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MINERAL INDUSTRY PRODUCTION FOR  KANSAS
IN 1974

Pieter  Berendsen

Introduction

The  total  estimated  production  value  of  Kansas  minerals   increased  by  36%  to

$876,212,000.     This   large  increase  was  primarily  due  to  price  increases

resulting  from  increased  production  costs  in  every  sector  of  the  industry.

Most  of  the  increased  production  cost  can  be  related  directly  to  the  in-

creased  cost  of  energy  required  to  extract  and  process  the  minerals  mined.

The  amounts  of  minerals  extracted  showed  a  decrease  in  almost.  every  cat-

egory,   the  only  exceptions  being  sand  and  gravel,   salt,   and  natural  gas

liquids.    (Table   I) .     The  decrease  in  production  ranged  from  0.3  percent  for

natural  gas  to  92.0  percent  for  helium.     The  decrease  in  the  production  of

helium  is  the  direct  result  of  Federal  Government  actions  and  is  not  related

to  a  supply  and  demand  picture  as  are  the  other  commodities.     The  status  of

helium  as  a  nan-renewable  but  precious  commodity  is  discussed  in  a  separate

article  in  this  issue.

Because  of  the  diminishing  sources  of  energy  available  to  our  industries,

the  introductory  paper  on  "The  Politics  of  Energy"  by  the  Director  of  the

Kansas  Geological  Survey  should  be  of  great  interest.     The  production  of

coal  showed  a  decrease  of  nearly  50   percent.     This  was  mainly  due  to  the

closing  of  a  major  mine  in  Cherokee  County.     Substantial  reserves  of  coal

3



Table   1

MINERAL   PRODUCTION   ANI)   VALUE   IN   KANSAS,    1973   AND   1974

Amual  Pi-elirinary

1974                                   %   change           %   of   Total

Value

Quantity      !£±±±      Quantity    !£±±!±g      .Quantity    !!±

Cemeat:     Portland

Masonry

Clay.   Shale   &  Products

Coal   (bltuninou§)

Helium:      Ref lned

Crude

Natural  Gas  Liquids

Pet:roleufl   (Crude  Oil)

Salt   (Rock  &   Evaporated)

Stone   (crushed)

MIBcellaneous:      GypE)un   (Raw

&  Calcined),   Salt   Brlt`e,   Carbon

Black,   Sulfur,   Lime,   Volcanic

Ash   (Ran   &   Expanded).   DIDenslon

Stone

i,000  short   tons

I,000  short   tons

1.000   Short   tons

1,000,000   cu.ft.

(14.7   p.a.i.;    70   F)

I,000,000  cu.ft.

(14.65   p.s.1.,    70   F)

1.000-42   gal.   bbl.

I,000-42   gal.   bbl.

I,000  short  tons

1,000   Eihort   tons

1,000  chort   tons

2,036              42,390            1,985         50.221      -2.5              +18.5      5.7

70                I,983                   65           I,820     -7.1              -8.2         .2

11,337                                   11,873                                  +   4.71.4

i,305*              8,390                680           4,302      -47.9              -48.7      0.5

417                 3,753                 386            3,474      -7.4              -7.4      0.4

i,539              18,468                130           I,560     -91.6             -91.6      0.2

897,289           138.521894,308141,268      -0.3              +   2.016.1

30,456              7i,504        30.570     i4i.233     +0.4             ap7.5   i6.I

66,227            264,910         61,700      431,goo      -6.8              +63.0   49.3

1,424               23.923           1,46123,979     +   2.6              +0.2      2.7

13,261              12,663         14.500         14.645      +9.3              +15.71.7

18,334              33.60116,134         35,495      -12.0              +5.6      4.I

12.797                                  14,442                                  +12.8      I.6

644,240                                876.212
*BeBt  e8tlmte  of  KanBa§  Geological  Survey.     Department  of  Labor  flgureB  are  lover  because   they  do  not   include

Lirm  County  production   (unwashed   coal).
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remain  in  southeastern  Kansas.     New  mining  techniques  and  well-administered

environmental  laws  will  undoubtedly  help  in  developing  this  resource  more

fully  in  the  future.     An  article  dealing  specifically  with  Kansas  coal  is

also  included  in  this  issue.

