent upon foreign sources for 75
percent of its oil.

If this supply were suddenly cut off, there would
be social and economic chaos. Should we have another
embargo, the economy of this country would be shattered.
Today's energy situation is, in my judgment, a clear definition
of a crisis.

II. What happens if we just continue as is, to

depend on increasing foreign imports to meet our Nation's
needs?

Between now and 1985, our energy needs will grow
by 36 percent. If we continue our current course, and
continue to regulate oil and natural gas prices at current
levels, if we do not develop our current reserves, if we
fail to increase the generating capacity of nuclear power
plans, if we do not adopt a strong program of conservation,
and if we fail to commercialize new sources of energy, such
as gas and oil from coal and shale, we will be importing
between 50 and 60 percent of our oil by 1985, And it will
cost us in foreign exchange not $30 billion, as it does this
year, but $50 billion or more by 1985.

It is obvious what a threat of an embargo would do
to our national security and defense capabilities under
such circumstances as well as to our capacity to meet our
responsibilities to the other nations of the free world who,
without our protection, would be equally vulnerable.

I am hesitant even to speculate on the kinds of
economic, political and military pressures that could be
imposed on this Nation if we continued to be more than
50 percent reliant on foreign sources.

With such a large amount of the oil coming from
one area of the world, the supply lines provide a tempting
opportunity for the Soviet Union, with its growing sea
power, to disrupt the transport on the high seas.

But there are other serious consequences that /.
could result. The continued dependence upon foreign 2%
sources of oil could cause us to lose credibility with pCe
our allies. They would be justified in asking whether or
not we would support their interests against those of our
0il suppliers. Our continuing dependence on imported oil
threatens our ability to maintain our leadership in the
free world, our econonic well-being, and our national
security.

n

s

MORE
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Now let's look at what happens to our economy, if
we continue along our present path of depending on increasing
foreign imports to meet our Nation's growing energy needs.

In 1973, we were spending $4.3 billion annually
for foreign oil. And in 1976 we will spend $30 billion.
We now export $22 billion in agricultural products, which
is up from $8 billion in 1973. Were it not for the sale
of these farm products and the sale of $10 billion worth of
arms, we would not have maintained our balance of payments
position.

On the other hand, if we just continue on the
present course, we will be spending, as I said before, up
to $50 billion overseas for imported oil to meet the
growth in our domestic needs. If we were to spend the
$30 billion at home, it would provide jobs for at least
1,200,000 people. By 1985, $50 billion spent at home to
produce our energy requirements domestically would produce
close to 2,000,000 jobs for American workers.

If we don't follow this course, at some point,
the economics of business will compel industrial concerns to
locate their facilities in closer proximity to energy sources
abroad rather than to their markets and customers at home.
This would mean an additional loss of jobs in this country
and would be detrimental to the vitality of the entire
American economy.

As energy costs rise due to the arbitrary action
of the OPEC cartel, over which we have no control,
inflationary pressures are placed on our economy. When
this occurs, there is a tendency for government to enact
policies which inhibit economic growth. To continue along
our present path spells economic, social and political chaos.

III. Do we as a Nation have the resources and
capacity to achieve energy independence?

The answer is yes. We are extremely fortunate as
a Nation to have vast reserves of resources that can be
converted into energy. The North Slope of Alaska will make
available significant amounts of oil and natural gas.
And we have known reserves of coal that will last us for at
least 100 years.

It is estimated that our shale oil reserves are
equivalent to four to five times the total amount of known
oil reserves in the Middle East. The potential resources
on the outer continental shelf are expected to be substantial.

We have the technology and ability to more than
triple the generation of nuclear power with appropriate safe-
guards by 1985. We have, in this country, potential energy
from geothermal, solar and other sources. All of these can
replace our dwindling present domestic supply of natural gas
and oil, in a way that protects our environment.

IV. What does it take to do it? To achieve energy

MORE
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self-sufficiency, we must, in the short-term, face up to the
issues that confront this Congress and the American people.

We must enact and employ conservation measures. We must
deregulate the prices of domestic o0il and gas. We must assure
that we do not unduly impede the development of nuclear power.
And we must assure that our environment is protected, but
that the policies we adopt in doing so do not deter the
development of our resources, such as coal, oil shale, and
off-shore oil reserves. There is no problem in achieving
both goals if we all work together. Modern science and
technology can assure the achievement of both goals

together.

According to Federal Energy Administration estimates,
if we take all the necessary actions in the next 10 years, we
can reduce our energy needs by 5 percent through conservation,
increase domestic 0il production by 50 percent, increase coal
production by 100 percent, increase natural gas production by
10 percent and increase nuclear power generation by 300 percent.

This will require, among other things, deregulation
of oil and gas -- strong conservation measures -- and $600
billion to $800 billion in private sector investment in
domestic energy production.

I may parenthetically state the $100 billion
you referred to as such a large figure is only a fraction
of the total amount that is needed. I just mention that for
further reference later. In our comments today we have
gotten it on a rather large scale.

We must restore existing and construct new
transportation systems where necessary. In the longer
term, we must commercialize known technology for the
gasification and liquefaction of coal.

And, as new technologies become known for the
development of such energy sources as solar, geothermal and
urban wastes, they can be applied commercially. Energy
independence can be achieved from the application of all
of these approaches before the end of the century if we have
an all-out national commitment.

V. Why does government have to get into it? Why
isn't private enterprise doing it?

Energy independence is a national objective
that is essential to the economic and strategic well-being
of this Nation. Private enterprise alone cannot and will
not do it.

There is ample precedent for positive government
action to encourage the American enterprise system in
achieving national objectives that contribute to economic
growth, the well-being of our people, and our national
security.

We have a transcontinental railroad system
because the government provided the land. We have a

MORE
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uniquely productive free enterprise agricultural system
because of assistance by the government through the Homestead
Act, Land Grant Colleges, the Extension Service, and the
Federal Agricultural Credit System.

Our civilian aviation industry evolved from the
research and development of military aircraft. Because of
the billions of dollars spent on our highway system bv
all levels of government, we have a prosperous automotive
industry which is basic to our economy. All of these are
examples of the partnership between government and industry
to achieve an essential national goal which was not
attainable by either acting alone.

In the case of energy, we have the raw materials to
achieve self-sufficiency. However, the normal functioning of
our economy will not, because of the uncertainty of the
risks involved, produce the capital investment required to
fully develop these resources within a reasonable period of
time,

Private capital sources are -~ for good reason --
reluctant to make capital available for domestic energy
production projects because of the uncertainty of government
regulation, cost and prices.

For example, the development of a single coal
gasification plant would require a capital investment of up
to $§1 billion and take approximately 6 to 10 years to
construct. Because of the uncertainties of the technology,
and price, and the long lead times, such a project has more
than just the ordinary risk.

Many projects, such as floating nuclear power
plants, railroad reconstruction, or large pipelines, are of
such size and scope that financing from the private sector
alone would not be adequate. Ninety-two nuclear power
plants have been cancelled or postponed, in large part
because the electrical utilities have not been able to
raise the financing necessary to construct them. They now
take 10 or more years to build, cost approximately $1 billion,
and the state regulatory bodies will not give a rate increase
to finance them until the power from the new plant comes on
line. Thus, their inability to get private financing.

This is not to suggest that these projects are
destined to lose money. It only points out the uncertainties
that deter private sector investment. We are not in a
position to wait until these uncertainties become certainties.
The longer we wait, the further into the future we push the
day when these projects will add to our domestic energy
production.

