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April 10, 1975

MEMOCRANDUM FOR MITCHELL McCONNELL
Acting Assistant Attorney General for

Legislative Affairs
Department of Justice
THRU: MAX FRIEDERSDORF
VERN LOCEN
SUBJECT: H. R, 49, authorizing establishment of

National Petroleum Reserves

On Tuesday,April 8, 1975, Rep. John Melcher, Chairman of the Subcommittee
on Public Lands of the House Interior Committee requested a letter from the
President in support of H. R, 49, or the Administration bill H. R, 2633, and a
response to the following questions:

1. In supporting either H.R. 49 or H. R, 2633 is the unit. plan contract abro-
gated by the opening up of Elk Hills ?

2. Will support of either H, R, 49 or H.R. 2633, impede the anti-trust
investigation?

3. Will passage of either H, R, 49 or H.R. 2633 resolve at least some of the

issues raised by the Cory report and the Anti-trust investigation conducted
by the Justice Department?

In lieu of a Presidential letter responding to the above guestions, it is our
position that a letter from the Justice Department to Mr. Melcher would be
more appropriate. This approach has been discussed by telephone with Keith

Clearwater of your Departinent who testified before Melcher's subcommittee
on these guestions,

A prompt response to Rep, Melcher from your Department with a copy to this
office would be appreciated,

s‘m’.‘,‘

Charles Leppert, Jr. = .~
Special Assistant : Vs
for Legislative Affairs @)
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Mr. Chairman and Members of the Subcommittee:

I am pleased to have the opportunity to appear
before your Subcommittee to present the views of the
Department of Justice concerning H.R. 49, a bill to
authorize the Secretary of Interior to establish cn
certain public lands of the United States national
petroleum reserves to be developed in a manner con-
sistent with the total energy needs of the nation.

I will also refer to H.R. 2633, an Administration bill
which would seek to accomplish the same general objective
as H.R. 49 -- opening Navy petroleum reserves to
commercial uses in the current energy crisis. I will
also discuss the current status of the Department's
investigation of transportation facilities, exchange and
pricing arrangements involving Elk Hills, particularly
insofar as that investigation relates to the bills now
under consideration.

Our comments relate solely to issues of competition
policy as seen by the Department of Justice in this
legislation. Our primary concerns stem from a desire
to insure equal and nondiscriminatory access of the

independent producers and refiners to (1) transportation



facilities necessary to lift crude production from
Elk Hills and other reserves and (2) the bidding
procedures established by the federal agency charged
with implementing the program these bills would
establish.

H.R. 49, as reported by the Committee on Interior
and Insular Affairs, sets forth a general plan authorizing
the Secretary of the Interior to establish national
petroleum reserves on any United States public lands
except specially designated public lands -- basically
game preserves. These petroleum reserves may include,
after prior consultation with the Secretary of Defense,
all or part of an existing naval petroleum reserve. 1If
the naval reserve is included, all facilities and
property of the Department of the Navy are to be trans-

‘ferred to the Secretary of the Interior, and he shall
assume the Navy's responsibilities and functions under
existing contracts with respect to those reserves.

Under the bill, oil and gas in the national petroleum
reserves outside Alaska may be developed under terms and
conditions prescribed by the Secretary of the Interior,
including competitive bidding procedures. These terms

and conditions and also plans for development of each



area of the national petroleum reserves shall become
effective if neither the House nor the Senate disapproves
within 60 days. Each proposed plan of development

shall provide for disposal and transportation of the

0il consistent with the public interest.

H. R. 49 would give full and equal ovoportunity to
""qualified persons'" -- major companies and independents
alike -- in the development or acquisition of the oil
and gas. As for the Naval Petroleum Reserve Number 4
in Alaska, the Secretary is authorized by H. R. 49 to
explore for oil and gas and to report annually to Congress
on his plan for exploration. But no development leading
to production is to be undertaken without further Con-
gressional authorization.

The bill authorizes the Secretary to enter into
contracts for the sale of oil and gas produced from the
national petroleum reserves. These contracts are to be
established by competitive bidding, for periods of not
more than one year, and in amounts which,_in the opinion
of the Secretary, shall not exceed those which can be
effectively handled by the purchasers.

Finally, any pipeline which carries oil or gas

produced from the national petroleum reserves is to



be subject to the common carrier provisions of Section
28(r) of the Mineral Leasing Act of 1920, as amended
(30 U.S.C. 185), regardless of whether the pipeline
crosses public lands. '

H. R. 49 would thus appear to provide for a broad
and ill defined power to establish whaf are called
national petroleum reserves on almost all public lands
throughout the United States. But, as the Committee
feport makes clear, 1/ these broad powers are specifi-
cally aimed at existing Naval Petroleum Reserves, not
other lands. The bill would substitute the Interior
Department for the traditional administration of the
Navy and contemplates an opening of the reserves, ex-
cept NPR #4, to full production by outside parties.

In Alaska, power to proceed beyond exploration is barred
without further Congressional authorization.

In contrast to this broad and amorphous plan,
the Administration has offered in H. R. 2633
the Energy Independence Act of 1975, a comprehensive
and specific program for dealing with national petroleum

reserves -- a program arrived at only after numerous

1/ H. R. Rep. No. 94-81 Part I, 94th Cong. lst Sess.
(1975).



meetings and drafting sessions among Executive Branch
Agencies. Title I of the bill retains our Naval
Petroleum Reserves under the jurisdiction 6f the
Department of the Navy, but opens them to full production.
Part of the full production is reserved for military
purposes, while part may be used or exchanged for a
National Strategic.Petroleum Reserve established under
Title II of the bill, or sold to the general public with
the proceeds earmarked for a Special Fund; This fund
would be used to develop the Naval Petroleum Reserves
for full production, and to acquire petroleum for the
National Strategic Petroleum Reserves. With regard to
the National Strategic Petroleum Reserves, there may
also be created an Industrial Strategic Petroleum Re-
serve, consisting of petroleum owned by importers or
refiners and stored for the Government under such terms
as the President deems necessary.

In developing the Administration's bill, care was
taken to incorporate antitrust safeguards in the dis-
posal to the private sector from naval petroleum re-
serves, and from the National Strategic Petroleum Re-
serve. For example, in a provision tailored specifically

to the competitive problems at the Elk Hills Naval
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Petroleum Reserve, and to the issues raised in our
investigation, the bill provides that terms of sales

or exchanges shall be so arranged as to give full and
equal opportunity for acquisition of, or exchange for,
the petroleum by all interested companies, including
major and independent o0il refiners alike. Again, with
Elk Hills in mind, the uses of the Special Fund set
forth in the bill include the construction and operation
of facilities on or off the Naval Petroleum and 0il

Shale Reserves, including pipelines from reserve to

point of sale. This is designed to insure that the

Navy can build its own pipeline to give access to this
0il to all refiners if suitable arrangements cannot be
made to effectuate this with the private carrier pipe-
lines in California.

It should be noted that H.R. 49 provides that each
proposed plan of development of each area of the national
petroleum reserves shall '"provide for disposal and
transportation of the 0il consistent with the public
interest, and shall give full and equal opportunity

for development of or acquisition of, or exchange for,



the oil and gas by qualified persons including major and
independent producers or refiners alike.'" With the
exceptions I will note later in my testimony, H.R. 49
certainly attempts to insure that access to the

oil of Elk Hills and other reserves is not limited to

a chosen few. However, as I will indicate later, the
Administration's bill is more precisely drawn and, in
my view, provides, with greater certainty, a fully
competitive program.

Aside from the safeguards of Title I, relating to
commercial access principally to Elk Hills, requisite
findings of Title II, pertaining to possible commercial
access to strategic petorleum reserves, mandate among
other things that 'the public interest requires that a
strategic petroleum reserve program be consistent with
the objective of preserving an economically sound and

competitive petroleum industry, and that the program



provide for minimization of economic distortion, in-
flexibility, and unnecessary interference with market
mechanisms." This public interest standard is incor-
porated in authorizations to the President to sell, use,
or otherwise dispose of the National Strategic Petroleum
Reserve (civilian), either in the event of emergency or
on a finding that these stored reserves are no longer
necessary. This standard would also apply to the manner
in which the Secretary of the Navy arranges utilization
of private capital, under competitively bid leases or
competitively negotiated contracts, in the exploration,
development and production of Naval Petroleum Reserve
Number 4 in Alaska.

Title II also requires the President to make annual
reports on actions taken and efforts to provide the
strategic reserve system required under the Title.

Among other subjects the reports are to consider the

market impact of developing the storage program, in-

cluding the extent to which purchases for the reserve
system will affect competitive markets.

As I have indicated, the primary concern of the
Department of Justice is not who administers the Naval

Petroleum Reserves, whether these reserves should be



retained at all, or whether the lands should be

opened to full production. Our basic responsibility

is to inﬁﬁro, to the extent the reserves are opened

and the oil disposed by the Government, that appropriate
safeguards are imposed to provide equal treatment to

all sectors of the petroleum industry and avoid dis-
tortion of the competitive free enterprise system. We
would note, however, without reflecting on the Department
of Interior, that the long experience of effective
even-~handed administration of the reserves by the Navy
gives confidence in its ability to administer fairly

and vigorously the competitive standards required in
opening the reserves for full production and sale.

As for the chpetitive safequards, we prefer those
which were carefully devised by the Administration in
consultation with the Department of Justice to deal with
specific problems in a comprehensive plan of development.
The standards provided in H.R. 49 appear to be less
precisely drawn and could provide serious problems in
interpretation and administration. For example, H.R.

49 requires opportunities, for majors and independents
alike, to be provided in development or purchase of oil

to "qualified persons" -- a term nowhere defined or



explained. These "opportunities" are to be set forth
in broad, general plans of development formulated by
Interior, rather than, as in the Administration bill,
in the arrangement of terms for specific offers of bidding
to give full and equal opportunity to acquire the oil
to "all interested companies."” The Administration
bill requires the disposing agency to focus on each
sale of NPR oil so as to give equal access to all
interested companies, tailored to the specific facts
and circumstances of that sale. This requires that,
upon analy#is, the agency must structure each sale in
blocks small enough to permit small refiners to offer
viable bids on the oil tendered.

Thus, the Administration bill, by tying full and
equal opportunity to acquire oil to specific terms of
sale, clearly requires sales in amounts small enough
for the smaller refiners to be able to bid on and use.
It thus obviates any need for H.R. 49's separate, and
discretionary, provision requiring sales in amounts

"which, in the opinion of the Secretary, shall not exceed

those which can be effectively handled by the purchasers,"

while providing a more objective standard as well.
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Finally, we would éndorse the concept of common
carriers to transport oil from the reserves which H.R.
49 attempt to apply. However, a reading of section
28(r) of the Mineral Leasing Act shows it contains a
number of provisions designed for use in connection
with public lands. Attempt to apply the section here
could lead to some confusion in interpretation and pro-
tracted litigation. Moreover, in actuality, any problem
over private carriers arises only in the context of the
Elk Hills Naval Petroleum Reserve in California. 1In
that State, while all the available carriers are private,
the Navy Department is conducting negotiations with them
to insure that when Elk Hills goes to full production
all potential purchasers can transport the oil on equal
terms. These negotiations, plus the specific safeguards
incorporated in H.R. 2633, should in my judgment ade-
quately deal with the problem.

Based upon the foregoing, we favor the Administration

bill, H.R. 2633 over H.R. 49.
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That concludes my testimony concerning the views of
the Department of Justice on H.R. 49. Interest has also been
expressed over the status of our investigation involving
Elk Hills.

The Elk Hills antitrust investigation was started
in June, 1970. It involved a full investigation of the
operation of private transportation and marketing facilities
available for the sale of crude oil produced for the Navy
Department's account under contract which provided for the
operation of Naval Petroleum Reserve #1, Elk Hills, Californis.
The initiation of the investigation coincided with and the
investigation was stimulated by proposals in 1970 to swap
Elk Hills o0il for Santa Barbara leases which were to be
closed by the Government after the blowout in the Channel.
This was simply a method of compensation of those companies
which had bid on the leases. That legislation was not
enacted by the Congress. Failure to enact the legislation
tended to place a lower priority on any such investigation
and the next two years the investigation moved very slowly
.because of staff attehtion to other, higher priority,
activities of the Division.

With the legislative proposals to open up Elk Hills
both in this Congress and the past Congress, we have
determined that the investigation shouid be reactivated

and intensified. This has been done.
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Under the intensified investigation we are seeking
to determine the answers to two basic questions. First,
does the intrastate pipeline system in California, which
is owned by various major companies, and by virtue of its
intrastate nature is not a comhon carrier regulated by the
Interstate Commerce Commission, serve as a competitive
bottleneck which tends to foreclose independent producers
or refiners from the mafket for crude o0il or seriously
disadvantage their competitive position? The answer to
this question can only be resolved by a thorough investigation
of all the facts concerning available pipeline systems in
all of the surrounding oil fields in Kern County, California
and the trunk line systems transporting oil from any of these
fields, principally in Kern County where Elk Hills is located,
to the three principal refining centers at Bakersfield in
the Los Angeles Basin, and in the San Francisco Bay Area,
as well as to Marine Terminals at Estero Bay on the Coast
west of Bakersfield. We learned early in this investigation
that the transportation of crude oil in California on these
pipelines involved a practice of exchanges or transfers of
crude oil through exchange agreements entered into between
two or more parties to the crude oil transportation arrange-
ment. Crude oil for shipment is generally sold to the pipeline
owner, the o0il company owning thé pipeline at the field, and

a comparable amount is purchased by the seller or another
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company at a terminal near to the refiners plant. The questiocn
of whether a pipeline bottleneck exists, therefore, involves
not only a question of whether pipelines are available as
common carrier lines, but whether the opportunity for small
refiners to acquire crude oil is foreclosed by any discrimination
in the formation of rather complex exchange agreements. This
analysis is underway and nearing completion by the staff.

The second basic question raised in this investigation
is whether or not the posted pricing system in California
and the various joint ventures involving major crude oil
producers have created a noncompetitive pricing system which
rises to the level of an antitrust violation.

Of course, in both these general areas our major
concern is possible foreclosure of smaller companies from the
acquisition of crude o0il in general, and df Elk Hills crude
in particular, now or in the future, either through denial or
discrimination in the use of the intrastate pipeline system,
or through disadvantage in the use of artificially pegged
posted prices, or through other joint venture arrangements
~among the majors.

Needless to say, the inquiry we have undertaken has
required a highly sophisticated and complicated analysis
of the economic factors involved in crude oil transportation,
exchanges and prices. How have we proceeded with this analysis?

Our first effort was to obtain as much documentation as

14



possible concerning the various areas of inquify. Letters
were directed to each major and independent oil company
known to have pipeline facilities in Kern County. The
letters were also sent to all independent companies known
to have an interest in access to sources of crude oil in
the San Joaquin Valley. These letters asked for voluntary
cooperation from the companies and were sent on April 17,
1974 after we had sufficiently briefed ourselves on available
information from the Navy at Elk Hills as well as from
interviews with some independent refiners.

Our request for information covered all contracts
and related documents concerning any purchase, sale or
exchange of crude oil from Elk Hills and Buena Vista Hills,
thus covering both NPR #1 and NPR #2. It covered a request
for comprehensive maps and statistics, and documents concerning
existing trunk lines and storage facilitieé. It covered
studies, surveys, memoranda and proposals considered in
the transporting of crude oil from Elk Hills. It covered
a request for exchanges of crude oil, not only involving
Elk Hills, but all of the surrounding fields in Kern County.
It covered any requests or refusals to exchange or permit
use of transportation facilities. Also requested was posted
price information, production statistics and purchase
statistics with respect to all fields which were used as

reference fields in the pricing of crude oil under Navy

15



contracts at Elk Hills.

After extensive documentation was received pursuant to
the letter, the Antitrust Division staff conducted extensive
conferences and interviews with bbth majors and virtually
all of the independent refiners involved. It became apparent
after several contacts with the smaller elements in the
industry that we could not through their testimony develop
specific instances of discriminatory practices on the part
of the major companies. Independents, to the contrary, cited
instances in which they were able to obtain government royalty
crude oil from places remote from their refineries because of
the exchange arrangements made with major companies. While
it is conceivable that their statements to us may have been
tempered by a fear of reprisal from the majors we have no
direct evidence of this and I believe we have to take their
statements for their face value. Needless to say, this does
not mean that our investigation should be terminated without
further analysis of the role which the independent plays in
the total picture in California. It may well be that the
independent is subjected to exclusion in production through
more subtle means. It may also be that the independents
are not part of a "favored club" and thereby may be required
to pay a slightly higher exchange rate for transportation of

crude than their larger competitors.
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Throughout the course of our investigation numerous
contacts have been maintained with staff personnel of the
Cory Committee of the State Legislature. The Cory Committee .
to the extent it was not bound by confidentiality of certain
material, cooperated fully and c§mp1ete1y with our staff in
the conduct of our investigation. We reciprocated.

In November, 1974 the Committee published its reports.
Mr. Cory met with myself and staff of the Division to present
these reports 2/ and urged the Department to take whatever
action it felt appropriate after review of the studies. We
are reviewing those studies and no final recommendation has
been made by the staff to the Division as to action to be
taken concerning those reports.

I should add that as is probably apparent to this
Committee, our investigation and the Cory Committee's report
have proceeded along many of the same avenues. We have
obtained information in the course of our investigation which
must now be evaluated in the light of the conclusions and
theories advanced by the Cory Committee and the final
determination must be made what Department action, if any,
should be taken.

I think it might also be helpful to briefly discuss

some of the legal theories involved in our investigation

Z]  California Crude 0il Market Control, Crude 0il Exchanges,
Cost of Refining California Crude O1l, Crude 01l Pipelines in
California, Offshore DrillIng, The Administration of State
Owned Tidelands.
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under the Sherman Act. We must explore whether there has
been a conspiracy, combination or collusion among the major
oil companies which would constitute a per se violation of the
antitrust laws. As yet we have not uncovered facts which
would establish such a violation. We are still investigating,
however, and I would not want to suggest that the charge
cannot ultimately be made. Further evaluation is necessary
with respect to the merits of the charges made in the Cory
Committee report, for example. The report presents the

case on the theory of a per se violation arising from an
understanding on the part of the seven major oil companies.

We must go behind those charges and try to ascertain whether
they have merit and will stand up in a court of law.

As part of our analysis of a conspiracy, we must examine
whether the posted price system is a result of an implied
agreement to fix the prices of crude oil. There is a pattern
of substantial uniformity of postings on the part of the
four o0il companies which post prices and there is also a
relationship of the posted price with the exchange agreements
'as the basis for determining values in a great number of
exchanges. These are all facts which we must examine in
detail before any conclusion can be made that a per se

violation of the antitrust laws exists.
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Turning from the per se conspiracy theory, there also
remains the possibility of a Sherman Act violation outside
the per se rules. That is, dces a restraint of trade exist
by an agreement either expressed or implied among the oil
companies which, while not so pernicious as to be subject to
a per se charge is unreasonable under the 'rule of reason'
approach. This requires a careful balancing of competitive
effect and economic benefit through economies of scale and
the like. Naturally this gets us into a much more profound
investigation and analysis,

The whole question of the exchange arrangements and

joint ventures among pipeline owners falls in this category.

A joint venture does not in and of itself violate the antitrust

laws nor in the view of the Department is a joint venture so
suspect as to require those who enter into it to carxy the
burden of showing its necessity. A separate antitrust
violation must be proven by the Government. In matters

as complex as joint ventures and exchange arrangements in
the oil business, that proof is difficult to achieve. We
have not concluded at this point that no case rests on one
of these more complex theories. We are awaiting the
recommendation of the staff which we expect to have within

the next few weeks.
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SUBCOMMITTEE ON PUBLIC LANDS

April 8, 1975

™ receive supplemental testimony on:

H.R. 49 -- To authorize the Secretary of the Interior to
establish on certain public lands of the United
States national petroleum reserves the development
of which needs to be requlated in a manner
consistent with the total energy needs of the
Nation, and for other purposes.

WITNESS

Keith I. Clearwaters, Deputy Assistant Attorney General
Anti-trust Division
U.S. Department of Justice
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94TH CONGREgS HOUSE OF REPRESENTATIVES { Rerpr. No. 94—
1st Session 81 Parr I

AUTHORIZING THE SECRETARY OF THE INTERIOR TO ESTABLISH ON
CERTAIN PUBLIC LANDS OF THE U.S. NATIONAL PETROLEUM RE-
SERVES THE DEVELOPMENT OF WHICH NEEDS TO BE REGULATED
IN A MANNER CONSISTENT WITH THE TOTAL ENERGY NEEDS OF
THE NATION AND FOR OTHER PURPOSES

MarcE 18, 1975.—Ordered to be printed

Mr. Harey, from the Committee on Interior and Insular Affairs,
submitted the following :

"REPORT | L

[ToA accompany H.R. 49]'

The Committee on Interior and Insular Affairs, to whom was re-
ferred the bill (HL.R. 49) To authorize the Secretary of the Interior
to establish on certain public lands of the United States national pe-
troleum reserves the development of which needs to be regulated in a
manner consistent. with: the total energy needs of the Nation, and for
other purposes, having eonsidered the same, reports favorably thereon
with an amehdment and recommends that the bill as amended do pass.

The amendment is as follows: o

Page 1, beginning on line 3, strike out all after the enacting clause
and insert in lieu thereof the following: :

That in order to develop petroleum reserves of the United States which need to
be regulated in a manner to meet the total energy needs of the Nation, ihcluding
but not limited te national defense, the Secretary of the Interior is authorized
to establish national petroleum reserves on any reserved or unreserved public¢
lands of the United States (except lands in the Natiomal Park System, the Na-
tional Wildlife Refuge System, the Wild and Scenic Rivers System, the National
Wilderness Preservation System, areas now under review for inclusion in the
Wilderness System in accordance with provisions of the Wilderness Act of 1064,
and lands in Alaska other than those.in Naval Petroleumn Reserve #4).

SEc. 2. No national petroleumn reserve that includes all or part of an existing
naval petroleum reserve shall be established without prior consultation with the
Secretary of Defense, and when so established, the portion of such naval reserve
included shall be deemed to be excluded from. the naval petroleum reserve.

Upon the inclusion in a national peiroleum reserve of any land which is in a
naval petroleum reserve on ‘the date of enactment of this act, any equipment,
facilities, or other property of the Department of the Navy used in operations.on
the land so included and any records, maps, exhibits, or other informational data
held by the Secretary of the Navy in connection with the land so included shill
be transferred from the Secretary of the Navy to the Secretary of the Interior
who shall thereafter be authorized to use them to carry out the purposes of this

Act. P
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The Secretary of the Interior shall assume the responsibilities anq functions
of the Secretary.of the Navy under any contract which now exists with respect
to activities on a naval petroleum reserve to which the United States is a_party.

SEC. 3. (a) The oil and gas in the national petroleum reserves in the contiguous
forty-eight states established pursuant to this section may be developed under
terms and conditions prescribed by the Secretary of the Interior. The Secreta_ry
oF tlie Interior shall use competitive bidding procedures with prior public notice
of not less than 30 days of the terms and conditions for any contract, lease, or
operating agreement for development and production of oil and gas from a
national petroleum reserve. Such terms and conditions and also plans for the
development of each area of the national petroleum reserves shall be published in
the Federal Register, but shall not become effective until sixty days after final
notice has been published and submitted to the Congress (not counting days on
which either the House of Representatives or the Senate is not in session for
three consecutive days or more) and then only if neither the House of Repre-
sentatives nor the Senate adopts a resolution of disapproval. Each proposed Plan
of development and each amendment thereof shall explain in detail the method of
development and production proposed, shall provide for disposal and transporta-
tion of the oil consistent with the publie interest, and shall give full and equal
opportunity for development of or acquisition of, or exchange for, the oil and gas
by qualified persons including major and independent producers or refiners alike.
Bach proposed plan of development by the Secretary shall also explain the rela-
tive needs for developing the oil and gas resources in order to meet the total
energy needs of the Nation, compared with the need for prohibiting such devel-
opment in order to further some other public interest.

(b) Any oil or gas produced from such petroleum reserves, except such oil or
gas which is either exchanged in similar quantities for convenience or increased
efficiency of transportation with persons or the government of an adjacent for-
eign state, or which is temporarily exported for convenience or increased effi-
ciency of transportation across ports of an adjacent foreign state and reenters
the United States, shall be subject to all of the limitations and licensing require-
ments of the Export Administration Act of 1969 (Act of Dec. 30, 1969 ; 83 Stat.
841) and, in addition, before any oil or gas subject to this section may be exported
under the limitations and licensing requirement and penalty and enforcement
provisions of the Export Administration Act of 1969 thé President must make
and publish an express finding that such exports will not diminish the total qual-
ity or quantity of oil and gas available to the United States and. are in the
national interest and are in accord with the Export Administration Act of 1960.
..{e) The Secretary of the Interior is authorized to enter into contracts for
the sale of oil and gas which is produced from the National Petroleum Reserves
and which is owned by the United States. Such contracts shall be issued by com-
petitive bidding, they shall be for periods of not more than one-year’s duration,
and in amounts which, in the opinion of the Secretary, shall not exceed those
which can be effectively handled by the purchasers. )

. (d) The Secretary of the Interior is hereby authorized and directed to explore
for oil and gas on Naval Petroleum Reserve No. 4 and he shall report annually
to. Congress on his plan for exploration of such Reserve: Provided, That no
development leading to .production shall be undertaken unless authorized by
Congress. ' . , , ,

(e) Any pipeline which carries o1l or gas produced from the national petroleum
reserves shall be subject to the common carrier provisions of Section 28 (r) of
the Mineral Leasing Act of 1920, (41 Stat. 449), as amended (30 U.S.C. Sec-
tion 185), regardless of whether the pipeline crosses public lands. N

- PURPOSE

- HLR. 49 proposes to authorize the Secretary of the Interior to estab-
lish on certain public lands of the United States national petroleum re-
serves the development of which needs to be regulated in a manner
consistent with the total energy needs of the Nation, and for other
purposes. : . ‘

. H.R. 81

8

" EXPLANATION AND NEED

. The bill seeks to. accomplish three things: ~

_ First, to authorize the Secretary of the Interior to establish national
petroleum reserves on the public lands. : : :

Second, to autherize the Secretary to prepare plans for development
and production of oil and gas on such reserves in the lower forty-eight
states, subject to Congressional acceptance of any production plan. -

‘Third, to-direct the. Secretary to explore for oil and gas on the 22
mﬂhqn:acre Naval Petroleum Reserve No. 4 in Alasgka, and to report
his findings annually to Congress. However, the bill expressly prohibits
the Secretary from allowing any leasing, development, or production
from this Alaskan reserve until further action by Congress.

‘Potential Oil and Gas Production on Public Lands

H.R. 49 proposes that public lands heretofore set aside as Naval
Petroleum Reserves may be reviewed by the Secretary of the Interior.
After consultation with the Secretary of Defense he is authorized to
establish national petroleum reserves, which may include all or part
of a Naval Petroleum Reserve. Subsequently the Secretary of the In-
terior is authorlzqd to proposed to Congress a plan for the develop-
ment and production of any area within a national petroleum reserve.
S\uch proposed plans would take effect 60 days after publication in the
Federal Register unless rejected by either body of Congress. '

The potential 300,000 barrels per day of production from Elk Hills
could replace a like amount of imported crude oil. At current prices
this would reduce our balance of payments deficit by about $1.3 billion
and return to the U.S. Treasury approximately $1.0 billion per year.

_Committee Jurisdiction

Jurisdiction over public lands in the House of Representatives is
the responsibility of the Committee on Interior and Insular Affairs.
H.R. 49 deals with establishing national petroleum reserves on any
reserved or unreserved public lands, with certain specified exceptions.
These exceptions are lands in the National Park System, National
Wildlife Refuge System, Wild and Scenic Rivers System, Wilderness
Preservation System and lands under review for inclusion in the
Wilderness System, and lands in Alaska except those in Naval Pe-
troleum Reserve No. 4. : »

Naval Petroleum Reserves are public lands set aside by Executive
Order and used for a specific purpose. Their development and pro-
duction for their oil potential is covered by statute (10 U.S.C. 7421,
¢t seg.). Under the House Rules, this statute puts them under the juris-
diction of the House Committee on Armed Services. '

Any production of oil and gas for other than national defense pur-
Eoses from a Naval Petroleum Reserve requires an act of Congress

ecause current law limits production from these reserves to national
defense needs. This has been interpreted to mean a declaration of war.
H.R. 49, by authorizing a naval petroleum reserve to be included in a

-
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leum Reserve No. 1 at Elk Hills (established in September 1912);
N:val ]?’etroleum Reserve No. 2 (established in December 1915) at
Buena Vista are both in California. Naval Petroleum Reserve No. 3
(established in December 1912) is Teapot Dome in Wyoming. Naval
Petroleum Reserve No. 4 consisting of 22 million acres located on
the north slope of the Brooks Range in Alaska was established in
February 1923. Of the first three reserves, only Elk Hills, with 1.5
billion barrels, has any appreciable reserve. :

The Defense Production Act of 1950, as amended, adequately pro-
tects the nation’s defense needs. Under the terms of that Act, the
President is authorized to assign priorities to any defense-related
contracts or orders, including all fuels. The nation’s entire supply of
fuel could be immediately reserved and held for military use if neces-

sary the minute the President establishes such a priority. Therefore,a .

reserve controlled by the Navy, but limited to use only during time of
war, has lost the significance it once had. o )

Each of the three reserves in the lower forty-eight states is ad-
jacent to other producing areas. Due to past and present production
Buena Vista has been virtually depleted, with a reserve of only1 51
million barrels remaining. Reserves in Teapot Dome are estimated to
be only 50 million barrels. The relative insignificance of the amount
of oil remaining in these two reserves make them reserves for the
Navy in name only. ‘ . ]

The case at Elk Hills is different. It can be put into production
within sixty days. Production of 160,000 barrels per day could be
obtained in less than six months and the reserve is capable of produc-
tion of 800,000 barrels per day within one year. The Committee notes
that this amount represents approximately 40 percent of the Presi-
dent’s goal of reducing U.S. dependence on foreign crude imports by
800,000 barrels per day within one year. The total reserve is esti-
mated to be 1.5 billion barrels of oil and over 1.2 trillion cubic feet
of natural gas. ,

Drainage From the Elk Hills Reserve

Navy and Interior officials, private geologists and petroleum engi-
neers, alike, all agreed in testimony that drainage from a partially
developed petroleum field is difficult and sometimes impossible to
prevent. Navy, in 1974, and again in February of this year, testified
there was some drainage from Elk Hills. In this regard, two actions
are now being litigated between the Navy and private oil companies
to prevent further drainage through production from wells outside
of the boundaries of the reserve. ) . L

To prevent such drainage, the Navy must either enjoin the produc-
tion of oil on the adjoining lands outside of the reserve, or attempt to
“jawbone” agreements with private interests to slow down produe-
tion from, or vacate, active wells, or drill offset wells within the re-
serve and commence their own production. H.R. 49 would permit a
production plan subject to Congressional approval. Such a plan would
not only permit production within the reserve but would also free up
production from wells on adjoining lands outside the reserve now
enjoined by court action, thus ending the current litigation. This
would mean an additional production of 20,000 barrels per day of
oil by private companies on private lands now foreclosed by court
order.