The  mineral  industry  is  closely  tied  to  the  general  state  of  the  economy  of

Kansas  as  well  as  to  that  of  the  United  States  as  a  whole.     A  few  words  with

respect  to  each  commodity  and  how  it  generally  f its  into  the  economy  should

be  of  interest.

Petroleum,   natural  gas  liquids,   and  natural  gas  are  directly  influenced  by

the  economic  and  political  trends  of  the  United  States.     Coal  in  most  large

coal  producing  areas  in  the  United  States  is  af fected  much  in  the  same  way

as  petroleum  products,   however,   Kansas  coal  production  relies  more  upon

local  markets  and  is  thus  more  influenced  by  the  local  economic  picture.

Helium  is  a  colrmon  constituent  of  natural  gas  and  resides  in  the  gas  stream

derived  from  the  gas  fields.     Practically  all  commercially  extractable

helium  in  the  world  occurs   in  the  gas   fields  of  Kansas,   Oklahoma  and  Texas.

Refined  helium  is  used  in  small  quantities  all  over  the  world.     The  demand

will  probably  remain  quite  stable  in  the  immediate  future  until  forecast  new

uses  expand  the  need  for  it.     Because  of  the  small  demand  and  the  relatively

large  supply,   helium  remains  a  cheap  commodity  in  overabundance.

The  Kansas  Mineral   Industry  Report  for  1974   again  includes  an  informative

paper  dealing  with  the   "Oil  and  Gas   Industry  Activity  in  Kansas   in  1974."

Also   included   is   a  paper  on  the   "Energy  Balance,1974..'

The  remaining  mineral  commodities,   notably  the  industrial  minerals,   except

for  some  in  the  miscellaneous  category,   are  dependent  upon  local  markets  and

are  thus  more  influenced  by  the  Kansas  economic  picture.     The  slowdown  in
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the  economy  which  started  to  be  felt  nationally  in  the  second  half  of  1974,

did  not  seem  to  affecc  the  Kansas  producers   in  the  same  way.     Two  reasons

why  the  slowdown  in  these  categories  has  not  been  felt  as  strongly  by  these

industries  are:      (1)   major  dependence  upon   large  construction  projects  which

began  before  the  1974   slowdown  and   (2)   the  chance  to  build  up  inventories

that  in  many  cases  were  nearly  depleted  during  the  1972-73   "boom."

During  the  latter  part  of  the  last  century  and  the  f irst  decades  of  this

century  metal  mining  provided  a  major  stimulus  to  the  economy  of  Kansas.

Due  to  the  misfortunes  of  many  United  States  mining  companies   in  foreign

countries,   more  emphasis  is  being  placed  on  exploration  and  exploitation  of

domestic  resources.     A  paper  on  the  metal  mining  potential   in  Kansas  explores

this  area.

Individual  mineral  commodities  are  discussed  in  alphabetical  order,   and  a

summary  of  data   for  both  1973   and   1974   is   given   in  Table   i.

Cement

Based  on  Bureau  of  Mines  figures,   shipments  of  cement  for  the  United  States

as  a  whole  were   8.6%   lower  compared  to  the  previous  year,   while   for  Kansas

this   figure  amounted  to   5.2%.

The  production  of  Portland  cement,   which  in  1973  climbed  to  slightly  above

two-million  short  tons,   decreased  by  about   2.5%.     This  decrease  was  to  be

expected,   due  to  the  slowing  of  the  economy.     However,   it  was   less   for

Kansas  than  for  the  nation  as  a  whole.     One  of  the  reasons   is  that  much  of

our  cement  production  is  tied  to  large-scale  construction  projects.
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Masonry  cement  production  decreased  to   65,000   short  tons   from  70,000   short

tons   in  1973,   a  decrease  of  7.1%.     This  compared  to  an  overall  decrease  in

shipments  for  the  United  States  of  around   12.3%.     The  approximate  mill  value

of  the  product  per  ton  is  used  to  calculate  the  total  dollar  value  of  the

colt`IT`odity.     Even  though  the  total  output  for  both  types  of  cement  decreased,

the  total  dollar  value  increase  amounted  to  17.3%.     Because  of  the  short

supply  of  natural  gas,   many  plants  in  the  United  States  have  converted  or

are  planning  to  convert  their  kilns  to  be  able  to  use  coal  as  the  energy

source.     None  of  the  Kansas  plants  has  been  converted  as  yet.