VI. How can government play an appropriate rol?
without subsidizing private interest, or without interfering
with the free enterprise system?

Government has traditionally played a role of
providing incentives in one form of another to assure that

MORE
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adequate capital is available to the private sector in
achieving national objectives.

In this case, the government's role would be
to provide up to a total of $100 billion of risk capital for
energy projects essential to energy independence which cannot
get the necessary amount of private financing.

The government loans would be on terms comparable
to those offered by the private sector. 1In financing the
development of énergy resources, the government program should
function like an investment bank or other private sector
financing agency -- providing assistance to promising
projects, but on a self-liquidating basis.

This would provide an appropriate government/private
sector partnership which would work together to get this
country off dead center in achieving energy independence
without a giveaway or subsidy.

The legislation stipulates that the private sector
would own and operate productive facilities, and not the
government. The American enterprise system has shown itself
to be the most efficient and capable producer in the world.
By providing financial assistance to take those risks which
are beyond the capacity of the private sector, the government
would act as a catalyst in getting the energy independence
program into motion.

But after costs were determined and market prices
established, then the competitive nature of our system would
provide the incentives necessary for the successful achieve-
ment of our energy independence goals.

VII. If the answer to getting us off dead center
is an Energy Independence Authority, as provided for in
Senate Bill 2532, how would it work?

The Energy Independence Authority would have
authority to provide up to $100 billion of financial assistance
for energy projects which could not otherwise secure financing
from private sector sources. It would be $25 billion in
equity and $75 billion in borrowing power. This sum would
be raised through the sale of the Treasury of up to
$25 billion in equity securities and the issuance of up to
$75 billion in government-guaranteed obligations.

The Authority could provide financial assistance in
a variety of ways, including loans, loan or price guarantees,
purchase of equity securities, or construction of facilities
for lease-purchase.

The Authority would not be permitted to own and
operate facilities, or to provide financing at interest rates
which are below those which prevail in the private sector.

The Authority would be authorized to support emerging
technologies in energy supply, transportation or transmission,
and conservation, projects which displace oil or natural gas
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as fuels for electric power generation, projects which
involve technologies essential to the production or use of
nuclear power and projects of unusual size or scope, or
which involve innovative regulatory or institutional
arrangements.

It is also authorized to finance capital investments
necessary for environmental protection. The Energy Independence
Authority would be run by a board of five directors appointed
by the President and confirmed by the Senate.

VIII. With an all-out national effort, how fast can
we expect to achieve the goal of energy independence?

Based on the establishment of the Energy Independence
Authority to assist in financing the short-term actions
required to limit our vulnerability by 1985, as well as the
new domestic energy sources we will need after 1985, we can
achieve energy independence before the end of this century.

But time is of the essence. We cannot wait another
year if we are going to protect our national security and
rebuild our economic strength to meet the needs of our people
at home and our responsibilities abroad.

The time to act in my opinion is now. Mr. Chairman,
may I comment briefly on a few of the things that I note
that you said?

SENATOR PROXMIRE: Yes, sir.

THE VICE PRESIDENT: You pointed out that the
pPrivate market was a pretty good judge of what was sound,
and that if it is sound, the private market would do it.

The problem we face here is we are in a situation
where the OPEC countries have acted on a political basis, not
on a frece market basis, to raise the price of oil in the
world market.

At home the President has declared that our
national policy is that we shall be independent as far as
production of energy is concerned.

Both of these statements, first the action by the
OPEC countries, and the statement by the President, cut across
a free world market. The energy companies, I think many of
them are hopeful that the OPEC cartel will break up and
they can get back to buying cheap oil. If that is the case,
then why bother to spend money for higher cost production here
here at home. That is a deterrent.

The risks are very great because we have price
control on natural gas and price control on oil. Therefore,
it is hard to judge if you produce from new sources whether
your costs are going to relate favorably to the control prices.
Therefore, we don't have a free market on prices.

These are understandable because we have been through
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a period of rapidly rising costs, and the Congress has taken
action to hold down prices. However, this does adversely
affect the free market.

But it does not support our national security
or national well-being. Therefore, this is destroyed as
a means whereby during this interim period, an evolutionary
period, as we adjust to higher world prices, it provides a
means whereby the government can take those steps or assure
the taking of those steps which are in the national
interest.

And as and when the action is taken, the properties
would be sold; and if there is a profit, the government would
realize a profit and not only get back its initial investment
but you would get back the additional money which would
derive from the profit.

If it was unsuccessful, and there are many ventures
in this whole area -- for instance, the production of oil
from shale; this is still an unknown field on a commercial
scale. A commercial operation would cost in the neighborhood
of $200 million.

Yet we have the reserves, four or five times the
known reserves in the Arab world. To develop that, to find
out what the costs would be, is very much in our national
interest.

No private company is willing to do it because
they don't know whether they would lose the $£200 million.
And therefore they would rather put it somewhere else.

This is the kind of thing which the government
can contract, just the way we did under the RFC under the
Rubber Reserve Corporation when Jesse Jones set it up.
They contracted with I think six private companies to develop
synthetic rubber. Four or five of the six were successful.
The whole thing was sold, and we developed, as a result, a
new industry in the United States.

This has been the history of this country. And
as far as the size is concerned, which was the second point
you raised, $100 billion in relation to $600 billion to
$800 billion to achieve energy independence, in my opinion,
is in relation to the costs today.

It is estimated that in the next 10 years we will
need $4 trillion of new capital investment to meet the demand
for growth. This is not a large amount. It is large in
terms of the past, but not large in terms of where we are
today or the future.

So that from the point of view of size, the costs

are astronomical in terms of our traditional way of thinking.

But I think it is a time for bold action in this country if
we want to preserve our leadership, both in terms of economic
growth at home and in terms of our responsibilities in the
world,
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So to me this is not one quarter of our annual
budget that it is now Federal spending. As to whether it
is a blank check, of course, the definition of a blank check
I guess would be questioned as to Congress' control over the
individual expenditures.

In our system of shared responsibilities, as I
understand it, the Congress sets the policies, creates the
framework of laws, within which then the Executive Branch
and private enterprise operate. So any well-organized
banking institution would be structured, and this would be
equivalent to an investment bank.

We had an example with Jesse Jones and the RFC
which was designed for a slightly different purpose, .but the
Same concept. It depends on whether it is well run.
Obviously they are not going to make any irresponsible
investments if they are properly run.

A board of five, appointed by the President,
approved by the Congress, has got to be of men and women of
outstanding ability and character. They would be audited, so
there is no question on that.

I just think to say that it is a blank check
implies that there is no control or that there would be no
judgment or wisdom exercised in the making of loans. The
objective said the loan shall only be made -- and the
legislation -- for those projects that contributed to energy
independence which cannot receive private capital, and there
is plenty of competitive interest in providing private
capital between existing investment houses if the risks
warrant the investment.

Under the laws, as you know, you cannot make
an investment if the risks are bevond what seems reasonable.
So there are limitations which are very short. But national
interest dictates in my opinion that certain risks be taken
which may contribute in a major way to the independence of
this country in energy.

We have in the past. It is just a question of
finding out what the costs are in various forms of energy
production, domestically. And I don't think we can over-
stress the importance of investing this $50 billion now and
$50 to $60 billion later in the United States employment as
distinct from shipping this money abroad.

Now, not only are we importing energy, but we are
now negotiating on a far more extensive basis to liquefy gas
in Algeria and now in the Soviet Union, which will make us
further dependent when, by action at home, we can produce
that action here.