' ILR. 81
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Joint U.S. and Standard 0il of California Ownership of Ell Hills
Reserve 0il and Gas

The Elk Hills reserve is in joint ownership and, as a result of this,
a unit plan contraet between the N avy and the Standard Oil Company
of California allocates 79 percent of the ownership to the Federal
government and 21 percent to Standard. Since production ceased
following World War II, standby maintenance has been provided for
the existing wells through an operating agreement between the two
parties which designates Standard as the operator of the field. How-
ever, the terms of the operating agreement permit its cancellation by
either party. On February 14 of this year, Standard notified the Navy
that it was exercising its right of cancellation.

Whether the Navy or another Federal agency manages Elk Hills,
any new operating agreement must be negotiated with another com-
pany. Navy has testified that the unit plan contract and the operatin,
agreement with Standard are equitable. The unit plan contract Woulg
remain in effect under any plan of production.

Known reserves of gas in Elk Hills exceed 1.2 trillion cubic feet
which would become available for sale as oil production proceeded.
There appears to be little need to stress the existing natural gas short-
age in the Nation.

Protection of the Public Interest and Assuring Opportunity for
Independent Oil Refiners to Have Equitable Access to Oil Produced
on a National Petrolewm Reserve

H.R. 49 provides that any plan of production proposed by the Sec-
retary of the Interior from a national petroleum reserve in the lower
forty-eight states can become effective only after being published in
the Federal Register and submitted to Congress for 60 days during
which time either body of Congress may veto it by adopting a resolu-
tion of disapproval. Any plan of production proposed by the Secretary
can develop and produce such reserves either through a Federal
agency, or by contracting or leasing with a private company on the
basis of competitive bidding only. ‘

The need for variation in any proposed production plans is evident
beeause of the variations in conditions and circumstances of the petro-
leum reserves and supplies. As was pointed out previously, a reserve
such as Teapot Dome has little oil leigt, requiring secondary treatment
to recover the remaining oil, while Elk Hills permits primary produc-
tion in several proven zones. o {

In any production plan, ILR. 49 requires that the small independent
oil refiners, or purchasers of natural gas, have equitable opportunity
to buy the product in amounts suitable to their needs, through pur-
chase contracts limited to a year’s duration. It also provides that any
pipeline carrying oil or gas produced from a national petroleum re-
serve must be operated as a common carrier, thus assuring accessibility
of the pipeline to the small independent companies. These protections
are intended to guarantee small independent companies a viable opper-
tunity to participate in the benefits of production from such national
petroleum reserves.

Oil or gas produced from a national petroleum reserve cannot be
exported under H.R. 49, except under the limitations and licensing
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‘requirements of the Export Administration Act of 1969 and, in addi-
tion, unless the President makes a finding that such sale to a foreign
country is in the national interest.

Potential of Naval Petroleum Reserve No. 4 in Alaska

The Committee finds that early exploration for oil and gas in Naval
Petroleum Reserve No. 4 is essential. H.R. 49 directs the Secretary to
undertake such exploration. However, production is out of the ques-
tion for a number of years due to a lack of transportation, There are
other matters to be considered before Congress makes 2 final judgment
on the production of oil and gas contained in this reserve. These lands
may have substantial values, including recreation, wildlife and other
.mineral deposits, in addition to any oil and gas.

Current oil development in Alaska is principally in the Prudhoe

Bay area. That field involves leases issued by the State of Alaska to
private oil companies and will pay royalties to the owners of the land.
There could well be other fields found as extensions to the Prudhoe
Bay field or in other areas of Alaska which conld be developed under
existing law and regulations and would return substantial revenues to
the Federal government as well as to the State and the natives.
. Exploration by the Navy within Naval Petroleum Reserve No. 4
is presently proceeding at a snail’s pace. Navy has only two explora-
tory wells on this year’s schedule, although they have rogrammed
24 more over the next 7 years at an estimated cost of $382 million.
Little is known of the potential oil or gas reserves in Naval Petroleum
Reserve No. 4. Estimates range as high as 20-30 billion barrels of oil,
but the Committee recognizes that these are little more than prelimi-
nary estimates until additional exploration has been accomplished.

Transportation facilities for oil or gas from this reserve will not
be possible for at least five years and probabl longer. The Trans-
Alaskan Pipeline will begin operation in mid-1977, but any connection
to it or expansion of it by looping to carry more than the oil produced
in the Prudhoe Bay field is a major construction effort that would re-
quire another two to four years beyond 1977. A pipeline to carry
1leial,ytlt(:ral gas from the North Slope of Alaska would require even more

It is vital to the national interest to assess the amount and location
of potential oil and gas available in this 22 million acre reserve, There
is the possibility of finding other minerals and there are wildlife and
many other values on this large tract of public land that will have to
be considered. For example, an area on the western side of the reserve
is an historic and current calving ground of the Arctic caribou herd.
The noxtl}eastem coastal plain ares is considered to be the best water-
fow] nesting area on the North Slope. Finally, lands in and adjacent
to the Brooks Range are highly scenic. These areas should all receive
consideration in any plans for development. In the Committee’s opin-
lon, the Secretary of the Interior is best qualified to make judgments
regarding these other values.

The Department of the Interior administers more than 300 million
acres of public land in Alaska. Some of this land is yet to be selected
by the Natives and the State as permitted in the Alaskan Native
Claims Settlement Act and the Alaska Statehood Act. Much of the
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other public Jand in’ Alaska may ‘be designated as wilderpess, wild
‘and seenic river, wildlife refuge, national park or-mational forest lands.

The Committee believes Congress must determine policy for this
vast area of our largest State, and it believes also that the Depart-
ment of the Interior should be guided by new law concerning public
land policy. Certainly, the Navy should nof ‘retain exclusive juris-
diction over 22 million acres of Alaska public lands in the guise of
an essentially unexplored petroleum reserve. - - :

H.R, 49 would direct a more sensible and logical approach to the
consideration of all of the public lands by integrating the management
of Naval Petroleum Reserve No. 4 into the Department. of the Interior.
That Department could then determine the oil -and%as potential on
this reserve, together with its other values. Congress s ould determine
all the relative values, including continuation of all or parts ofitassa
national petroleum reserve. : ,

Meanwhile, production from proven reserves in the lower forty-
eight States could proceed subject to Congressional review of the pro-
duction plans.

BUDGET ACT: COMPLIANCE -

Under the provision of Rule X, clause 8 (b), and clause’l (e) (3)
(c), and sections 308(a) and 403 of the Congressional Budget Act of
1974, the Committee recognizes that some costs will be ihcurred as a
result of the enactment of FLR. 49 (see Current and Five Subsequent
Fiscal Year Cost Estimate), but it niotes that the income will far ex-
ceed the costs. ; : .

 GURRENT AND FIVE SUBSEQUENT FISCAL YEAR COST ESTIMATE '

Pursuant to Rule XIII, Clause 7, of the Rules of the House of Reﬁf

resentatives, the Committee estimates the cost to be 1ncurred by the

Toderal Government during the current and the five subsequent fiscal

i;ears as a result of the enactment of this legislation would be as fol-
OWS:

This bill would mean production of oil and gas from national petro-
Jeum reserves within the contiguous 48 states subject to a plan devel-
oped by the Secretary of Intertor which would come before Congress
for 60 days and be subject to a veto by either body. The Committee
estimates that outlays for developing plans by the Secretary would
not exceed $2 million per year. ‘ o

The bill also directs the Secretary of the Interior to explore for oil
and gas on Naval Petroleum Reserve No. 4 in Alaska and report an-
nually to Congress on his findings but does not allow. any production.
The Committee estimates that the Secretary of the Interior will expend
nothing during the current fiscal year for exploration of this area, but
up to $50 million may be spent in each of the succeeding five fiscal
years. However, it must be pointed out that these costs could vary con-
siderably depending on the Secretary’s findings as presented in his
annual report to the Congress and on the determination by Congress of
the Secretary’s actual needs for exploration in Naval Petroleum Re-
serve No. 4. Even without enactment of H.R. 49, Navy estimates
exploration costs of $382 million over the next seven years. Cost
estimates for H.R. 49 substantially replace Navy’s projected costs. ., -
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U.S. receipts from sale of vil and gas produced from National Petro-
leum Reserves would most likely offset these expenditiives many times
over. ! . o

1 OVERSIGHT STATEMENT

Pursusnt to Rule X, clause Q(bg &}3, the Subeommittee on Public
Lands condueted oversight related hearings during its hesrings on
H.R. 49. While the Subcommittee did not find that existing laws were
amplemented in a manner ineonsistent with the intent of Congress at
the time they were enacted, it did conclude that conditions and cir-
cumstances had so changed that new legislation was necessary and de-
sirable. Based on this conclusion, the Subcommittee recommended and
the Committee on Interior and Insular Affairs agreed (by a vote of 32
to 0) that the national interest demanded the development of new
policy with respect to Federal oil and gas reserves.

No recomimendations were submitted to the Committee pursuant to
Rule X clause 2(b) (2).

COMMITTEE CONSIDERATION

In the 98d Congress hearimgs were held on H.R. 11840 and related
measures on December 18, 20,21, 1973 ; on January 47, 22, 25, 28, 29,
1974; on February 4, 5, 28, 1974; and on March 14, 15, 1974+ total of
13 Committee Hearings.

In the 94th Con the Subcommittee on Public Lands met to
hear and consider H.R. 49 on February 6, 21 and 28, 1975. After dis-
cussing the matter on February 28 thergubcommittee revised the legis-
lation and reported it faverably to the Full Committeee on Intrior
and Insular Affairs. On March 13, 1975, the Committee on Interior
and Insular Affairs ordered the measure favorably reported, as
#imended, to the House by a vote of 82 to 0.

DEPARTMENTAL REPORT

While no formal report was received from the Department of the
Interior or the Department of Defense on H.R. 49, testimony was
taken by the Subcommittes on Public Lands from both Executive De-
partments. Generally, the Administration spokesmen testified that
their Energy Independence Act of 1975, a more general measure, is
recommended. That legislation contains a provision similar to H.R.
49 which aims towards the ultimate development of the Naval oil re-
serves by the Navy Department. H.R. 49 modifies that approach by
allowing the Secretary of the Interior to establish National Petro-
Jeum Reserves, including Naval Petroleum Reserves under certain
circumstances, and to utilize the expertise available to him to explore
and develop those reserves under the tetms of the législation.

While the Administration spokesmen indicated a greference for
the proposal, as transmitted, it was ¢learly understood by the Mem-
bers of the Committee that the Administratiof strongly recommends
action by the Congress to assure the immediate production of the Elk
Hills area. If the Congress concludes that a solution different from
the one transmitted is more appropriate, the Administration is not
expected to reject it on a jurisdictionalbasis.

HR. 81
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IN THE HOUSE OF REPRESENTATIVES

JANUARY 14,1975

Mr. MrrouEr introduced the following bill; which was referred to the Com-

mittee on Interior and Insular Affairs

Marcu 18,1975

Reported from the Committee on Interior and Insular Affairs with an amend-

ment, and referred to the Committee on Armed Services for a period ending

not later than April 19,1975

[Strike out all after the enacting clause and insert the part printed in italic]

A BILL

To authorize the Secretary of the Interior to establish on certain

@ - O O > W N

public lands of the United States national petroleum reserves
the development of which needs to be regulated in a manner
consistent with the total energy needs of the Nation, and
for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That the Seeretary of the Interior is antherized to establish
on &ny reserved or unreserved publie lands of the United
Systeny; and the National Wilderness Preservation System
and primitive and rondless areas in the national forests now

I
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to be regalated in o panper that will meet the totel energy
defense:

Sge: 2. No reserve that ineludes bl or part of an
existing naval petrolewm reserve shall be esteblished with-
when so established; the portion of the naval reserve in-
eluded shall be deemed to be exeluded from the naval
Feserves

Spe: 3. {a) The oil and gas reserves in the eontigaons
forty—eight States established pursupnt to this seetion may
be developed under terms and eonditions presexibed by the
Seeretars: of the Interior sixty days after notiee is given to

of Representatives or the Sepate is not in session for three

eonseeutive days or more) i neither the House of Repre-
septatives ner the Senate adepts o reselytion of disapprovak:
of development prepesed; and shell provide for develop-
ment and transpertation of the ol comsistent with puble
interest gnd fo give opportuntty i the smeller or independ-
ent oil produeers and refining companies to utilize the
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oil and gas resouree in order to meet the iotel energy

{b} The Seerctory of the Interier is hereby authorized
and direeted to explore for oil and gas production on puble
Jands in the Siate of Adaska except londs in the National
and Seenie Rivers System; and the National Wilderness
Pregervation System: The Seeretory shall submit te Gen-
gress within twe years o plan of development whieh shell
That in order to develop pelroleum reserves of the United
States which need to be regulated in a manner to meet the
total emergy needs of the Nation, including but not limited to
national defense, the Secretary of the Interior is authorized
to establish national petrolewm reserves on any reserved or
unreserved public lands of the United States (except lands in
the National Park System, the National Wildlife Refuge
System, the Wild and Scemic Rivers System, the National
Wilderness Preservation System, areas now under review for

inclusion in the Wilderness System in accordance with pro-
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visions of the Wilderness Act of 1964, and lands in Alaska
other than those in Naval Petroleum Reserve Numbered 4).

SEc. 2. No national petroleum reserve that includes all
or part of an existing naval petroleum reserve shall be estab-
lished without prior consultation with the Secretary of
Defense, and when so established, the portion of such naval
reserve included shall be deemed to be excluded from the
naval petroleum reserve.

Upon the inclusion in a national petrolewm reserve of
any land which is in a naval petroleum reserve on the date
of enactment of this Act, any equipment, facilities, or other
property of the Department of the Navy used in operations
on the land so included and any records, maps, exhibits, or
other informational data held by the Secretary of the Navy
in connection with the land so included shall be transferred
from the Secretary of the Navy to the Secretary of the In-
terior who shall thereafter be authorized to use them to carry
out the purposes of this Act.

The Secretary of the Interior shall assume the respon-
sthilities and functions of the Secretary of the Navy under
any contract which now exists with respect to activities on a

naval petroleum reserve to which the United States is a party.

Sec. 3. (a) The oil and gas in the national petroleum

reserves in the contiquous forty-eight States established pur-

suant to this section may be developed under terms and con-
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ditions prescribed by the Secretary of the Interior. The
Secretary of the Interior shall use competitive bidding
procedures with prior public notice of mot less than thirty
days of the terms and conditions for any contract, lease, or
operating agreement for development and production of oil
and gas from a national petroleum reserve. Such terms and
conditions and also plans for the development of each area
of the national petroleum reserves shall be published in the
Federal Register, but shall not become effective until sizty
days after final notice has been published and submitted to
the Congress (not counting days on which either the House
of Representatives or the Senate is not in session for three
consecutive days or more) and then only if neither the House
of Represeniatives nor the Senate adopts a resolution of
disapproval. Each proposed plan of development and each
amendment thereof shall explain in detail the method of
development and production proposed, shall provide for dis-
posal and transportation of the oil consistent with the public
wnterest, and shall give full and equal opportunity for devel-
opment of or acquisition of, or exchange for, the oil and gas
by qualified persons including magjor and independent pro-
ducers or refiners alike. Each proposed plan of development
by the Secretary shall also explain the relative need for devel-
oping the oil and gas resources in order fo meet the total

energy needs of the Nation, compared with the need for:
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prohibiting swch development in order to further some other
public interast.

(b) Any ol or gas produced from sueh petroleam re-
serves, except swech ol or gas whick is either exchamgod n
similar quontities for convenience or imcreased efficiency of
transportation with persons or the government of an ad-
jocent foreign state, or which is temporarily exported for
eonvenience or inereased efficiency of tramsportation across
ports of an adjacent foreign Stede and reenters the United
States, shall be subject to all of the lLimitations and hoens-
ing requirements of the Export Administration Aet of 1969
{Act of December 30, 1969; 83 Stat. 841) and, i eddi-
tion, before any oil or gas subject to this section may be ex-
ported under the hmatations and lcensing requirement and
penaity and enforcement provistors of the Lxport Adminis-
tratton Act of 1969 the President must make end pudlish
an express finding thet such erports will not diménish the
total qualy or quwanfity of oil end gas available to the
Unated Siates and are in the national interest and are in
accord with the Export Administration Aet of 1969.

(c} The Secretary of the Interior is authorized to enter
into coniracts for the sale of oil and gas which is produced
from the national petrolenm reserves and which is owned
by the United States. Such contracts shall be issued by com-

peistive bidding, they shall be for pertods of not more than
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one year's duration, and in amounts which, in the opinion
of the Secretary, shall not ewceed those which can be effec-
twely handled by the purchasers.

(d) The Secretary of the Interior is hereby authorized
and directed to explore for oil and gas on Naval Petroleum
Reserve Numbered 4 and he shall report annually to Con-
gress on lus plan for exploration of such reserve: Provided,
That no development leading to production shall be under-
taken undess authorized by Congress.

(e) Any pipeline which carries oil or gas produced
from the national petrolewm reserves shall be subject to the
common carrier provisions of section 28(r) of the Mineral
Leasing Act of 1920 (41 Stat. 449), as amended (30

U.S.C. 185), regardless of whether the pipeline crosses
public lands.
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A BILL

To authorize the Secretary of the Interior to
establish on certain public lands of the
United States national pertroleum reserves
the development of which needs to be regu-
lated in a manner consistent with the total
energy needs of the Nation, and for other
purposes.

By Mr. MELCHER

JANUARY 14, 1975

Referred to the Committee on Interior and Insular
Affairs

Marcr 18,1975
Reported from the Committee on Interior and Insular
Affairs with an amendment, and referred to the
Committee on Armed Services for a period ending

not later than April 19, 1975.




941t ConerEss | HOUSE OF REPRESENTATIVES { Repr. 94—
1st Session 81 Part 2

AUTHORIZING THE SECRETARY OF THE INTERIOR TO ESTABLISH
ON CERTAIN PUBLIC LANDS OF THE UNITED STATES NATIONAL
PETROLEUM RESERVES THE DEVELOPMENT OF WHICH NEEDS TO
BE REGULATED IN A MANNHR CONSISTENT WITH. THE TOTAL
ENERGY OF THE:NATION,; AND FOR OPHER PUBRPOSES

Arrin, 18; 1976.—Committed. to the €omimittee of. the Whale H@uﬁe bg the State
of the:.Union:and-ordeved:to-be printed: . .

Mr, Himgrr, :EﬁmtheComnﬁfteeon Armed Serviésg;, L
submitted the fnllow:ing b

© . REPORT

.. [Ta-accompany H.R. 49] .
The. Committee. on: Armed-Services, to. whom was referred the bill
(H.R. 49). sequentially, following: its:consideration and report.to the
House by the Committee on: Interior and Insular Affairs I()gie t. No.
94-81, Part:I), which bill would authorize the; Secretary; of the In-
terior to establishi en certain public lands of, the United States national
petroleum reserves the development of which needs to-be regulated in
a manner consistent with the.total energy needs of the Nation, and for
other purposes, having considered:the same, repert favorably thereon
with amendments and recommend that the bill as amended do pass.
The amendmients are asfollows: . - .. . e

AMENDMENTS TO THE. AMENDMENT oF THE COMMITTEE ON INTERIOR
_AND ‘InsurLar:. Arrairs To H.R. 49

Page 3, between lines' 14 and 15, insert the following: “TITLE I”.
Page 3, line 15, strike out “That in” and inses “Szc. 101. In”,
Page 3, line 21, insert “the Naval Petroleum Reserves,” immediately
before “the National Park System,”. o ,
Page 4 line 1, insert a period immediately after “Alaska”.
Page 4, strike out line 2.
Page 4, strike out line 3 and all that follows down through line 22.
Pagé 4, line 23, strike out “Sec. 8.” and insert “Sgc. 102.”.
- Page 7, lines 5 and 6, strike out “on Naval Petroleum Reserve Num-
bered 4”. L :
Page 7, line 7, strike out “of such reserve”.
Page 7, after line 15, insert the following:

-
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TITLE II

Skc. 201. (a) Chapter 641 of title 10, United States Code, is amended

i fono(vlv;5__I‘mmediately before section 7421 insert the following new
section :
“g 7420. Definitions
: (a)“%.)t%sa%lil:ﬁ:f 1c‘].:_feﬁse’ includes the needs of; and the planning

adness to mieet, essential defense industrial and mili-

:::-iy p:;gimency energy requirements relative to the national

safety, welfare, and economy, milllg;:ly resulting from foreign
ili sonomic actions.
ml‘%'l(tg)rXNO;'sgfllgéti'oleum and Oil Shale Reserves’ means the naval
" o1l shale reserves established by this chapter, In-
petroleum and- oil shale rese : ik
cluding naval petrolewm. reserye numbered 1 (Elk Hills), locate 1
in Kern County, California, established by Executive Order o
the President on September 2, 1912; naval pepro_lgum Teserve
numbeted 2 (Bueria Vista), located in Kern @ounty, €alifornia,
established by Executive Ordet of the President on December 13,
1912: naval petroleum reserve numbered 3 (Teapot Dome),
located in Wyoming, established by Executive Order of the Presi-
dent on April 30, 1915; naval petroleum reserve numbered 4,
‘Alaska, on the north glope of the Brooks Range, established by
Executive Order of the Ig:esident of February 27, 1923; oil shale
reserve numbered 1, located in Colorado established by Executive
Order of the President of December 6, 1916, as amended by Ex-
scutive Order of June 12, 1919; oil shale reserve numbered 2, lo-
cated in Utah, established by Executive Order of the President of
December 6, 1916; and oil shale reserve numbered 3, located in
Colorado, established by Executive Order of the President of Sep-
tember 27, 1924. ) :
'(8) “Petrolenm’ includes crude oil, associated gases, natura
gasoline and other related hydrocarbons, oil shale, and the prod-
ucts of any of such resources. : :

“(4) ‘Secretary’ means the Secretary of the Navy.

(2) Section 7421(2) is amended— . : e

(A) by striking out “for naval purposes and inserting in
lieu thereof “for use of the armed forces”;and L

(B) by strikinghout “section 7438 hereof” and inserting in
lieu thereof “this 8hapter”. ;

(‘3)' Section 7422 is amended by adding at the end thereof the
following new subsection : 3 _

“(d) (1) In order to place certain naval petroleum reserves in a
proven state of readiness to produce petroleum, the Secretary is
authorized—

“(A) to explore, dévelop, operate and produce petroleum, from
naval petroleum reserves numbered 1, 2 and 3 at a rate consistent
with sound oilfield engineering practices up to 200,000 barrels per.
day for a period not to exceed three dyears commencing 90 days
after enactment of thislegislation ; afy |

3

“(B) to construct or procure pipelines and associated facilities
for transporting oil, associated liquids and gases, from naval pe-
troleum reserves numbered 1, 2, and 3 to the points where such
production will be refined or shipped.

Such pipelines at naval petroleum reserve numbered 1 shall have a
combineg delivery capability of not less than 350,000 barrels per day,
and shall be fully operable by three years after the date of enactment
of this subsection.

%(2) The production authorization set forth in paragraph (1)
(A) of this subsection is conditioned upon the Secretary reachin
an agreement with the private owner to continue operation o
na.vsf petroleum reserve numbered 1 under a unitized plan con-
tract which ade%uately protects the public interest.

“(8) The production of petroleum authorized under this sub-
section is not subject to the provisions of subsection (b)(2) of
this section relating to Presidential approval or Congressional

authorization.” _

(4) Section 7423 is amended by inse “(a)” immediately be-
fore “The Secretary”; and by adding af the end thereof the fol-
lowing new subsection :

“(b) During the three-year period of production anthorized by sub-
section (d) of section 7422 (during which three-year period the con-
sultation requirements of section 7431(3) are waived), the Seeretary
shall submit annual reports to the Armed Services Committees of the
Senate and the House of Representatives detailing— _

“(1) the status of the exploration and development program at
each of the naval petroleum reserves; :

“(2) the production which has been achieved at each of the
naval petroleum reserves Eursuant, to that authorization, includ-
ing the disposition of such production and the proceeds realized
therefrom ; :

“(8) the status of the pipeline construction and procurement

authorized by such subsection (d) ;
. “(4) any need for modification of the production levels author-
ized by such subsection (d), including any recommendation for
continuing production beyond the three-year period provided in
such subsection ; and

“(5) the plans for further exploration, de elngent and pro-
duction at naval petroleum reserve numbered 4.

(? Section 7430(b) is amended to read as follows:

“(b) Notwithstanding any other provision of law, each sale of the
United States share of petroleum, gas, other hydrocarbons, oil shale,
or products therefrom, shall be made by the Secretary at public sale
to the highest qualified bidder at such time, in such amounts, and after
such advertising as the Secretary considers proper and without regard
to Federal, State, or local regulations controlling sales or allocation of
petroleum products.”

(6) Section 7430 is further amended by adding at the end
thereof the following new subsection :

“(c)_Any disposition of the United States share of the production
authorized by section 7422(d) shall be conducted in such a manner as
to insure that an amount of petroleum produets equal in value to the
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erude oil and associated gases and liquids supplied from the naval
petroleum reserves shall be made available, exelusively to the armed
forces of the United States. Any dispositiom of that production shall
be so arranged as to give full and equal opportunity for acquisition of
the petrolenm and associated products by all interested compamies, 11-
cluding major and independent oil refineries alike.”

fe (7) Section 7432 is amended to read as follows:

“§ 7432. Naval Petroleum and Oil Shale Reserves Special Fund

“(a) There is hereby established on the books of the Treasury De-
jartment a special fund designated the ‘Naval Petroleum and Oil
hale Reserves Specig] Fund’. There shall be credited to such fund—

“(1Y all proceeds realized under this chapter from the disposi-
tion of thePUnited States share of petroleum or refined products,
oil and gas products, including royalty products;

“(2) the net proceeds, if any, realized from sales or exchanges
within the Departmetit of Defense of refined petraleum products
accruying to the benefit of any component of that Department as
the result of any suclisales or exchanges; and ] {

“(8) such additional sums as have been, or may be, appropri-
ated for the maintepance, gperation, exglo_ratmn, development
and production of thgnaval' petroleum, and oil shale reserves.

“(b) Funds ayailable in the Naval Petroleum and Oil Shale Reserve
Special Fund shall be avajlable for expenditure in such sums as are
specified in annual congressional appropriations acts for the expenses
of—

“{1y exploration, prospecting, conservation, development, use,
operation and production of the Naval Petroleum and Oil Shale
Rez‘s?rves as 1%1 Jorizesl, Iy dtjhls chapter;b‘ gl clug

%(2) production, including preparation for production as au-
tl‘.lo’ri‘z)edP l]);y tm%‘acé, Jg;' as may hereafter be authorized; and |

“(8) the constmcﬁqn and operation of facilities both within
and outside the naval petroleum and. oil shale reserves incident
to the preduction and the delivery of crude petroleum and deriva-
tives, including pipelines and shipping tevminals.

“(c) The budget. estimates for annual appropriations from the
Naval Petroleum and Oil Shale Reserve Special Fund shall be pre-
pared by the Office of Naval Petroleum and @il Shale Reserves and
shall be presented by the President independently of the budget of
the Department of the Nayy and the Department of; Defense.

. “(d) Contracts ebligating only such funds as are appropriated and
made gvailable annually anay be entered into by the Secrstary for
periods of not more than five years renewable for a like term.”

(8) Section 7433 (3) is amended by 'adding immediately. before
the period at the end thereof the fnollowix‘gg: “and credited to the
Naval Petroleum and Oil Shale Reserve Special Fund”.

(b) The analysis of such chapter 641 is amended—

(1) by inserting imanediately before

“7421. Jurisdiction and control.”

the following:

“7420. Definitions.” ; and.
(2) by striking out
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“7432. - Expenditures: appropriatiens available.”
and inserting in lieu thereof the following :

“7432. Naval Petroleum and Oil Shale Réserve Special Fund.”

