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Thank you Chairman Evans and President
singletary. It's a real pleasure tc be here
today for more reasons than one. First, I
should say that it's a real pleasure to be
here to hear that intreduction. This is the
first time I've heard that, and I guess
moving people around in the information
office has shown a little bit of progress,
hasn't it. TIt's also a pleasure to be here
in Kentucky 1o be with you at your second
Energy Conference. 1 was remarking to Dr.
Bingletary a little bit earlier, and T noted
that thiz is a subject T do not believe has
been receiving, up until now, all the atten-
tion that it really deserves. It is certainly
my opinion that the field of both energy and
environment are the two major issues con-
fronting people today, and energy iz just
now starting to get the recognition that it
deserves, in my opinion. The fact that the
University of Kentucky has been in this for
scme time does show the foresight that is
here. It is also a pleasure to be here be-
cause my boss happens to come from Keptucky--
he's a very proud Kentucky boy. When Roger
Morton said, "What are vou deoing on this
date," T said, "Well, really truly, Mr.
Secretary, I've been planning on being in
Puerto Rico then.” He said, "You know that's
my home state, and I kind of like it. I
think that you would find it very fine in
Kentucky on this date,” and, I say it's a
real pleasure to be hera. Well, it is truly
a real pleasure tc be herc to participate
in these discussions on energy resources and
to supply, I hope, some observations and in-
sights as to the role of government in as-
suring that energy be available in the forms
and quantity reguired by our growing needs.
Now, my coantribution will be limited to a
point of view. A perspective of how things
look from the public sector, of the problems
we foresee and some of the thoughts of how
we may realize the objective of an adequate,
reliable source of energy in the forms we
shall need over the next decade or so,

Let ma warm up with some large number
exercises. No matter what long term growth
pattern there turns out to be, the immediate
prospect, which is the focus of our attention
today, iz for our econcomy to go high-balling
along at an annual growth rate of 4% through-
out the remainder of this decade and well
inte the next. We have a trillion dellar
Fer year econcmy, oriented to serve the needs
of 208 million people and by the most con-
servative, plausible estimates, we shall be
238 million by 1985. We have an enormous
restoration job on our hands to rehabilitate
our cities and make restitution for the vio-
lence we have done in the past to our land,
water, and air. We have a commitment to 20
million young people who will be sceking
employment during the next decade and we
are dedicated to bettering the circumstances
of 30 million pooyr. We are, in short, loaded
with obligations which can only be met by

-is no dream -- it’s real.

continued economic grewth over the foresce-
able future and, by direct implication, con-
tinued increases in the uses of energy at
about the same rate. This means roughly a
doubling of energy consumption between 1970
and 14985, If we are lucky, coal in its solid
form, uranium and hydro-power will provide
us with maybe a third of the encrgy we re-
quire in 1985, The other two-thirds will
have to be made available in liguid and
gaseous forms.

This iz the core of our probiem. We do
not have the capacity to produce energy in
these particular forms in the amount we clear-
ly foresee will be needed. If we could get
it, we believe we would use 38 trillion cubic
feet of gas in 1985. Except for the once~in
a-life-time Hugueten discovery, we have never
found anywhere near that amount of gas in any
single year in our history. The average of
the ten best discovery years we have had in
the past half century, and this includes
Prudhoe Bay, comes to 20 trillion cubic feet—-
barely moye than half of the demanded figure
projected in 1985.

Gas is already short, and domestic de-
liveries are expected to peak out in the next
yvear or so at scmething under 25 trillion
cubic feet annually. CObvicusly, supplying a
demand for 38 trillion cubic feet of gas
annually, is an impossible dream. But the
energy reguirsment rapresented by that figure
What will happen,
of course, is that the consumers who can't
get thelr first choice of gas will have to
take substitutes -- oil, mainly., We believe
that this referred demand to would-be gas
consumers may, by 1985, account for as much
ag 6 million barrels a day of additional oil
regquirement over and above normal demand for
fuels in +he liguid form.