We can gasify coal here and liquefy the gas, so we
can do exactly the same thing at home. And Frank Zarb can
tell you about the relative costs.

I think it would be cheaper to do it at home. But
we don't have the laws which encourage it. Whereas, by doing
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it abroad you avoid the loss at home and, therefore, you can
import. You don't get involved in interstate pipeline
regulations.

So I appreciate tremendously the opportunity to be
here, and I would be delighted to answer any questions.

SENATOR PROXMIRE: I want to thank both of you
for your statements. You certainly both deserve great
credit for proposing to do something about the energy crisis.
I think that is enormously important. As Mr. Zarb has just
said, what you propose may or may not be the right option.
It does take us in the right direction.

The difficulty is that I have trouble, Mr. Vice
President, with many of your assumptions as we go along.
For example, when you responded to my earlier points, you
said that the $100 billion, while an enormous amount, is
really not as big as it might seem in proportion to the
$600 to $800 billion of investment we can expect the energy
industry to make in the next 10 years.

THE VICE PRESIDENT: It is required to make.

SENATOR PROXMIRE: But I think we are not comparing
fairly. I don't think it is fair to compare what you are
proposing here with the total investment of the energy
industry. That would include every gas pump, every gas tank,
every utility that is built; it would include every coal
boiler that is constructed, every tanker: it would include
a huge number of investments that in this colossal energy
industry of ours are going to be made, whether or not we
proceed with this.

It seems to me that the pertinent point is the
amount that is being invested row in devclopment of new
technology.

Now if you can establish the fact, not that that
investment now is inadequate, but that it will very likely
continue to be inadequate if controls are taken off -- and
you both agree that is necessary, arnd I would agree to that
-~ it seems to me you would have a much stronger case.

But it seems to me the comparison must be with
what is being done now. I have gone through Mr. Zarb's
documentation. I don't see anything there that would
indicate how much now is being expended in this area that
we would supplement, and how much is likely to be expended
if we take off controls, and how much more we need to achieve
the goal of having imports reduced to 30 percent by 1985.

THE VICE PRESIDENT: I would like to comment first,
Mr. Chairman. This does not include the expenditures by the
energy industry overseas for their world markets. This is an
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estimate which is based on the steps that are necessary to
become self-sufficient. In other words, developments in
Algeria or any other part of the world you want to pick
would not be included in this because they don't contribute
to our independence.

SENATOR PROXMIRE: I understand that. I tried
not to imply that.

THE VICE PRESIDENT: Good. So that at the present
time, I mentioned that 92 atomic power plants have been post-
poned or cancelled. This is an essential part of this
because the one area that can be expanded rapidly is the
atomic power area. They, in our calculation, should grow
from 9 percent of present production of energy to 26 percent
by 1985, which is over a 300 percent increase, because we
will have growth at the same time, so it is almost 400 percent.

At the present time, there is virtually paralysis
in the field because of the complexity of getting the
clearances, the time required. As a matter of fact, you can't
get your costs into the rate base until you are on stream.
So you have a $1 billion plant and you can't get the financing.

Here is a field where the government, if it had the
money, on an investment bank basis, could finance the
construction of an atomic power plant on a lease-purchase
basis, which is a traditional system that is used in this
country to finance airplanes and other things where individuals
who have nothing to do with the airline finance the
construction of the equipment, and then it is leased when
completed on a purchase basis by the company that uses it.

We could do exactly the same with a utility company
for a nuclear power plant. They would start to pay when the
energy was on stream and when the rate base was adjusted to
take into account the costs. And the government would get
its money back and the country would get the power.

Unless something of this kind is done, I don't
see how it is going to be constructed. These cost a billion
dollars apiece, an efficient-sized operation. If you just
take that one case, it is hard to see how else we are going
to accomplish this.

The industry says that if you would remove all
regulations and let the increases go up now, they could
finance it. Well, that could well be true. But I don't
think there is any chance that that is going to happen.

Therefore, what does the Nation do? This is my
point. How do we protect ourselves as a Nation or our
national interests when local regulatory bodies are under
pressure? Because I know in my own State costs are up close
to 90 percent because, first, we went to non-sulfur fuels.
That costs about $800 million for consumers, just Con-Ed
alone, in New York and Westchester. Then came the imported
fuels with the price increase. The consumer will not
support any increase in prices at the present time.

MORE



Page 12

SENATOR PROXMIRE: Let me follow up by asking
this: The basic question is why does the domestic energy
industry need Federal assistance? Their asset structure is
strong. The demand is strong. The profits are reasonably
good. They were too low for a while and perhaps then too
high. Now they have leveled off at about the average.

The private market has financed large new commercial
energy projects in the past -- like the Alaska pipeline -- with
Private capital. If we get off price limitations on o0il and
gas, which both you gentlemen agree must be done, it is hard
for me to understand why the industry itself can't finance
this.

Now it is my understanding, we have tried hard to
get testimony from the people in the industry. They tell us
they don't like this bill, but they won't come in and tell us
why; which they would, but they are a little afraid of you.

I don't know why they are afraid of you. You are a nice
fellow. I don't know anybody you hurt. They don't want to
offend you somehow.

At any rate, it seems to me we should have some
kind of record from the industry itself telling us what
they could do if wage price controls were taken off and if
the industry were free of that kind of limitation in the
price they can get.

It seems to me we ought to have some documentation
here from the industry, in view of the fact the industry, as
you say, has progressed enormously over the past 100 years or
so.

THE VICE PRESIDENT: As far as the oil industry is
concerned, they really don't need much help, except price
and the ability to get leases for drilling. Those are
complicated because of ecology and off-shore and other
restrictions.

They also own coal and, of course, this whole
question ~- coal is under wraps at the present time. So
that probably they would go ahead if the restrictions were
taken off.

But that is a small percentage. As Frank pointed
out, we have about 8 million barrels a day now. We have to
get to 12. That 12 would be mostly new because the 8 million
by 1985 would have been 85 to 95 percent.

But oil isn't the answer to this. That is the
problem. O0il is not our long-term answer. We have got to
find substitutes. Coal is one. Shale oil is another.

Let's take shale oil. There are two ways of getting
it. One is you mine the shale, cook it, get the oil out by
heat, and then you end up with the shale which is fractionated
and comes out like what I describe as talcum powder. There is
very little water in Colorado where this shale oil is found.
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Therefore, what do you do with the powder? You can fill a
valley with powder, but if the wind blows, it will blow all
over the place and the ecologists and everybody will object.

SENATOR PROXMIRE: In the oil shale, we have got
some work being done there now, as vou say.

THE VICE PRESIDENT: We have got leases taken. We
have research being done.

SENATOR PROXMIRE: Can we get from them some kind
of documentation as to what they feel they would need?

THE VICE PRESIDENT: The risks are too great.
They spent $1,800,000,000 in buying leases from the Department
of Interior, and nobody has put a shovel in because the cost
is too uncertain, the method is too uncertain.

And therefore, just to continue with this
illustration, my feeling is that if the government wants to
find out what we could do in developing that shale oil, which
may be six times as great or five times as great as all the
Arab countries have put together, which is unbelievable if we
had that =-- there are those who believe, and Frank doesn't
agree with me and the oil companies don't believe it, but the
Livermore Laboratories do, if you do the in situ process,
which is you drill down into the shale, set off an explosion,
fractionate the structure, set it on fire, have a pipe, and
the 0il will gasify, burning underground, which is the same
process on the surface, draw off the gas, condense it on the
surface, and you have oil.