The  two  major  forecasters  for  the  construct.ion  industry,   the  Bureau  of

Domestic  Commerce  and  Dodge/Sweet,   anticipate  an  increase  in  const.ruction

for  1975.     This  can  be  translated  into  a  rise  in  the  prc)duction  of  materials

supplying  the  industry,   cement,   sand  and  gravel,   lightweight  aggregate,   etc.

The   7.5  million  expenditure  by  Monarch  Cement  Co.   at  I]umboldt,   Kansas,   which

includes  modernization,   a  pollution  control  program,   and  expansion  of  their

capacity  by  about  4%,   will  be  completed   in  the  coming  year.

Shale   &   Products

In  contrast.  to  the  Bureau  of  Mines  figures  which  report  only  the  clay  mined,

the  Kansas  Geological  Survey  includes  in  it.s  figures  the  value  of  the  major

products  derived  from  it.     The  Bureau  of  Mines  preliminary  figures  indicate

a  total  of  I,016,000   short  tons  of  clay  mined  at  an  average  value  of  Sl.40

per  ton  for  a  total  dollar  value  of   Sl,423,OOO.00.     The  total  dollar  value

of  clay,   shale  and  products  for  the  State  of  Kansas  is  placed  at  Sll,873,000

which   is   up   from   1973   by   4.7%.

The  two  largest  consumers  of  clay  are  the  brick  and  the  cement  industry.

The  cement  industry  uses  about  400,000   short  tons  of  clay  per  year.     The
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mill  value  of  Masonry  and  Portland  Cement  already  includes  the  value  of  the

clay,   so  it  is  not  accounted  for  under  clay.   Other  than  the  brick  industry,

the  following  manufacturers  use  clay  in  decreasing  order  of  demand:     light

weight  aggregate,   clay  sewer  pipe,   and  pottery.

The  brick  industry,   which  up  to  August,   1974  had  shown  an  increased  produc-

tion  over  the  same  period  in  1973,   started  a  down  trend  in  September,   result-

ing  in  an  overall  production  loss  of  less  than  1%   for  the  year.     This  slow-

down  is  expected  to  continue  well   into  1975.     However,   the  adverse  effect  on

the  manufacturers  of  brick  will  be  somewhat  dampened  because  most  producers

have  low  reserves  and  will  be  able  to  build  up  their  stock  supply.     The

other  demand  categories  remained  more  or  less  stable  during  the  past  year.

The  industry  as  a  whole  is  heavily  dependent  upon  natural  gas  as  its  energy

source.     The  scarcity  of  fuel  forced  some  manufacturers  to  cut  back  or  even

stop  their  operations  for  a  limited  time.    Alternative  ways  to  satisfy  their

fuel  demands  are  actively  sought  by  management.     They  include  possible

conversion  to  coal  or  securing  their  own  energy  source.

Coal  production   for  the  year   totaled   680,000   short  tc)ns,   down   47.9%   from

1973.     The  total  dollar  value  decreased  by  48.7%.     The  reason  the  total

dollar  value  decreased  by  a  higher  percentage  than  the  amount  of  coal  mined

was  due  to  the  relative  amounts  of  washed  versus  unwashed  coal  being  sold.

During  1974,   unwashed  coal  valued  at   35%   less  than  washed  coal  represented  a

larger  percentage  of  the  total  amount  of  coal  mined.

The  Pittsburg  and  Midway  Coal  Mining  Co.  's  Mine   #19   in  Cherokee  County

closed  in  May,1974.     The  closing  of  this  mine  had  a  large  effect  on  the

8



total  production  since  it  supplied  55%  of  the  total  amount  of  coal  produced

during  the  previous  year.

The  only  other  mine  operating  in  Cherokee  County  is  Wilkinson's  Incorporated

which  supplied  about   3,000   short  tons   in   1974.     Clemens  Coal  Company,   with

two  mines  in  Crawford  County,   has  been  producing  steadily  throughout  the

year.      The  Pittsburg  Midway  Coal  Mining  Co. 's  Midway  Mine   in  Linn  County

produced  249,000  short  tons  during  the  first  three  quarters  of  1974,   but

most  of  their  mining  operations  were  moved  into  Bates  County,  Missouri,

during  the  fourth  quarter,   resulting  in  an  output  in  Kansas  of  only  25,000

short  tons.     All  of  the  production  of  this  Mine  is  unwashed  coal  which  is

directly  delivered  to  the  Lacygne  Power  Plant.