Sec. 202. (a) The Secretary of the Navy shall establish a .study
group which shall investigate the feasibility of creating a' Natienal
Strategic Petroleum Reserve (Military) (hereinafter in this section
referred to as the “Reserve”). Any suecli Reserve should include petro-
leum stored at strategic locations, or available for delivery to such lo-
cations, and include facilities for storage, transportation or processin
thereof. In computing the amount of petroleum to be stored in sue
Reserve, the Peacetime Operating Stoeks and Prepoditionsd War Re-
serve Stocks of the Department of Defenss shall not be included. Such
Reserve should be in addition to any National Strdtegie Petroleum
Reserve (Civilian) ‘which may be otherwise ggzidéd‘ for.

(b) The invéstigation required under sitbsection’ (a) shall include,
but need not be limited to; déterminations with vespect to the sige,
scope, objectives, ahd all vost factors asseciated with the establigh-
ment, of the Reserve. In arrivityg at ith findings and récommendations,
the stuty group shall consult with, and seek, the position of the Joint
Chiefs of Staff relative to the overall posture of the Reserve.

{o) Not later than one yedr after the date of the enactment of this
Act, the Sacretary of the Navﬁ shall repoxt to the Gempress the find-
ings and recommendations of the study group.

ExPLANATION OF AMENDMENTS

The amendments proposed by the Committes on Armed Services
amend the amendment recommended by the Committee on Interior
and Insular A ffairs to H.R. 49.

The amendments proposed by the Commnittee on Armed Services
accomplish two main objectives:

(1) The language proposed by the Interior and Insular Affairs
Committes amendment would be left intact except that the Naval
Petroleum Reserves would be treated in a separate title of the Armed
Services Committee amendment. This change honors the jurisdiction
of the Interior and Insular Affaits Committee over all public lands
other than the Naval Petroleum Reserves which, by statute and the
Rules of the House of Representatives, are within the sole legislative
jurigdiction of the Committee on Armed Services, and

(2) A new Title IT would provide very spscific conditions under
which the Naval Petroleum Reserves would }ii explored, developed,
and produced in the national interest.

Briefly, the new title would—

Allow production from the Naval Petroleum Reserves at not
to exceed 200,000 barrels per day, for a period of three years;

Sell or .excimnge the o1l produced for the exclusive use of the
arimed forces; -

Put the proceeds of scuh sale in a Special Fund to be used for
further exploration, development and production of the Reserves,
including I;:ipeline construction and other facilities;

Establish a group to study the feasibility of oreating a National
Strategic Petroleum Reserve (military); and

Require that proceeds of the Special Fund be subject to the
regular Congressional appropriations process,
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In addition to the foregoing general changes, the Committee added
a technical amendment to gection 201(a) (6) of its proposed Title IT to
provide that production of the Naval Petroleum Reserves would be
made available ewclusively to the Armed Forces of the United States.

Details concerriing the proposed objectives and implémentdtion of
the amendments are addressed further on in this repert. v

Porrose

The purpose of H.R. 49 as stated in the report on the bill by the
Committee on Interior and Insular Affairs (94-81, Part I) is “to au-
thorize the Secretary of the Interior to establish on certain public lands
of the United States national petroleum reserves the development of
which needs to be regulated in a manner consistent with the total
energy needs of the Nation, and for other purposes.”

However, the thrust of the language 1n that report and the testi-
mony of two of the bills’ sponsors before the Armed Services Com-
mittee make it evident that the real purpose of H.R. 49 is to break
through the protedtion afforded Naval Petroleum Reserves 1 and 3
under the law and open them for commercial exploitation with little
apparent regard for national security considerations.

- The amendments to H.R. 49 as proposed by the Committee on Armed
Services would correct this problem as detailed in this report.

SEQUENTIAL REFERRAL

HL.R. 49 was introduced on January 14, 1975 and originally referred
only to the Inteérior and Insular Affairs Committee. A reading of the
bill indicates that its appatent purpose is to remove the Naval Petro-
leum Reserves from the controf)of the Secretdry of the Navy, where
they are held for national defense purposes, and place the reserves
under the control of the Seeretary of the Interior where Petroleum Re-
serves ‘1, 2, and 8 ean besproduced primarily for commercial sale.
Nmmtheiess, the bitl, because of the manner in which it was written,
was not referred ‘to the House Afmed Services Committee, which has
exclusive legislative jurisdiction over the Naval Petroleum Reserves,
under the provisions of House Rule X, clause 1(¢).

Accordingly) the/Chairman of the House Armed Services Committee
took two actions. On March 8, 1975 a letter was addressed to the Hon-
orable Carl Albert, Speaker of the House of Representatives, pointing
out the exclusive jurisdiction of the House Armed Services Committee
over the Naval "f’etmleumi Reserves and requesting that H.R. 49 be
referred also to this Committee for consideration of matters relating
to the Naval Petroleum Regerves.

'iln a seeond adtion, dlso on March 3,1975, the Chairman of the House
Armed Services Committeg addressed a letter to the Chairman of the
Committee on Initerior and Insular Affairs pointing out the jurisdic-
tional issue and requested that the Interior Committee spetifically ex-
clude the Naval Petroleumy Reserves from the provisions of FLR. 49.
That request wasmot honored. agoleval _ ‘ b

The Committes on Intedior and Inshtar' Affairs reportéd H.R. 49 on
Mareh 18,1975 and its rdport is idenfified as “Flouse Report 94-81,
Part 1.” Also, on Mdrch 18, 1975 the Speakdr, in actordance with the
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revised House ‘rles, and the ‘request of the Chairman of the Armed
Services Comfniittes; referred H.R. 49 sequentially to the House Armed
Services Committee for a period ending no later than April 19, 1975.

It is also pertinent to note in this regard that following the Presi-
dent’s State of the Union Message on Januaiy 15, 1975, in which he
aked for production of Elk Hills Naval Petroleum Reserve in amounts
up to 300,000 barrels per day, H.R. 2633 and H.R. 2650 were intro-
duced on February #, 1975 as the President’s Energy Independence
Act of 1975. Title I of those identical bills applied to the Naval Petro-
leum Reserves. Title I of those bills was referred to the Committee
on Armed Services, with other titles to the Committee on Interstate
and Foreign Commerce, Committee on Ways and Means and Com-
mittee on %lanking, Currency and Hous%g. It is significant that no
part of these bills was referred to the Committee on Interior and
Insular Affairs,

BACEKGROUND

The Establishment and Location of the Reserves -

There are four naval petroleum reserves: No. 1, Elk Hills; No. 2
Buena Vista Hills, in Kern County, Calif.; No. 3, Teapot Dome, Wyo.;
No. 4, on the North Slope in Alaska, immediately to the west of the
Prudhoe Bay commercial oil field. All of those reserves were estab-
lished between 1912 and 1923.

In addition, there are three naval oil shale reserves: Nos. 1 and 3
in Coloradoi; No. 2 in Utah, established in 1916 and 1924. =

Those oil shale reserves are undevelc;gzd. The only current activity
at any of those reserves is in providing shale for use in an experimental
retort process of Paraho Development Corp.

Approximately 20 percent of Naval Petroleum Reserve No. 1 at Elk
1lills'is owned by Standard Oil Co. of California. It has been oper-
ated under a unit plan contract since 1944, which has kept the field
largely, shut-in. 9
i ']%}aere are over 1 hillion barrels in proven reserves in this field, and
1.2 billion thousand cubic feet of gas reserve. There are more than
1,000 wells in existence on NPR No: 1. It has a current production
capability of: 160,000 barrels per day, which could be expanded by
further develapment of the field to 400,000 barrels per day.

Since June 1974, 42 new wells have been drilled at Elk Hills. They
have proved, an additional 100 million bazrels of reserve. In 1974 the
T8, ineome! from this-reserve was $2:5 million,, . " - ‘

NPR No.2 is located at Buena Vista Hillg, Calif. Two-thirds of this
reserve is privately owned and one-third is U.S. owned. There are more
than 20 million barrels proven reserve remaining at Buena Vista Hills.
It is fully developed and producing. The United States presently de-
rives 647 barrels per day in royalty oil at NPR No. 2. In 1974 U.S.
income from this reserve was $1.5 million.

NPR No: 3 is Jocated at Teapet Dame, Wyo. It is whelly-owned by
the United Staates. It has a proven regerve of 42.5 million barrels.
There are 150 -wslls én the reserve: It -has a present production capa-
bility of 2,000 barrels per day. The 1974 ingome of the. United. States
from Teapot Dome production was $1.1 million.

NPR No. 4 is located on the North Slope in Alaska. It is wholly
owned by the United States. It is largely unexplored and almost com-
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pletely undeveloped. The reserve is estimated at between 10 billion
and 33 billion barrels. However, only 100 million barrels of reserves
have been proven. The rest, of course, must be proven in subsequent
exploration. " i

he exploration program in fiscal year 1975 consists of 3,500 miles of
seismic exploration and two exploratory wells. One gas well has been
completed; and is capable of producing 500,000 cubic feet of gas per
day. The second exploration well was started on March 17 of this
year.
Exvisting Law -

Chapter 641, title 10, United States Code, deals with Naval Pe-
troleum Reserves. Section 7422 1gra,nts the Secretary of the Navy ex-
clusive jurisdiction and control of the reserves and directs him to
explore, prospect, conserve, develop, use and operate those reserves.

he production of the reserves is limited to that which is necessary
for protection, conservation, testing and maintenance. For any pro-
duction beyond that, the Secretary of the Navy must find that it is
needed for matienal defense, that finding must be approved by the
President and the productiof must be authorized by jaint resolution
of Congress.
Ttecent Comanitice Oversighd Actions 3

During Qctober 1973 the Investigating Subeommittee -conducted
hearings foflowing a public statement by President Nixon that Naval
Petroleum Reserve No. 1 4t Elk Hills should be opened up to meet
the fuel needs of the west coast, In its report on November 13, 1973,
the Subcommittee indicated that an energy crisis was upon the Nation
and that the statutory restriction on the use of the Naval Petroleum
TReserves should not be amended.

During the period January through May 1974 a Special Subcom-
mittee on Department of Defense Energy Resources and Requirements,
chaired by Congressman Otis G. Pike (D-NY) held extensive hear-
ings on the overall defenseé energy question, with particular reference
to the Naval Petroleim Reserves. In its principal findings the Sub-
committee held that prodaction of Elk Hills Petroleum Reserve be-
yond the statutory limits 'was not warranted at that time and that
the exf)loration and development of Reserves 1 and 4 at Elk Hills
and Alaska must be completed as rapidly as time and resources per-
mit. That report showed particular concern over the inadequate re-
sponse to fulfilling defense petroleum needs when the Defense Pro-
duction Act of 1950 was invoked during the 1978 fuel crisis.

ReapIN®gss AND DELIVERABILITY

Elk Hills (Reserve No. 1)

Two figures have been ilarly ‘used in discussing the oil to be
delivered from Elk Hills-<160,000 barrels per-day and 360,000 barrels
per day. The facts are that with present facilities the maximum amount
of deltverable oil is 30,000 barrels per day, which is a constraint re-
sulting from the fact that ionly one pipeline exists to carry the oil off
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the Reserve, and that is owned by the operating partner, Standard of
California. _

Testimony Indicates that three tie-ins to existing privately owned
lines off the Reserve could be completed in a 60- to 90-day period at a
cost of about $1,1 million, and would result in increased capacity to
130,000 barrels per day. Xn additional $1 million would be reguired to
demothball the necessary wells. However, that figure would remain
constant for a period of about 30 months at’ which time the completion
of a fourth tieline and pumping facility would increase capacity, to
155,000 baryels per day—a figure which represents total pipeline space
capacity. That figure, coincidently, would also require adgltioﬁal gas
pipelines and processing capability, with a total additional cost of
$5 million.

Thus, the earliest that Elk Hills could reach a 'cafl)aacity of 155,000
barrels per day weuld be close to 30 months after authority is granted.
Any capacity beyond that figure would pequire additional pipeline
facilities to the coast, The Navy is currently negotiating for a 20-inch
Iine now in place which woul‘('iymeet a marine terminal at Port Hue-
neme. Because of necessary additional cotinections, that line would
require a three-year lead time which could be stretched due to ex-
pected, critical environmental impact probléms.

Although some of the pipeline owners mi%ilt be interested in mak-
ing these tie-ins at their own expense with the belief that their costs
could be recouped over several years of use of the lihes, none are
willing to undertake these costs for a limited open-up of the field. Be-
Heving that it would be in the best interests of national defense for the
Navy to have the capability ot transport petroleum off the Reserve,
the Committee amendments would authorize the Navy to make these
tie-ins and also to acquire and/or construct a line to a marine terminal
to transpert a large quantity of petroleum. This could free the Navy
from the eonstraints 1mposed by privately owned gi}l)elines.

It, is important to note that production of the field during the in-
terim period rmow through fiscal year 1979 will reduce the maximum
capability of the field.

Buena Wisty (Reserve No. 2)

As noted earlier in this report, almost two-thirds of this field is
privately owned, and the field has been in l'sroduc:tion since the 1920,
with the Navy producing its portion in order to prevent losing its oil
to adjacent owners. The Navy receives about 647 barrels of oil per
dey in royalty oil from Buena Vista.

Teapot Dome (Reserve No. 3)

There are no refinery or pipeline constrgints at Teapot. Whatever
crude cannot be handled in local refineries can be piped out to refin-
eries with cansiderable excess capacity. The real pm%’igms involve lead
time on e?mpment necessary to increase (Fr tion.

The field 1s currently being developed under a five-year program at
a cost of $54 million. Under that plan peak production would come at
El;e end of the second year, producing some 1%,000 to 20,000 barrels per

¥ ' ‘

H. Rept. 94-81—pt. 2——2
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ConcEPTS

H.R. 49, a8 Amended by the Committee on Interior and Insular Afairs

That bill would authorize the Secretary of Interior, replacing the
Secretary of the Navy as the custodian of the Naval Petroleum Re-
serves, to establish national petroleum reserves, including all existing
Nayal Petroleum Reserves,

The Secretary of the Interior could develop Naval Petroleum Re-
serves 1, 2 and 3 and use ¢competitive bidding to enter into leases, con-
tracts, or operating agreements for development and production. Any
such arrangments would be submitted to Co: and would become
effective in 60 days if neither the House nor Senate adopted a resolu-
tuaﬁtl)f. disapp ﬁogg.l. : .

ere would ual opportunity for development, acquisition and
exchange of il a.neg, gas by qualiged persons, including major and
independent producers and refineries alike. FYNEY,

The Secretary of the Interior would be authorized to enter into
contracts to sell the oil and gas produced under competitive bidding
arrangements, | . :

The Secrétary of the Interior would be authorized and directed to
explore Petroleum Reserve No. 4, but the deyelopment leading to
production would -be prohibited ‘unless authorized by Congress.

_ All'pipelines CArrying groduction from th¢ reserves would be sub-
ject to the common carrier provision of the Mineral Leasing Act.

It should be noted that there are no restrictions.on production and
no provisions for maintaining a defense petroleum reserve or strategic
petroleum reserve. - .

The Interior Committeg concluded that conditions and circum-
stances have so changed since the establishment of the Naval Petro-
leum Reserves that new legislation is necessary and desirable. In that
context, the Interior Committee stated that the Defense Production
Act of 1950 adequately provides for the Nation’s defense needs. In so
finding, the Interior Committee stated that the Nation’s entire supply
of fuel could be immediately reserved and held for military use.

The experience of the Department of Defense in the 1973 fuel crisis
found the decisions made in the Executive Branch under the Defé¢nse
Production Act to fall far short of expectations. (See report of Special
Subcommittee on Department of Defense Energy Resources and De-
velopment referenced above.)

Further, Subcommittee testimony reveals that doimestic crude oil
capacity at the present time is in the vicinity of 915 million barrels of
oil per day, That results in a dependency on foreign sources of up-
wards to 714 million barréls per day. With an embargo or interdiction
of foreign supplies‘ during any national emergency or war, in which
military needs could be safely pegoed at 1.6 million barrels per day,
any invocation of the Defense Production Act under such circum-
stances would likely create a catastrophe for the economy. In effect. the
country would be asked ta operate on something less than one-half its
current daily econsumptiost of 17 million barrels of oil. g+

Suggestions have been made that the Defense Production Act should
be amended as it is not workable. In fact, the fault does not lie with
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the language of the Defense Production Act, The fault lies with the
improbability of producing or acquiring oil in sufficient quantities to
satis’f;:i all emergency requirements, regardless of how the law is.
worded. 4

A drainage from the reserves is cited by the Interior Committee as:
an additional reason for producing the reserves. While drainage has
been a problem at both Elk Hills and Teapot Dome, it is nothing
nnique to those reserves or to oil productigh in general, and the Navy
has been able to combat the drainage by offset production or enjoining
actions. '

Finally, we find no arrangements for setting ip a special fund to
insure that the proceeds from the sale of Petroleum are funneled back
to the Naval Petrolenm Reserves for explpration and development—
particularly for Reserve No. 4 in Alaska.

H.R. 8633, the President’s Energy Independence Act of 1975

The basic concept embodied in this proposal would continue the
Naval Petroleum Reservés in the custody of the Secretary of the Navy
but would place the basic decision making process in the hands of the
President. In that bill national security would take on a broad defini-
tion, to' include essential civilian and military emergency energy
requirements,

The proposal would provide for the establishment of National Stra-
tegic Petroleum Reserves in unidentified facilities at unidentified loca-
tions, to include a civilian reserve of 1 billion barrels of oil and a
military reserve of 300 million barrels of oil.

The President could produce the Naval Petroleum Reserves to sup-
ply the strategic petrolenm reserve, to generate funds for deposit n
a National ‘Strategic Petroleum Reserve Sperial Fund, and to re-
plenish military peacetime operating stocks and prepositioned war
reserve stocks.

Moneys from the special fund could be used to explore, develop and
produce the Naval Petroleum Reserves, but the propesal would place
no limst on the production of the reserves,

The bill would allow the use of private capital in exploring and
developing Petroleum Reserve No. 4 in Alaska.

Twenty percent of the petroleum available in Reserve No. 4, or such
amount as the President may determine to be necessalg for national
security, would be utilized for the National Strategic Petroleum Re-
serve. The remainder would go to the public economy.

The authority would be granted to develop the reserves on and off
the reservation.

ArMep Services Commirrers Prerosai—A SpeciFic BLueprINT

The Problems

The current Armed Services Committee hearings on H.R. 2633,
H.R. 2650 and H.R. 49, as amended by the Interior and Insular Affairs
Committee, as well as the inquiry by our Spécial Subcommittee on
Department of Defense Ener% Resources and Requirements in early
1974 (House Armed Services Committee Document: No. 93-48), made
it crystal clear that our national security requires the assurance that
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our armed forces have enopgh fuel to supply their needs in time of na-
tional emergency or war.;Thus, it is necessary to ingure, insofar as is
possible, that in tampering with the petroleum reserves for production,
the reserves are completely protected from depletion before any alter-
nate oil sources in them may be established. As one Committee member
so aptly put it, “Our shipg burn oil, not dollars.” The Joint Chiefs of
Si:aig jointed in, that detergmination until mest recently, when they, not
too surprisingly, fell in line with their Commander-in-Chief to support
his Energy Independence Act of 1975, which Committee testimony re-
veals was not referred to the Chiefs for consideration until after it
was in final draft form. .

In some %ua,rters, Ngreat reliance has been placed on the potential of
Petroleum Reserve No. 4. But its potential is unproven, and the proven
reserves at Elk Hills should remain available for emergency use, while
at the same time, the field should be brought to a complete state of
readiness to provide the required quick reaction time in fulfiling its
mission.

Also, current plans regarding proposals for strategic storage of oil
are so %nadvequate as to require consrl()lemble study ;g?ic detaial"gd plan-
ning. The Committee could find little hard evidence as to where they
will be located, how much they will cost, how the crude oil will be
E;ansported to refineries, or exactly how long it will take to construct

em.

As indicated earlier in this report, the Naval Petroleum Reservae at
Elk Hills is operated under a unit plan contract with Standard Oil
of California, which has kept the field largely shut-in. This agreement
resulted from Standard Oll owning approximately 20 percent of Naval
Petroleum Reserve No. 1, The unit plan was authorized by enabling
logislation on June 17, 1974 (10 USC 7422(b), 7428), whieh confined
production to that needed for national defense purposes. The problem
that arose was whether producing Elk Hills would result in a possible
breach of contract. Whild/Standard Oil witnesses indicated that any
produetion at Elk Hills would be unrealistic under other than a unit
plan, the problem was of serious concern to the Committee.

_ Finally, the Committee recognizes that there is a need to find addi-
tional sources of domestic erude oil supply at the earliest possible time
to reduce the growing domestic demand for foreign oil.

The Blugprint

To satisfy the preblems raised by propesals to preduee the Naval
Petrolen Reserves, the Armed Services Committee amendments
would accomplish the following:

Provide production of the Petroleum Reserves for a period not
to exceed t years, at a rate not to exceed 200,000 barrels per

day.

guch oil produced will be sold or exchanged for the exclusive
use of the military services:

Provide for a Naval Petroleum and Oil Shale Reserves Special
Fund, into which will flow the proceeds of such sales, and any
separate monies appropriated for the Naval Petroleum Reserves.

The Special Fund:(which would be subject tathe Congressional
appropriations process) would be used for the exploration, devel-
opment, conservation and production of the reserves and the con-
struction of facilities, both on and outside the reserves, including
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pipeline and shipping terminals. The target for pipeline capacity
at Elk Hills is set at 350,000 barrels per day.

Provide for the establishment of a study group to inquire into
the feasibility of, locations, size and cost of creating a National
Strategic Petroleum Reserve (military), and report at the end
of one year following enactment of the legislation, ,

Require the Secretary to report to the Con%ress annually detail-
ing the status of exploration and development, production
achieved, status of pipeline construction and procurement of
equipment, any recommendations for continued production be-
yond the three-year period and plans for further exploration, de-
velopment and production at Petroleusy Reserve No, 4.

Provide for production aunthorization of Elk Hills to be con-
ditioned upon the Secretary of the Navy reaching an agreement
with the private owner to continue operation of ik Hills under
a unitizetf planned contract, which adequately pretects the publie
interest. ,

The Committee is of the opinion that its amendments to IL.R. 49
present definitive authority for proceeding to produce the Naval Pe-
troleum Reserves. Also, the Committes hearings and deliberations
contain clear guidance as to where the pragram is going, what it seeks
to accomplish, and Wwheére there will be terninations to allow for re-
examination of thé prineiples involvéd, in the context of the problems
existing at that time. For exami)le, when the Alaska pipeline now
under construction commences delivery of its capacity of twe million
barrels of oil per day to the west coast in about three years, the require-,
ments for any continued preduction of the Naval Petroleum Reserves
will be in need of fresh review,

DepakrMENTAL POSITIONS

Since H.R. 49 was referred sequentially to the House Armed Serv-
ices Committee under the new House rules after being reported by the
Committee on Interior and Insular Affairs, with a mportinf date of
April 19, 1975, formal, written De artmental positions addressed to
this Committee could not be obtained in a timely fashion. Accordingly,
the positions reported herein are derived from the testimony of Depart-
mental witnesses during the course of Subcommittee hearings.
Department of Interior

Honorable Jack W. Carlson, Assistant Secretary of the Interior for
Energy and Minerals:

Mr. Carlson stated repeatedly that the Department supports the
President’s program laid out in the Energy Independence Act of
1975 (H.R. 2633), but would not make a direct statement supporting
or disapproving H.R. 49. Carlson did state:

In several important respects the Act propesed by the Presi-
dent differs from H.R. 49? : .

With regard to the question of who may better operate Elk Hills,
Secretary Carlson stated: | -

.-+ On NPR No. 1 there is more .spe({ital knowledge content

associated with that and would give the Navy more of an

g}ivantage in managing properly there as opposed to NPR
0. %. .
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On the same subject the Secretary stated :

We proposed the President’s program. The President’s pro-
gram has the Navy doing the program ... The Administra-
tion’s position is to support the President’s approach, which
is the Navy approach.

r
In answer to a question as to whether the President supports enact-

ment of HL.R. 49 the Secretary stated :
The President supports his own legislation.
And again with regard to H.R.49:

We would like to see some improvements to it . , .
Finally, the Secretary stated :

Gentlemen, H.R. 49 is not our bill . . . This is not our pre-
ferred way to go.

Department of Defense
Honorable Jack L. Bowers, Assistant Secretary of the Navy (In-
stallations and Logistics) ;'

In contrast to the Energy Independence Act it is felt that
HL.R. 49 is distinctly lacking in necessary detailed plans. . .
In addition, there is no urgency for exploration in NPR No. 4.
To summarize, . . . there 1s no plan in H.R. 49 for strategic
petroletm reserves.

fVic?f Admiral T. R. Weschler, Director for Logistics, Joint Chiefs
of staff: ' ’

H.R. 49, it appears, would not further the essential task of
bringin% the reserves to an adequate state of readiness any
sooner than existing plans. In fact, it may hinder progress. ..

‘When asked the question, with adequate funding, are you fully
<confident that the Navy could develop Elk Hills as expeditiously and
well as any other agency in the Nation, the Admiral replied:

Yes, sir. I see no reason why not.

Rear Admiral C. Monroe Hart, Director for Energy, Office of Assist~
ant Secrétary of Defense (Installations and Logistics) :

H.R. 49 makes no provision for emergency supply augmen-
tation. The Department of Defense does not support enact-
ment, of H.R, 49, abs

The Admiral supported the principles embodied in Titles T and IT of
the President’s Energy Independence Act of 1975.

Vice Admiral Harry D, Train IT, Director of the Joint Staff, Joint
Chiefs of Staff:

“The Naval Petroleum Redérves belong to the Nation and
can be used or preservéd for whatever purpose the people de-
sire, as the Congress directs, through appropriately enacted
legislation. As such, the provisions of H.R. 49 are of direct
and immediate concern. H.R. 49 does net provide for reten-
tion of any reserves, does not expedite exploration and de-
velopment of NPR No. 4, and does not directly insure an in-
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creased déligerability of POL in an emetrgency. In effect, HLR.
49 removes the petroleum reserves from their national defense
role and, as such, would adversely impact on the ability of the
U.S. Armed Forces to deter war and to defeat aggression if
deterrence fails.

Federal Energy Administration

Honorable Frank G. Zarb, Administrator:

Wléen asked the question, are you oppgsed to H.R. 49, Mr. Zarb
stated :

In its current form, yes, sir.

In essence, Mr. Zarb strongly favored the concept of the President’s
Energy Independence Act of 1975.

Department of Justice

Honorable Keith Clearwaters, Assistant Attorney General, Anti-
trust Division:

H.R. 49 would thus appear to provide for a broad and. ill-
defined power to establish what are called national petroleum
reserves on almost all public lands throughout the United
States. But, as the Interior Committee report makes clear,
these broad powers are specifically aimed at existing naval
petroleum reserves, not other lands. The bill would substitute
the Interior Department for the traditional administration of
the Navy and coptemplates an opening pf the reserves, except.
NPR No. 4 to full production by outside parties. In Alaska,
power to proceed beyond exploration is barred without fur-
ther Congressional authorization. g

As for the eompetitive safeguards, we prefér those which
were carefully devised by the Administration in consultation
with the Department of Justice to deal with specific problems
in.a comprehensive plan 6f devélopmént. The standards pro-
‘vided in H.R. 49 a%gfar to be Tess pregisely drawn and &buld
provide ‘Serious problems in interpretation and sdministra-
tion. Based upon the foregoing, we favor the administration
bill over H.R. 49.