The qguestion mark here is what does it cost?
Livermore Laboratories thinks it will cost $7 to $8 a barrel.
The industry thinks that it will cost twenty-some dollars a
barrel.

They have done laboratory tests. Until they have
done it on a commercial scale, nobody is going to know. It
would cost about $200 million to do a commercial operation.
In my opinion, the government should contract, find out, sell
the process if it is successful, for a profit, and then we
have got a totally new industry.

To do it on the surface, I just don't think it is
going to work because I logically speculate it will never
be done.

SENATOR PROXMIRE: The question is how fast, how
much, and whether or not this colossal jump in investment by
the Federal Government is justified.

For example, the Federal Government already has a
very extensive energy program. ERDA research and development
programs were funded in '76 at $2.59 billion. It is going
up to $3.38 billion in the next fiscal year, a 30 percent
increase, and the President has requested that.

In addition, Congress is now considering an
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Administration proposal for a $2 billion loan program for
synthetic fuels demonstration projects.

If you project that kind of an increase over the
next 10 years, you might get a $25, $30, $40, $50 billion
research and development demonstration program.

To move ahead in this particular way you are
suggesting is appealing, but it seems to me that it is not
as responsible as Congress ought to be. We ought to know
where we are going with every billion or every two or three
billion dollars rather than provide a hundred billion
and say, "Take it away. If there are losses, then we will
make appropriations.®

But I don't see how we responsibly, under our
Constitution, with our clear responsibility for appropriations,
can provide that we will create an authority that can spend
$100 billion and not even put it in the budget so they can
compete on a priority basis.

THE VICE PRESIDENT: Senator, if we had known where
we were going as a Nation, we never would be here to begin
with. They wouldn't have come over on the Mayflower or down
to Jamestown. Secondly, they never would have gone West.

We are looking for a risk-free society. I think
it is a pipe dream. We have to take risks, gamble.

SENATOR PROXMIRE: I want to take the risks, but
with the eyes open. The Mayflower argument was one we heard
with the SST, too.

THE VICE PRESIDENT: I don't think this is the SST.
This is good. You have portrayed a picture that is 10 years
with $50 million in research and we are no further than we
are now.

In the meantime, we have a situation in the Middle
East right now that could blow up tomorrow. We could be back
in another war. We could be back in another o0il boycott.

The East Coast is now dependent 75 percent on energy
from abroad. In two years we will be importing 25 percent of
our energy from Arab countries because it is low=-sulfur oil.
There is 25 percent we will have from Arab countries in two
years. That is low-sulfur fuel.

If that is cut off, we are going to have absolute
economic ‘and social chaos on the East Coast, because you can't
transport oil from other parts of the country. I think we are
going to see ourselves, if that happened, in a total breakdown.

Now, if it doesn't happen by a cutoff, by a boycott,
at some point the Soviet Navy is going to be able to do this.
If they don't do it, they can blackmail us.

I just don't think we have any concept of the
dangerous position we are getting in. I think it can be the
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future of our survival as a society; and, therefore, to

take $200 million and do a test on a commercial basis

because ERDA cannot do it on a commercial basis -- until you
do it on a commercial basis, you can't tell what the costs
are. Unless you know the costs, you can't get private

capital to go into it. They cannot afford to. The government
can.

We are spending $100 billion this year on defense.
This is the most important defense. If our economy is
destroyed, we haven't got any defense anyhow.

SENATOR PROXMIRE: My time is up. Senator Packwood.

SENATOR PACKWOOD: Mr. Vice President, I agree very
strongly with your last statement. It is a very fragile reed
for this country to rest its economics on the military security
on things over which we have no control.

For a Congress which has done nothing so far, if
Congress doesn't like this program, fine; come up with
another program. Congress so far has done nothing., They
have failed, since I have been in here, in the field of
energy. We have rejected all the Administration programs,
by and large. 1In fact, we haven't had something of
consequence. The energy bill last year was worse than no
bill. That is a consequence.

There are two things that worry me in your proposal.
Everybody agrees that the consumers don't want to pay more
money. By and large, at the state regulatory level, the
utility -- principally electricity, but others in addition --
are not being allowed to charge the prices they need to
generate capital.

What happens if we pass this bill, the loans are
available, the production facilities are built, and then
the state regulators say, "Heavens, here is this $100 billion
collateral. Ue can continue to enrich the company, constrict
rivalry." How do they become further ahead if they become a
trade-off?

THE VICE PRESIDENT: I think in order to enter
into a contract with a private utility company to build on
a lease-purchase basis the power plant, they would also have
to have a contract with the local utility company that as
and when that came on line, they would raise the rates, whatever
was necessary, to be able to finance the plant. So you would
have to get both contracts.

SENATOR PACKWOOD: So in essence there is more to
this bill than meets the eye. How are we going to budget
that out of the local Public Service Commission?

THE VICE PRESIDENT: The local Public Service
Commission understands the importance of having power.
Their problem is politically right now they can't do it.
They can do it 11 years ahead. It is a lot easier to do it
11 years ahead.

MORE



Page 16

SENATOR PACKWOOD: You mean if the present Public
Service Commission in New York and New Jersey committed this
11 years ahead to a plant that is going to come on, and a
different Public Service Commissioner is there at the time,

they make a irrevocable commitment that cannot be deterred
from?

THE VICE PRESIDENT: Frank can answer the
details on that, but the concept has to be done.

SENATOR PACKWOOD: I was just reading the
Bankers' Trust 1976 Surveys. This is their concluding
paragraph. They have taken three cases: Case one just
assumes present continued import. Case two is no imports
by 1985. Case three, no imports by 1990.

This is the last paragraph: "Of major importance
to these conclusions, however, is the question of whether
the energy industries can command their required share of
capital. Capital will only be available to the extent
that the industries can offer a satisfactory rate of return
in the competitive market place. At the present time, the
Federal Government and local governments are promoting
policies, laws, reqgulations which impede the ability of
energy industries to generate the profits necessary to
attract investors.. If this punitive attitude is maintained,
the energy industries will strangle under a resulting
curtailment of capital under the present industries, and
energy supply will turn into an overwhelming crisis."

But if the regulations are taken off, then we
don't need a bill like that, that they will be able to
generate their capital internally. Is that a fair
conclusion?

THE VICE PRESIDENT: Regulation is not only on
pPrice, but you have the whole complexity of ecological
statements.

SENATOR PACKWOOD: Their report is willing to
factor in ecologically. What we are saying is if we are to
impose upon them air pollution or water pollution standards
of an extraordinary height, we have to allow them to recover
the costs of that.

THE VICE PRESIDENT: Yes. That is fine. I have
to say if I thought Congress was going to do that tomorrow,
I would say wait on this bill and let's see. But I just
don't think Congress is going to.

What you did was pass a bill which lowered gas
prices until after elections so everybody gets reelected.
People spend more money on gas. Now we are going back to
big cars. We have got to understand we are living in a
democracy.

SENATOR PACKWOOD: We are robbing Peter to pay Pauli . .~
We don't do the deregulation. Public Service Commissions
won't allow the rates to go up. Instead we will borrow the
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money from taxpayers and finance it through loans. It is
taking out of one pocket to put in another.

THE VICE PRESIDENT: I don't agree with the way
you put it. You can say, as we had to in New York State,
because the private companies couldn't do it, the State
then went ahead and is now building -- almost finished one
and is building another nuclear power plant.