Besides  the  above  mentioned  developments  affecting  the  production  of  coal,

the  four-week  lc)ng  miners'   strike  in  November  also  reduced  the  output.

Even  though  there  is  a  large  demand  for  coal  and  a  demand  that  will  undoubt-

edly  continue  to  grow  over  the  next  years,   Kansas  coal  production  probably

will  not  show  much,   if  any,   growth  during  the  next  year.     The  nature  of  the

coal  reserves   is   such  that  they  may  be  mined  using  new  methods  which  are

being  developed  and  studied.     One  such  study*  dealing  with  new  mining  methods

of  shallow  cover  coal  was  recently  completed  at  the  University  of  Kansas  -

Kansas  Geological   Survey.

*James  L.   Reavis,   1974,   Shallow-Cover  Coal:     New  Mining  Methods  and   the  Environ-

ment.     A  report  to  the  Ozarks  Regional  Commission  by  the  Institute  of  Mineral

Resource  Research,   The  University  of  Kansas.
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Lately,   there  has  been  renewed  interest  in  starting  up  new  coal  strip-mining

operations   in  both  Labette  and  Osage  Counties.     Starting  around  1870,   reaching

a  peak  towards  the  turn  of  the  century,   and  steadily  declining  after  that

time  with  the  last  mine  closing  in  the  1950's,   strip-mining  operations  were

active  in  both  counties  and  deep  coal  mines  were  in  operation  in  Osage

County.     Probable  future  mining  in  these  counties  should  add  to  the  total

amount  of  coal  produced  in  the  state.

Helium

The  combined  production  of  crude  and  ref ined  heliuri  dropped  again  during

1974.     The  greatest  decline,   91.6%,   was   in  the  production  of  crude  helium.

Although  one  could  expect  a  slow  general  decline  in  the  production  of  crude

helium  due  to  our  dwindling  natural  gas  resources,   the  reason  for  the  dras-

tic  drop  was  the  termination  of  helium  contracts  by  the  United  States  Govern-

ment  which  was  initiated   in  1971.     In  last  year's  Kansas  Mineral   Industry

Report  the  status  of  helium  was  discussed  in  a  separate  article.     This  year

a  follow-up  on  this  subject  is  included.     About  i.2  billion  cubic  feet  of

crude  helium  was  extracted  from  natural  gas  during   1974   but  about  95%  of

this  precious  commodity  was  either  vented  to  the  atmosphere  or  returned  to

the  gas  stream.     In  both  cases  the  helium  was  lost.     The  production  of

refined  helium  fell  7.5%,   but  will  probably  remain  relatively  stable  in  the

next  few  years.     In  past  years  the  calculated  dollar  value  of  refined  helium

was  arrived  at  by  multiplying  it  by  its  value  f .o.b.   at  the  plant.     This

year  the  f igure  used  for  the  dollar  value  of  ref ined  helium  represents  the
dif ferential  between  the  price  of  ref ined  and  crude  helium.     This  ref lects

more  accurately  the  contribution  of  this  commodity  to  the  Kansas  mineral

industry.
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Natural  Gas

Natural  gas  production  during  1974   amounted  to   894,308  million  cubic  feet,

a  slight  decrease  over  the  previous  year   (0.3%).     In   figure   (1)   the  produc-

tion  of  natural  gas   since   1900   is   shown.     During  the  year  no  appreciable  new

production  was  added  to  the  existing  supply,   however,   this  does  not  mean

that  no  new  wells  were  completed.     Most  natural  gas  was  probably  sold  under

old  contracts,   thus  only  slightly  increasing  the  total  dollar  value  of  this

commodity.     Of  the  total  amount  of  natural  gas  produced  only  about   16%   is

derived  from  oil  wells.

Throughout  this  publication  attention  is  focused  on  the  increasingly  short

supplies  of  natural  gas,   on  which  most  of  the  industry  processing  the  mineral

commodities  mined  in  the  State  is  dependent.     Additional  supplies  will  find

ready  customers  who,   at  present,   experience  reduced  or  irregular  deliveries.
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Figure  1.   -Kansas  annual  natural  gas  production,   1900-1974.
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It  is  anticipated  that  during  the  next  few  years  production  in  Kansas  will

stabilize  as  new  discoveries  are  exploited  and  as  the  producers  are  allowed

to  sell  their  product  at  higher  prices.     In  some  instances  producing  wells

have  been  shut  in  and  the  pipe  has  been  pulled  to  be  sold  elsewhere  for  use

in  new  wells.     Also,   new  discoveries  of  gas  are  not  always  tapped  immediately

due  to  the  lack  of  an  existing  pipeline  or  as  a  result  of  present  day  pricing

structures .