Comyrrree PosiTioNn

Hearings were held on HR 49 on March 24, 24 and 26 and April 9,
1975. On April 15, 1975, the Committee on Armed Services ordered the
bills, with amendments, favorably reported to the House by a vote of
28 to 3. ' 0 ;

Fiscar Data

A start-up funding of $10.3 million would be required for FY 75,
Thereafter, proceeds from the sale of oil from NPR’s 1,2 and 3 would
rovide funds for all expenses and create a surplus of aﬁprbxlm&tel'y
640 million at the end of Fiscal Year 1979. Tabulated bélow are the
estimated expenses and income for the three year limit of this legis-
lation. The Committee estimates agree with the estimates provided by
the Department of the Navy. !
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ESTIMATED EXPENDITURES AND INCOME—H.R. 5919 AND/OR TITLE __C OF H.R. 49
[in thousands of dollars]

ne 3 T TTTETTY a6 o) TT

Fiscal year—
1975 1976 11977 1978 1979 Total

ESTIMATED EXPENSES
NPR 1-Elk Hills:

TA00 - - e B S o 1,000
B e
500 “T728, 000 20,000 5,000 1000 mw 500
L000 " A000 a0 Lo JRCRa L 000
maﬂ____sa_,s_ diting) Mmma at wm&g_ ..................... 12,000 ° 13,000 4. 600 . ww. 30
xpioration g ko R R SRR 70y e P T 9
Development drilling (829 wells)__ ... .. ... gﬁ% E”%% &‘.ﬁ k16 359, 500
Mothbeliing siliten. 2. - = IR e crbepnemedsi a1 000 1;000
W 0. s AP R wieveee 5,700 142,300 147,100 120,900 67,100 483,100
NPR 2—Buena Vista: No expenses incurred; income
from royalty.
NPR 3—Teapot Dome: Y -
Well work-over (clean out). ... .__._.__..l............. L0 LI LA . LIRT el 1,500
Exploration n;__:_w (22 wellstotal)..____ . . .. ..... 900 600 650 7 650 2,800
Development drilling (100 wells per year)_-______________ 10,000 10,000 10,000 10,000 40,000
0il and gas processing facilities.__.____._..._. 5,000 1,000 | mwm | M«m 600 7,950
Production .e..&%&ams\i ........... 100 82 " Y 1, 509 4,206
Mothballing facilities.. - (YOI | I TS T L 500
Total...... . 5100 14,282 12,552 12,822 12,250 56,956
s w" Ying mites). . 24,500 18,600 9 §J 100 57,500
SUY e vl s, £ £ . s
Ere o oy (8 e 3=+~ BT 30/200 50,800 38,500 .w. €00 163,100
Total.... . Al 54,700 69,400 47,800 48,700 220,600
Strategic 5torage study —.v.omreremmnyoran oo ok [ T Y O T R T X 1, 000
Naval Petroouin and O Shals Rea. Kdririslolon. oo™ &880 E000 WO 8,000 32,000
Total sxpenses 11,800 219,232 237,052 189,522 135,050 793,656
ESTIMATED INCOME
Crude oil value of $10/bbl
NPR1...... ey “\: ..................... 345,600 424,130 424,130 30,000 1,223,860
RPRES ot Topuaivrs Aiianeiis: o IR 3000 2,00 1,870 1,690 1,530 7,460
[T R e AL IR A 1,200° 26,300 78,000 68,900 39,600 204,000
Total frcome. 5% 1,500 373,970 504,000 484,720 71,130 1,435,320

. (10,300) 154,738 266,948 nwm. 198 (B4,820) 641,664
1 Fiscal yegr 1977 includes a 3-me, transition pariod to atjust tp 8 new fiscal yeer commencing Bct. 1, 1977,

InFraTION IMrPACT STATEMENT

The enactment of this legislation should have a positive affect on
the SouoEw in that a supply of up to 200,000 barrels a day will be
flowing to the armed forces of the United States, relieving the civilian
economy of supplying that amount, and, in turn, hopefully reducing
foreign oil imports by a like amount, with consequent favorable effect
on the balance-of-payments. In addition, the proceeds of the oil to the
military would go into a special fund to support further exploration,
development gMowuomcoaou in the Naval Petroleum Reserves over
the three-year period, thug, relieving the Treasury of that burden, ex-
cept for the starting Mm cost of $10,300,000 as outlined above under
fiscal data. In view of the above, the Committee does not consider that
the financial aspects of these amendments contain an inflation factor.

Oversicar Finprngs

The Committee supports a continuing need for Naval Petroleum
Reserve oversight responsibilities to rest exclusively in the House
Armed Services Committee, as provided in the House rules.

—
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Tae Bmr As REPORTED

«(9) ‘naval petroleum and oil shale reserves’ means
the (ngazval petrgleeum and oil shale reserves established
by this chapter, includin Naval Petroleum Reservle
I‘;umbered 1 (Eik Hills), located in Kern County, Cal-
ifornia, established by Executive order of the Presi-
dent on September 2, 1212; Naval Petroleum Reserve
Numbered 2 (Buena Vista), located in Kern Countﬁ',
California, established by Executive order ofl the
President on December 13, 1912; Naval Petroleum
Reserve Numbered 8 (Teapot pome) , Yocated in Wyo-

- ming, established by Executive order of the Presi-
dent on April 30, 1915; Naval Petroleum Reserve
Numbered 4, Alaska, on the north slope of the Brooks
Range, establishied by Executive order of the Presi-
dent, of February 27, 1923; Oil Shale Reserve Num-
bered 1, located in Colorado, established by Executive
order of the President of December 6, 1916, aﬁ
amended by Exzecutive order of June 12, 1919; O
Shale Reserve Numbeéred 2, located in Utah, estab-
ished by Executive order of the President of Decem-
ber 6, 1916; and Oil Shale Reserve Numbered 3, loj-f
cated in Colorado, established by. Executive order o
the President of Septembet’ 27, 19245 R

“(3), ‘petroleum’: includes crude, gil, associa
ases, natural gasoline, and other realted hydrocar-
ns, oil shale, and the products of any of such re-
sources; and g o A
“(4) ‘Secretary’ means the Secretary of the Navy.".

81

§ 7421. Jurisdiction and control

(a) The Secretary of the Navy shall take possession of
all properties inside the naval petroleum and oil shale
reserves that are or may become subject to the control of
and use by the United States for naval purposes, except
as otherwise provided in section 7438 hereof.

(b) The Secretary has exclusive jurisdiction and con-
trol over those lands inside naval petroleum reserves num-
bered 1 and 2 that are covered by leases granted under
sections 181-184, 185-188, 189-194, 201, 202-209, 211-214
223, 224-226, 226d, 226e, 227-229a, 241, 251, and 261-263
of title 30, and shall administer those leases. As amended
Oct. 11, 1962, Pub. L. 87-796, § 1(1), 76 Stat. 904.

§7422. Administration

( ageExcept as otherwise provided in section 7438 hereof,
the Secretary of the Navy, directly or by contract, lease,
or otherwise, shall explore, prospect, conserve, develop,
use, and operate the naval petroleum and oil shale reserves
in his discretion, subject to approval by the President.

(b) The naval petroleum and oil shale reserves and
lands outside naval petroleum reserve numbered 1-covered
by contracts under section 7426 of this title, shall be used
and operated for— A

(1) the protection, conservation, maintenance; and
testing of those reserves; or :
-+ (2) the produetion ‘@f petroleum, gas, oil shale and
roduycts thereof whenever and to the extent that the
ecretary, with the approval of the President, finds
that it is needed for national defense and the produc-
tion is authorized by a joint resolution of Congress.

Section 7421 (a) is amended—

" (A) by striking out “for naval purposes” and in-
serting in lien thereof “for use of the Armed Forces”;
and

(B) by striking out “section 7438 hereof” and in-
serting in lieu thereof “this chapter”.

Gl
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(c) The Secretary of the Navy may under subsection
(a) develop the South Barrow gas field, nayal petroleum
reserve numbered 4, to sup({)ly gas to installations of the
Department of Defense and other agencies of the United
States located at or near Point Barrow, Alaska, the native
village of Barrow, and other communities and installa-
tions at or near Point Barrow, Alaska. As amended
Aug. 24, 1962, Pub. L. B7-599, § 1, 76 Stat. 401; Oct. 11,
1962, Pub, L. 87-796,§ 1(2), 76 Stat. 904.

Tuar B As REPORTED

Section 7422 is amended by adding at the end thereof the
following new subsection :

“(d) (1) In order to place certain naval petroleum re-
serves in a proven state of readiness to produce petroleum,
the Secretary is authorized—

“(A) to explore, develop, operate, and produce

troleum, from Naval Petroleum Reserves Numbered
1, 2, and 3 at a rate consistent with sound oilfield
engineering practices up to two hundred thousand
barrels per day for a period not to exceed three feqrs
commencing ninety days after enactment of this legis-
lation; and

“(B) to construct or procure Yipelines and asso-
ciated facilities for transporting oil, associated liquids,
and gases, from Naval Petroleum Reserves Numbered
1,2, and 3 to the points where such production will be

refined or shipped.

Such pipelines at Naval Petroleum Reserve Numbered 1
shall have a combined delivery capability of not less than
three hundred and fifty thousand barrels per day, and
shall be fully operable by three years after the date of
enactment of this subsection,

0¢

§7423. Periodic re-examination of production re-
quirements

The Bécretary of the Navy shall from time to timse re-
examine the need for the production of petroleum or prod-
ucts from oil shale for national defénse when that prodpe-
tion is authorized under section 7422 of this title. If he
finds that the authorizéd quantity is no longer needed, he
21(1;11“ :ﬁi,ucéi mductx?s tc'i'tliedaga%mt currently needed
national defense. As amended Oct. 11, 1962 Jeg] A
87-796,8 1(3), 76 Stat. 904. —

“(2) The production authorization set forth in para-
graph (1) (A) of this subsection is conditioned upoﬁ the
Secretary reaching an agreement with the private owner
to continue operation of Naval Petroleum rve Num-
bered 1 under a unitized plan contract which adequately
protects the public interest.

“(8) The production of petroleum authorized under this
subsection is mot subject to the }f))rovisions of subsection
(b) (2) of this section relating to Presidential approval or
congressional authorization.”.

Section 7423 is amended by inserting “(a)” immediatel
before “The Secretary”; and by addir{l’rg ét zhe end thereoy%
th‘e‘ (fg;logmg newl'rl subsection:

b)- During the three-year period of production au-
thorized by subsection (d) of sel():gion 7422%durin which
three-year period the consultation requirements of section
7431(3) are waived), the Secretary shall submit annual
reports to the Armed Services Committees of the Senate
and the House of Representatives detailing—

#(1) the status of the exploration and development
program at each of the naval petroleum reserves;
(2)° the production which has been achieved at
each of the naval petroleum reserves pursuant to that
authorization, including the disposition of such pro-
du‘c‘:tlon and the proceeds realized therefrom;
(8) the status of the pipeline construction and
procurement authorized by such subsection (d);

13
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§ 7430. Disposition of products M,

(a) The Secretary of the Navy in administering the
n‘ava} petroleum and oil shale reserves under this chapter
shall use, store, sell, or exchange for other petroleum or
refined products, the oil and gas products, including the
royalty products, oil shale and products therefrom pro-
duced, from lands in the naval petroleum and oil shale
reserves, including gas products from lands in the South
Barrow gas field of naval petroleum reserve numbered 4,
and lands outside petroleum reserve numbered 1 covered
by joint, unit, or other cooperative plans for the benefit of
the United States. p

(b) Each sale of petroleum, gas, other hydrocarbons, oil
shale, or products therefrom, under this section shall be
made by the Secretary at public sale to the highest quali-
fied bidder at such time, in such amounts, and after such
advertising as the Secretary considers proper. As
amended Aug. 24, 1962, Pub. L. 87-599, § 2, 76 Stat. 401;
Oct. 11, 1962, Pub. L. 87-796, § 1(6), 76 Stat. 905.

Tae B As ReporTED

“(4) any need for modification of the production
levels authorized by such subsection (d), including
any recommendation for continuing production be-
yond the three-year period provided in such sub-
section; and : | :
© “(b) the plans for further exploration, develop-
ment and prodictioh at Naval Petroleum Reserve
Numbered 4.7 -

(5) Section 7430(b) is amended to read as follows:

“(b) Notwithstanding any other provision of law, each
sale of the United States share of petroleum, gas, other
hydrocarbons, oil shale, or gr_oducts therefrom, shall be
made by the éecretary at public sale to the highest quali-
fied bidder at such time, in such amounts, and after such
advertising as the Secretary considers proper and without
regard to Federal, State, or local regulations controlling
sales or allocation of petroleum products.”.

§7432. Expenditures: appropriations chargeable

_.(a) Expenses incurred by the Secretary of the Navy
with respect to the naval pretroleum and oil shale reserves
shall be paid from Q;QE.rp riations made available for the
purposes specified in this chapfer.

n(SG) Section 7430 is further amended by adding at the
erd thereof the following new subsection:

“(¢) "Any disposition of the United States share of the
production authorized by section 7422(d) shall be con-
ducted in such.a manner as to insure that an amount of pe-
troletim products equal in value to the crude oil and asso-
ciated gases and liquids s‘up;;lied from the naval petroleum
reserves shall be made available exclusively to the armed
forces of the United States. Any disposition of that pro-
duction shall be so arrangéd as to give full and equal op-
portunity for acquisition of the petroleum and associated
products by all interested companies, including major and
independent oil refineries alike.”,

Section 7432 is amended to read as follows:

“§7432. Naval petroleum and oil shale reserves
special fund

“(a) There is hereby established on the books of the

Treasury Department a special fund designated the ‘naval

troleum and oil share reserves special fund’, There shall

credited to such fund—
1 under this chapter from
the disposition of the United States share of petro-

“(1) -all proceeds realized
leum or refined produgts, oil and gas products, includ-
i_ng; royal,ty products;

#(2) the net proeeeds, if any, realized from sales or
exchangés within the Department of Defense of re-
fined petroleum products accruing to the benefit of
any component of that Department as the result of
any such sales or exchanges; and

GG

€c



Existine Law

(b) Expenditures necessary to carry out this chapter
shall be made under the direction ofdthe President, .viv)hg
shall submit estimates for these expenditures as prescribe
by law. As amended Oct, 11, 1962, Pub. L. 87786, § 1(8),
76 Stat. 905,

Ture B As REPORTED

“(3) such additional sums as have been, or may be,
appropriated for the maintenance, operation, explo-
ration, development, and production of the naval

roplaum and oil share reserves. _

“(b) Funds available in the naval petroleum and oil

shale reserve special fund shall be available for expen-

diture in such sums as are specified in annual congres-
sional appropriations Acts for the expenses of—

“(1) exploration, prospecting, cpnservation, devel-
opment, use, gperation, and production of the naval
petrolenm and oil shale reserves as authorized by this
chapter; . = by 3

“(2) produetion, including preparation for produc-
tion( as)s guthorized by this Act, or as may hereafter be
authorized ; and ‘ P

“(3) the construction and eperation of facilities
beth within and outside the naval petroleum and oil
shale reserves incident to the production and the de-
livery of crude petroleum and derivatives, including
pipelines and shipping terminals. .1

“(c) The budget estimates for annual appropriations
from the naval petroleum and oil shale reserve special fund
shall be prepared by the Office of Naval Petroleum and Oil
Shale Reserves tmdy shal be presented by the President ini-
dependently of the budget of the Department of the Navy
and the Department of Defense.

§7433. Disposition of royalties
(a) Any oil, gas, gasoline or other substance accruin

to the UJM States as royalty from any lease under thi%
chapter shall be delivered to the United States, or shall be
paid for in money, as the Secretary of the Navy elects.
. (b) All money accruing to the United States from lands
in the naval petroleum and oil shale reserves shall be cov-
ered into the Treasury. As amended Oct. 11, 1962, Pub.L.
87-796, §1(9), 76 Stat. 905.

“(d) Contracts obligating only such funds as are ap-
propriated and made available annually may be entered
into by the Secretary for periods of not more than five
years renewable for a like term.”.

Section 7433 (b) is amended by adding immediately be-
fore the period at the end thereof the following: “and
m%iiged to the naval petroleum and oil shale reserve special

(a) The Sceretary of the Navy shall establish a study
group which shall investigate the feasibility of creating a
national strategic petroleum reserve (military) (herein-
after in this section referred to as the “resérve”). Any such
reserve should include petroleum stored at strategic loca-
tions, or available for delivery to such locations, and in-
clude facilities for storage, transpottation, or processirg
thereof. In computing the amount of petroleum to be stored
in such reserve, the péacetime operating stocks and pre-
positioned war reserve stocks of the Department of De-
fense shall not be included. Such reserve should be in addi-
tion to any national strategic petroleum reserve (civilian)
which may be otherwise proviged for.

¥e
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SuMMmAarY

Background and Purpose

H.R. 49 was originally referred to the Committee on Interior and
Insular Affairs since it proposed to establish National Petroleum Re-
serves to satisfy the petroleum needs of the Nation. However, a close
examination of the bill, as amended by the Interior and Insular Affairs
Committee, clearly indicated that its main purpose was to open up the
Naval Petroleum {?,eserve at Elk Hills for commercial production and
nullify existing statutory protection of the reserves for defense pur-
poses. Accordingly, since the Naval Petroleum Reserves fall within
the exclusive jurisdiction of the House Armed Services Committee,
and after a request for consideration of H.R. 49 in this Committee,
the Speaker referred the bill sequentially to the Committee, as pro-
vé’g{ed for in the new House rules, with a reporting deadline of April 19,
1975.

House Armed Services Committee Amendments

In the Committee amendments, the language proposed by the In-
terior and Insular Affairs Committee would be left intact except that
the Naval Petroleum Reserves would be treated in a separate title,
which would result in honoring the jurisdiction of the Interior and
Insular Affairs Committee over all public lands other than the Naval
Petroleum Reserves, which by statute and the rules of the House, are
within the sole legislative jurisdiction of the Armed Services Com-
mittee. The new title, contained in the Armed Services Committee
amendment, would provide specific conditions under which the Naval
Petroleum Reserves would be explored, developed and produced.
The most significant provisions would require a production limit of
200,000 barrels per day for a period not to exceed three years and the
oil would be sold exclusively to the Department of Defense, with the
proceeds placed in a special fund to be used for further exploration,
development and production of the Naval Petroleum Reserves. There
would be a study regarding the establishment of a National Strategic
Petroleum Reserve (military).

Fisecal Data

A start-up funding of $10,300,000 would be required in FY 75.
Thereatfer, proceeds from the sale of the petroleum produced would
cover costs and create a surplus which would amount to $640 million
at the end of FY 79,

Departmental Posgition

The Department of Defense opposes the legislation as it was referred
to this Committee, but has not taken a position on the amendments.
The Department of Defense favors H.R. 2633, the Energy Independ-
ence Act of 1975, which is the Administration bill.
Committee Position

The Committee on Armed Services on April 15, 1975 favorably re-
ported the bill, with amendments, by a vote of 28 to 3.
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[Report No. 94-81]

IN THE HOUSE OF REPRESENTATIVES

JaNvUarY 14,1975 . _
Mr. Mrrcuen introduced the following bill; which was referred to the Com-
mittee on Interior and Insular Affairs
MarcH 18,1975

Reported from the Committee on Interior and Insular Affairs with an amend-
ment, and referred to the Committee on Armed Services for a period ending
not later than April 19,1975

[Strike out all after the enacting clause and insert the part printed in 1ttiiic]

Aprri 18,1975

Reported with amendments, committed to the Committee of the Whole House
on the State of the Union, and ordered to be printed

[Omit the part struck through and insert the part printed in bold roman]

A BILL

To authorize the Secretary of the Interior to establish on certain
public lands of the United States national petroleum resérves
the development of which needs to be regulated in a manner
consistent with the total energy needs of the Nation, and
for other purposes.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That the Seeretary of the Interior is anthorized to. establish

4 eﬁ&ﬁyresewedefaﬂfesewedpﬁbhel&adsef&egmted
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States {exeept lands in the Netional Park Systeny; the

National Wildlife Systern; and the Wild and Seenie Rivers
System; and the National Wilderness Preservation Systetn

and primitive and rapdless aveas in the national forests now

under review for imelusion in the Wilderness System in

aeeordance with provisions of the Wilderness Aet of 1964);
to be regulated i & menner that will meet the total energy
needs of the Nation; ineluding but net hmited to natiomd

- Ske: 3: Ne reserve that ineludes all or part of an
existing noaval petreleam reserve shall be estublished with-
out prior consultation with the Seeretary of Defense; and
when so established; the portion of the navel reserve in-
cluded shall be deemed to be exeluded from the naval
Feserve:

SEe: 3 {a) The oil and gas reserves in the contionons

forty-eight States established pursuant to this seetton may
< be developed under terms and conditions preseribed by the
'Seefeewy&;helmeﬂefsmyéaysaﬁefneéeeisgéwnm
the Congress {not eounting days on whieh either the House
~of Representatives or the Senate is not in session for three
eonseeutive days or - more) if neither the House of Repre-
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of development propesed; and shall provide for develop:
ment and transportetion of the oil consistent with publie
interest and to give oppertunity to the smaller oz independ-
ent oil producers and refining companies to~ wiilize the
erude oil production: Any such propesed plan by the: Seere-
tary shall alse explain the relative need for developing the.
oil and gas resouree in erder to theet the tetal energy
needs of the Nation; comipared with the need for prohibit-

b} The Seeretary of the Interior is hereby authorized
lands in the State of Adaske except lands in the National
Pork System; the National Wildlife System; and the Wild
Preservation System- The Seecretary shell submit te Gon-

TITLE 1
That n SEC. 101. In order to develop petroleum reserves of
the United States which need to be regulated in.-a manner
to meet the total energy needs of the Nation, including but -
not limited to mational defense, the Secretary of the Interior .
s authorized to establish national petraleum- reserves on any -

reserved or unreserved public lands of the United States -
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(except lands in the Naval Petroleum Reserves, the Na-

tional Park System, the National Wildlife Refuge System,

“the Wild and. Scenic Rivers System, the National Wilder-

ness Preservation System, areas now under review for inclu-
sion in the Wilderness System in accordance wiith PrOvISions
of the Wilderness Act of 1964, and lands in Alaska ether

fonses and when a0 stablishods the povtion of such navel
pesorve inclided shall be deomed to bo eveluded from the

Upon the indusion in & national petrolowm reserve of
anyt land which 49 in & naval petrolewm reserve on the date
of enotment of this Aet; any oquipment; facilitics; or other
property of the Department of the Navy used in operations
on the land s included and any vecords; mape; cvhibits; or
other informational date held by the Seerctary of the Navy
in connection with the land s included shall be transferred
from the Seevetary of the Navy to the Seoretary of the In-
tovion who shall theroafion be authomized to use them to eamry
out the purposes of this Aet: |

Tho Scovctary of the Interion shall assume the respon-
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neval petrolewm peserve to which the United States i3 & partys

S#e: 3 SEC. 102. The o1l and gas in the national petro-
lewm reserves in the contiguous forty-etght States established
pursuant to this section may be developed under terms and
conditions prescribed by the Secretary of the Interior. The
Secretary of the Interior shall use competitive bidding‘ prb-
cedures with prior public notice of not less than thirty days
of the terms and conditions for any contract, lease, or ’operai;
ing agreement for development and production of oil and ga"s'
from a national petroleum reserve. Such terms and conditions
and also plans for the development of each area of the
national petroleum reserves shall be published in the Federal
Register, but shall not become effective until siwty'days after

final notice has been published and submitted to the Congress

(ot counting days on which either the House of Representu-

tives or the Senate is not in session for three consecutive days
or more) and then only if neither the House of Representa-
tives nor the Senate adopts a resolution of disdﬁpfobal} Eash
proposed plan of development and each amendmeént thereof
shall explain in detail the method of development and produc-
tion proposed, shall provide for disposal and transportation
of the oil consistent with the public interest, and shall give
full and equal opportunity for development of or acquisition

of, or exchange for, the oil and gas by qualified persons in-"
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- cluding major and independent producers or refiners alike.

. Lach proposed plan of development by the Secretary shall

also explain the relative need for developing the oil and gas
resources in order to meet the total energy needs of the Na-
tion, compared with the need for prohibiting such develop-
ment in order to further some other public interest.

(b) Any oil or gas produced from such petroleum re-

- serves, except such ol or gas which is either exchanged in
sumilar. quantities for convenience or increased efficiency of
transportation with persons or the government of an adjacent

~foreign state, or which is temporarily exported for conven-

ience or increased efficiency of transportation across ports

-~ of an adjacent foreign state and reenters the United States,
~shall be subject to all of the limitations and licensing require-
«.ments of the Export Administration Act of 1969 (Act of

- December 30, 1969; 83 Stat. 841) and, in addition, before
. .any-oil or gas subject to this section may be exported under

< the limitations and licensing requirement and penalty and

enforcement provisions of the Export Administration Act of

. 1969 the President must make and publish an express finding
' that such exports will not diminish the total quality or quan-
- ity pf. 0l and gas available to the United States and are in
- the national interest and are in accord with the Export Ad-

- mingstration Act of 1969.
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(c) The Secretary of the Interior is authorized fo enfer
into contracts for the sale of oil and gas:‘ which 'is:’produé%d
from the national petrolewm reserves and which is owned
by the United States. Such contracts shall be issied by coin-
petitive bidding, they shall be for periods of not more thin
one year’s duration, and in amounts which, inthe b‘ﬁinibn
of the Secreiary, shall not ‘ea?ceed those which can be effec-
tively handled by the purchasers.

{d) The Secretary of the Interior 18 h‘ereb‘y- authorized
and directed to explore for oil and gas on Nevel Retroleusm
Reserve Nemmbered 4 and he shall report anmually to Con-
gress on his plan for exploration of sweh weserwe: Provided,
That no development leading to produotioﬁ shall be tendér-
taken unless authorized by Congress. | ‘

(¢) Any pipeline which carries oil or gas produced
from the national petroleum reserves shall be subject to the
common carrier provisions of section 28(r) of the Mineral
Leasing Act of 1920 (41 Stat. 449), as” amended (50
U.S.C. 185), regardléss of whether the pipelirie trosses
public lands. | RS

| TITLE 1I

SEC. 201. (a) Chapter 641 of title 10, United States

Code, is amended as follows+— o
(1) Immediately before 'secfion 7421 insert the

following new section: R
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‘8§ 7420. Definitions

“(a) In this chapter—

© “(1) ‘National defense’ includes the needs of, and the

planning and preparedness to meet, essential defense
industrial and military emergency energy requirements
relative to the national safety, welfare, and economy, par-
ticularly resulting from foreign military or economic
actions.

“(2) ‘Naval petroleum and oil shale reserves’ means
the naval petroleum and oil shale reserves established by

this chapter, including Naval Petroleum Reserve Num-

- -bered 1 (Elk Hills), located in Kern County, California,

- established by Executive order of the President on Sep-

tember 2, 1912; Naval Petroleum Reserve Numbered 2

‘(Buena. Vista), located in Kern County, California, es-

tablished by Executive order of the President on Decem-

ber 13, 1912; Naval Petroleum Reserve Numbered 3

(Teapot Dome), located in Wyoming, established by Ex- .

ecutive order of the President on April 30, 1915; Naval
Petroleum Reserve Numbered 4,& Alaska, on the north
slope of the Brooks Range, established by Executive order
of the President of February 27, 1923; Qil Shale Reserve
Numbered 1, located in Colorado, established by Executive

- order of the President of December 6, 1916, as amended

by Executive order of June 12, 1919; Oil Shale Reserve
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Numbered 2, located in Utah, established by Executive
order of the President of December 6, 1916; and Oil Shale
Reserve Numbered 3, located in Colorado, established by
Executive order of the President of September 27, 1924,

“(3) ‘Petroleum’ includes crude oil, associated gases,
natural gasoline and other related hydrocarbons, oil shale,
and the products of any of such resources.

“(4) ‘Secretary’ means the Secretary of the Navy.”.

(2) Section 7421(a) is amended—

(A) by striking out “for naval purposes” and in-
serting in lieu thereof “for use of the armed forces”;
and

(B) by striking out “section 7438 hereof” and in-
serting in lieu thereof “this chapter”.

(3) Section 7422 is amended by adding at the end
thereof the following new subsection:

“(d) (1) In order to place certain naval petroleum
reserves in a proven state of readiness to produce pe-
troleum, the Secretary is authorized—

“(A) to explore, develop, operate, and produce
petroleum, from Naval Petroleum Reserves Numbered
1, 2, and 3 at a rate consistent with sound oilfield
engineering practices up to two hundred thousand

barrels per day for a period not to exceed three years



10
11
12
13
14
15
16
17

18

10
commencing ninety days after enactment of this leg-
islation; and
“(B) to construct or procure pipelines and asso-
ciated facilities for transporting oil, associated liquids
and gases, from Naval Petroleum Reserves Numbered

1, 2, and 3 to the points where such production will

be refined or shipped.

Such pipelines at Naval Petroleum Reserve Numbered 1
shall have a combined delivery capability of not less than
three hﬁndred and fifty thousand barrels per day, and
shall be fully operable by three years after the date of
enactment of this subsection.

“(2) The production authorization set forth in para-
graph (1) (A) of this subsection is conditioned upon the
Secretary reaching an agreement with the private owner
to éontinue operation of Naval Petroleum Reserve Num-
bered 1 under a unitized plan contract which adequately
protects the public interest.

“(3) The production of petroleum authorized under
this subsection is not subject to the provisions of sub-
section (b)(2) of this section relating to Presidential
approval or congressional authorization.”.

' (4) Section 7423 is amended by inserting “(a)” imme-

- diately before “The Secretary”; and by adding at the end

thereof the following new subsection:
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“(b) During tﬁe three-year period of production au-
thorized by subsection (d) of section 7422 (during which
three-year period the consultation requirements of section
7431(3) are waived), the Secretary shall submit annual
reports to the Armed Services Committees of the Senate
and the House of Representatives detailing—

“(1) the status of the exploration and development
program at each of the naval petroleum reserves;

“(2) the production which has been achieved at
each of the naval petroleum reserves pursuant to that
authorization, including the disposition of such produc-
tion and the proceeds realized therefrom;

“(3) the status of the pipeline construction and
procurement authorized by such subsection (d);

“(4) any need for modification of the production
levels authorized by such subsection (d), including any
recommendation for continuing production beyond the
three-year period provided in such subsection; and

“(5) the plans for further exploration, develop-
ment, and production at Naval Petroleum Reserve
Numbered 4.”.

(5) Section 7430(b) is amended to read as follows:
“(b) Notwithstanding any other provision of law, each
sale of the United States share of petroleum, gas, other

hydrocarbons, oil shale, or products therefrom, shall be
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made by the Secretary at public sale to the highest qualified
bidder at such time, in such amounts, and after such
advertising as the Secretary considers proper and with-
out regard to Federal, State, or local regulations control-
ling sales or allocation of petroleum products.”.

(6) Section 7430 is further amended by adding at the
end thereof the following new subsection:

“(c) Any disposition of the United States share of
the production authorized by section 7422(d) shall be
conducted in such a manner as to insure that an amount
of petroleum products equal in value to the crude oil and

associated gases and liquids supplied from the naval

‘petroleum reserves shall be made available exclusively to

the armed forces of tlie United States. Any disposition of
that production shall be so arranged as to give full and
equal opportunity for acquisition of the petroleum and
associated products by all interested companies, including
major and independent oil reﬁnéries alike.”