So the government can come in and do all of this,
which is what some people would like to see done. MMy only
concern is, one, I think the private enterprise system is
more efficient; and, two, I think by the time you get to
$600 to $800 billion for energy alone coming from the
government, somebody is going to balk and we just won't get
there.

My feeling is you can do it for a fraction of that,
12, 14 percent; and once the thing is rolling, we get off
dead center, we find out what these costs are, I think
private capital is going to flow in because it will know
where it is.

SENATOR STEVENSON: Mr. Vice President, as one
who has spent several years attempting to quantify the effect
of the rising energy prices on the GNP and on the inflation,
I am tempted to join the issue on that subject.

It was no coincidence that the United States for
the first time in its history has an adverse inflation and
recession at the same time, just after enerqgy prices
quadrupled. But you are here this morning not to talk about
that major component of the energy crisis, but instead talk
about the crisis of supply. So I will resist that temptation
to join issue with perhaps you and Mr. Zarb and also my
colleague, Senator Packwood.

I could quarrel with some of the particulars in
your statement, but I want first of all to commend you for
the overall thrust of that statement and the urgency which
you place on the need to assure us of adequate supplies of
energy in the future.

I don't think the dimensions of the threat to our
economic welfare and to our national security are still under-
stood in the country. As a matter of fact, in a poll it was
found 28 percent of the American people thought the energy
problem was a serious problem. It is appalling.

First of all, to continue with the Chairman's
questioning about the dimensions of capital requirements,
that is one point on which I might quarrel with you. I don't
think it is really possible for us to be, with confidence,
precise about capital requirements in the future.

Would it be fair to restate your position as
saying that whatever the costs are, we had better darn well
be prepared to pay for them and put the institutions and
mechanisms in place so we can meet those capital requirements
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as they come along, And if our projections are excessive or
exaggerated, then the mechanisms don't have to be used to
the fullest extent that is authorized by law.

THE VICE PRESIDENT: Yes.

SENATOR STEVENSON: I might add in that context I am
always reminded by an old cartoon which you might recall of a
delegate at the continental congress rising to ask, "May I
ask how much this revolution is going to cost?"

You mentioned an element this morning of the crisis
which I think we would do well to enlarge upon., It brings me
to the main point I would like to take up with you: the
dependence on foreign sources, the embargo that made us all
well aware of the possibilities of the interdiction of supply.
But supply could also be interdicted in transit.

How much of the world's oil supply passed through
the Straits of Hormuz?

THE VICE PRESIDENT: Thirty-six percent.

SENATOR STEVENSON: How much of the total world
supply? I think it is about 60 percent.

THE VICE PRESIDENT: I think so.
SENATOR STEVENSON: What would it take to block it?
THE VICE PRESIDENT: One big tanker.

SENATOR STEVENSON: Oil in transit can be blocked
in the North Sea and the Eastern Mediterranean and on the
periphery of Africa and the Red Sea, as well as at the mouth
of the Persian Gulf.

You mentioned, not to sound the alarms of the call
of war, but I think to indicate that the power to interdict
oil supply is power that can be used for a multitude of
purposes.

Let the record show the Vice President is nodding
his head.

THE VICE PRESIDENT: Yes. I totally agree with
what you are saying, so much so that I didn't feel it was
necessary to say anything, because I just think this is not
realized in this country by the people, by the Congress, or
by the companies.

SENATOR STEVENSON: I think you indicated, or you
know that even with an all-out domestic effort, the United
States, according to the estimates of FEA, based on optimistic
assumptions, will still by 1985 be dependent upon foreign
sources for between 30 and 40 percent of its oil requirements.
Is that right?

THE VICE PRESIDENT: By that time hopefully they will
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build up a billion dollar oil storage so there would be a
capacity. Congressman Hays approved that; not the money,
but the concept.

SENATOR STEVENSON: The point I want to make, or
am trying to make, is even with an all-out effort, with the
optimistic assumptions, the United States in the long term
is going to remain dependent on foreign sources for oil.

As Canadian exports dwindle, and perhaps they do
in Venezuela and elsewhere, that dependence could remain where

it would become a large dependence on Middle Eastern sources
of oil.

THE VICE PRESIDENT: Particularly because it is low
sulfur. Venezuela is cut in half in their production because
of high sulfur oil.

SENATOR STEVENSON: A recent survey by the U.S.
Geological Survey concluded about 50 percent of the oil in
the world remaining to be discovered existed in the non-
OPEC, presently non-Communist, countries, principally in
Latin America and in Africa.

Project Independence, your proposal, seemed to place
exclusive reliance or independence on development of domestic
resources of energy.

Iy question to you is whether that is right.
Shouldn't we also recognize we can reduce our dependence on
the most dependent sources of oil by diversifying foreign
sources of oil; and not only reduce dependence on foreign
sources that we are most concerned about now, but also produce
eénergy at a relatively attractive economic cost?

A barrel of new o0il to produce today in the
United States costs about $8. New oil in the third world
costs between $2 and $3 a barrel. So for the sake of true
independence, shouldn't we seek to develop additional foreign
sources of oil, particularly in Latin America and in Africa,
and shouldn't this agency which you propose be authorized to
help in the financing of joint ventures and develop sources?

THE VICE PRESIDENT: Senator, I understand what you
have said. I would ask two questions. One, do you consider
Angola a tremendous find and dependable source? One wonders
what some of these trends are.

The second is that Venezuela now has half its oil in
shale. Con-Ed, let's face it -=- taking New York as an example --
would rather buy Algerian oil which is low sulfur because of
the restrictions on the use of sulfur oil. They can't burn
sulfur oil because of those restrictions. So that this is
a more complicated situation than purely where the oil comes
from.

Lastly, while the Straits of Hormuz could be blocked
off with the sinking of one tanker, there could be explosions
of tankers at sea because they are sitting ducks, and after

MORE



Page 20

enough explosions one would have to wonder then whether the
sea lanes are the most secure source of supply. So that this
is a complicated situation.

My personal summary would be that we ought to have
the capacity and the prudent capacity to become self-sufficient,
whether we continue to import, because of costs. So that you
have that flexibility.

(Mr. Zarb answers.)

SENATOR STEVENSON: I am disappointed in that
response, Frank, because by your own statement you are projecting
reliance on independent sources.

You mentioned one pipeline across Canada would cost
$10 billion. That is another foreign opportunity for
participation by this agency that you are suggesting. That
transportation system across Canada could not only help the
Canadians bring down natural gas, but by doing so you would
also help them to continue not to increase exports of oil
to the United States.

THE VICE PRESIDENT: That is a test case. If
Canada would agree to do that, this would be a very exciting
and very important source of gas.

SENATOR STEVENSON: The agreement will depend on
the extent of their sources in the Beaufort Sea particularly.
That is one example of the need for financing outside the
territory of the United States.

You picked Angola. You could pick many other
examples, a little less inflammatory.

THE VICE PRESIDENT: Nigeria wanted to sell us
more oil. Since then they have had two changes in government.
Now relations with them are pretty uncertain.

SENATOR STEVENSON: The only point is it seems to
me we ought to be focusing some attention on exchanging
American resources, including technology, including also
capital, in exchange for assurances of supply at reasonable
prices from abroad as well as at home.

To place exclusive reliance on the development of
domestic resources continues with what I will call a grave
American risk syndrome, without giving us independence,
continued by your own projection on dependence on foreign
sources.,

THE VICE PRESIDENT: Senator, I understand what
you are saying. Were it possible to achieve secure supplies
abroad, then I am totally with you. I think you pose a
very difficult problem for any oil producing nation that is
a member of OPEC.