Natural  Gas  Li

The  volume  of  combined  natural  gas  liquids  derived  from  natural  gas  has

essentially  been  the  same  for  the  past  three  years.     They  are  in  descending

order  propane,   LPG  mix,   natural  gasoline,   butane,   ethane,   and  pentane.

Although  a  substantial  amount  of  natural  gas  comes  into  Kansas  via  pipelines

and  by  other  means,   the  liquids  reported  here  are  from  Kansas  produced

natural  gas.

Even  though  production  did  not  increase,   the  dollar  value  increased  substan-

tially  and  is   97.5%  higher  than  in  1973.     If  the  production  during  1975

again  stays  the  same,   we  may  expect  a   20-30%  decrease   in  the  dollar  value,

due  to  a  price  rollback  ordered  by  the  PEA  effective  January  I,   1975,   on  LPG

and  Natural  Gas  Liquids.

Petroleum   (Crude  Oil)

A  total  of  61.7  million  barrels  of  petroleum  was  produced   in  1974,   a  decrease

of  6.8%   from  the  previous  year.     The  decrease  in  production  for  the  year

1973   amounted   to   10.2%,   while   for   the  years   1972   and   1971   it   averaged   6.8%.
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It  is  hoped  that  with  increased  exploration  the  rate  of  decrease  in  pro-

duction  may  be  slowed  or  even  reversed  for  a  limited  time  period.     However,

if  the  trend  continues  at  the  present  rate  of  slowdown,   the  production  of

oil  in  Kansas  would  be  down  to  a  trickle  in  the  second  half  of  the  l980's.

The  history  of  the  Kansas  crude  oil  production  since  1900   is  graphically

shown  in  figure  2.

1900           1910             1920             1930             1?40              1950              1960             1970             1980

Yecn.s

Figure  2.   -Kansas  annual  crude  oil  production,   1900-1974

Salt

Salt  production  increased  by  2.6%,   however,   the  dollar  value  increased  by

less  than  one  per  cent.
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The  U.S.   Bureau  of  Mines  Preliminary  Estimate   shows  t.hat  nationally  the

production  increased  by  5.3%,   t.his   in  spite  of  the  slowing  of  the  economy.

In  Kansas,   seven  salt  plants  were  in  operation  and  several  of  these  were  in

the  process  or  had  undergone  expansion.     The  Carey  Salt  plant  in  Hutchinson

is  being  expanded  with  final  completion  to  be  expected  in  1976.     Three  of

the  plants  operate  underground  mines,   all  other  salt  is  being  mined  by

solution  techniques.   At  times  solution  mining  of  salt  has  created  problems

when  too  much  salt  was  mined  too  close  to  the  surface,   causing  the  overlying

rock  to  collapse.     This  past  year  a  hole  250   feet  in  diameter  and  30   feet

deep  formed  just  south  of  the  town  of  Hutchinson  when  another  one  of  these

collapses  occurred.     A  main  east-west  railway  track  was  cut  when  this  happen-

ed.     Knowledge  of   subsurface  conditions  and  proper  planning  could  prevent

such  potentially  dangerous  occurrences.     The  production  of  salt  in  1975  is

expected  to  remain  stable  or  even  increase  slightly.

Sand   &   Gravel

Contrary  to  the  general  trend  of  most  mineral  commodities,   the  amount  of

sand  and  gravel  produced  in  the  state  went  up  by  about  12  million  short  tons

or   9.3%.