(7) Section 7432 is amended to read as follows:
“§ 7432. Naval Petroleum and Oil Shale Reserves Special

Fund

“(a) There is hereby established on the books of the

Treasury Department a special fund designated the ‘Naval

Petroleum and Oil Shale Reserves Special Fund’. There

~ shall be credited to such fund—
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“(1) all proceeds realized under this chapter from
the disposition of the United States share of petroleum
or refined products, oil and gas products, including
royalty products;

“(2) the net proceeds, if any, realized from sales
or exchanges within the Department of Defense of
refined petroleum products accruing to the benefit of
any component of that Department as the result of
any such sales or exchanges; and |

“(3) such additional sums as have been, or may be,
appropriated for the maintenance, operation, explora-
tion, development, and production of the naval pe-

- troleum and oil shale reserves.

“(b) Funds available in the Naval Petroleum and Oil
Shale Reserve Special Fund shall be available for expendi-
ture in such sums as are specified in annual congressional
appropriations Acts for the expenses of—

“(1) exploration, prospecting, conservation, de-
velopment, use, operation, and production of the naval
petroleum and oil shale reserves as authorized by this
chapter;

“(2) production, including preparation for produc-
tion as authorized by this Act, or as may hereafter
be authorized; and

“(3) the construction and bperation of facilities
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both within and outside the naval petroleum and oil

shale reserves incident to the production and the

delivery of crude petroleum and derivatives, including
pipelines and shipping terminals.

“(¢) The budget estimates for annual appropriations
from the Naval Petroleum and Oil Shale Reserve Special
Fund shall be prepared by the Office of Naval Petroleum
and Oil Shale Reserves and shall be presented by the
President independently of the budget of the Department
of the Navy and the Dej)artment of Defense.

“(d) Contracts obligating only such funds as are ap-
propriated and made available annually may be entered
into by the Secretary for periods of not more than five
years renewable for a like term.”.

(8) Section 7433(b) is amended by adding immediately
before the period at the end thereof the following: “and
credited to the Naval Petroleum and Oil Shale Reserve
Special Fund”.

(b) The analysis of such chapter 641 is amended—

(1) by inserting immediately before
“7421. Jurisdiction and control.”
the following:
“7420. Definitions.”;

and

(2) by striking out
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“7432. Expenditures: appropriations available.”

and inserting in lieu thereof the following:

“7432. Naval Petroleum and Oil Shale Reserve Special Fund.”.

SEC. 202, (a) The Secretary of the Navy shall establish
a study group which shall investigate thé feasibility‘ of
creating a National Strategic Petroleum Reserve (Mili-
tary) (hereinafter in this section referred to as the
“Reserve”). Any such Reserve should include petroleum
stored at strategic locations, or available for delivery to
such locations, and include facilities-‘ for storage, tremSpor-
tation, or processing thereof. In computing the amount of
petroleum to be stored in such Reserve, the Peacetime
Operating Stocks and Prepositioned War Reserve Stocks
of the Department of Defense shall not be included. Such
Reserve should be in addition to any National Strategic
Petroleum Reserve (Civilian) which may be otherwise
provided for.

(b) The investigation required under subsection (a)
shall include, but need not be limited to, determinations
with respect to the size, scope, objectives, and all cost fac-
tors associated with the establishment, of the Reserve.
In arriving at its findings and recommendations, the study
group shall consult with, and seek, the position of the Joint
Chiefs of Staff relative to the overall posture of the

Reserve.
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(¢) Not later than one year after the date of the

Union Calendar No. 70

94tH CONGRESS
18T SESSION ° ° 49

[Report No. 94-81]

A BILL

To authorize the Secretary of the Interior to
establish on certain public lands of the
United States national petroleum reserves
the development of which needs to be regu-
lated in a manner consistent with the total
energy needs of the Nation, and for other
purposes.

By Mr. MeLcHER

JANUARY 14, 1975

Referred to the Committee on Interior and Insular
Affairs

MarcH 18,1975
Reported from the Committee on Interior and Insular
Affairs with an amendment, and referred to the
Committee on Armed Services for a period ending
not later than April 19, 1975.

AprIL 18, 1975

Reported with amendments, committed to the Com-
mittee of the Whole House on the State of the
Union, and ordered to be printed

2 enactment of this Act, the Secretary of the Navy shall
of the study group.

3 report to the Congress the findings and recommendations

1
4
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THE WHITE HOUSE

WASHINGTON

April 21, 1975

MEMORANDUM FOR: JOHN MARSH
THROUGH: MAX FRIEDERSDORF
VERN LOEN VL
FROM : CHARLES LEPPERT %
SUBJECT: Elk Hills Naval Petroleum Reserves
legislation

Two bills have been reported in the House of Representatives
concerning Elk Hills Naval Petroleum Reserve in California.
H.R.49, authorizes the Secretary of the Interior to establish
on certain public lands of the United States national petroleum
reserves, etc., was reported by the House Committee on
Interior and Insular Affairs,

H.R. 5919, provides for the exploration, development and production
of Naval petroleum reserves with revenues derived therefrom placed
in a special fund, and the production to be applied to the petroleum
needs of the Department of Defense and the establishment of a study
group to investigate the establishment of creating a military national
strategic petroleum reserve, was reported by the House Committee
on Armed Services.

Both Committees will be heard before the Rules Committee on
Tuesday, April 22nd requesting a rule for their respective bills.

Rep. Alphonzo Bell (R-Calif) strongly supports H.R.49 and requests
the President and the Administration to support H.R.49. Bell
contends that R. 5919 does not support the President's energy
program because it calls for production only for military purposes.
H.R.49 provides for production to meet both military and civilian
needs and is supportive of the President's energy program.

A draft copy of Rep. Bell's statement to the Rules Committee and
a one page outline of the differences between the two bills are
attached along with a copy of each bill and Committee report.



Naval Petroleum Reserves Alternatives

HR-49

1. Management by Department of the Interior:
ePrincipal resource management agency which considers production,
environment and conservation objectives of the Nation.
oExtensive experience and expertise supervising oil and natural
gas exploration, development and production Federal lands
for 100 years. )
2. Requires competitive bidding of contract, lease or operating
agreement.
eTerms and conditions subject to disapproval by either house
of Congress for 60 days.
3. No production limitation for NPR 1, 2 and 3 other than good
management.
eThereby reduces dependency on foreign oil by 300,000 BPD, G w<olf_
eUse for military and civilian needs and for strategic stockpile.
4. Equal opportunity for majors and independents.
5. All income to Treasury--no 'special fund."
eCongress retains full control over the use of the receipts.
6. The full volume of all new o0il is dedicated to the U. S. economy.

HR-5919

1. Management by Navy:
ePrincipal agency for military activities at sea, not land or
resource development.
eNPR activity has always been low priority within Department
of Defense.
eAgency is poorly equiped to handle environmental and conservation
problems. % ' .
2. Limits production to 200,000 BPD for three years, Fou. REQeave! l, 7, 5.
3. Limits disposition of production exclusively to benefit of
armed forces.
4. All income to “special fund" earmarked for:
eNaval Petroleum and 0il Shale Reserves.
sPipelines and shipping terminals within and outside the
Reserves.

1
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TESTIMONY OF

CONGRESSMAN ALPEONZO BELL

(27TH DISTRICT - CALIFORNIA)

BEFORE THE HOUSE COMMITTEE ON RULES

APRIL 22, 1975

Mr. Chairman, I thank you and the other Members of the Committee for
allowing me this opportunity to present my views on the two bills before you
here today.

The distinguished Chairman and the other Members here know of my long
involvement with the subject of bringing our petroleum reserves into production
to help offset this Nation's very dangerous energy situation. Since early in
the 93d Congress, I have advocated utilization of Petroleum Reserve #1 at
Elk Hills in California to help offset our dangerous reliance on unstable

foreign oil imports.

Mr. Chairman, the time has long passed since there was a need for
special oil reserves for the exclusive use of the Navy.

The Naval oil reserves were set aside early in this century to assure
a source of fuel for Naval vessels. The need for these special reserves was
eliminated, however, during the Korean War when Congress enacted the Defense
Production Act of 1950. As you know, this Act guarantees the military top
priority over all American oil supplies and production -- and during any
national emergency, the Armed Forces have first call on all oil and gas in
America.

The Naval reserves, as such, owe their existence to nothing more than
happenstance -- namely the reaction of Congress to the particular problems
surrounding the Teapot Dome scandal during the Harding administration. Were
it not for that infamous scandal which grew out of a particular President's
very unwise choice of Cabinet officers, what are now Naval reserves would
instead still be National petroleum reserves administered by the Secretary of
the Interior.

Although that reaction by Congress to a problem back in the 1920's may
have been a wise policy decision then, it is now clearly outdated -- an
anachronism. I fail to see the reasoning behind having our Navy administer
this Nation's mineral resources in 1975.

The job of our Department of Defense is to have our fighting ships
ready, our jets ready, our military personnel ready, and our military equipment
ready to protect the United States. Its job is not to handle the energy reserves
and resources of this Nation.

Clearly the Department of the Interior, which has traditionally held the
responsibility of managing our mineral resources, has more expertise and is
better qualified to administer our oil reserves, as set down in H.R. 49.

This bill would authorize the Secretary of the Interior, after consultation
with the Secretary of Defense, to establish National Petroleum Reserves on public
lands of the United States, including the existing Naval fields. These national
reserves would then be regulated and developed in a manner consistent with the
total energy needs of the entire Nation, including but not limited to national
defense.

As you know, this legislation has already been unanimously reported by
the House Committee on Interior and Insular Affairs, and now has the support
of more than 95 co-sponsors in the House. Similar legislation has been intro-
duced in the Senate by Senators Mark Hatfield and Charles Percy.



Mr. Chairman, I think most Members of Congress agree that the Federal
Government desperately needs to formulate an overall, central policy with
regard to the exploration, development, production, and transportation of our
domestic petroleum resources. This can best be carried out, as set down in
H.R. 49, by that agency of our Government most competent to administer such
matters -- the Interior Department, in cooperation with the Federal Energy
Administration and the new Energy Resources Council.

The bill reported by the House Armed Services Committee (H.R. 53919)
pretends to aim at helping our energy situation, but I seriously questIon
whether we will ever see any meaningful production under their bill, if enacted,
due to several glaring and serious deficiencies in it.

First, the Armed Services bill allows for production up to a maximum
of only 200,000 B/D for a period of only 3 years, but it in no way directs
any production. Even if the Navy moved quickly to produce the maximum allowable
under this bill, which we would have no guarantee of, the Nation would see only
3 years of production at that very minimal level. Also, it is important to see
that, as the bill is written, the 200,000 B/D maximum they are talking about
applies to production from Reserves #1, 2, and 3 combined.

Secondly, the Armed Services bill is deficient in that, intentionally
or otherwise, its provisions dove-tail in upon themselves: subsection "A"
(page 3, line 25) allows for production "for a period not to exceed three
years . . .", yet the following subsection (page 4, line 11) provides for
construction or procurement of plpellnes to "be fUlly operable by three years
after the date of enactment .

Mr. Chairman, you know the Navy's track record on this as well as I do,
and I see all kinds of potential here in H.R. 5919 for them to stall off producing
until the pipelines are ready, which very conveniently happens to coincide with
the expiration of their authority to produce under the bill.

The third major inadequacy that I see in the Armed Services bill is that
it spells out nothing whatsoever about PET 4 in Alaska -- it doesn't even mention
it. Our bill, H.R. 49, authorizes and directs the exploration for oil in that
vast area in Northern Alaska so we will know how much oil we've got up there.

Mr. Chairman, right now, even though that reserve was established over 40 years
ago, we don't even know whether there are any oil and gas up there in any
sizeable quantities -- because the Navy has allowed that huge field to lie
there totally unexplored for all practical purposes.

With PET 4, we are talking about an area larger than the State of Indiana,
and it is high time we got it explored to find out what quantity of oil we have
there.

Finally, Mr. Chairman, the most serious deficiency in H.R.5919 is that
it permits the Navy to retain control over this Nation's oil reserves -- which
I see as campletely illogical and anachronistic.

Certainly the concept of assuring a source of fuel for America's military
forces is vitally necessary and highly essential to the national defense -- but
I don't think this necessitates having our Navy in the oil business.

The U.S. Navy has no more business being in the oil business than the
Department of the Interior would have managing the Sixth Fleet.

We can no longer afford the luxury, Mr. Chairman, of allowing such a
critical resource as Elk Hills, or PET 4 in Alaska, to sit there in such an
inadequate state of development and readiness and to be administered by an
agency neither designed nor qualified to administer mineral resources.

I seriously question whether we can even legitimately call Elk Hills or
PET 4 "reserves" —— given their present total lack of any state of readiness,
they are more accurately categorized as potential "resources" than "reserves'.
The Navy has never really brought either of these two fields up to legltlmate
reserve status. T



Bringing the vast Elk Hills field in California up to its full maximum
efficient rate of production, as H.R. 49 would allow for, would take only
1 to 3 years and would provide 300,000 to 450,000 additional barrels of badly
needed domestic oil a day (or, potentially, 10 million gallons of gasoline
per day.)

At current prices, this amount of increased domestic production would
have an immediate favorable impact on our balance of payments to the tune of
more than $1 billion per year.

Other sources promise potential procution 10 or more years down the
pike, but Elk Hills is the only place in the United States where we can realize
such a sizeable quantity of oil production almost immediately, when it is so
desperately needed to help ward off our dangerous dependence on the whims of
the Arab nations.

Apparently the Navy is now thinking along the lines of drilling some
1000 additional wells at Elk Hills, then essentially shutting them in. Mr. Chairman,
it doesn't take an economist to see that this makes no sense economically. Such
a program would be inefficient, uneconomical, and inflationary. It would also
place unreasonable and non-productive demands on the Nation's supply of oil
rigs, drilling pipe, tubular goods, and the qualified personnel who are badly
needed elsewhere for productive undertakings. This is precisely, Mr. Chairman,
why Standard of California has asked to be let out as operator of Elk Hills --
they don't want to continue to have their scarce equipment and personnel drained
into an operation where they think there isn't going to be any production.

Mr. Chairman, allow me to cite something Arthur Burns said last fall:

"We cannot afford continuing buying oil from foreign sources
at the rate we are going now. If we continue this, this will result
in a massive redistribution of the political and econamic power of the
world. This is a dangerous implication for the United States.- 0il
exporting countries have taken in $75 billion in oil revenues from the
total world. The U.S. contribution to this has been $23 billion."

By now, those figures are even much higher. But we in Congress can do something
about this, and can do something about it right now which will make a substantial
difference to this Nation in the future.

Mr. Chairman, in the national interest the Congress must allow Elk Hills
to be brought into production. And, in the national interest, this should be
done in the most competent manner possible -~ by the Department of the Interior.

The Interior Department, as of December 31 of last year, has 1,448
personnel who were classified as petroleum engineers and geologists. Specifically,
according to information I have cbtained from the Department, this total includes
203 petroleum engineers and 1,245 geologists.

By contrast, according to the latest data I have received, -the Naval
Office of Petroleum and 0il Shale Reserves consists of only 47 persons --
11 Naval personnel and 36 civilians.

Clearly, the United States Department of the Interior has the expertise and
is best qualified to administer our petroleum reserves. Right now, Interior is
administering the equivalent of 3 million barrels per day of production from leases
on the Outer Continental Shelf. To try to bring the Navy up to a comparable level
of competence would require a wasteful and redundant duplication within the Defense
Department of the Bureau of Land Management and the U.S..Geological Survey.

Mr. Chairman, in thinking about petroleum reserves for the future, we should
look toward the development of total govermmental, national petroleum reserves which
would be capable of immediate production during a national emergency as envisioned
in H.R. 49 as reported by the House Interior Committee. This would, of course,
include as top priority national defense purposes, yet would be a much saner and
more rational over-all policy than having individual agencies holding reserves
exclusively for their own use. I therefore urge this Cammittee's priority con~ = .
sideration to making H.R. 49 as reported by Interior Committee in order for -~ .
consideration on the House Floor. ‘

Thank you, Mr. Chairman.



94t ConNGrEss | HOUSE OF REPRESENTATIVES { Rerpt. No. 94—
1st Session 81 Parr 1

AUTHORIZING THE SECRETARY OF THE INTERIOR TO ESTABLISH ON
CERTAIN PUBLIC LANDS OF THE U.S. NATIONAL PETROLEUM RE-
SERVES THE DEVELOPMENT OF WHICH NEEDS TO BE REGULATED
IN A MANNER CONSISTENT WITH THE TOTAL ENERGY NEEDS OF
THE NATION AND FOR OTHER PURPOSES

MagrcH 18, 1975.—Ordered to be printed

Mr. Haiey, from the Committee on Interior and Insular Affairs,
submitted the following.

REPORT

{To accompany H.R. 49]

The Committee on Interior and Insular Affairs, to whom was re-
ferred the bill (H.R. 49) To authorize the Secretary of the Interior
to establish on certain public lands of the United States national pe-
troleum reserves the development of which needs to be regulated in a
manner consistent with the total energy needs of the Nation, and for
other purposes, having considered the same, reports favorably thereon
with an amendment and recommends that the bill as amended do pass.

The amendment is as follows:

Page 1, beginning on line 3, strike out all after the enactlnv clause
and insert in lieu thereof the followmg

That in order to develop petroleum reserves of che United States which need to
be regulated in a manner to meet the total energy needs of the Nation, including
but not limited to national defense, the Secretary of the Interior is authorized
to establish national petroleum reserves on any reserved or unreserved public
lands of the United States (except lands in the National Park System, the Na-
tional Wildlife Refuge System, the Wild and Scenic Rivers System, the National
Wilderness Preservation System, areas now under review for inclusion in the
Wilderness System in accordance with provisions of the Wilderness Act of 1964,
and lands in Alaska other than those in Naval Petroleum Reserve #4).

Sec. 2. No national petroleum reserve that includes all or part of an existing
naval petroleum reserve shall be established without prior consultation with the
Secretary of Defense, and when so established, the portion of such naval reserve
included shall be deemed to be excluded from.the naval petroleum reserve.

Upon the inclusion in a national petroleum reserve of any land which is in a
naval petroleum reserve on the date of enactment of this act, any equipment,
facilities, or other property of the Department of the Navy used in operations on
the land so included and any records, maps, exhibits, or other informational-data
held by the Secretary of the Navy in connection with the land so included shall
be transferred from the Secretary of the Navy to the Secretary of the Interior
who shall thereafter be authorized to use them to carry out the purposes of this
Act, v
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The Secretary of the Interior shall assume the responsibilities and functions
of the Secretary of the Navy under any contract which now exists with respect
to activities on & naval petroleum reserve to whi¢h the United States is a party.

SEC. 3. (a) The oil and gas in the national petroleum reserves in the contiguous
forty-eight states established pursuant to this section may be developed under
terms and conditions prescribed by the Secretary of the Interior. The Secretary
of the Interior shall use competitive bidding procedures with prior public notice
of not less than 30 days of the terms and conditions for any contract, lease, or
operating agreement for development and production of oil and gas from a
national petroleum reserve. Such terms and conditions and also plans for the
development of each area of the national petroleum reserves shall be published in
the Federal Register, but shall not become effective until sixty days after final
notice has been published and submitted to the Congress (not counting days on
which either the House of Representatives or the Senate is not in session for
three consecutive days or more) and then only if neither the House of Repre-
sentatives nor the Senate adopts a resolution of disapproval. Each proposed Plan
of development and each amendment thereof shall explain in detail the method of
development and production proposed, shall provide for disposal and transporta-
tion of the oil consistent with the public interest, and shall give full and equal
opportunity for development of or acquisition of, or exchange for, the oil and gas
by qualified persons including major and independent producers or refiners alike.
Bach proposed plan of development by the Secretary shall also explain the rela-
tive needs for developing the oil and gas resources in order to meet the total
energy needs of the Nation, compared with the need for prohibiting such devel-
opment in order to further some other public interest.

(b) Any oil or gas produced from such petroleum reserves, except such oil or
gas which is either exchanged in similar quantities for convenience or increased
efficiency of transportation with persons or the government of an adjacent for-
eign state, or which is temporarily exported for convenience or increased effi-
ciency of transportation across ports of an adjacent foreign state and reenters
the United States, shall be subject to all of the limitations and licensing require-
ments of the Export Administration Act of 1989 (Act of Dec. 30, 1969 ; 83 Stat.
841) and, in addition, before any oil or gas subject to this section may be exported
under the limitations and licensing requirement and penalty and enforcement
provisions of the Export Administration Act of 1969 the President must make
gmd publish an express finding that such exports will not diminish the total qual-
ity or quantity of oil and gas available to the United States and are in the
national. interest and are in accord with the Export Administration Act of 1969.

{c) The Sgcretary of the Interior is authorized to enter into contracts for
the sale of oil and gas which is produced from the National Petroleum Reserves
and which is owned by the United States. Such contracts shall be issued by com-
petitive bidding, they shall be for periods of not more than one-year’s duration,
and in amounts which, in the opinion of the Secretary, shall not exceed those
which can be effectively handled by the purchasers.

(d) The Secretary of the Interior is hereby authorized and directed to explore
for oil and gas on Naval Petroleum Reserve No. 4 and he shall report annually
to Congress on his plan for exploration of such Reserve: Provided, That no
(éevelopment leading to production shall be undertaken unless authorized by

ongress.

(e) Any pipeline which carries oil or gas produced from the national petroleum
reserves shall be subject to the common carrier provisions of Section 28 {(r) of
the Mineral Leasing Act of 1920, (41 Stat. 449), as amended (30 U.S.C. Sec-
tion 185), regardless of whether the pipeline crosses public lands.

PURPOSE

_ H.R. 49 proposes to authorize the Secretary of the Interior to estab-
lish on certain public lands of the United States national petroleum re-
serves the development of which needs to be regulated in a manner
consistent with the total energy needs.of the Nation, and for other
purposes. ’

H.R. 81
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EXPLANATION AND NEED

o . .bﬂl ‘ >ks to accomplish three things: S .
%‘}il:;t, to :J?Rhorize the Srécretary of the Interior to establish national

-petroleum reserves on the public lands.

lans for development
- Second, to authorize the Secretary to prepare P Lo e reht
and production of oil and gas on such reserves in the gluction p%yan.b

states. subject to Congressional acceptance of any pro

Sta’{‘hi’rd,r t]o direct th% Secretary to explore for o1l and ga?i %1; ileoi?t
million-acre Naval Petroleum Reserve No. 4 in Alaska, an1 rohgoits
his findings annually to Congress. However, the bill expressiy Iz) o
the Secretary from allowing any leasing, development, or PT

¢rom this Alaskan reserve until further action by Congress.

Potential Oil and Gas Production on Public Lands

i ide as Naval
R. 49 proposes that public lands heretofore set asl ;
Pe}tIroleum ]I'.){esgrves may be reviewed by the Secretary of tlg, Iqtzzl(‘iotl(';
‘After consultation with the Secretary of Defense he 1s gu ﬁ)rér o
establish national petroleum reserves, which may include a " thepIn-
of a Naval Petroleum Reserve. Subsequently the Secretar_x}r) ) e
terior is authorized to proposed to Congress a plan forlt e Ve ‘g
ment and production of any area within a national pet{)({.eugl T serve.
Such proposed plans would take effect 60 days after publication 1
TFederal Tegister unless rejected by either body of angrfess. Bk Hills
The potential 300,000 barrels per day of production from e
could replace a like amount of imported crude oil. At curr(irtl3 bpllion
this would reduce our balance of payments deficit by @blgut $1. e}ar
and return to the U.S. Treasury approximately $1.0 billion per year.

Committee Jurisdiction

Jurisdiction over public lands in the House of Representatives 18
theT I1'Ie-lsponsiloility ofpthe Committee on Interior and Insular Arflfa;;s.
T.R. 40 deals with establishing national petroleum ygsearves o t'ong
reserved or unreservedlpugliq 1a11:1}<lis, I\\T\u’:;h c:i‘tzi)l;lripté:; st?e 1§X(§£tilonai
These exceptions are lands 1n the Nationa. = , Nati
\r\lﬁ:ﬁl;g Rgfuge System, Wild and Scenic Rivers Sys_teril, Wilder ntelis:
Preservation System and lands under review for inc .u51§n lari e
Wilderness System, and lands 1n Alaska except those In Nav

X eserve No. 4. . .
tl?l*??&%ffﬁéﬁﬁln Reserves are public lands set aside by Exe&:utu('f
Order and used for a specific purpose. Their developme{r}tsag 7%5 0
duction for their oil potential 1s covered by statute (10 ) - 121,
¢t seq.). Under the House Rules, thi statgtéz pl‘ls(s: ctshem under the ju

ictiox House Committee on Armed Ser .
dlill?yl gfégﬁction of oil and gas for other than national deffeélse })u;
poses from a Naval Petroleum Reserve requires an act o or;,prek1
Lecause current law limits production from these reserves to naf,lopz;
defense needs. This has been interpreted to mean a declargxtl(l)ndo d\} ar.
11.R. 49, by authorizing a naval petroleum reserve to be included 1n a
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national petroleum reserve, would lift these restrictions on production

and would permit the reserves to be developed in order to meet the

fi()tfal energy needs of the nation, including but net limited to national
efense. - : ' :

Similar bills, i.e., H.R. 11840 and H.R. 16800, were introduced in
the 93d Congress. After extensive hearings held by the Subcommittee
on Public Lands, the substance of H.R. 11840 was approved by the
Subcommittee as part of the broader Public Land Policy and Manage-
ment Act, H.R. 16800. However, no final Committee action was taken
on this legislation in the 98d Congress. i
 The Committee is aware of the jurisdictional overlapping of H.R. 49
insofar as the Naval Petroleum Reserves is concerned. A letter from
the Honorable Melvin Price, Chairman of the Armed Services Com-
mittee, on this question is included as a part of this report, together
with the response of the Chairman of this Committee. This Commit-
tee believes that the urgent national need for immediate action to pro-
duce more domestic oil and natural gas weighs heavily against any
further delay through duplicating this Committee’s hearings and con-
sideration. Debate on amendments or a substitute for H.R. 49, offered
on the House Floor, could give the House an opportunity to decide on
a policy for establishment and development of national petroleum
reserves on the public lands. If this is done without further delay,
domestic petroleum production could be increased by 160,000 barrels
per day in less than six months, and 300,000 barrels within a year
according to administration officials.

The Committee respectfully notes that the House Armed Services
Committee’s Investigating Subcommittee held hearings on Elk Hills
on October 17 and 18, 1973, during the 93d Congress. They recom-
mended that the reserve only be put in readiness for military use. This
Committee is not insensitive to the views and prerogatives of the Com-
mittee on Armed Services; however, the Members strongly urge im-
mediate consideration of H.R. 49 by the House. It is in this format
that H.R. 49 as well as the position of the Armed Services Committee
together with the President’s recommendations in his Energy Inde-
pendence Act of 1975, can be fully and adequately debated and
considered.

U.S. HousE or REPRESENTATIVES,
COMMITTEE ON ARMED SERVICES,
Washington, D.C., March 3, 1975.

(Letter from Chairman of Committee on Armed Services to Chairman
of Committee on Interior and Insular Affairs)

Hon. James A. Harey,
Chairman, Committee on Interior and Insular Affairs, House of Rep-
resentatives, Washington, D.C.

Drar Mz. Caamrman: I have learned that H.R. 49, a bill to author-
ize the Secretary of the Interior to establish on certain public lands of
the United States national petroleum reserves, has been favorably re-
ported by the Subcommittee on Public Lands of your Committee. That
bill would authorize the Secretary of the Interior to include within the
national petroleum reserves the existing Naval Petroleum Reserves.

II.R. 81
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As you know, House Rule X, Clause 1 (c) (4), grants this Committee
jurisdiction over the conservation, development and use of Naval
Petroleum Reserves. That jurisdiction was reaffirmed as recently as
last October, when the House adopted H. Res. 988. In view of the
exclusive jurisdiction of this Committee, I respectfully submit that
the action taken by the Subcommittee on Public Lands clearly ex-
ceeded its jurisdiction and that of the Interior Committee. Accord-
ingly, I request that the Interior Committee specifically exclude the
Naval Petroleum Reserves from the provisions of the bill when it 1s
presented for Committee action. 1 would also appreciate it if you
would call this matter to the attention of the membership of your Com-
mittee by having this letter read when ILR. 49 comes before the
Committee. ‘ .

Tn the event that the Interior Committee approves the bill without
specifically excepting the Naval Petroleum Reserves from its pro-
visions, I request that this letter be made a part of the Interior Com-
mittee report on the bill.

Sincerel
' Y Mzrvix Price,

Chairman.

CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS,
U.S. House oF REPRESENTATIVES,
Washington, D.C., March 7,1975.

(Letter from Chairman of Committee on Interior and Insular Affairs
to Chairman of Committee on Armed Services)

Hon. MeLviN Pricg, :
Chairman, House C ommittee on Armed Services, Room 2120, Rayburn
Building, Washington, D.C.

Dear Mr. Cramrman: HLR. 49, the bill to which you refer in your
letter of March 3, has been scheduled for consideration by the Full
Committee at our next regular meeting, Wednesday, March 12, at
which time I assume the members will be aware of your position since
you provided them with copies of your letter to me.

As to propriety of considering this legislation, we can only operate
under the assumption that we have jurisdiction over a matter that has
been referred to us by the Speaker. The bill of course provides that
no petroleum reserve that includes an existing Naval Petroleum Re-
serve can be established without prior consultation with the Secretary
of Defense.

At such time as any report on this bill is drafted, your request that
your letter be made a part of that report will of course be considered.

Sincerely,
James A. Harey,
Chairman.