If they are a member of OPEC, they cannot break the
rights. Venezuela and Ecuador are both members of OPEC.

MORE



Page 21

Although it is interesting to note neither Venezuela nor
Ecuador boycotted the United States. Yet when the Congress
passed a bill which removed OPEC countries from the most
favored nation 1igt = we removed Venezuela and Ecuador.
They were furious and all of Latin America was furious.

That was a year-and~-a-half ago. Congress yet has
refused to restore them to the most favored nation list.

How do you make friends and influence people when
we do this kind of thing to our friends? So we have some
very real problems in dealing consistently.

I just came back from a trip to nine countries
around the world. Everywhere I went, the one question is,
can we count on the United States?

This is a very serious problem, that people are
beginning to wonder whether we are going to be consistent
in what we do. So when we talk about developing reliable
sources, that involves our being reliable ourselves in our
relationship with those countries.

SENATOR PROXMIRE: Gentlemen, we have two other
witnesses. I will be as brief as I can, and I just have
one or two other areas I want to explore on this. I will
explore it as quickly as possible.

I don't mean to just harp on one note, but I just
can't get over the size of this: $100 billion. I was just
trying to see how we would fit it in this perspective. It is
a seven year program. You make your commitments over seven
years and they can run for another three years.

Take those seven years; $100 billion means that
you would have more than $1 billion a month, more than
$250 million a week, on a five-day week $50 million a day,
an eight-hour day you would have $6 million an hour,
$100,000 a minute, about $1,500 a second.

THE VICE PRESIDENT: That is about a quarter of
what the government spends for that second.

SENATOR PROXMIRE: It may well be. The reason I
raise that point is we are taking that colossal amount out
of this budget. I have here a list of the loan programs.
This isn't entirely a loan program.

The loan programs include the Farmers Home
Administration, most of the housing programs, almost all
of the Export-Import Bank -- which used to be out of the
budget and is now back in the budget.

The determination of Congress and the Budget
Committee puts everything it possibly can in the budget

so they can compete on a priority basis.

Now here we have a program that is bound to have
an effect on the availability of capital and the availability

MORE
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of resources. It is a program that does not simply involve
loans, but risky loans that won’t be made in the private
sector. In the second place, it is a program that also
involves common stock investments. Of course, that is even
riskier. It is a program also permitting price supports.

I don't know how it is possible to have a price
guarantee program on this kind of scale without losing some
money, and you might lose several million dollars. It would
seem to me that the Congress should therefore insist that
this should be placed in the budget to compete with the other
demands on our resources and require regular appropriations
by the Congress.

Yhy do you insist on having this outside the budget
and how important is that particular part of your bill?

THE VICE PRESIDENT: Let me make two comments in
general refrain. One, you mentioned the Ex-Im Bank. It is
very interesting. The Ex-~Im Bank does very much of what we
are talking about doing, only for any investment by an
American company abroad, which is an interesting thing.

We are willing to support the sale of equipment
to build a gasification or liquefaction plant in Algeria
through the Ex~-Im Bank, but we don't do it now.

SENATOR PROXMIRE: That is in the budget now.

THE VICE PRESIDENT: This is in the bhudget.
Whether it is in the budget or not is simply because =-- the
reason for not putting it in is because it was anticipated
that only a small percentage of this would actually be a
government expense. The rest would be returned when the
loans are paid off. Therefore, it cannot seem to be
equivalent to an expenditure by the government and, therefore,
the O!MB made up a list for five years which included the
$5 billion anticipated loss in five years. So that was the
reason for that.

SENATOR PROXMIRE: 1Isn't it true, Mr. Vice President,
that some of these commitments, particularly the price support,
and very likely the common stock investment or preferred stock,
whatever it is, equity investments, are likely to be in
effect expenditures?

THE VICE PRESIDENT: They could be. That is why
it was suggested the $25 billion be in equity and $75 billion
be in loans.

As far as the other point that you made, which is
bound to affect the availability of capital, there is no
question that today it is better to finance a McDonald's
hamburger stand because you can get a better return on your
capital. But that might not be in the best interest of the
United States.

Somebody has got to decide where capital goes to
reflect our national interest. I have to admit that it is



Page 23

certainly strange for me to be here testifying on this side
of the issue. One would expect me to say have government
stay out of this stuff and leave it in private hands.

My concern is first our national security and
national well-being. I am deeply concerned that this
country is running risks way beyond what we can afford to
run and that we are vulnerable to the point that very few
Americans realize.

SENATOR PROXMIRE: Why not trust Congress to make
these appropriations in the budget if they can be justified?

It seems to me you have made a strong case and a
very appealing case. Why shouldn't that case have to be made
whenever we decide whether to loan money here? As I say,
the overwhelming majority of our loan programs are in the
budget, virtually every kind of expenditure program.

THE VICE PRESIDENT: Senator Proxmire, if you
told me right now the Congress was ready to make the
$100 billion available and you wanted to put it in the budget,
frankly, I would say fine, as long as you are going to do it.

I worry if you put it in the budget, that then
somebody is going to say, "This is going to increase the
budget from $400 billion to $410 billion, and that is too
big a jump," and therefore they are not going to do it.

SENATOR PROXMIRE: 1In other words, we are kidding
ourselves if we don't put it in.

THE VICE PRESIDENT: No.
SENATOR PROXMIRE: You are not admitting that.

THE VICE PRESIDENT: No. I don't agree. This is
an investment, not an expenditure.

SENATOR PROXMIRE: Mr. Vice President, every one of
the loan programs is an investment. Most of them are
excellent investments, returned with interest.

THE VICE PRESIDENT: Frankly, better investments
probably than these would be. This may be more urgent in
many respects.

We ought to have a budget that shows expenditures
and capital investments separately. I think it is misleading
to the public,

SENATOR PROXMIRE: I would agree. We ought to have
a capital budget. We don't have a capital budget, however.
Since we put capital in the budget now, it seems to me we
should be consistent.

THE VICE PRESIDENT: You put some in. You are on
the way.

MORE
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SENATOR PROXMIRE: Yes.

Let me ask you this: The bill requires "that a
project would not receive sufficient funding upon
commercially reasonable terms" -- does that mean the EIA
could authorize a project that could borrow money at 12
percent? That might seen unreasonable. Would you then move
in and provide the funds at 8 or 9?

THE VICE PRESIDENT: I think that is right. I don't
think the utility could afford to pay the 12 percent because
it couldn't get the rate increase that would support it. I
think that is a hypothetical case that wouldn't work.

I apologize for using New York, but that is what I
am familiar with. There are seven utility companies there.
None of them can afford to build. They tried to get together
and form a finance construction company.

There are 18 regulatory bodies, State and Federal.
The lawyers worked for two years and they could not satisfy
all of the provisions of all the regulatory bodies which would
permit them to do it.

This will force slowly government construction.
Maybe that is something that this country wants to come to.

SENATOR PROXMIRE: Then the Federal Government would
offer better terms than the private market under this
legislation.

THE VICE PRESIDENT: No. It would offer the prime
rate. It wouldn't go below the prime rate.

SENATOR PROXMIRE: That is right. But in this case
you might have something that would be 12 or 15 percent.

THE VICE PRESIDENT: That is right.

SENATOR PROXMIRE: They wouldn't proceed on this
basis. With nine or ten they might, as it would be the prime
rate, or above. It would offer better terms than the private
market would, given the risks.

In that case how could you possibly comply with the
provisions in the bill that Federal assistance "not unduly
enhance the recipient's competitive position"?