The  cost  per  ton  increased  by  about  6%  which  is   less  than  the  increased

production  costs  caused  by  the  inflationary  trend  of  the  past  year.     Much  of

the  sand  and  gravel  produced  in  Kansas  was  used  in  large  scale  construction

projects,   such  as  highway  construction,   building  of  dams,   etc.     Because

these  projects  take  several  years  to  complete,   the  direct  impact  of  the

slowdown  in  the  economy  is  not  immediately  ref lected  in  the  production

figures.     The  outlook  for   1975   is   somewhat  uncertain,   however,   it   is  be-

lieved  that  the  construction  industry  will  recover  somewhat  and  probably

hold   its  own.
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Stone

Crushed   stone  is  being  produced   from  quarries  as  well  as   from  underground

mines.     The  quarries  produce  about  85%  of  the  total  amount.     Underground

production  takes  place  mainly  in  the  Kansas  City  area  and  utilizes  Penn-

sylvanian  limestones.     Practically  all  crushed  stone  is  derived  from  car-

bonate  rocks  and  has  a  variety  of  uses  in  cc)nstruction  as  well  as  agricul-

ture.     The  underground  mines  in  the  Kansas  City  area  are  of  the  type  that

are  mined  by  drifting  horizontally  into  the  rock  bluf f s  which  are  prominent

in  the  area.     Apart  from  the  crushed  rock  being  used,   the  cavity  thus  created

is  found  to  be  very  useful  for  storage  or  even  of f ice  or  manuf acturing

space.     One  of  the  benef icial  aspects  of  such  cavities  or  mined-out  areas  is

that  the  temperature  dc)es  not  fluctuate  as  much  as  on  the  surface.     In  the

future  it  may  be  prof itable  t.o  mine  crushed  st.one  in  deep  mines  and  use  the

mined-out  areas   for  storage  of  some  kind.

The  stone  production  in  Kansas  declined  by  about  12%  and  probably  would  be

worse  if  there  had  been  no  large-scale  ongoing  construction  projects.     It  is

anticipated  that  the  production  of  crushed  stone  will  improve  in  1975.     The

U.S.   Bureau  of  Mines  feels  that  the  lowering  of  the  prime  interest  rate  will

act  as  a  major  stimulus  by  releasing  new  money  for  construction  start-ups.

Miscellaneous

Included  in  this  section  are  the  following  commodities  in  order  of  decreasing

value:     gypsum   (raw  and  calcined) ,   carbon  black,   salt  brine,   dimension

stone,   volcanic  ash   (raw  and  expanded),   lime,   and  sulfur.     The  group  as

whole  showed  a  12.8%   increase  in  total  dollar  value,   which  can  be  mainly

attributed  to  increased  production  costs.     The  production  of  several  of

these  commodities  may  show  a  decrease   in   1975.     The   slowdown  in  the  con-
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struction  industry,   although  this  segment  may  recover  soon,  will  affect  the

gypsum  and  dimension  stone  production,   the  slowdown   in  automobile  manufactur-

ing  will  affect  the  tire  industry  and  as  a  result  carbon  black  production.

one  might  expect  the  lime  production  also  to  suffer,   however,   47%  of  all

lime  is  used  in  the  steel  industry  and  lime  supplies  have  been  tight.     Most

or  all  production  in  this  category  comes  from  a  limited  number  of  producers,

and  to  preserve  confidentiality  of  the  data,  only  the  total  dollar  value  is

given.
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THE POLITICS OF ENERGY*

William  W.   Hambleton  and   Gary  A.   Waldron

Many  observers  have  identified  the  political  process  as  the  source  of

many  of  our  energy  problems.     Despite  that,   no  one  has  suggested  that  the

problems  can  be  dealt  with  entirely  outside  the  political  arena.     Although

our  political  process  is  in  disarray,   and  Congress  seemingly  is  mired  in

confusion  over  energy  policy,   a  few  signs  are  developing  that  a  convergence

of  viewpoints  may  be  taking  place,   albeit  very  slowly.     One  of  the  more

encouraging  signs  was  to  be  found  in  an  April  3,   1975  editorial  in The  Wash-

ington  Post,   a  newspaper  rarely  regarded  as  nurturing  the  viewpoints  of

private  enterprise.     That  editorial  noted,  with  respect  to  pricing  of  natural

gas,   that  "It  is  as  though  Congress  were  keeping  down  the  price  of  red  jelly-

beans,   to  protect  the  consumers  -but  not  the  prices  of  black  and  white

jellybeans  which,   in  the  current  inflation,   are  rising.     In  time  you  would
find  it  increasingly  difficult  to  get  red  jellybeans,   although  there  would  be

plenty  of  others  in  the  stores.     In  Congress,   the  defenders  of  the  consumer

would  explain  that  the  rapacious  and  monopolistic  jellybean  industry  was

willfully  withholding  red  jellybeans  from  the  public.     That,   of  course,  would

be  an  outrage.     Several  Senators  would  promptly  introduce  bills  establishing

intricate  rules  for  the  dwindling  national  supply  of  red  jellybeans  -  and

maybe  extending  price  controls  to  the  black  ones  as  well,   since  they  are