We can get the 0il on the world market,
but only at the price of becoming the captive
customer of a notably unstable cartel of cil
exporting nations., We would, in such case,
end up importing cil to the exteht of 58% of
our total supply -- 12 million barrels a day
of it arriving from the Eastarn hemisphere.
This is 9,000 ship leoads a vear of the largest
tankers that c¢an now enter the Atlantic sea
coast and Gulf ports. Let me be more specific
about it. The reguirement for liguid and
gaseous fuels in 1985 is 87 gquadrillion BTU's.
Unlegs there is a dramatic improvement in
discoveries beginning this year, we expect to
be able to supply less than half of that =-
42 guedrillion BTU's, from conventional in-
digenous sources of gas. The deficit to be
filled by imporits of domestically made syn-—
thetic fuels is therefore 4% guadrillion
BTU's., This is just about egual te the total
BTU content of our total oil and gas produc-
tion in 1971 when we produced 4 hillion
barrels of oil and 22 trillien cubic feet of
gas, and were approaching capacity in both.



This is meraly one set of estimates out
of many currently being made, and while all
prognostications of this sort differ in de-
gree, they all tell the same story —- mainly
that our demands for energy, particularly
liguid and gaseous energy, are going to be
enormeous over the foreseeable future and will
far outru the domestic supply base of con-
ventional oil and gas. Frem this brief sketch
of the nature and size of our energy supply
problem of liguid and gaseous fuels, I would
like to make three observations.

First, we need to regard the various new
fuel respurces as supplements, not as alter-
pnatives, or substitutes, or competitors of
the respective conventiocnal domestic fuels.
There is no prospect whatever that any one of
them could begin to fill the enerdgy gap we
foresme over the next fifteen years. The
only fuel we will displace will be imported
i1, and this only by arrangement with the
Federal Government, about which I shall have
more to say later.

In this connection I weuld like to dis-
cuss a corollary te this notion that we shall
need all the fuels we can get from whatever
source, and that no one source can he con-
ciderad as a true alternative to any other.
The corollary is that we shall have to con-—
cerve all the energy we can, but that energy
conservation c¢an never, by the remotest con-
nection, be considered as an alternative to
any measure designed to increaze energy sup-
plies. I stress this point because a falla-
cious argument has been put forth, from some
guarters, that if we cut back on our energy
usage, we can then defer or aveid developing
some of pur domestic energy SCUICES such as
the 0il and gas of the continental shelf or
the Alaska north slope, the gasification of
coal, or the development of our cil shale
resources. This argument is totally without
substance or merit, for the relationship be-
tween energy conservation and ensrgy produc-
tion is not an either-or basis. The implac-
able requirement facinyg us is for both.

The truth is, we have no choice. We aze
bound by the harshest nacessity both to con-
serve energy and to produce it in every prac-—
ticable way of which we are capable. Energy
conservation is not an alterpative to energy
preduction, and never will ha. Our position
is similar te that of a man who has happily
been living it up on his inheritance until
the trustee tells him he is going to go broke
in six menths. 1It's guite in crder for him
to save where ever he can, but he'd better
get out and zo to work too, or all his savings
in the world won't keep him from starving
to death when he runs out.

My second observation is that we have
got to think big in the proposals we make
fo restore our position in liguid and gasecus
fuels. The supply problems we face are huge,
and the solutions we address te them must be
the same order of magnitude. Item: a shale
oil mining and processing installatien of
commercial size will give us 250 thousand
barrels a day of synthetic fuel pil, Time:
the early eighties. It would take maybe
three years to build it and get it operating

at designed capacity. In those three vears
the gap between cur liguid fuel requirements
and cur domestic supply will have increased
by 3 million barrels a day. giving the effect
of both rising demand and falling productive
capacity. Item: & 230 million cubkic foot
per day plant to make pipeline gas out of
coal, again in the early 80's -~ three ygars
and 250 million dollars later it is doing
its thing. But if we haven't built thirty
more plants the same size or greater during
the same time period, we shall be worse off
for gas supply at the time it goes on atream
than we were when we began construction. Al-
ways there will be this relentless upward
tug on the demand line and, as the Red Queen
said +o Alice, "We shall have to run twice
as hard just to stay in the same place”.