Historical Need for Naval Petroleum Reserves Has Changed

In the first quarter of this century four Naval Petroleum Reserves
were created from public lands to assure that, in time of war, the
Navy’s ships would have adequate petroleum supplies. Naval Petro-
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Joint U.S. and Standard Oil of California Ownership of Elk Hills
Reserve 0il and Gas

The Elk Hills reserve is in joint ownership and, as a result of this,
a unit plan contract between the Navy and the Standard Oil Company
of California allocates 79 percent of the ownership to the Federal
government and 21 percent to Standard. Since production ceased
following World War II, standby maintenance has been provided far
the existing wells through an operating agreement between the two
parties which designates Standard as the operator of the field. How-
ever, the terms of the operating agreement permit its cancellation by
either party. On February 14 of this year, Standard notified the Navy
that it was exercising its right of cancellation.

Whether the Navy or another Federal agency manages Elk Hills,
any new operating agreement must be negotiated with another com-
pany. Navy has testified that the unit plan contract and the operating
agreement with Standard are equitable. The unit plan contract would
remain in effect under any plan of production.

Inown reserves of gas in Elk Hills exceed 1.2 trillion cubic feet
which. would become available for sale as oil production proceeded.
There appears to be little need to stress the existing natural gas short-

age in the Nation.

Protection of the Public Interest and Assuring Oﬁpoﬁum'ty for
Independent Oil Refiners to Have Equitable Access to Oil Produced
on a National Petroleum Reserve

H.R. 49 provides that any plan of production proposed by the Sec- -
retary of the Interior from a national petroleum reserve in the lower
forty-eight states can become effective only after being published in
the Federal Register and submitted to Congress for 60 days during
which time either body of Congress may veto it by adopting a resolu-
tion of disapproval. Any plan of production proposed by the Secretary
can develop and produce such reserves either through a Federal
agency, or by contracting or leasing with a private company on the
basis of competitive bidding only.

The need for variation in any proposed production plans is evident
because of the variations in conditions and circumstances of the petro-
leum reserves and supplies. As was pointed out previously, a reserve
such as Teapot Dome has little oil left, requiring secondary treatment
to recover the remaining oil, while Elk Hills permits primary produc-
tion in several proven zones. _

In any production plan, H.R. 49 requires that the small independent
oil refiners, or purchasers of natural gas, have equitable opportunity
to buy the product in amounts suitable to their needs, through pur-
chase contracts limited to a year’s duration. It also provides that any
pipeline carrying oil or gas produced from a national petroleum re-
serve must be operated as a common carrier, thus assuring accessibility
of the pipeline to the small independent companies. These protections
are intended to guarantee small independent, companies a viable oppor-
tunity to participate in the benefits of production from such national
petroleum reserves.

Oil or gas produced from a national petroleum reserve cannot be
exported under H.R. 49, except under the limitations and licensing
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requirements of the Export Administ;étion A i i
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The Department of the Interior administers more than 800 million
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other public land in Alaska may be designated as wilderness, wild
and scenic river, wildlife refuge, national park or national forest lands.
The Committee believes Congress must determine policy for this
vast area of our largest State, and it believes also that the Depart-
ment of the Interior should be guided by new law concerning public
land policy. Certainly, the Navy should not retain exclusive juris-
diction over 22 million acres of Alaska public lands in the guse of
an essentially unexplored petroleum reserve. ‘
H.R. 49 would direct a more sensible and logical approach to the
consideration of all of the public lands by integrating the management
of Naval Petroleum Reserve No. 4 into the Department of the Interior.
That Department could then determine the oil and gas potential on
this reserve, together with its other values. Congress should determine
all the relative values, including continuation of all or parts of it as a
national petroleum reserve. § .
Meanwhile, production from proven reserves in the lower forty-
eight States could proceed subject to Congressional review of the pro-

duction plans.
BUDGET ACT COMPLIANCE

Under the provision of Rule X, clause 3 (b), and clause 1 (e) (3)
(e), and seetions 308(a) and 403 of the Congressional Budget Act of
1974, the Committee recognizes that some costs will be incurred as a
result of the enactment of H.R. 49 (see Current and Five Subsequent
Fiscal Year Cost Estimate), but it notes that the income will far ex-

ceed the costs.
CURRENT AND FIVE SUBSEQUENT FISCAL YEAR COST ESTIMATE

Pursuant to Rule XIII, Clause 7, of the Rules of the House of Rep-
resentatives, the Committee estimates the cost to be incurred by the
Federal Government during the current and the five subsequent fiscal
%'ear.s as a result of the enactment of this legislation would be as fol-

ows:

This bill would mean production of oil and gas from national petro-
leum reserves within the contiguous 48 states subject to a plan devel-
oped by the Secretary of Interior which would come before Congress
for 60 days and be subject to a veto by either body. The Committee
estimates that outlays for developing plans by the Secretary would
not exceed $2 million per year. '

The bill also directs the Secretary of the Interior to explore for oil
and gas.on Naval Petroleum Reserve No. 4 in Alaska and report an-
nually to Congress on his findings but does not allow any production.
The Committee estimates that the Secretary of the Interior will expend
nothing during the current fiscal year for exploration of this area, but
up to $50 million may be spent in each of the succeeding five fiscal
years. However, it must be pointed out that these costs could-vary con-
siderably depending on the Secretary’s findings as presented in his
annual report to the Congress and on the determination by Congress of
the Secretary’s actual needs for exploration in Naval Petroleum Re-
serve No. 4. Even without enactment of H.R. 49, Navy estimates

exploration costs of $382 million over the next seven years. Cost -~ .

estimates for H.R. 49 substantially replace Navy’s projected costs.
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U.S. receipts from sale of oil and gas produced from National Petro-
leum Reserves would most likely offset these expenditures many times
Over. . ) . . . y B ‘ .

’ ' OVERSIGHT STATEMENT

Pursuant to Rule X, clause 2(b) (1), the Subcommittee on Public

ands conducted oversight related hearings during its hearings on
H.R. 49. While the Subcommittee did not find that existing laws were
implemented in a manner inconsistent with the intent of Congress at
the time they were enacted, it did conclude that conditions and cir-
cumstances had so changed that new legislation was necessary and. de-
sirable. Based on this conclusion, the Subcommittee recommended and
the Committee on Interior and Insular Affairs agreed (by a vote of 32
to 0) that the national interest demanded the development of new
policy with respect to Federal oil and gas reserves.

No recommendations were submitted to the Committee pursuant to
Rule X, clause 2(b) (2). - : : :

COMJ%IITTEE CONSIDERATION

In the 93d Congress hearings were held on H.R. 11840 and related
measures on December 18, 20, 21, 1973 on January 17, 22, 25, 28, 29,
1974 ; on February 4, 5, 28,1974 ; and on March 14, 15, 1974—a total of
13 Committee Hearings. : - S

In the 94th Congress the Subcommittee on Public Lands met to
hear and consider H.R. 49 on February 6, 21 and 28, 1975. After dis-
cussing the matter on February 28 the Subcommittee revised the legis-
lation and reported it favorably to the Full Committeee on Intrior
and Insular Affairs. On March 13, 1975, the Committee on Interior
and Insular Affairs ordered the measure favorably reported, as
amended, to the House by a vote of 32 to 0.

DEPARTMENTAL REPORT

* While no formal report was received from the Department of the
Interior or the Department of Defense on H.R. 49, testimony was
taken by the Subcommittee on Public Lands from both Executive De-
partments. Generally, the Administration spokesmen testified that
their Energy Independence Act of 1975, a more general measure, is
recommended. That legislation contains a provision similar to H.R.
49 which aims towards the ultimate development of the Naval oil re-
serves by the Navy Department. H.R. 49 modifies that approach by
allowing the Secretary of the Interior to establish National Petro-
leum Reserves, including Naval Petroleum Reserves under certain
circumstances, and to utilize the expertise available to him to explore
and develop those reserves under the terms of the legislation.

While the Administration spokesmen indicated a preference for
the proposal, as transmitted, it was clearly understood by the Mem-
bers of the Committee that the Administration strongly recommends
action by the Congress to assure the immediate production of the Elk
Hills area. If the Congress concludes that a solution different from
the one transmitted is more appropriate, the Administration is not
expected to reject it on a jurisdictional basis.

H.R. 81
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IN THE HOUSE OF REPRESENTATIVES

JANUARY 14,1975

Mr. MeLcHER introduced the following bill; which was referred to the Com-

mittee on Interior and Insular Affairs

Marcu 18,1975

Reported from the Committee on Interior and Insular Affairs with an amend-

ment, and referred to the Committee on Armed Services for a period ending
not later than April 19,1975

[Strike out all after the enacting clause and insert the part printed in italic]

A BILL

To authorize the Secretary of the Interior to establish on certain

W -3 & Ot = W N

public lands of the United States national petroleum reserves
the development of which needs to be regulated in a manner
consistent with the total energy needs of the Nation, and

for other purposes.

Be it enacted by the Senate and House of Representa-
twes of the United States of America in Congress assembled,
That the Seeretary of the Interior is authorized to establish
on any reserved or unreserved publie lands of the Tnited
States -{exeept lands in the National Park Systemy; the
National Wildlife System; and the Wild and Secenie Rivers

and primitive and rondless areas in the national forests now

VI—-O
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aeeordaniee with provisions of the Wilderness Aet of 1964}
to be regulated in & menner that will meet the total energy
needs of the Nation; including but net limited to national
SEe: 2: No reserve that ineludes all or part of an
existing naval petroleumm reserve shall be established with-

out prior consultation with the Seeretary of Defense; and

elided shall be deemed to be exeluded from the naval
886 3: Aa) The oil and gas reserves in the eontignous
Secretary of the Interior sixty days after notice is given to
the Congress {not counting days on swhieh either the House
of Representatives or the Senate is not in session for three
eonseentive days or more) H neither the House of Repre-
sentatives nor the Senate adepts a resolution of disapproval:
Ans such proposed plan shell explain in detail the methed
of development propesed; and shall provide for develop-
ment and transportation of the il eonsistent with puble
interest and to give oppertunity to the smaller or independ-
ent oil producers and refining eompanies to utilize the
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5
erude oil produetion: Any sueh propesed plan by the Seere-
oil and gas resouree in erder to meet the total energy
ing such development in order to further some other publie

{b} The Seeretary of the Interior is hereby authorized
and direeted to explore for oil and gas produetion on publie
lands in the State of Alaske exeept londs in the Nationel
and Seenie Rivems System; and the National Wilderness
Preservation System: The Seceretary shell submit te Gon-
gress within two years & plan of development whieh chall
not beeome effective unless anthorized by an Aet of Congress:
That in order to develop petroleum reserves of the United
States which need to be regulated in a manner to meet:the
total energy needs of the Nation, including but not limited to
national defense, the Secretary of the Inlerior is authorized
to establish national petroleum reservés on any reserved or
unreserved public lands of the United States (except lands in .
the National Park System, the National Wildlife Eefuge
System, the Wild and Scenic Rivers System, the National
Wilderness Preservation System, areas now under review for

inclusion in the Wilderness System in accordance with pro-
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visions of the Wilderness Act of 1964, and lands in Alaska
other than those in Naval Petroleum Reserve Numbered 4).

SEc. 2. No national petroleum reserve that includes all
or part of an existing naval petroleum reserve shall be estab-
lished without prior consultation with the Secretary of
Defense, and when so established, the portion of such naval
reserve included shall be deemed to be excluded from the
naval petroleum reserve.

Upon the inclusion in a national petroleum reserve of

any land which is in a naval petroleum reserve on the date

of enactment of this Act, any equipment, facilities, or other

property of the Department of the Navy used in operations
on the land so included and any records;, maps, exhibits, or
other informational data held by the Secretary of the Navy
in connection with the land so included shall be transferred
from the Secretary of the Navy to the Secretary of the In-
terior who shall thereafter be authorized to use them to carry
out the purposes of this Act.

The Secretary of the Interior shall assume the respon-
sibilities and functions of the Secretary of the Navy under
any contract which now exists with respect to activities on a
naval petroleum reserve to which the United States is a party.

Sec. 3. (a) The oil and gas in the national petroleum.
reserves th the contiquous forty-eight States established pur-

suant to this section may be developed under terms and con-
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ditions prescribed by the Secretary of the Interior. The
Secretary of the Interior shall use competitive bidding
procedures with prior public notice of not less than thirty
days of the terms and conditions for any contract, lease, or
operating agreement for development and production of oil
and gas from a national petroleum reserve. Such terms and
conditions and also plans for the development of each area
of the national petroleum reserves shall be published in the
Federal Register, but shall not become effective until sizty
days after final notice has been published and submitted to
the Congress (not counting days on which either the House
of Representatives or the Senate is not in sesston for three
consecutive days or more) and then only if neither the House
of Representatives nor the Senate adopts a resolution of
disapproval. Each proposed plan of development and each
amendment thereof shall explain in detail the method of
development and production proposed, shall provide for dis-
posal and transportation of the oil consistent with the public
interest, and shall give full and equal opportunity for devel-
opment of or acquisition of, or exchange for, the oil and gas
by qualified persons including major and independent pro-
ducers or refiners alike. Each proposed plan of development
by the Secretary shall also explain the relative need for devel-
oping the oil and gas resources in order to meet the total

energy needs of the Nation, compared with the need for
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prohfibitingksuch development in order Yo further some other
public interest.

(b) Any oil or gas produced from such petroleum re-
serves, except such oil or gas which s either exchanged in
similar quantities for convenience or increased efficiency of
transportation with persons or the government of an ad-
jacent foreign state, or which is temporaridy exported for
convenience or increased efficiency of transportation across
ports of an adjacent foreign state and reenters the United
States, shall be subject to all of the limitations and licens-
ing requirements of the Kxport Administration Act of 1969
[Act of December 30, 1969; 83 Stat. 841) and, in addi-

tion, before any oil or gas subject to this section may be ex-

ported under the limitations and licensing requirement and
penalty and enforcement provisions of the Export Adminis-
tration Act of 1969 the President must make and publish
an express finding that such exports will not diminish the
total quality or quantity of oil and gas available to the
United States and are in the national interest and are in
accord with the Export Administration Act of 1969.

(c) The Secretary of the Interior is authorized to enter
into contracts for the sale of oil and gas which is prodwced
from the national petroleum reserves amd which is owned
by the United States. Such contracts shall be issued by com-

petitive bidding, they shall be for periods of not more than
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one year's duration, and in amounts which, in the opinion
of the Secretary, shall not exceed those which can be effec-
twely handled by the purchasers.

(d) The Secretary of the Interior is hereby authorized
and directed to explore for oil and gas on Naval Petroleum
Reserve Numbered 4 and he shall report annually to Con-
gress on his plan for exploration of such reserve: Provided,
That no development leading to production shall be under-
taken unless authorized by Congress. |

(e) Any pipeline which carries oil or gas produced
from the national petroleum reserves shall be subject to the
common carrier provisions of section 28(r) of the Mineral
Leasing Act of 1920 (41 Stat. 449), as amended (30
US.C. 185), regardless of whether the pipeline crosses
public lands.
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A BILL

To authorize the Secretary of the Interior to
establish on certain public lands of the
United States national pertroleum reserves
the development of which needs to be regu-
lated in a manner consistent with the total
energy needs of the Nation, and for other
purposes.

By Mr. MELcHER

Janvary 14,1975
Referred to the Committee on Interior and Insular
Affairs
Marca 18, 1975
Reported from the Committee on Interior and Insular
Affairs with an amendment, and referred to the
Committee on Armed Services for a period ending
not later than April 19, 1975.
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IN THE HOUSE OF REPRESENTATIVES

ArriL 14,1975

Mr. Higerr introduced the following bill; which was referred to the Com-
mittee on Armed Services

A BILL

To fully explore, fully develop, and produce the naval petroleum
reserves with the revenue derived therefrom to be placed
in a special fund for such exploration, development, and
production, for production to be applied to the petroleum
needs of the Department of Defense and for the establishment
of a study group to invesﬁgate the feasibility of creating a
National Strategic Petroleum Reserve (military), and for

other purposes.
1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 That (a) chapter 641 of title 10, United States Code, is
4 amended as follows—

5 (1) Immediately before section 7421 insert the fol-

o

lowing new section: TRy

: ; > < ]
1 Ciar i
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“§ 7420. Definitions | o

“(a) In this chapter—

“(1) ‘national defense’ includes the needs of, and
the planning and p’i‘ép‘aredﬁess to meet, essential defense
industrial and military emergency energy requirements

relative to the national safety, welfare, and economy,

particularly resulting from foreign military or economic -

actions;
“(2) ‘naval petroleum and oil shale reserves’ means
the naval petroleum and oil shale reserves established by

this chapter, including Naval Petroleum Reserve Num-

bered 1 (Elk Hills), located in Kern County, California,

established by Executive order of the President on Sep-

- tember 2, 1212; Naval Petroleum Reserve Numbered 2

(Buena Vista), located in Kern County, California, es-
tablished by Executive order of the President on De-
cember 13, 1912 ; Naval Petroleum Reserve Numbered 3
(Teapot Dome), located in Wyoming, established by
Executive order of tﬁe Pre'sident"") on April 30, 1915;
Naval Petroleum Reserve Numbered 4, Alaska, on the
north slope of the Brooks Range, established by Executive
order of the President of February 27, 1923; Oil Shale
Reserve Numbered 1, located in Colorado, established by
Executive order of the President of December 6, 19186,

as amended by Executive order of June 12, 1919; Oil
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Shale Reserve Numbered 2, located in Utah, established
by Executive order of the President of December 6,
1916; and Oil Shalé Reserve Numbered 3, located in Col-
orado, established by Executive order of the President
of September 27, 1924;

“(8) ‘petroleum’ includes crude oil, associated gases,
natural gasoline, and other related hydrocarbons, oil
shale, and the products of any of such resources; and

“(4) ‘Secretary’means the Secretary of the Navy.”.

(2) Section 7421 (a) is amended—

(A) by striking out “for naval purposes” and
inserting in lieu thereof “for use of the Armed
Forces” ; and

(B) by striking out “section 7438 hereof” and
inserting in lieu thereof “this chapter”.

(8) Section 7422 is amended by adding at the end
thereof the following new subsection:

“(d) (1) In order to place certain naval petrolenm

reserves in a proven state of readiness to produce petroleum,

the Secretary is authorized—

“(A) to explore, develop, operate, and produce

petroleumn, from Naval Petroleum Reserves Numbered 1,

2, and 3 at a rate consistent with sound oilfield en-

)

gineering practices up to two hundred thousand barrels

per day for a period not to exceed three years com-
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4
mencing ninety days after enactment of this legislation ;
and
“(B) to construct or procure pipelines and asso-
ciated facilities for transporting oil, associated liquids,

and gases, from Naval Petroleum Reserves Numbered 1,

2, and 3 to the points where such production will be

refined or shipped.

Such pipelines at Naval Petroleum Reserve Numbered 1 shall
have a combined delivery capability of not less than three
hundred and fifty thousand barrels per day, and shall be
fully operable by three years after the date of enactment
of this subsection.

“(2) The production authorization set forth in para-
graph (1) (A) of this subsection is conditioned upon the
Secretary reaching an agreement with the private owner
to continue operation of Naval Petroleum Reserve Numbered
1 under a unitized plan contract which adequately protects
the public interest.

“(3) The production of petroleum authorized under
this subsection is not subject to the provisions of subsection
(b) (2) of this section relating to Presidential approval or
congressional authorization.”.

(4) Section 7423 is amended by inserting “(a)” im-
mediately before “The Sceretary”; and by adding at the

end thereof the following new subsection:
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“(b) During the threeiyear period of production. au-
thorized by subsection (d) of sectiqn 7422 (during \Yhic};
three-year period the consultation requirements of section

7431(3) are waived); the Secretary shall submit annual

“reports to the Armed Services Committees of the Senate and

the House of Representatives detailing— |

“(1) the status of the exploration and development
program at each of the naval petrolenm reserves;

“(2) the production which has been, achieved at
cach of the naval petroleum reserves. pursuant: to ;tha}t;
authorization, including the dispostion of such production,

- and the proceeds realized therefrom; . . ... .

“ (3) the status of the plpehne construptlen and
procurement authorized by such subsection (d); . ;

“(4) any need for modification of: the :quflﬂption;
levels authorized by such subsection, (d); including any:
remm;ﬁend&ﬁon for -continuing produgction ngmpf}; the,
three-year period provided in such subsection; and

“(5) the plans for further exploration, deyelopment,

. and production at Naval Petroleum Reserve Nymbered.
4.7, (5) Section 7430 (b) is amended to read ags.
follows: o o o

“(b) Notwithstanding any other.. growsmn of law,.

24 cach sale of the United States share of petroleum, gas; other.

H-Beé 9::;‘-‘ f\‘ ‘i‘\'}/, Ui D é‘fl



e TR G S Al S - S X Ry

-

6'\.

‘ hy&ro’c'éii'[)"dns','oil shale, or products therefrom, shall be made
by thie Secretary at public sale to the highest qualified bidder
“'at such tiitie, in such amounts, and after such advertising as
*'the Sec‘l‘étary consideérs prbper and without regard to Federal,

“State, ‘or 1ocal régulations controlling sales or allocation of

petroleum products.”.’

T 6) Section 7430 is further amended by adding at the

end thereof the following new subsection:

"‘;(c) Aﬁy disposition of the United States share of the

production anthorized by section 7422 {d) shall be conducted

“in"such ‘a manner as to insure that an amount of petroleum

products equal in value to the erude oil and associated gases

“and tiquids ‘supplifed'from the naval petroleum reserves shall

be made available to the armed forces of the United States.

”)‘Any*disﬁ&sitibn“o:f that production shall be so arranged as
“'tov‘éiVé full and e‘qu’al‘ opportunity for acquisition of the

© petroleum and associated products by all interested com-

panies, including major and independent oil refineries alike.”.

(7 Y Section 7432 is amended to read as follows:

““§7482, Naval petrolenm and oil _shale reserves special

fund
“(a) There is hereby established on the hooks of the

'*'Tré{xsui‘jf‘D’ePﬂ‘rtment a speeialb fund designated the ‘naval

“ipetrokeum and ofl shale reserves special fund’. There shall be

credited to such fund—
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7 4
(1) all proceeds reatized under this chapter from

" the disposition of the United States share of petroleum:

~ or refined products; oil and gas products, including roy-

alty products;

1 #42) - the net proveeds, if any, realized from sales
~or exchanges within'the Department of Defense of re-
~fined petrolenm produets accruing to the benefit of any

component of that Department as the result of any such

“sales or exchanges; and :

“(8) such additional sums -as have been, or may be,

- -appropriated for the maintenance, operation, explora+

. tion; development,and production of the naval petro-
letm: and oil shale reserves.

“(b) Funds available in-the naval petroleum and oil '

shale veserve ‘special fund- shall be available for expenditure’

in sneh sums as’are specified in annnal congressional ap:-
propriations Aets for the-expenses of— - -

“(1) exploration, prospecting, conservatiom, de-

- velopment; use; operation; and production of the naval’

petroleum and oil shale reserves.as authorized by this-

chapter;

“(2) production, including preparation fb’r”produc—”

tion as authorized by this Aect, or avs mlay *hefeaftéf be

authorized ; and | -

““(3) the construction and operation of facilities
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1+« both within and ontside the. nawal petrolenm and oil
9.1 shale, reserves :ineident. to the produgtion and:the de-
3. wilivery: of-eiude; petrpleum., and. derivatives; including:
4 pipelines and shipping terminals. . b e
510 i (c) The budget; estimates, for, annual- appropriationg
6 - from_the naval petroleunx and oil ‘shale reserye speejal fund
7....shall- be prepared by.the Office of Naval Petroleum and Oil
g Shale Beserves and shall be presented by the President in-
9 dependently of the budget of. the Department of the Navy.
10/ and the, Department.of Defense. . G (T

1disod -+ (d): Contracts. obligating only..such funds.as are ap+;
12;;»;propmate;d and made available annually may be entered into

13 by the Secretary for periods-of .not. mare than five years,

14, renewable for a like termy”. i i

I
§

1300000 ((8) Sﬁctlﬁﬁ7433 (by) iis ameudedbymddmg immgdiately ;

16., before..the. period at, the end;thereof the follewing: ‘and.
17 credited to the naval petrpleum.and oil shale xesprye special
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19, .. . (b). The analysis| of . such chapter, 641 is. amended—
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“7421. Jurisdiction and control.” | S
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(2) by striking out

C%T439, 'E;i_pendit‘ﬁf_'es: appropriations available.”
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“and inserting in lieu thereof the following:

7432, Naval petrolewm and oil shale reserve special fund.”

Src. 2. (a) The Secretary of the Navy shall establish
a study group which shall investigate the feasibility of creat-
ing a national strategic petroleum reserve (military) (here-
inafter in this section referred to as the “reserve”). Any such
reserve should include petroleum stored at strategic locations,
or available for delivery to such locations, and include facili-
ties for storage, transportation, or processing thereof. In
computing the amount of petrolenm to he stored in such
reserve, the peacetime operating stocks and prepositioned
war reserve stocks of the Department of Défense shall not be
included. Such reserve should be in addition to any national
strategic petroleum reserve (civilian) which may be other-
wise provided for.

(b) The investigation required under subsection (a)
shall include, but need not be limited to, determinations with
respect to the size, scope, objectives, and all cost factors as-
sociated with the establishment of the reserve. In arriving
at its findings and recommendations, the study group shall
consult with, and seek, the position of the Joint Chiefs of

Staff relative to the overall posture of the reserve,
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(2) by striking out
“7432. Expenditufes: dppropriations available.” |

and insertiig in lieu thereof the following:

«7432. Naval petroleum and oil shale reserve special fund.”

SeC. 2. (a) The Secretary of the Navy shall establish
a study group which shall investigate the feasibility of creat-
ing a national strategic petroleum reserve (military) (here-
inafter in this section referred to as the “reserve”). Any such
reserve should include petroleum stored at strategic locations,
or available for delivery to such locations, and include facili-
ties for storage, transportatien, or processing thereof. In
computing the amount of petroleum to be stored in such
reserve, the peacetime operating stocks and prepositioned
war reserve stocks of the Department of Défense shall not be
included. Such reserve should be in addition to any national
strategic petroleum reserve (civilian) which may be other-
wise provided for.

(b) The investigation required under subsection (a)
shall include, but need not be limited to, determinations with
respect to the size, scope, objectives, and all cost factors as-
sociated with the establishment of the reserve. In arriving
at its findings and recommendations, the study group shall
consult with, and seek, the position of the Joint Chiefs of

Staff relative to the overall posture of the reserve,
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(¢) Not later than one year after the date of the enact-
ment of this Act, the Secretary of the Navy shall report to

the Congress the findings and recommendations of the study

group.




wregews H, R. 5919
A BILL

To fully explore, fully develop, and produce the
naval petroleum reserves with the revenue
derived therefrom to be placed in a special
fund for such exploration, development, and
production, for production to bhe applied to
the petroleum needs of the Department of
Defense and for the establishment of a study
group to investigate the feasibility of creat-

. ing a National Strategic Petroleum Reserve
(military), and for other purposes.

By Mr. Hiégerr

AprIiL 14,1975
Referred to the Committee on Armed Services
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AUTHORIZING THE SECRETARY OF THE INTERIOR TO ESTABLISH
ON CERTAIN PUBLIC LANDS OF THE UNITED STATES NATIONAL
PETROLEUM RESERVES THE DEVELOPMENT OF WHICH NEEDS TO
BE REGULATED IN A MANNER CONSISTENT . WITH THE TOTAL
ENERGY OF THE NATION, AND FOR OTHER PURPOSES

Arrin 18, 1975.—Committed to the Committee of the Whole House on the State
of the Union and ordered to be printed

Mr. HEserr, from the Committee on Armed Services,
submitted the following

REPORT

[To accompany H.R. 49}

The Committee on Armed Services, to whom was referred the bill
(ILR. 49) sequentially, following its consideration and report to the
House by the Committee on Interior and Insular Affairs (Rept. No.
9+-81, Part 1), which bill would authorize the Secretary of the In-
terior to establish on certain public lands of the United States national
prtroleum reserves the development of which needs to be regulated in
a nnnnel consistent with'the total energy needs of the N atlon, and for
o' her purposes, having considered the same, report favorably thereon
with amendments and recommend that the bill as amended do pass.

The amendments are as follows:

.A MENDMENTS -TO THE =f&I\IENDi&IENT 'O'F THE ’COBII\IITTEE ON INTERIOR
AND INSULAR AFFAIRS To H.R. 49

Page 3 between lines 14 and 15, insert the followmg “TITLE I”.

Page 3 line 15, strike out “That in” and insert “Sec, 101 In”.

Page 3, line 21, insert “the Naval Petroleum Reserves,” immediately
before “the National Park System,”.

Page 4 line- 1, insert a period immediately atter “Alaska"

Page 4, strike out line 2.

Page 4 strike out line 3 and all that follows down through line 22.

Page 4 line 23, strike out “Sec. 3.” and insert “Src. 102.”.