Wouldn't that put the recipient in a strong position
since he is able to borrow money for this kind of' a project
below the market and strengthen his competitive position since
the risk is assumed by the Federal Government?

THE VICE PRESIDENT: It is not. It is not in the
competitive position in the market. It wouldn't compete with
other private markets. It is not a competitive position in
producing electricty or gas which is needed by the consumers.

MORE
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SENATOR PROXMIRE: You are right, of course. I
wouldn't argue with you on the competition with the financial
sector. But I would with respect to the effect on the
competitor in that particular energy industry.

THE VICE PRESIDENT: No. Because what it states in
the bill is that this project shall not be financed unless it
is a significant contribution to energy independence.

If it could be financed by somebody else, if somebody
else can do it, then they wouldn't do it. It is to fill a
vacuum, not to compete.

You talk about the amount of money. There are 18
gas industries. There will be 18 coal gasification plants.
That is $18 billion.

le have 92 atomic power plants cancelled. Let's say
you went for 50. That is $50 billion. So there is $68 billion.

Senator Stevenson talked about the $10 million for
a pipeline across Canada. I doubt very much whether private
enterprise would be able to finance that.

These things grow very rapidly in terms of the
amount of money that is involved. The $600 to $800 billion
is an awful lot of money.

SENATOR PROXMIRE: That isn't new technology. That
is not proving new technology. What that is is providing
facilities that otherwise would not be provided to increase
our production of energy.

THE VICE PRESIDENT: That is right. Both are
permitted under the terms of the bill.

SENATOR PROXMIRE: One more question. For the
record, would you provide in the fullest possible detail the
assumptions for the statements that you make on page three in
which you argue that conservation would at a maximum save
5 percent over a l0-year period, oil increase by 50 percent,
natural gas 10 percent, and nuclear 300 percent?

It is an assertion that may be true, but I think
we need the most detailed documentation you can give us.
It seems to me that can be challenged right along the line.

THE VICE PRESIDENT: I took them all from Frank's
book. We will give you the details.

SENATOR STEVENSOM: !lir. Chairman, just to get one
point clear for the record. The Vice President mentioned
the possible pipeline facility across Canada for the
transmission of gas.

My question earlier was, or intended was whether
this financing of energy could aid in the financing of
American activities abroad, including Canada, and including,
it might be, reprocessing of nuclear fuels, waste nuclear
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fuels abroad, or oil and gas production in Brazil.

From your reference again to the argument for
a pipeline in Canada, I assume that it would be available.
But from your earlier response, I thought it would not be
available.

THE VICE PRESIDENT: It would, if it can be
proven that it adds to our independence. In other words,
that gets back to your question -- assured sources of supply.

SENATOR STEVENSON: Then there is no disagreement
between us.

THE VICE PRESIDENT: But I would like to say one
other thing on your earlier question about price and inflation
which to me is a very interesting and important thing.

To me the man who has been clearest in his position
on why OPEC has done what it has done is the Shah of Iran.

The Shah of Iran stated that oil is a finite
product and that it should be used with great care for those
things which it is essential -- petrochemicals and so forth --
and should not be wasted.

Therefore, his concept is to set oil prices at a
figure which encourages the development of substitutes for
the things which gas could not be used that it should be used
for.

One may not agree with it. It is an interesting
philosophy. That really affects the situztion of inflation.

SENATOR STEVENSON: Mr. Vice President, I have
recently discussed not only o0il pricing but also the
Straits of Hormuz with His Imperial Majesty, the pricing
subject, among other things, with Dr. Emlusicarr, whom
you are both relatively familiar with also.

He, much to my pleasure, conceded -- I trust it
was not intended to be a private concession -- that the
Iranian Government, like the other governments of the OPEC
members, did not understand the effects of the energy
crisis as they ripple out to inflated costs of every service.

He indicated, as I was trying to do earlier, that
we need to do something to quantify those effects. He felt
this ought to be a high priority for the producers in Europe.

Getting back to that earlier point, before they
precipitously increase o0il prices, as they do not intend to
do now, I think, with the OPEC =--

THE VICE PRESIDENT: That is right.

SENATOR STEVENSON: <-- we ought to be very cautious
and I would hope begin the analyses that can begin to tell us

what all of the economic concepts of the inflationary and
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recessionary are, given the changes in the energy crisis.

THE VICE PRESIDENT: Mr. Chairman, may I just
say in conclusion that I appreciate so very much your having
these hearings.

What worries me is we are on dead center as a
nation, both in terms of public understanding of the problem
and the congressional action and the corporate action. Every-
body is sort of just standing still.

I think we can't afford this as a nation. We have
got to get off dead center and get going, I see no other
way than the government which is responsible for the security
and the well-being of the American people to take an initiative
which gets us off that dead center.

To me this is a viable initiative and in the pattern
which has been used before through the RFC, Rubber Reserve,
aluminum, et cetera, during World War II; and that properly
managed it can do what is necessary and not do more. The
minute it gets going and the thing gets started, it can pull
in its horns.

I think it is a sound, constructive role for govern-
ment to play. As I mentioned, we have done as a government
those things which were necessary to achieve national
objectives in other areas by other means.

I think this one is one that thanks to you is going
to get the kind of attention and exposure which is so
important in a democracy. I thank you.

SENATOR PROXMIRE: Thank you very much, Mr. Vice
President, for an excellent presentation and for calling to
the attention of this committee and of the Congress the urgency
of this issue, challenging us to do something about it.

As Senator Packwood has said so well, if we turn
this down, we can come up with something that will be better,
if we .can. I think you have made, as I say, a very fine
presentation.

I have that post office syndrome, you know. I
don't want to make our oil industry like the post office.
Somehow the government gets in this deeply and there are all
kinds of problems.

You have made a very fine presentation, and we are
off to a good start on this. Thank you very much.

THE VICE PRESIDENT: I appreciate it.

END (AT 11:25 A,.M. EST)
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UNITED STATES
ENERGY RESEARCH AND DEVELOPMENT ADMINISTRATION
WASHINGTON, D.C. 20545

April 20, 1976

Mr. James M. Cannon, Director
Assistant to the President

for Domestic Affairs
White House, 2nd Floor, West Wing
Washington, D. C. 20500

Dear Mr. Cannon:

The Energy Research and Development Administration has completed
preparation of Volume 1 of ERDA 76-1, "A National Plan for Energy
Research, Development and Demonstration--Creating Energy Choices for
the Future." This report is required by the "Federal Nonnuclear
Energy Research and Development Act of 1974" PL 93-577.

The report comprises two volumes. Volume 1, sent to Congress
yesterday, and enclosed herewith, presents ERDA’s updated Plan for
energy RD&D. Volume 2 presents details of the Federal implementation
program and is still in preparation, but should be available within
the next 30 days.

This is the first annual update of the initial Plan submitted in June
1975 (ERDA-48). This report represents an evolution in approach over
the previous document. The Plan has been expanded in scope and depth
of coverage and the basic goals and strategy are refined but remain
essentially intact. Significant points of emphasis in this report
are as follows:

o The paramount role of the private sector in the development
and commercialization of new energy technologies is addressed.

o Conservation (energy efficiency) technologies are singled
out for increased attention and are now ranked with several
supply technologies as being of the highest priority for
national action.

o The President’s 1977 budget requests a large increase -
30% over 1976 = in funding for energy RD&D with particular
emphasis on:

- accelerating energy RD&D programs directed at achieving
greater long~term energy independence,

o\,UTIO/V
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~ encouraging cost-sharing with private industry and
avoiding the undertaking of RD&D more appropriately
the responsibility of the private sector,

- supporting the commercial demonstration of synthetic

fuel production by providing loan guarantees beginning
in FY 76.

o Federal programs to assist industry in accelerating the
market penetration of energy technologies with near-term
potential are a key element of the Plan.