My third peoint is that government parti-
cipation is critical to the success of the
efforte made by private industry to provide
these new sources of energy. On various
platforms around the country I have repeated
1y made two points about the relationship
between government and industry. The first
is that as a general rule, the more govern-
ment gets involved with energy problems, the
more difficult and intractible the problems
bocome. The second is that government is
inevitably guing toc become much mare heavily
involved in encrgy demands in the future tha
it ever was in the past. The conjunction of
these two opposite premises in the same ar-
gument has come to be known as "Dole's
Dilemma". That is, how to manage the neces-
sary participation of government, particular
the Federal Government in what is essentiall
a private endeavor, and do it in such a way
that the private sector can still do its job
effectively.

Im the time remaining me, I would like
to discuss certain aspects of government
particvipation in the ventures identified wit
bringing new sources of energy on line. The
first of thege is government attitude and
policy toward imported forms of energy.

The oil import program that we have in
effect since 1959 is in the process cf
shifting gears. Uuntil this year, the proura
was administered to accomodate a surplue in
preductive capacity east of the Rocky Moun-
tains. The surplus has now disappeared, ant
the 0il industry througheut the United State
is producing virtually at capacity. The new
emphasis on the program will be to permit
imperts teo Fill the gap between demand and
production, both east and west of the Rockie
But make no mistake about it, the policy is
still to restrict imports, and this has got
to be continued to be our policy if we are
aver to see the commercial development of
synthetic fuels from domestic oil shale and
coal. The reason for this is quite apparen!
if we invision any escape from a steadily
increasing dependence upon faraign sources
for our energy, our policy must not only en
courage the development of domestic energy
sources, but it must manage the problem of
imports in a way that affords a raliable.
long-range planning pasig for the domestic
energy industries.



This is particularly important for the
clean synthetic fuels that we obtain from
coal and oil shale. It will take us at least
15 vears to acquire a significant capability
to produce eil and gas frem coal and eil
shale, This will reguire large amounts of
capital beginning now, and continuing each
yvear in rising volume. This capital must be
provided, by and large, by the private sector
which must reconcile its investment with a
sizeable difference between its cost of pro-
ducing these commodities and the laid-down
price of foreign oll. It will recognisze,
toc, that while the price of foreign cil has
risen sharply, and may continue to rise in
the future, the sost of this oil te the pro-
ducing countries themselves has risen hardly
at all. 1f we give them open entry to the
U.5. warket, the o0il exporting nations could,
with the proper pricing strategy, keep large
scale investment in domestic synthetic fuel
permanently on the shelf. My point is that
while we have vast energy rescources available
to us in our own ground, our policy toward
developing those rescurces 1s Inseparable from our
Folicy toward ©il entering our markets from abroad.

In a political year it is natural to
expect that certairn policy areas should bear
a strong flavor of politics, and 1972 is
certainly no exception. The tax treatment
enjoyed by the natural resocurce industries
has long been subject to attack by those who
make the assumption that the advantages oc-
curring from those tax provisieons are carried
down, in tact, to the bottom line of the pro-
fit and less statement of the companies
taking theose deductions. It has recently
been given added visibility under the guise
of tax reform.

Let's review some clementary economics.
Taxes, liks any other cost element, are a
determinant of bhoth price and return on in-
vestment., Any change in cost, up or down,
will effect either price or rate of return -—-
and usually both. Any increase in taxes that
cannot be offset by reduction in costs else-
where,” must be recovered in increased priece
of the product, oY rate of return on invest-
ment will decline. A decline in rate of re-
turn on investment is inevitably going to be
followed by a decline in investments. That
is to say, a decline in the renewal and ex-
paneion of properties that produced goods and
services, Just as inevitably, this decline
in investment wiil be followed by a decline
in availability of the product it supplies,
and we have the clearest kind of evidence for
that in the gas industry,

A deceline in the availakility of product,
unless countered by reduced demand, means
higher prices. Who pays? The consumer --
that's who. The consumer of oil and gas,
and that means just about ewverybody in the
United States, will eventually pick up the
whole tab for any cost increases to the
petroleum industry resulting from the phase
out of depletien allowances for oil and gas.
He will pay in higher prices, in incen- :
venience, in narrow range of cholce and,
quite congceivably, in the simple unavailabi-
lity of the products he wants and needs. This
15 the meaning and consequence of any pro-
posals to phase out depletional allowances

that have historically been a part of the
tax structure of the mineral industries.