*This   is  a  revised  and  up-dated  version  of  a  paper  presented  April   21,   1975,

Big   8   Cities  Meeting,   Lawrence,   Kansas   and  A.I.M.E.   Meeting,   Wichita,   Kansas,

April   25,    1975.
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getting   increasingly  popular ...... We  can  afford  to  make  mistakes   in  our

national  policy  on  jellybeans  but  not  on  basic  fuels."

However,   the  politics  of  energy  has  been  operating  on  an  international

scale.     The  era  when  world  energy  policy  was   set  independently  by  the  U.S.

and  the  major  international  companies  began  to  close  in  I.ibya  in  1969,   and

as  we  all  know,   the  Yon  Kippur  War  in  October   1973  punctuated   its  end  with

the  embargo  by  the  Arab  countries.

A  strong  and  united  Organization  of  Petroleum  Exporting  Countries

(OPEC)   raised  prices  to  approximately  Sll.00  per  barrel   for  oil  costing  S.50

or  less  to  produce,   created  a  large  imbalance  in  international  monetary

payments,   contributed  substantively  to  an  international  recession  among

indust.rialized  countries,   and  changed  to  a  remarkable  degree  the  power

structure  of  the  world.

Facing  the  fuel   shortages  of  the  wint.er  of  1973-74,   we  began  to  look

for  solutions  to  our  energy  problems.     The  enactment  of  the  Emergency  Petro-

leum  Allocation  Act,   which  will  expire  on  August  31,   1975  unless  extended,

and  creation  of  the  Federal  Energy  Office,   later  the  Federal  Energy  Adminis-

tration,  which  has  chewed  up  more  administrators  in  its  short  history  than

any  ot.her  agency  of  our  Federal  Government,   were  the   initial  responses.

The  Emergency  Petroleum  Allocation  Act  of   1973   provided   sweeping  powers

to  the  Federal  Energy  Administration  to  allocate  petroleuri`  fuels,   especially

through  state  allocation  offices;   control  prices;   equalize  resources  and

costs  to  ref ineries  through  an  entitlement  program;   and  generally  demanded

accountability  from  the  petroleum  industry.     Congress  mandated  Daylight

Savings  Time  and  reduced  highway  speeds.     Interestingly,   the  Federal  Govern-

ment  holds  no  inherent  Constitutional  powers  to  control  energy;   we  will  say
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more  about  this  later.

Under  the  stress  of  the  embargo  during  the  winter  of  1973-74   and  the

accompanying  economic  recession,   western  Europe  was  able  to  reduce   its   fuel

requirements  by   8.9%   during   the  period   from  January  to  June  and   5.7%   from

July  to  December.     During  this   same  period,   the  United  States  reduced  its

petroleum  fuel  consumption  by   5.2%   from  January  to  June,   and   2.6%   from  July

to  December.     The  Bureau  of  Mines   reported  a   small  reduction  of   2.2%   for   the

year.      Interestingly,   the  U.S.   GNP   dropped   the   same   2.2%   for   1974.      One

should  note  that  despite  a  55  mile  per  hour  speed  limit,   our  gasoline  consum--

ption  was  reduced  by  only   .8%  during  this  same  year.     Kansans  reduced  their

gasoline  consumption  from  i,456  million  gallons   in  1973   to  I,442  million

gallons   in  1974,   less  than  i.0%.     Our  conservation  effort  with  respect  to

the  automobile  was  not  exactly  a  rousing  success,   and  we  seemingly  did  not

take  our  energy  problems  as  seriously  as  did  our  friends  in  Europe.     An

alternative  conclusion  is  that  their  use  of  the  market  place  was  much  more

successful  than  our  attempt  to  avoid  higher  prices  through  price  controls

and  voluntary  conservation.