Page 7, lines 5 and. 6, str 1ke out “on Naval Petroleum Rese1 ve Num-

bered 47,

Page 7, line 7, strike out “of such reserve”

Page 7 after hne 15, insert the fOHOWlIlO'
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TITLI 1L

Skc. 201. (a) Chapter 641 of title 10, United States Code, is amended

“ f0l1O(Vlvi—inmmediately before section 7421 insert the following new

section:

“8 7420, Definitions

“ In this chapter— )
(a)“ 1) ‘Natiol?al defense’ includes the needs of, and the planning

enaredness to meet, essential defense industrial and mili-
?;1% pérrﬁargency energy ;equirem_ents relative to the ngtmpal
safety, welfare, and economy, particularly resulting from foreign
111 or economic actions: -~ <
Im‘l‘l(t g)ry‘l\tfaval Petroleum and Oil Shale Reserves’ means the naval
petroleum and oil shale reserves established by this chapter, n-
cluding naval petroleum reserve numbered 1 (Elk Hﬂls), loca.ted'
in Kern County, California, established by Executive Order of
the President on September 2, 1912; naval petroleum reserve
numbered 2 (Buena Vista), located in Kern County,Cahfornlfx,,
established by Executive Order of the President on December 13,
1912; naval petroleum reserve numbered 3 (Teapot Dome),
located in Wyoming, established by Executive Order of the Presi-
dent on April 30, 1915; naval petroleum reserve numbered 4,
Alaska, on the north slope of the Brooks Range, established by
Executive Order of the President of February 27, 1923; oil shale
reserve numbered 1, located in Colorado established by Executive
Order of the President of December 6, 1916, as amended by Ex-
ecutive Order of June 12, 1919; oil shale reserve numbered 2, lo-
cated in Utah, established by Executive Order of the President of
December 6, 1916; and oil shale reserve numbered 3, located in
Colorado, established by Executive Order of the President of Sep-
tember 27, 1924, i ) o
“(3) ‘Petroleum’ includes crude oil, associated gases, natural
gasoline and other related hydrocarbons, oil shale, and the prod-
ucts of any of such resources.
“(4) ‘Secretary’ means the Secretary of the Navy.”
(2) Section 7421(a) is amended— ) o
(A) by striking out “for naval purposes” and inserting in
lieu thereof “for use of the armed forces”;and o
(B) by striking out “section 7438 hereof” and inserting in
lieu thereof “this chapter”. :
(3) Section 7422 is amended by adding at the end thereof the
following new subsection : ) : o
“(d) (1) In order to place certain naval petroleum reserves in a
proven State of readiness to produce petroleum, the Secretary is
authorized— , N
“(A) to explore, develop, operate and produce petroleum, from
naval petroleum reserves numbered 1, 2 and 8. at a rate consistent
with sound oilfield engineering practicesup to 200,000 barrels per
day for a period not to exceed three years commencing 90 days
after enactment of this legislation ; and - \ s
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“(B) to construct or procure pipelines and associated facilities
for transporting oil, associated liquids and gases, from naval pe-
troleum reserves numbered 1, 2, and 3 to the points where such
production will be refined or shipped.

Such pipelines at naval petroleum reserve numbered 1 shall have a
combined delivery capability of not less than 350,000 barrels per day,
and shall be fully operable by three years after the date of enactment
of this subsection.

“(2) The production authorization set forth in paragraph (1)
(A) of this subsection is conditioned upon the Secretary reaching
an agreement with the private owner to continue operation of
naval petroleum reserve numbered 1 under a unitized plan con-
tract which adequately protects the public interest.

“(8) The production of petroleum authorized under this sub-
section is not subject to the provisions of subsection (b)(2) of
this section relating to Presidential approval or Congressional
authorization.” '

(4) Section 7423 is amended by inserting “ (a)” immediately be-
fore “The Secretary”; and by adding at the end thereof the fol-
lowing new subsection: ' v

“(b) During the three-year period of production authorized by sub-
section (d) of section 7422 (during which three-year period the con-
sultation requirements of section 7431(3) are waived), the Secretary
shall submit annual reperts to the Armed Services Committees of the
Senate and the House of Representatives detailing— S

“(1) the status of the exploration and development program at
each of the naval petroleum reserves; o

“(2) the production which has been achieved at each of the
naval petroleum reserves pursuant to that authorization, includ-
ing the disposition of such production and the proceeds realized
therefrom; o ‘ ’ '

“(3) the status of the pipeline construction and procurement
authorized by such subsection (d) ; , '

“(4) any need for modification of the production levels author-
ized by such subsection (d), including any recommendation for
continuing production beyond the three-year period provided in
such subsection; and -~ - '

“(5) the plans for further exploration, development and pro-
duction at naval petroleum reserve numbered 4.” ‘

(5) Section 7430(b) is amended to read as follows:

“(b) Notwithstanding any other provision of law, each sale of the
United States share of petroleum, gas, other hiydrocarbons, oil shale,
or products therefrom, shall be made by the Secretary at public sale
to the highest qualified bidder at such time, in such amounts, and after
such advertising as the Secretary considers proper ‘and without regard
to Federal, State, or local regulations coiitrolling sales or dlfocation of
petroleum products.” S : T

(6) Section 7430 is further amended by adding ‘atithe end
thereof the following new subsection: _ e s

“(c) Any disposition of the United States share of the production
authorized by section 7422(d) shall be conducted in'such a manner as
to insure that an amount of petroleum products equal in value to the

RN
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erude oil and associated gases and liguids supplied from the naval
petroleum reserves shall be made available, exclusively to the armed
forces of the United States. Any disposition of that production: shall
be so arranged as to give full and equal oppox:tunity for a(}qUISlt;lon-of
the petroleum and associated products by all interested companies, in-
cluding major and independent oil refineries alike.” EE

-+ 7T) Section 7432 is amended to read as follows:

«g 7432, Naval Petroleum and Oil Shale Reserves Special Fund

“(a) There is hereby established on the‘books of the Treasury De-
partment  a special fund designated the ‘Naval Petroleum and O1l
Shale Reserves. Special Fund’. There shall be credited to such fund—

“(1) all proceeds realized under this chapter from the disposi-
tion of the United States share of petroleum or refined products,
oil and gas products, including royalty products; . _

“(2) the net proceeds, if any, realized from sales or exchanges

" within the Department of Defense of refined petroleum products
accruing to the benefit of any component of that Department as
the result of any such sales or exchanges; and P
© «(3) such additional sums as have been, or may be, appropri-
ated for the maintenance, operation, exploration, development
and production of the naval petroleum and oil shale reserves.
~“(b) Funds available in the Naval Petroleum and Oil Shale Reserve
Special Fund shall be available for expenditure in such sums as are
specified in annual congressional appropriations acts for the expenses
(1) exploration, prospecting, conservation, developmient, use,
opefat)ion Iz)mdl produlctioxF of the Naval Petroleum and Oil Shale
~ Reserves.as authorized by this chapter; RS
~ (2) production, including preparation for production as au-
thorized by this act, or as may hereafter be authorized ;. and.:.

“(3) the construction and operation of facilities - both within

" and outside the naval petroleum and oil shale reserves incident

.. "to the,production and the delive}'y qf crude petrolel_lm and deriva-

- tives, inclnding pipelines and shipping terminals. . = ...

“(c) The budget estimates for annual appropriations.from the
Naval Petroleum and Oil Shale Reserve Special Fund shall be- pre-
pared by the Office of Naval Petroleum and Oil Shale Reserves and
shall be presented by the President independently of the budget of
the Department of thé Navy and the Departmerit of Defensa. . -

“(d) Contracts obligating only such funds as are appropriated and
made available annually may be entered into by the Secretary -for
periods of: not more than five years renewable for a like term.” -

. (8) Section 7433(b) is amended by adding immediately before
_the;period at.the end thereof the following: “and credited.to the
. Naval Petrolenm. and ©il Shale Reserve Special Fund®. "
(b) The analysis of such chapter 641 is amended— = 1 * -
.. .(1)-by inserting immediately before
“7421, Jurisdiction and control.” =
the following: .o
“7420. - Definitions.”; and- . =+ 7 : TR TS
(2) by striking out

;
)

“7432, Expenditures: appropriations available.”
and inserting in lieu thereof the following: ! co

“7432.. Naval Petroleum and Oil Shale Reserve Special Fund.”

Sec. 202, (a) The Secretary of the Navy shall establish a study
group which shall investigate the feasibility of creating a National
Strategic Petroleum Reserve (Military) (hereinafter in this section
referred to as the “Reserve”). Any such Reserve should include petro-
leum stored at strategic locations, or available for delivery to such lo-
catiens, and include facilities for storage, transportation or processing
thereof. In computing the amount of petroleum to-be stored in such
Reserve, the Peacetime Operating Stocks and Prepositioned War Re-
serve Stocks.of the Department of Defense shall not be included. Such
Reserve should be in addition to any National Strategic Petroleum
Reserve (Civilian) which may be otherwise provided for. ‘

(b) 'The investigation required under subsection (a) shall include,
but need not be limited to, determinations with respect to the size,
scope, objectives, and all cost factors associated with the establish-
ment, of the Reserve. In arriving at its findings and recommendations;
the study group shall consult with, and seek, the position of the Joint
Chiefs of Staff relative to the overall posture of the Reserve. - .

(c)’ Not later than one year after the date of the enactment of this
Act, the Seeretary of the Navy shall report to the Congress the find-
ings and recommendations of the study group.

EXPLANATION OF AMENDMENTS

" The amendments proposed by the Committee on Armed Services
amend the amendment recommended by the Committee on Interior
and Insular Affairs to I.R. 49. v . R

The amendments proposed by the Committee on Armed Services
accomplish two main objectives: :

(1) The language proposed by the Interior and Insular Affairs
Committee amendment would be left intact except that the Naval
Petroleum Reserves would be treated in a separate title of the Armed
Services Committee amendment. This change honors the jurisdiction
of the Interior and Insular Affairs Committee over all public lands
other than the Naval Petroleum Reserves which, by statute and the
Rules of the House of Representatives, are within the sole legislative
jurisdiction of the Committee on Armed Services, and

(2) A new Title IT would provide very specific conditions under
which the Naval Petroleum Reserves would be explored, developed,
and produced in the national interest.

Briefly, the new title would—

- Allow production from the Naval Petroleum Reserves at not
to exceed 200,000 barrels per day, for a period of three years:

Sell or exchange the oil produced for the exclusive use of the
armed forces; : :

- Pnt the proceeds of scuh sale in a Special Fund to be used for
further exploration, development and production of the Reserves,
including pipeline construction and other facilities;

Establish a group to study the feasibility of creating a National

Strategic Petroleum Reserve (military) ; and , ‘

Require that proceeds of the Special Fund be subject to the
regular Congressional appropriations process.
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In addition to the foregoing general changes, the Committee added
a technical amendment to section 201(a) (6) of its proposed Title IT to
provide that production of the Naval Petroleum Reserves would be
made available exclusively to the Armed Forces of the United States.

Details concerning the proposed objectives and implementation of
the amendments are addressed further on in this report.

Puorrose

The purpose of H.R. 49 as stated in the report on the bill by the
Committee on Interior and Insular Affairs (94-81, Part I) is “to au-
thorize the Secretary of the Interior to establish on certain public lands
of the United States national petroleum reserves the development of
which needs to be regulated in a manner consistent with the total
energy needs of the Nation, and for other purposes.”

However, the thrust of the language 1n that report and the testi-
mony of two of the bills’ sponsors before the Armed Services Com-
mittee make it evident that the real purpose of H.R. 49 is to break
through the protection afforded Naval Petroleum Reserves 1 and 3
under the law and open them for commercial exploitation with little
apparent regard for national security considerations.

The amendments to H.R. 49 as proposed by the Committee on Armed
Services would correct this problem as detailed in this report.

SEQUENTIAL. REFERRAL

H.R. 49 was introduced on January 14, 1975 and originally referred
only to the Interior and Insular Affairs Committee. A reading of the
bill indicates that its apparent purpose is to remove the Naval Petro-
leum Reserves from the control of the Secretary of the Navy, where
they are held for national defense purposes, and place the reserves
under the control of the Secretary of the Interior where Petroleum Re-
serves 1, 2, and 3 can be produced primarily for commercial sale.
Nonetheless, the bill, because of the manner in which it was written,
was not referred to the House Armed Services Committee, which has
exclusive legislative jurisdiction over the Naval Petroleum Reserves,
under the provisions of House Rule X, clause 1(c).

Accordingly, the Chairman of the House Armed Services Committee
took two actions. On March 3, 1975 a letter was addressed to the Hon-
orable Carl Albert, Speaker of the House of Representatives, pointing
out the exclusive jurisdiction of the House Armed Services Committee
over the Naval Petroleum Reserves and requesting that H.R. 49 be
referred also to this Committee for consideration of matters relating
to the Naval Petroleum Reserves. - : '

In a second action, also on March 3, 1975, the Chairman of the House
Armed Services Committee addressed a letter to the Chairman of the
Committee on Intérior and Insular Affairs pointing out the jurisdie-
tional issue and requested that the Interior Committee specifically ex-
clude the Naval Petroleum Reserves from the provisions of H.R. 49.
That request was not honored. : :

The Committee on Interior and Insular Affairs reported H.R. 49 on
March 18, 1975 and its report is identified as “House Report 94-81,
Part 1.” Also, on March 18, 1975 the Speaker, in accordance with the
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revised House rules, and the request of the Chairman of the Armed
Services Committee, referred H.R. 49 sequentially to the House Armed
Services Committee for a period ending no later than April 19, 1975.

It is also pertinent to note in this regard that following the Presi-
dent’s State of the Union Message on January 15, 1975, in which he
aked for production of Elk Hills Naval Petroleum Reserve in amounts
up to 300,000 barrels per day, H.R. 2633 and H.R. 2650 were intro-
duced on February 4, 1975 as the President’s Energy Independence
Act of 1975, Title I of those identical bills applied to the Naval Petro-
leum Reserves. Title I of those bills was referred to the Committee
on Armed Services, with other titles to the Committee on Interstate
and Foreign Commerce, Committee on Ways and Means and Com-
mittee on Banking, Currency and Housing. It is significant that no
part of these bills was referred to the Committee on Interior and
Insular Affairs.

BackerounD

The Establishment and Location of the Reserves

There are four naval petroleum reserves: No. 1, Elk Hills; No. 2,
Buena Vista Hills, in Kern County, Calif.; No. 8, Teapot Dome, Wyo.;
No. 4, on the North Slope in Alaska, immediately to the west of the
Prudhoe Bay commercial oil field. All of those reserves were estab-
lished between 1912 and 1923.

In addition, there are three naval oil shale reserves: Nos. 1 and 3
in Colorado; No. 2 in Utah, established in 1916 and 1924.

Those oil shale reserves are undeveloped. The only current activity
at any of those reserves is in providing sgale for use in an experimental
retort process of Paraho Development Corp.

Approximately 20 percent of Naval Petroleum Reserve No. 1 at Elk
ITills is owned by Standard Oil Co. of California. It has been oper-
ated under a unit plan contract since 1944, which has kept the field
largely shut-in.

There are over 1 billion barrels in proven reserves in this field, and
1.2 billion thousand cubic feet of gas reserve, There are more than
1,000 wells in existence on NPR No. 1. It has a current production
capability of 160,000 barrels per day, which could be expanded by
further development of the field to 400,000 barrels per day.

Since June 1974, 42 new wells have been drilled at Elk Hills. They
have proved an -additional 100 million barrels of reserve. In 1974 the
U.S. income from this reserve was $2.5 million. v

NPR No. 2 is located at Buena Vista Hills, Calif. Two-thirds of this
reserve is privately owned and one-third is U.S. owned. There are more
than 20 million barrels proven reserve remaining at Buena Vista Hills.
1t 1s fully developed and producing. The United States presently de-
rives 647 barrels per day in royalty oil at NPR No. 2. In 1974 U.S.
income from this reserve was $1.5 million.

NPR No. 3 is located at Teapot Dome, Wyo. It is wholly-owned by

the United Staates. It has a proven reserve of 42.5 million barrels.

There are 150 wells on the reserve. It has'a present production capa-
bility of 2,000 barrels per day. The 1974 income of the United States
from Teapot Dome production was $1.1 million.

NPR No. 4 is located on the North Slope in Alaska. It is wholly
owned by the United States. It is largely unexplored and almost com-
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pletely undeveloped. The reserve is estimated at between 10 billion
and 33 billion barrels. However, only 100 million barrels of reserves
have been proven. The rest, of course, must be proven in subsequent
exploration. ) o

The exploration program in fiscal year 1975 consists of 3,500 miles of
seismic exploration and two exploratory wells. One gas well has been
completed, and is capable of producing 500,000 cubic feet of gas per
day. The second exploration well was started on March 17 of this
year.

Existing Law

Chapter 641, title 10, United States Code. deals with Naval Pe-
troleum Reserves. Section 7422 grants the Secretary of the Navy ex-
clusive jurisdiction and control of the reserves and directs him to
explore, prospect, conserve, develop, use and operate those reserves.

The production of the reserves is limited to that which is necessary
for protection, conservation, testing and maintenance. For any pro-
duction beyond that, the Secretary of the Navy must find that 1t 1s
needed for national defense, that finding must be approved by the
President and the production must be authorized by joint resolution
of Congress. :

LPecent Committee Oversight Actions ]

During October 1973 the Investigating Subcommittee conducted
hearings following a public statement by President Nixon that Naval
Petroleum Reserve No. 1 at Elk Hills should be opened up to meet
the fuel needs of the west coast. In its report on November 13, 1973,
the Subcommittee indicated that an energy crisis was upon the Nation
and that the statutory restriction on the use of the Naval Petroleum
Reserves should not be amended.

During the period January through May 1974 a Special Subcom-
mittee on Department of Defense Energy Resources and Requirements,
chaired by Congressman Otis G. Pike (ID-NY) held extensive hear-
ings on the overall defense energy question, with particular reference
to the Naval Petroleum Reserves. In its principal findings the Sub-
committee held that production of Elk Hills Petroleum Reserve be-
vond the statutory limits was not warranted at that time and that
the exploration and development of Reserves 1 and 4 at Eli Hills
and Alaska must be completed as rapidly as time and resources per-
mit. That report showed particular concern over the inadequate re-
sponse to fulfilling defense petroleum needs when the Defense Pro-
duction Act of 1950 was invoked during the 1973 fuel crisis.

READINESS AND DELIVERABILITY

Ll Hills (RReserve No. 1)

Two figures have been popularly used in discussing the oil to be
delivered from Elk Hills—160,000 barrels per day and 300,000 barrels
per day. The facts are that with present facilities the maximum amount
of deliverable oil is 30,000 barrels per day, which is a constraint re-
sulting from the fact that only one pipeline exists to carry the oil off
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the Reserve, and that is owned by the operating partner, Standard of
California.

Testimony indicates that three tie-ins to existing privately owned
lines ¢ff the Reserve could be completed in a 60- to 90-day period at a
cost of about $1.1 million, and would result in increased capacity to
130,000 barrels per day. An additional $1 million would be required to
demothball the necessary wells. However, that figure would remain
constant for a period of about 30 months at which time the completion
of a fourth tieline and pumping facility would increase capacity to
155,000 barrels per day—a figure which represents total pipeline space
capacity. That figure, coincidently, would alse require additional gas
pipelines and processing capability, with a total additional cost of
%5 million.

Thus, the earliest that Eik Hills could reach a capacity of 155,000
barrels per day would be close to 30 months after authority is granted.
Any capacity beyond that figure would require additional pipeline
facilities to the coast. The Navy is currently negotiating for a 20-inch
line now in place which would meet a marine terminal at Port Hue-
neme. Because of necessary additional connections, that line would
require & three-year lead time which could be stretched due to ex-
pected critical environmental impact problems.

Although some of the pipeline owners might be interested in mak-
ing these tie-ins at their own expense with the belief that their costs
could be recouped over several years of use.of the lines, none are
willing to undertake these costs for a limited open-up of the field. Be-
lieving that it would be in the best interests of national defense for the
Navy to have the capability ot transport petroleum off the Reserve,
the Committee amendments would authorize the Navy to make these
tie-ins and also to acquire and/or construct a line to a marine terminal
to transport a large quantity of petroleum. This could free the Navy
from the constraints imposed by privately owned pipelines.

It is important to note that production of the field during the in-
terim period now through fiscal year 1979 will reduce the maximum
capability of the field.

Buena Vista (Reserve No. 2)

As noted earlier in this report, almost two-thirds of this field is
privately owned, and the field has been in production since the 1920’s,
with the Navy producing its portion in order to prevent losing its oil
to adjacent owners. The Navy receives about 647 barrels of oil per
day in royalty oil from Buena Vista.

Teapot Dome (Reserve No. 3)

There are no refinery or pipeline constraints at Teapot. Whatever
crude cannot be handled in local refineries can be piped out to refin-
eries with considerable excess capacity. The real problems involve lead
time on equipment necessary to increase production.

The field is currently being developed under a five-year program at
a cost of $54 million. Under that plan peak production would come at
ahe end of the second year, producing some 18,000 to 20,000 barrels per

ay. ‘

H. Rept. 94-81—pt. 2——2
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CONCEPTS

H.R. 9, as Amended by the Commitice on Interior and Insular Affairs

That bill would authorize the Secretary of Interior, replacing the
Secretary of the Navy as the custodian of the Naval Petroleum Re-
serves, to establish national petroleum reserves, including all existing
Naval Petroleum Reserves.

The Secretary of the Interior could develop Naval Petroleum Re-
serves 1, 2 and 3 and use competitive bidding to enter into leases, con-
tracts, or operating agreements for development and production. Any
such arrangments would be submitted to Congress and would become
effective in 60 days if neither the House nor Senate adopted a resolu-
tion of disapproval.

There would be equal opportunity for development, acquisition and
exchange of oil and gas by qualified persons, including major and
independent producers and refineries alike. ' ‘

The Secretary of the Interior would be authorized to enter into
contracts to sell the oil and gas produced under competitive bidding
arrangements,

The Secretary of the Interior would be authorized and directed to
explore Petroleum Reserve No. 4, but the development leading to
production would be prohibited unless authorized by Congress.

_ All pipelines carrying production from the reserves would be sub-
ject to the common carrier provision of the Mineral Leasing Act.

It s‘hqu}d be noted that there are no restrictions on production and
no provisions for maintaining a defense petroleum reserve or strategic
petroleum reserve.

- The Interior Committee concluded that conditions and circum-
stances have so changed since the establishment. of the Naval Petro-
leum Reserves that new legislation is necessary and-desirable. In that
context, the Interior Committee stated that the Defense Production
Act of 1950 adequately provides for the Nation’s defense needs. In so
finding, the Interior Committee stated that the Nation’s entire supply
of fuel could be immediately reserved and held for military use.

The experience of the Department of Defense in the 1973 fuel crisis
found the decisions made in the Executive Branch under the Defense
Production Act to fall far short of expectations. (See report of Special
Subcommittee on Department of Defense Energy Resources and De-
velopment referenced above.) . o ‘ -

Further, Subcommittee testimony reveals that domestic crude . oil
capacity at the present time is in the vicinity of 914 million barrels of
oil per day. That results in a dependency on foreign sources of up-
wards'to 714 million barrels per day. With an embargo or interdiction
of foreign supplies during any national emergency or war, in which
military needs could:be safely pegged at 1.6-million barrels per day,
any invocation of the Defense Production Act under such circum-
stances would likely create a catastrophe for the econmy. In effect, the
country would be asked to operate on something less than one-half its
current.daily consumption of 17 million barrels of oil.:

Suggestions have been made that the Defense Production Act should
be amended as it is not workable. In fact, the fault does not lie with
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the language of the Defense Production Act, The fault lies with the
improbability of producing or acquiring oil in sufficient quantities to
satisfy all emergency requirements, regardless of how the law 1s
worded.

A drainage from the reserves is cited by the Interior Committee as
an additional reason for producing the reserves. While drainage has
been a problem at both Elk Hills and Teapot Dome, it is nothing
unique to those reserves or to oil production in general, and the Navy
has been able to combat the drainage by offset production or enjoining
actions.

Finally, we find no arrangements for setting up a special fund to
insure that the proceeds from the sale of petroleum are funneled back
to the Naval Petroleum Reserves for exploration and development—
particularly for Reserve No. 4 in Alaska.

H.R. 2633, the President’s Energy Independence Act of 1975

The basic concept embodied in this proposal would continue the
Naval Petroleum Reserves in the custody of the Secretary of the Navy
but would place the basic decision making process in the hands of the
President. (n that bill national security would take on a broad defini-
tion, to include essential civilian and military emergency energy
requirements. )

The proposal would provide for the establishment of National Stra-
tegic Petroleum Reserves in unidentified facilities at unidentified loca-
tions, to include a civilian reserve of 1 billion barrels of oil and a
military reserve of 300 million barrels of oil.

The President could produce the Naval Petroleum Reserves to sup-
ply the strategic petroleum reserve, to generate funds for deposit in
a National Strategic Petroleum Reserve Special Fund, and to re-
plenish military peacetime operating stocks and prepositioned war
reserve stocks.

Moneys from the special fund could be used to explore, develop and
produce the Naval Petroleum Reserves, but the proposal would place
no limit on the production of the reserves. . .

The bill would allow the use of private capital in exploring and
developing Petroleum Reserve No. 4 in Alaska.

Twenty percent of the petroleum available in Reserve No. 4, or such
amount as the President may determine to be necessary for national
securitv, would be utilized for the National Strategic Petroleum Re-
serve. The remainder would go to the public economy.

The authority would be granted to develop the reserves on and off
the reservation.

Armep Services ComaaTTee ProPosar—A SerciFic BLUEPRINT

The Problems : -

The current Armed Services Committee hearings on H.R. 2633,
H.R. 2650 and FL.R. 49, as amended by the Interior and Insular Affairs
Committee, as well as the inquiry Dy .our Special Subcommittee on
Department of Defense Energy Resources and Requirements in early
1974. (House Armed Services Committee Document No. 93-48), made
it crystal clear that our national security requires the assurance that
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our armed forces have enough fuel to supply thelr needs iu time of na-
tional emergency or war. Thus, it is necessary to insure, insofar as is
possible, that in tampering with the petroleum reserves for production,
the reserves are completely protected from depletion before any alter-
nate oil sources in them may be established. As one Committee member
so aptly put it, “Our ships burn oil, not dollars.” The Joint Chiefs of
Staff jointed in that determiration until most recently, when they, not
too surprisingly, fell in line with their Commander-in-Chief to support
his Energy Independence Act of 1975, which Committee testimony re-
veals was not referred to the Chiefs for consideration until after it
was in final draft form.

In some quarters, great reliance has been placed on the potential of
Petrolenm Reserve No. 4. But its potential is unproven, and the proven
reserves at Elk Hills should remain available for emergency use, while
at the same time, the field should be brought to a complete state of
readiness to provide the required quick reaction time in fulfilling its
mission.

- Also, current plans regarding proposals for strategic storage of oil
are so inadequate as to require considerable study and detailed plan-
ning. The Committee could find little hard evidence as to where they
will be located, how much they will cost, how the crude oil will be
ti'lansported to refineries, or exactly how long it will take to construct
them.

As indicated earlier in this report, the Naval Petroleum Reserve at
Elk Hills is operated under a unit plan contract with Standard Oil
of California, which has kept the field largely shut-in. This agreement
resulted from Standard Oil owning approximately 20 percent of Naval
Petrolenm Reserve No. 1. The unit plan was authorized by enabling
legislation on June 17, 1974 (10 USC 7422(b), 7426), which confined
production to that needed for national defense purposes. The problem
that arose was whether producing Elk Hills would result in a possible
breach of contract. While Standard Oil witnesses indicated that any
production at Elk Hills would be unrealistic under other than a unit
plan, the problem was of serious concern to the Committee.

Finally, the Committee recognizes that there is a need to find addi-
tional sources of domestic crude oil supply at the earliest possible time
to reduce the growing domestic demand for foreign oil.

The Blueprint

To satisfy the problems raised by proposals to produce the Naval
Petroleum Reserves, the Armed Services Committee amendments
would accomplish the following:

Provide production of the Petroleum Reserves for a period not
to exceed three years, at a rate not to exceed 200,000 barrels per
day. _

Such oil produced will be sold or exchanged for the exclusive
use of the military services. ’

Provide for a Naval Petrolenm and Oil Shale Reserves Special
Fund, inte which will flow the proceeds of such sales, and any
separate monies appropriated for the Naval Petroleum Reserves.

The Special Fund (which would be subject to the Congressional
appropriations process) would be used for the exploration, devel-
opment, conservation and production of the reserves and the con-
struction of facilities, both on and oufside the reserves, including
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pipeline and shipping terminals. The target for pipeline capacity
at. Elk Hills is set at 350,000 barrels per:day. o -

- Provide for the establishment of a study group to inquire into
the feasibility of, locations, size and cost of creating:a National
Strategic Petroleum Reserve (military). and. report at.the end
of one year following enactment of the legislation, .. -

" Require the Secretary to report to the Congress annually detail-
ing the status of exploration and development, production
achieved, status eof pipelifie construction and' proeurenient of
equipment, any recommendations for continued: produgtion :be-
yond the three-year period and plans for further exploratjon, de-
velopment and production at Petroleum Reserve No. 4.

Provide for production authorization of Elk Hillé #6 be con-
ditioned upon the Secretary of the Navy. reaching aliragreement
with the private owner to continue operation of Elk Hills tinder
a unitizec‘lp planned contract, which adequately. protects the public
interest, S LT ;

The Committee is of the opinion that its aniendments to TLR, 49
present definitive authority for proceeding to produce the Naval Pe-
troleum Reserves. Also, the Cominittee hearings and deliberations
contain clear guidance as to where the program is going, what itiseeks
to accomplish, and where there will be terminations to allow for re-
examination of the principles involved, in the context of the problerms
existing at that time. For example, when the Alaska pipeline now
under construction commences delivery of its capacity . of two million
barrels of oil per day to the west coast in about three years, the require-
ments for any continued production of the Naval Petroleum Reserves
will be in need of fresh review.  * R

DEPARTMENTAL Posrrions -

Since H.R. 49 was referred sequentially to the House Armed Serv-
ices Committee under the new House rules after being reported by the
Committee on Interior and Insular Affairs, with a reporting date of
April 19, 1975, formal, written Departimental positions addressed to

this Committee could not be obtained in a timely fashion. Accordingly,

the positions reported herein are derived fromthe testimony of Depart-
mental witnesses during the course of Subcommittee hearings. -
Department. of Interior ‘ SRR SN

Honorable Jack W. Carlson, Assistant Secretary of the Inteiior for
Energy and Minerals: R T P

Mr. Carlson stated repeatedly that the Department supports . the
President’s -program laid -out in the Energy Independence Act of
1975 (H.R. 2633), but would not make a direct statement supporting
or disapproving H.R. 49. Carlson did state: . .