Those who make this proposal rationalize
the actien as posing a loop hele, iinfor-
tunately, this particular loop hole has an
embarrassing feature -- the consumer's neck
ie in it. The point is, that regardless of
their form, and how they are ccllected, costs
are costs and they must eventually be paid
by the consuming public. This is as true
in a communist society as it is in our own
and no amount of manipulation and leger-
demain can do more than shift the costs from
one place to ancther, or from one time to
another., But cnce incurred, it never goes
away. No matter how closely you try to con-
trel market for something it always remains
a free market in this important sense. In
the end, vou get only what you pay for, and
if you den't pay enough, you don't get encugh.

our policy toward natural gas pricing
at the well head is a classic illustration
of how we traded adequacy in the security of
supply for the cbjective of low cost, and
were rewarded by having to pay higher prices
anyway. The arithmetic of costs, prices, and
the return to investment is only one feature
of the producer's decision making process.
The fundamental reguirement for minerals ex-
ploration and development is access Lo areas
where mineral deposits might reasonably be
expected to occur.

It happens that most of the mineralized
lands in this country lie in the public do-
main, so that the cbligation to provide ac-
cess is a particular concern of the Federal
Government. In his clean air message of
June 4, 1971, President Nixon specifically
gave his endorsement to measures aimed at
developing the snergy rescurces of the
Federal lands. Of the options avallable, the
0il and gas resources of the outer continen-
tal shelf promise the earliest, largest, and
cheapest increments to the nations supply of
domestic ligulid ard gaseocus fuels that are
avallakle in the lower 48 states. Recognizing
the great potential of the outer continental
shelf, the President directed the Secretary
of the Interior to expand and accelerate the
ieasing of 0OC5 lands for oil and gas explora-
tion. Secretary Morton responded with a five
vear program calling for at least two general
sales through 1975. The first of these sales,
comprising some 366 thousand acres of land
east of Louisiana was originally scheduled
for December of 1%71. It was voided by a
court order resulting from a suit breought
by three environmentalist groups charging
that the requirements of the NEPA (National
Environmental Protection Act) had not been
met.

The other sale, offering approxinately
the same tracts, was allowed to take place
lagt month. It brought nearly 600 million
dollars in benuses for the highest average
per acre on any general. lease sale ever held
by the Federal Covernment -- & measure of
how desperate producers are for the pros-
pective acreage. I might add that on October
12, 1972, just a few days ago, 1] permits
to drill had been applied for by the initial



bidders on these tracts.

This delay threw the schedule nine
months behind on the particular sale and it
has so far caused a delay of seven months in
the sale that was originally scheduled to
have taken place in May of this vear. The
proposal for the May sale is now under going
the pubklic review process required by the
NEPA and we are hopeful that we can abtain
the necessary clearance to permit it to take
place in December. It iz a large sale --
offerings total 135 tracts totaling 618
thousand acres off Louisiana. Thus, between
the two sales, approximately one million
acres will have been made available for ex-
ploration and development of o0il and gas
reserves. It is my firm hope that we <an,
in the Department of the Interior, continue
to offer at least one million acres in each
year here after.

A third sale originally scheduled for
November of 1972 has, in conseguence of the
other two delays, beén pushed over into 1973,
tentatively considered for sometime this
spring. This will ke an offaring of tracts
off east Texas, in what is generally conceded
to be a gas prene territory. A list of 116
¢racts has been made available for public
inspection and work is underway on the Draft
Fnvironmental Impact Statement which will be
issusd prior to public hearing in accordance
with the NEPA. The delays and difficulties
we have experienced in obtaining approval for
thegse lease sales are, of course. characteri-
atic of minerals development these days.
¥Whether the focue of concern be a pipeline
in alaska, 2 drilling platform in the ganta
Rarbara channel or a strip mine here in Ken-
rucky, the fact is that the historie national
policy of mineral access, which for more than
a century has provided a bagis for our pheno-
menal prosperity and growth, is being upset
by the politiss ©f a newly crganized concern
-~ envirenmentalism.