The preparation of this document benefited from the efforts and
comments which many Federal agencies provided. I believe it is
important that we continue extensive discussions of this Plan for
energy RD&D. Such discussions, together with Congressional and
public comments, will facilitate an effective approach to the
solution of our energy problem~-an approach that in terms of RD&D
is based on the concept of creating energy choices for the future.

Sincerely,

"‘th.} Ggg‘h._::.

Robert C. Seamans, Jr.
Administrator

Enclosure:
As stated




Some items in this folder were not digitized because it contains copyrighted
materials. Please contact the Gerald R. Ford Presidential Library for access to
these materials.



THE WHITE HOUSE

WASHINGTON

April 28, 1976

MEMORANDUM FOR: JACK MARSH

FROM: JIM CANNQ A,

SUBJECT: ERDA-EPA fference Over Radiation
Standards

You asked about today's Washington Post story alleging
major differences between EPA and ERDA over proposed
radiation guidelines.

Essentially, the problem has been resolved. The story
was accurate as of two days ago, but the differences

are now ironed out. ERDA withdrew its objections to the
proposed standards (ERDA had no quantitative facts) and
EPA is rewriting some words in the standards to meet
other ERDA objections.

Attachment



Radiation Standards for Drinking Water

EPA has proposed a strict new standard, limiting human
exposure to radiocactivity from drinking water to 4 millirem
per year. The standard applies to all types of man-made

radioactivity, including fallout from weapons testlng and
nuclear power plants.

ERDA objected the level of the standard, on the grounds that
it was much lower than previous guidance, and that it could
indirectly limit the growth of nuclear power. (New power
plants will discharge radiation into rivers and streams that
may be the source of municipal water supplies).

OMB convened a series of meetings between the two agencies which
revealed that, based on existing data, present and planned
nuclear power plant discharges would not result in violations

of the EPA drinking water standard. ERDA subsequently dropped
its objectlon to the level of the standard although they

remain concerned about its stringency.

ERDA has since raised two other objections:

(1) that violations of the standards due to natural background .
radiation could result in adverse public reaction to nuclear
power plants, and (2) that the development of fusion power
'in the 21st century could generate tritium in amounts
sufficient to violate the standards.

EPA and ERDA have reached an agreement in principle regarding
ERDA's objections. EPA will: (1) provide public notification
of the source of the problem in cases where the standard is
violated and (2) study the need for a separate standard in

the future for tritium to allow for development of fusion power.

EPA and ERDA are now working out specific language to include
in the EPA standards, and we expect that final agreement will
be reached within a few days.



THE WHITE HOUSE
WASHINGTON

JMC

Jack Marsh would like you
to prepare a factsheet on
this that could be sent to
the Presidential party in
Texas.
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the N.Y. Times story this morning (which I'm attaching on the

off chance you missed it) about how the oil companies have cur-
tailed the flow of capital to Nigeria and cut back exploratory
drilling beéause government controls on profits have become so
oppressive. So while Nigeria is still the largest supplier,
- Libya is making a comeback. The Canadians are phasing out their
shipmentS-to us, but Indonesia's trade with the West Coast has
increased in recent years. Venezuela's shipments to the U.S.
have been declining, although that country remains the principal
supplier of heavy fuel o0il to the Uu.s. |

Our domestic production is continuing to decline, of
course. The situation will be alleviated when the North Slope
starts to come in, but that's only temporary. About the only
thing left to do is pray that there will be a big strike on the
continental shelf}v But as you well know, price controls coupled
with the demise of the depletion allowance have sharply reduced
the major's incentive for uncovering new sources.

- As for the federal and state legislation and rulings
affecting the energy industry, John Emerson didn't come up with
anything we don't already know about. He thinks the most iﬁpor-
tant factor is how the FEA administers the 1975 Energy Act. There
are going to be some curious and quite trick§ shifts in prices
as the FEA weights them after studying the separate streams of
so-called old and new oil. Unfortunately, the proposals to de-
regulate, which missed by such a narrow margin just recently,

will not be back before next year . They don't have a chance

before the election is over, in other words. Of course, John
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counsels keeping a sharp eye on divestiture bills and related

idiocy. Finally, he thinks it would be worthwhile subscribing
to a weekly NAM briefing on energy matters, and I've taken the
liberty of asking Vicky Colt to look that one up.

The thing that's so sad about the controls situation

is that, as Allan Greenspan pointed out at a press briefing

with Frank Zarb last August: "Immediate decontrol would increase
average petroleum prices by approximately 3 cents a gallon."™ But
as you know the President caved in and went with the Congress
‘(which perhaps was the principal reason the dumb bastard got
walloped by Reagan in Texas).

Incidentally, Zarb made a great statement in a speech

at the 38th annual American Power Conference in Chicago about
two weeks ago:

"We have been living on borrowed time for much
too long ... if the countries which sell us
crude oil and petroleum products decide to
stop the clock again, we'll be in for a crash
refresher course in what life was like during
the last embargo. It will be the history of
of 1974 all over again.

"But néxt time we won't just have long gasoline
lines. In fact, in some areas we won't have
any lines because we won't have any gasoline.
And there will be other areas -- regions where
the generation of electricity depends on im-

ported residual oil -- where the lights may
simply go out.

"I want to emphasize that this is no idle dooms-
day talk -- it is an all too real possibility
... the Organization of Petroleum Exporting
Countries has the oil we need, and .can be ex-
pected to make the most of the seller's mar-
ket ... I am personally convinced that we stand
a disturbingly great chance of being subjected
to another embargo."
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As Barron's pointed out, when those words hit the

broadtape the DJ Averages took a small nosedive, and even the

Daily News advised Zarb to button his 1lip.

As for discussing other sources of energy, Max, I agree
with you completely that the section ought to be compressed so
that you spend a lot less time on it than you did at Pebble
Beach. Most of your peers at Erie are pretty familiar with
the problems associated with shale oil, coal, and solar energy.
They may not know that in the case of atomic power the supply
of uranium may not outlast the world's crude oil resources. TR

Breeders, which as you know produce more than they f;
consume are expected around 1985. 1It's an educated guess (butth

still a guess) that this country is spending around $20 billion

a year in atomic research and development. Probably Russia is

spending more, and may well be ahead of us in breeder technology.

So it's wrong just to talk about the lack of money and the swarming
environmentalists (many of them using the issue as a cloak to attack
enterprise) when we despair the lack of progress in the atomic in-
dustry. The problem is really more a function of time than money,
and it haé to be little steps for little feet, as Al Williams used
to say at IBM. As for fusion, the scientific community knows how
ﬁo do this in theory (and there's plenty of hydrogen around, of
course). Fusion is to fission what the H-bomb (a fusion bomb) is

to the A-bomb. It's probably not due until 1990 at the earliest,
and maybe not until 2001, when Arthur C. Clarke and Hal take over.

At the close of the Erie talk, along with Oscar Levant
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and Damon Runyon, you might want to consider using a statement
that Bob Bleiberg, the editor of Barron's, made in his recent
commentary piece on the continuing energy crisis:

"Time was bought; time was squandered; time is running

out."

*kxk


































































