In several important respects the. Act pfﬁpds’édi by»/‘th;é;'l?nesi;-
dent. differs from H.R. 49.. : T T I
With regard to the question of who may better operate’ Elk Hills,
Secretary Carlson stated : CE T T T L
...’ On NPR No. 1 there is more special knowledge coptent
associated with that and would give the Navy more 6f an

advantage in managing properly there as opposed to NPR
No.4...

[

3
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On the same subject the Secretary stated:

We proposed the President’s program. The President’s pro-
gram has the Navy doing the program . . . The Administra-
tion’s position is to support the President’s approach, which
is the Navy approach.

In answer to a question as to whether the President supports enact-
ment of FL.R. 49 the Secretary stated :

The President supports his own legislation.
And again with regard to H.R.49:

We would like to see some iImprovements to it . ..
Finally, the Secretary stated:

Gentlemen, YI.R. 49 is not our bill . . . This is not our pre-
ferred way to go. :

Department of Defense :
Honorable Jack L. Bowers, Assistant Secretary of the Navy (In-
stallations and Logistics) :

In contrast to the Energy Independence Act it is felt that
H.R. 49 is distinctly lacking in necessary detailed plans . . .
In addition, there is no urgency for exploration in NPR No. 4.
To summarize, . . . there 1s no plan in H.R. 49 for strategic
petroleum reserves.

Vice Admiral T. R. Weschler, Director for Logistics, Joint Chiefs
of staff:

HL.R. 49, it appears, would not further the essential task of
bringing the reserves to an adequate state of readiness any
sooner than existing plans. In fact, it may hinder progress. ..

When asked the question, with adequate funding, are you fully
confident that the Navy could develop Elk Hills as expeditiously and
well as any other agency in the Nation, the Admiral replied:

Yes, sir. I see no reason why not.

Rear Admiral C. Monroe Hart, Director for Energy, Office of Assist-
ant Secretary of Defense (Installations and Logistics) :

H.R. 49 makes no provision for emergency supply augmen-
tation. The Department of Defense does not support enact-
mentof H.R. 49.

The Admiral supported the principles embodied in Titles I and IT of
the President’s Energy Independence Act of 1975. ) .

Vice Admiral Harry D. Train II, Director of the Joint Staff, Joint
Chiefs of Staff:

“The Naval Petroleum Reserves belong to the Nation and
can be used or preserved for whatever purpose the people de-
sire, as the Congress directs, through appropriately enacted
legislation. As such, the provisions of H.R. 49 are of direct
and immediate concern. H.R. 49 does not provide for reten-
tion of any reserves, does not expedite exploration and de-
velopment of NPR No. 4, and does not directly insure an in-
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creased deliverability of POL in an emergency. In effect, HL.R.
49 removes the petroleum reserves from their national defense
role and, as such, would adversely impact on the ability of the
U.S. Armed Forces to deter war and to defeat aggression if
deterrence fails.

Federal Energy Administration

Honorable Frank G. Zarb, Administrator :
When asked the question, are you opposed to H.R. 49, Mr. Zarb
stated :

In its current form, yes, sir.

In essence, Mr. Zarb strongly favored the concept of the President’s
Energy Independence Act of 1975.

Department of Justice

Honorable Keith Clearwaters, Assistant Attorney General, Anti-
trust Division: : .

H.R. 49 would thus appear to provide for a broad and ill-
defined power to establish what are called national petroleum
reserves on almost all public lands throughout the United
States. But, as the Interior Committee report makes clear,
these broad powers are specifically aimed at existing naval
petroleum reserves, not other lands. The bill would substitute
the Interior Department for the traditional administration of
the Navy and contemplates an opening of the reserves, except
NPR No. 4 to tull production by outside parties. In Alaska,
power to proceed beyond exploration is barred without fur-
ther Congressional authorization.

As for the competitive safeguards, we prefer those which
were carefully devised by the Administration in consultation
with the Department of Justice to deal with specific problems
in a comprehensive plan of development. The standards pro-
vided in H.R. 49 appear to be less precisely drawn and could
provide serious problems in interpretation and administra-
tion. Based upon the foregoing, we favor the administration
bill over H.R. 49.

ComMmrTTEE PosiTionN

Hearings were held on H.R. 49 on March 24, 24 and 26 and April 9,
1975. On April 15, 1975, the Committee on Armed Services ordered the
bills, with amendments, favorably reported to the House by a vote of
28 to 3. ‘

Fiscar Dara

A start-up funding of $10.3 million would be required for FY 75.
Thereafter, proceeds from the sale of oil from NPR’s 1, 2 and 3 would
provide funds for all expenses and create a surplus of approximately
$640 million at the end of Fiscal Year 1979. Tabulated below are the
estimated expenses and income for the three year limit of this legis-
lation. The Committee estimates agree with the estimates provided by
the Department of the Navy.
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ESTIMATED EXPENDITURES AND INCOME—H.R. 5619 AND/OR TITLE {1 OF H.R. 49

[In. thousands of -dollars]

Fiscal year—
1975 1976 11877 1978 1979 Total
ESTIMATED EXPENSES
NPR 1—Elk :
Demothba =m existing facilities_..______._____ 1,000 _oo L 1, 000
Pipeline tie-in to Arco, Socal, Tosco_ . _..__._.. 1000 il .. 1,160
Pipeline tie-in to Union ... 2,100 - ______ 2, 100
Build and/or acquire PL to Point Hueneme_____ 500 25, 000 20, 000 5, 000 1,000 51, 500
Build HP gas line to North Coles levee.___.__._ 1,000 4,000 . . ... 5,000
Production (lifting) costs at 25¢/bbi_____._______________ 12,000 13,000 14,500 __________ 39, 500
Exploration dritling (50 wells).__.._______.___..___..___. 6, 500 8, 400 7,500 _________. 22, 400
Development d g(829wells)___________.__.__...__.. 94,800 105700 93,900 - 65100 359,500
Mothballing facilities . . . . 1, 000 1,000
Total . - 5,700 . 142,300 147,180 120, 900 67, 100 483,100
NPR 2—Buena Vista: No expenses incurred; income
from rayalty.
NPR 3—Teapot Dome: . .
Well work-over (clean out)_.______-_._ ... ._._._..._. 1,500 Lo il 1,500
Exploration drilling 22 wells totaly___..__________.______ 800 600 650 650 2, 800
Development drilling (100 wells per year)______._______ .. 10, 000 10, 000 10, 000 10, 000 40, 000
Oil and gas processing facifities___..__________ 5, 000 1, 000 750 600 600 7,950
Production (lifting) costs at 50¢/bbl__.________ 100 832 1,202 1,572 500 4,206
Mothballing facitities_ _ . _____.____._ .. e 500 . 500
Total. e 5,100 14,232 12,552 12,822 12,250 56, 956
NPR 4—North Slope, Ataska: -
Seismic survey (10,000 Yine miles).__..___.. . ___________ 24,500 18,600 9, 300 5, 100 57,500
Exploration drilling (26 wells)......._ . .- _2l7- 30,200 50,800 - 38,500 43,600 163,100
Total .. . ... e imeeeiiiica [ 54,700 69,400 47,800 48,700 NNP moo
Strategic storage study..____ .. ___________ 1,000 ... oo 1, 000
Naval Petroleum and Oil Shale Res. Administration___________ 8,000 8,000 8,000 8,000 32, coc
Total expenses_________ ___.____.._____... 11,800 219,232 237,052 189,522 136,050 793, mmm
ESTIMATED INCOME
(Crude oil value & «S\gc ’
NPRI . cwiniiilii e 345,600 424,130 424,130 30,000 1,223,860
NPR 2. e 300 2,070 1,870 ~ 690 1,530 7,460
NPR 3 e e e 1,200 26,300 78, 000 58,900 39,600 204, 000
Total income_ ____ ... SR 1,500 373,970 504,000 484,720 71,130 1,435,320
zﬁ.:._noam:..ﬂ ............ R " (10,300) 154, 738 266,948 295,198 (64,920) 641,664

1 Fiscal year 1977 includes a 3-mo, transition period to adjust to a new fiscal year.commencing Oct. 1, 1977,
A Inrrarion Inreacr STATEMENT

The enactment of this legislation should have a positive affect on
the economy in that a supply of up to 200,000 barrels a day will be
flowing to the armed forces of the United mgﬁmm relieving the civilian
mnoboE% of supplying that amount, and, in gi: row&z:% reducing
foreign oil imports by a like Ebo::a with consequent favorable effect
on the balance-of-payments. In addition, the proceeds of the oil to the
military would go into a special fund to support further exploration,
development and production in the Naval Petroleum Reserves over
the three-year period, thus, relieving the Treasury of that burden, ex-
cept_for the starting up cost of $10,300,000 -as outlined above under
fiscal data. In view of the above, the Committee does not consider that
the financial aspects of these amendments contain an inflation factor.

OversicuT FINDINGS

The Committee supports a continuing need for Naval Petroleum
Reserve oversight responsibilities to rest exclusively in the House
Armed Seryices Commiittee, as provided in the House rules.
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Existine Law

Tae B As RerorTED

“(2) ‘naval petroleum and oil shale reserves’ means
the naval petroleum and oil shale reserves established
by this chapter, including Naval Petroleum Reserve
Numbered 1 (Elk Hills), located in Kern County, Cal-
ifornia, established by Executive order of the Presi-
dent on September 2, 1212; Naval Petroleum Reserve
Numbered 2 (Buena Vista), located in Kern County,
California, established by Executive order of the

" President on December 13, 1912; Naval Petroleum

Reserve Numbered 8 (Teapot Dome), located in Wyo-
ming, established by Executive order of the Presi-
dent on April 30, 1915; Naval Petroleum Reserve
Numbered 4, Alaska, on the north slope of the Brooks
Range, established by Executive order of the Presi-
dent of February 27, 1923; Oil Shale Reserve Num-
bered 1, located in Colorado, established by Executive
order of the President of December 6, 1916, as
amended by Executive order of June 12, 1919; Oil
Shale Reserve Numbered 2, located in Utah, estab-
ished by IExecutive order of the President of Decem-
ber 6, 1916; and Oil Shale Reserve Numbered 38, lo-
cated in Colorado, established by Executive order of
the President of September 27, 1924 ;

“(8) ‘petroleum’ includes crude oil, associated
gases, natural gasoline, and other realted hydrocar-
bons, oil shale, and the products of any of such re-
sources; and

“(4) ‘Secretary’ means the Secretary of the Navy.”.
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§ 7421. Jurisdiction and control

(a) The Secretary of the Navy shall take possession of
all properties inside the naval petroleum and oil shale
reserves that are or may become subject to the control of
and use by the United States for naval purposes, except
as otherwise provided in section 7438 hereof.

(b) The Secretary has exclusive jurisdiction and con-
trol over those lands inside naval petroleum reserves num-
bered 1 and 2 that are covered by leases granted under
sections 181-184, 185-188, 189-194, 201, 202-209, 211214
223, 224-226, 226d, 226e, 227-229a, 241, 251, and 261-263
of title 80. and shall administer those leases. As amended
Oct. 11, 1962, Pub. L. 87-796, § 1(1), 76 Stat. 904.

§ 7422, Administration

(a) Except as otherwise provided in section 7438 hereof,
the Secretary of the Navy, directly or by contract, lease,
or otherwise, shall explore, prospect, conserve, develop,
use, and operate the naval petroleum and oil shale reserves
in his discretion, subject to approval by the President.

(b) The naval petroleum and oil shale reserves and
lands outside naval petroleum reserve numbered 1 covered
by contracts under section 7426 of this title, shall be used
and operated for—

(1) the protection, conservation, maintenance, and
testing of those reserves; or
(2) the production of petroleum, gas, oil shale and
groducts thereof whenever and to the extent that the
ecretary, with the approval of the President, finds
that it is needed for national defense and the produe-
tion is authorized by a joint resolution of Congress.

Section 7421 (a) is amended—

(A) by striking out “for naval purposes” and in-
serting in lieu thereof “for uce of the Armed Forces”;
and

(B) by striking out “section 7438 hereof” and in-
serting in lieu thereof “this chapter”.

Gl



C Exisring Law

(¢) The Secretary of the Navy may under subsectioinr
(a) develop the South Barrow gas field; naval petroleum
reserve numbered 4, to supply gas to installations of the
Department of Defense and other agencies of the United
States located at or near Point Barrow, Alaska, the native
village of Barrow, and other communitics and installa-
tions at-or near Point Barrow, Alaska. As amended
Aug. 24, 1962, Pub. L. 87-599, § 1, 76 Stat. 401; Oct. 11,

Iy

1962, Pub. L. 87-796, § 1(2), 76 Stat. 904. :

Tue B As ReporTED

Section 7422 is amended by adding at the end thereof the
following new subsection :

“(d) (1) In order to place certain naval petroleum re-
serves in a proven state of readiness to produce petroleum,
the Secretary is authorized—

“(A) to explore, develop, operate, and produce
petroleum, from Naval Petroleum Reserves Numbered
1, 2, and 3 at a rate consistent with sound oilfield
engineering practices up to two hundred thousand
barrels per day for a period not to exceed three years
commencing ninety days after enactment of this legis-
lation; and

“(B) to construct or procure pipelines and asso-
ciated facilities for transporting oil, associated liquids,
and gases, from Naval Petroleum Reserves Numbered
1, 2, and 3 to the points where such production will be
refined or shipped.

Such pipelines at Naval Petroleum Reserve Numbered 1
shall have a combined delivery capability of not less than
three hundred and fifty thousand barrels per day, and
shall be fully operable by three years after the date of
enactinent of this subsection.

03

§7423. Periodic re-examination - of production re-
quirements = -

The Secretary of the Navy shall from time to time re-
examine the need for the production of petrolenn: or prod-
ucts from oil shale for national defense when that produc-
tion is authorized under section. 7422 of this title. If he
finds that the authorized guantity is no longer needed, he
shall reduce production to the amount currently needed
for national defense. As amended Oct. 11, 1962, Pub. L.
87-796, § 1(3), 76 Stat. 904.

“(2) The production authorization set forth in para-
eraph (1) (A) of this subsection is conditioned upon the
Secretary reaching an agreement with the private owner
to continue operation of Naval Petroleum Reserve Num-
bered 1 under a unitized plan contract which adequately
protects the public interest. ]

“(3) The production of petroleum authorized under this
subsection is not subject to the provisions of subsection
(b) (2) of this section relating to Presidential approval or
congressional authorization.”.

Section 7423 is amended by inserting “{a)” immediately
betfore “The Secretary”; and by adding at the end thereoi
the following new subsection:

“(b) During the three-year period of production au-
thorized by subsection (d) of section 7422 (during which
three-year period the consultation requirements of section
T431(3) are waived), the Secretary shall submit annual
reports to the Armed Services Committees of the Scnate
and the House of Representatives detailing—

“(1) the status of the exploration and development
program at each of the naval petrolemin reserves;

“(2) the production which has been achieved at
each of the naval petroleum reserves pursuant to that
authorization, including the disposition of such pro-
duction and the proceeds realized therefrom;

“(3) the status of the pipeline construction and
procurement authorized by such subsection (d);

12
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§ 7430. Disposition of products

- (a) The Secretary of the Navy in administering the
naval petroleum and oil shale reserves under this chapter
shall use, store, sell, or exchange for other petroleum or
refined products, the oil and gas products, including the
royalty products, oil shale and products therefrom pro-
duced, from lands in the naval petroleum and oil shale
reserves, including gas products from lands in the South
Barrow gas field of naval petroleum reserve numbered 4,
and lands outside petroleum reserve numbered 1 covered
by joint, unit, or other cooperative plans for the benefit of
the United States.

(b) Each sale of petroleum, gas, other hydrocarbons, oil
shale, or products therefrom, under this section shall be
made by the Secretary at public sale to the highest quali-
fied bidder at such time, in such amounts, and after such
advertising as the Secretary considers proper. As
amended Aug. 24, 1962, Pub. L. 87-599, § 2, 76 Stat. 401;
Oct, 11, 1962, Pub. L. 87-796, § 1(6), 76 Stat. 905.

Tar B As RErORTED

“(4) any need for modification of the production
levels authorized by such subsection (d), including
any recommendation for continuing production be-
yond the three-year period provided in such sub-
section; and

“(5) the plans for further exploration, develop-
ment and production at Naval Petroleum Reserve
Numbered 4.”

(5) Section 7430(b) is amended to read as follows:

“(b) Notwithstanding any other provision of law, each
sale of the United States share of petroleum, gas, other
hydrocarbons, oil shale, or products therefrom, shall be
made by the Secretary at public sale to the highest quali-
fied bidder at such time, in such amounts, and after such
advertising as the Secretary considers proper and without,
regard to Federal, State, or local regulations controlling
sales or allocation of petroleum products.”.

&4

§ 7432, Expenditures: appropriations chargeable

(a) Expenses incurred by the Secretary of the Navy
with respect to the naval pretroleum and oil shale reserves

shall be paid from approrifiations made available for the
purposes specified in this chapter.

(6) Section 7430 is further amended by adding at the
end thereof the following new subsection:

“(c) Any disposition of the United States share of the
production authorized by section 7422(d) shall be con-
ducted in such a manner as to insure that an amount of pe-
troleum products equal in value to the crude oil and asso-
ciated gases and liquids supplied from the naval petroleum
reserves shall be made available exclusively to the armed
forces of the United States. Any disposition of that pro-
duction shall be so arranged as to give full and equal op-
portunity for acquisition of the petroleum and associated
products by all interested companies, including major and
independent oil refineries alike.”.

Section 7432 is amended to read as follows:

“§ 7432, Naval petroleum and oil shale reserves
special fund

“(a) There is hereby established on the books of the

Treasury Department a special fund designated the ‘naval

petroleum and oil share reserves special fund’. There shall
be credited to such fund—

" “(1) all proceeds realized under this chapter from
the disposition of the United States share of petro-
leum or refined products, oil and gas products, includ-
ing royalty products;

“(2) the net proceeds, if any, realized from sales or
exchanges within the Department of Defense of re-
fined petroleum products accruing to the benefit of
any component of that Department as the result of
any such sales or exchanges; and

4
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(b) Expenditures necessary to carry out this chapter
shall be made under the direction of the President, who
shall submit estimates for these expenditures as prescribed
by law. As amended Oct. 11, 1962, Pub. L. 87-796, § 1(8),
76 Stat. 905.

Tar B As REPORTED

“(3) such additional sums as have been, or may be.
appropriated for the maintenance, operation, explo-
ration, development, and production of the naval
petroleum and oil share reserves.

“(b) Funds available in the naval petroleum and oil
shale reserve special fund shall be available for expen-
diture in such sums as are specified in annual congres-
sional appropriations Acts for the expenses of—

“(1) exploration, prospecting, conservation, devel-
opment, use, operation, and production of the nava!
petroleum and oil shale reserves as authorized by this
chapter;

“(2) production, including preparation for produc-
tion as authorized by this Act, or as may hereafter be
anthorized ; and

“(3) the construction and operation of facilities
both within and outside the naval petroleum and oil
shale reserves incident to the production and the de-
livery of crude petroleum and derivatives, including
pipelines and shipping terminals.

“(e¢) The budget estimates for annual appropriations
from the naval petroleum and oil shale reserve special fund
shall be prepared by the Office of Naval Petroleum and Oil
Shale Reserves and shal be presented by the President in-
dependently of the budget of the Department of the Navy
and the Department of Defense.

44

§ 7433. Disposition of royalties

(a) Any oil, gas, gasoline or other substance accruing
to the United States as royalty from any lease under this
chapter shall be delivered to the United States, or shall be
paid for in money, as the Secretary of the Navy elects.

(b) All money accruing to the United States from lands
in the naval petroleum and oil shale reserves shall be cov-
ered into the Treasury. As amended Oct. 11, 1962, Pub.l..
87196, §1(9), 76 Stat. 905.

“(d) Contracts obligating only such funds as are ap-
propriated and made available annually may be entered
mto by the Secretary for periods of not more than five
years renewable for a like term.”.

Section 7433 (b) is amended by adding immediately be-
fore the period at the end thereof the following: “and
credited to the naval petroleum and oil shale reserve special
fund”.

(a) The Secretary of the Navy shall establish a study
group which shall investigate the feasibility of creating a
national strategic petroleum reserve (military) (herein-
after in this section referred to as the “reserve”). Any such
reserve should include petroleum stored at strategic loca-
tions, or available for delivery to such locations, and in-
clude. facilities for storage, transportation, or processing
thereof. In computing the amount of petroleum to be stored
in such reserve, the peacetime operating stocks and pre-
positioned war reserve stocks of the Department of De-
fense shall not be included. Such reserve should be in addi-
tion to any national strategic petroleum reserve (civilian)
which may be otherwise provided for.
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SudMMARY

Background and Purpose

IL.R. 49 was originally referred to the Committee on Interior and
Insular Affairs since it proposed to establish National Petroleum Re-
serves to satisfy the petroleum needs of the Nation. However, a close
examination of the bill, as amended by the Interior and Insular Affairs
Committee, clearly indicated that its main purpose was to open up the
Naval Petroleum Reserve at Elk Hills for commercial production and
nullify existing statutory protection of the reserves for defense pur-
poses. Accordingly, since the Naval Petroleum Reserves fall within
the exclusive jurisdiction of the House Armed Services Committee,
and after a request for consideration of H.R. 49 in this Committee,
the Speaker referred the bill sequentially to the Committee, as pro-
vi%ed for in the new House rules, with a reporting deadline of April 19,
1975.

House Armed Services Committee Amendments

In the Committee amendments, the language proposed by the In-
terior and Insular Affairs Committee would be left intact except that
the Naval Petroleum Reserves would be treated in a separate title,
which would result in honoring the jurisdiction of the Interior and
Insular Affairs Committee over all public lands other than the Naval
Petroleum Reserves, which by statute and the rules of the House, are
within the sole legislative jurisdiction of the Armed Services Com-
mittee. The new title, contained in the Armed Services Committee
amendment, would provide specific conditions under which the Naval
Petroleum Reserves would be explored, developed and produced.
The most significant provisions would require a production limit of
200,000 barrels per day for a period not to exceed three years and the
oil would be sold exclusively to the Department of Defense, with the
proceeds placed in a special fund to be used for further exploration,
development and production of the Naval Petroleum Reserves. There
would be a study regarding the establishment of a National Strategic
Petroleum Reserve (military).

Fiseal Dota

A start-up funding of $10,300,000 would be required in FY 75.
Thercatfer, proceeds from the sale of the petroleum produced would
cover costs and create a surplus which would amount to $640 million
at the end of FY 79.

Departmental Position

The Department of Defense opposes the legislation as it was referred
to this Committee, but has not taken a position on the amendments.
The Department of Defense favors H.R. 2633, the Energy Independ-
ence Act of 1975, which is the Administration bill.

Committee Position

The Committee on Armed Services on April 15, 1975 favorably re-
ported the bill, with amendments, by a vote of 28 to 3.

O



94t Coneress | HOUSE OF REPRESENTATIVES { Reer. 94-81,
18t Session Part 3

AUTHORIZING THE SECRETARY OF THE INTERIOR TO ESTABLISH ON
CERTAIN PUBLIC LANDS OF THE U.8. NATIONAL PETROLEUM RE-
SERVES THE -DEVELOPMENT OF WHICH NEEDS TO BE REGULATED
IN A MANNER CONSISTENT WITH THE TOTAL ENERGY NEEDS OF
THE NATION AND FOR OTHER PURPOSES

Apr1r, 22, 19756.—Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed.

Mr. Havey, from the Committee on Interior and Insular Affairs,
submitted the following

SUPPLEMENTAL REPORT TO PART 1

[To accompany H.R. 49]

The Committee on Interior and' Insular Affairs, to whem was re-
ferred the bill (H.R. 49} to authorize the Secrefary of the Tnterior to
establish on certain public lands of the United States national petro-
leum reserves the development of which needs to be regulated in a man-
ner consistent with the total enerﬁ needs of the Nation, and for other
purposes, having reported favorably thereon, with an amendment, sub-
mits the following supplemental information: L

PURPOSE:

The purpose of this supplementary report is to, provide the House
with information additional to that contained in the original report
of the Committee on Interior gnd Insular Affairs on H.R. 48 (House
Report 94-81; Part 1) with respect to the inflationsry impuact.state-
ment reguired by the House Rules. ’

- COMMENTS IN ORIGINAL REPORT RELATING TO INFLATION IMPACT

Rule XT, clause 2(1) (4) requires a “detailed analytical statement as
to whether the enactment of such hill * * * may have an inﬂatlonary
impact on prices and costs in the operation of the national economy.”
The report, (House Report 9481, Part 1) filed by this Committee con-
tains the following statements: - e :

The potential 300,000 barrels per day of produétion from
"Elk Hifl(; could replace a like amount of importéd crude vil.

At current prices this would reduce our balance of paymentg.— .

DN\
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deficit by about $1.3 billion and return to the U.S. Treasury
approximately $1 billion per year. (page 8)

H.R. 49, by authorizing a naval petroleum reserve to be in-
cluded in a national petroleum reserve, would lift these re-
strictions on production and would permit the reserves to be
developed in order to meet the total energy needs of the na-
tiony including but not limited to national defense. (page 3)

Production [at Elk Hills] of 160,000 barrels per day ~ould
be obtained in less than six months and the reserve is capable
of production of 300,000 barrels per day within one year. The
Committee notes that this amount represents approximpately
40 percent of the President’s goal of reducing U.S. depend-
ence on foreign crude imports by 800,000 barrels per day
within one year. The total reserve is estimated to be 1.5 billion
barrels of oil and over 1.2 trillion cubic feet of natural gas.
(page 6)

Sinee section 3 of H.R. 49 requires the Secretary of the Interior to
develop plans for each area under his jurisdiction, explaining in detail
the method of development and production proposed, it was recog-
nized that a;{ accurate estimate of its inflationary impact could not
be ascertained until the plans are presented to the Co (which,
incidentally, under the bill, would not become effective gor 60 days so
that the Congress will have an opportunity to review and perhaps dis-
approve each plan). H.R. 49 provides the authority for the Secretary
to establish national petroleum reserves and to prepare plans for their
developmient and production. At that time the Congress will have the
necessary information to make a reasonably accurate assessment of
the actual inflationary impact.

PARAMETERS OF POTENTIAL ECONOMIC IMPACT

If H.R. 49 as recommended by the Committee on Interior and In-
sular Affairs is enacted, production of oil and gas in some areas could
commence promptly. Production at Naval Petroleum Reserve No. 1
could reach 160,000 barrels per day within 6 months and that reserve
is capable of producing 300,000 barrels per day within 1 year. In
addition, this reserve contains 1.2 trillion cubic of natural gas.

Add to this the privately owned share (20 percent of the total)
of the Elk Hills Reserve and the potential of produecing another
2,650 barrels of oil from Naval Petrolenm Reserves No. 2 and No. 3
and 20,000 barrels per day by private companies on private land now
foreclosed by court order, and it is mcilly recognizable that such
production, 1f permitted, could have a substantial effect on the avail-
able domestic supply. Several very beneficial effects would result—

it would lessen—though not eliminate—our reliance on foreign
sources of supply of oil ;
it would have the very favorable effect of reducing the balance
of payments by nearly $1.5 billion ;
it ao(;ﬂg roduce non-tax revenueshfor }t;l;leglg 'I‘reasl ury tt%tal-
mg $1. ion per year or more; thus tly in these
Simensfinbigetaniadofights: { g e
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All of these things will, of course, have a favorable effect on thz
economy and shoulgs be counter inflationary. The adverse impact of
these o1l imports in the American economy is universally recognized.
Nothing has had a worse effect on inflation than spiraling petroleum
prices—transportation costs are up for virtually all forms of Ameri-
can enterprise from the operation of basic farm machinery and de-
livery vans to internationa] airlines; utility costs for everything from
manufacturing operations to the illumination of government offices
have skyrocketedlz and the workingman’s costs for essential day-to-
day commuting and simple recreational desires have sometimes become
prohibitive. Lxmitinguproduction of known domestic oil sugplies to
200,000 barrels per day for 3 years, as has been suggested by some,
may have some limited benefit for the economy, but it stands to
reason that greater long-term benefits will result from a more endur-
ing program like that proposed in H.R. 49. Not only must produc-
tion commence promptly, but the Secretary of the Interior, who has

onsibility for managing the Nation’s natural resources, should
make every effort to explore and develop new domestic sources of
supply wherever possible, including exploration of Naval Petroleum
Reserve No. 4 in Alaska. Such a task should not be assigned to the
Secretary of the Navy whose basic function it is to manage the naval
forces and not to manage the Nation’s natural resources.

CONCLUSION

In contrast with some proposals, ultimately the enactment of H.R.
49 as recommended by the Committee on Interior and Insular Affairs
should have a deflationary impact on prices and costs in the opera-
tion of the nationa] economy, should result in a substantial reduction
in the balance of payments, and should produce significant revenues
for the Federal Treasury. 5
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