The advent of a public pelicy which re-
gquired due attention to the envircernment,
which restricts needless destruction of life
systems and demands that development of
natural rescurces proceed with the minimuam
practical interference to other uses that

mavy be made of the land, can only be applauded

by any thinking citizen. - It's great -- it's
wonderful, and we all cught to be for it.
But this is not the issue. The issue which
is developing, is that of total denial of
access 0 extensive areas whare mineral
operations are entirely feasible within all
reasonable reguircments for environmental
protection. Thus, we have proposals put
forth which aim, not at the regulation of
strip mining and the correction of its abuse,
but at abolishing it all together. There
wae at least one bill that expired with the
37nd Congress that would have accomplished
this within six months of its passage.
Fortunately this particular piece of legis-
lative lunnacy got rnowhere. But the very
fact that such insanity could be dignified
as a serious proposal to the Naticnal Legis-

lature, or that a candidate for the nationsg'

highest office could giwve it his ungualified

endorsement, bespeaks the presence of a mood

within the body polities whichk should be a
matter of profound coneern to us all.

I know from the program that the syn-
thetic fuels are to be discussed at langth
in the session on inter-fuel conversion this
afterncon and my comment on them here will
address only what I perceive to e the gover
mant-industry relations involved. As I have
already intimated, the creaticn of synthetic
fuels in the industrias will require enor-
mous outlays of capital, gcisntific and tech
nological know-how and managerial expertise.
T+ will be @ifficult to find a single compan
with access to these resources in the magni-
tude that will be required. A cooperative
effort between the private and public sector
representing a pooling of money, and talent,
and innovative ideas is essential to launch
these venturss on the scale which the gravit
of the energy situation demands.

As President Nixon has noted in his
message on the new technology initiatives.
and I guote, "We must appreciate that the
progress that we seaek reguires a new partner
ship in science and technology -- one which
brings tegether the Federal Government,
private enterprise, state and local govern-
ment and our universities and research cen-
ters in a coordinated cocperative effert to
serve the national intersgt”. We are not
used to doing this, except under the stress
of emergency conditions, and minimal obstacl
to such a fusion of capital, effort and in-
formation exists in both custom and law. Tt
access to, and equitabple use of capital in-
formatien is involved, as the propinguity
of companies in a competitive situation
against each other. The whole process by
which the Federal Government procedures re-
search develppment services deserves a fair
going review. President Nixon has taken noi
of these ohstacles and has requested funds
to epable the National Sclence Poundatlen to study
these barvlers to technological imnavatlon, and
consequences of altermative Tederal policles which
would reducc or eliminate them.

No matter where we lock, the role of
government as an agent in the energy supply
and demand process is always there. The
pregram I have sketched this morning enly
glimpsee here and there, the many influence
which [orm the milieu for the actions and
policies with regard to energy. all inter-
act, ane with the sther, and upon the avall
ability of energy supply. Al1l should have
far more attenticn than they have so far
been given under an administrative mechanis
that wouid, again in President Nixen's word
and I guote, "... provide & focal point whe
energy policy in the exeaut ive branch could
be harmonized and rationalized". The Presi
dent's proposal to reorganize the executive
pranch, which includes the location of &
Federal Government responsibility for energ
matters in an energy and mineral resources
administration within a new department. of
Natural Resources has been given short trip
by the 22nd Congress =< thiz despite the
support of many of the putstanding leaders
of both parties. But ignoring a proper
solution does not make the problem go away.
Tt will still be around when the next Con-
gress convenes and undoubtedly the reguest



for legislative action on the present pro-
posal will be renewed. Nothing will have
changed except, hopefully, the dispcsiticn
of the Congress. At that time I hope that
all of you will see fit to lend your active
support to this-needed and worthwhile ob-
jective.

It has been a pleasure t¢ be with you
and I extend my every good wish for our
productive meeting on what I consider the
most timely and important subject that is
facing this country today. My best wiches
and thanks for being here.