Today,   in  1975,   we  face  the  increasingly  difficult  problem  of  convin-

cing  our  citizens  of  the  need  to  conserve  energy,   knowing  full  well  that  a

shortage  will  be  of  an  artificial  and  political  origin,  during  a  time  of

great  uncertainty  and  instability.     The  OPEC  countries  now  possess  excess

production  capacity,   and  predictions  have  been  presented  suggesting  excess

capacity  of  as  much  as   15  to  20  million  barrels  per  day  by  1980.     Responding

to  this  glut  of  oil  on  the  world  market,   some  countries  have  begun  to  cut

back  production.     Saudi  Arabia,   which  produced  an  average  of   8.5  million

barrels  per  day  during  1974,   and  has  a  present  production  capacity  of  11.5

million  per  day,   cut  back  to  7.6  million  barrels  per  day  in  January,1975

and  6.5  million  barrels  per  day  during  February.     Some  countries  have  cut
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some  prices  -Libya  by  S.30  per  barrel   (Libya   is  producing  0.9  million

barrels  per  day  from  a  capacit.y  of   3.0  million) .     We  now  possess  a  surplus

of  tankers  in  the  200,000  dwt  category  and   larger,   and  new  supertankers  have

been  mothballed  immediately  upon  completion.     This  situation  will  be  exacer-

bated  with  the  reopening  of   the  Suez  Canal,   which  President  Sadat  announced

June   5.     However,   OPEC  has  displayed  a  convincing  ability  to  manage  both  its

production  and  the  price  of  oil.     The  general  agreement.  among  the  Western

nations  that  they  have  no  meaningful  response  to  the  predicted  OPEC  price

increase  of  up  to  $2.00/barrel  later  this  year  indicates  the  success  of  the

cartel,

The  planning  meeting  in  Paris  for  the  World  Energy  Conference  did  not

make  much  headway.     Although  OPEC   sent  no  official  representatives,   the

producing  countries  were  represented  by  Venezuela,   Iran,   Saudia  Arabia  and

Algeria.     The  United  States,   Japan  and  western  European  countries  pushed  for

an  agenda  relating  to  oil.     The  OPEC  countries,   alc)ng  with  India,   Brazil  and

Zaire  representing  the  developing  countries,  wanted  to  expand  the  Conference

to  include  all  raw  materials.     Little  progress  was  made  as  no  compromise

could  be  reached.     The  recent  willingness  of  the  U.S.   to  reopen  the  discussion

is  another  demonstration  of  the  power  of  oil.

On  March  5,   Kuwait  announced  the  nationalization  of   the  remaining   40%

of  Ku-wait  oil  Company,   owned  by  Gulf  and  British  Petroleum.     This  change

marks  the  beg-inning  of  an  ef fort  by  producing  countries  to  market  their  own

crude.     With  a  2  million  barrel  per  day  production  allowable,   this  change

should  drastically  af feet  the  international  system.

Finally,   the  entire  production  of  Canada's   southwest  Saskatchewan  was

shut  down  during  the  mc>nth  of  April  because  of  the  lack  of  a  market  for

crude  oil  taxed  at  roughly  $5.00  per  barrel.   Subsequently,   the  Canadians
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have  lowered  the  tax  on  oil  while  raising  it  on  natural  gas.

Interesting  comparisons  can  be  made   for  the  week  of  April   14   as  com-

pared  with  the  same  week  a  year  ago.     In  the  United  States,   total  demand  for

petroleum  products  decreased  by   i.1%,   but  gasoline  consumption  was  up  3.3%.

The  largest  decrease  was  carried  by  residual   fuel,   down  7.1%,   representing

the  mild  winter  with  low  demand   for  heating  fuels.     On  the  other  hand,   in

the   supply  situation,   crude  domestic  production  was  down  8.4%  to   8.3  million

barrels   per  day,   whereas   imported  crude   increased   41.5%   to   3.64  mill.ion

barrels  per  day.     Product  demand  was  down   29%   to   1.97  million  barrels  per

day.     Stocks  are  at  an  all-time  high.     Domestic  reserves  dropped  from  35.3

billion  barrels  to  34.25  billion  barrels,   a  decrease  of   3%,   and  productive

capacity,   the  capacity  which  can  be  reached   in   90   days,   was  down   800,000

barrels  to  8.9  million  barrels  per  day.

Natural  gas  consumption   in  the  United   States  was  down   2.1%  during   1974,

owing  to  a  mild  winter.     However,   industrial  use   increased  I.7%,   reflecting

the  great  price  disparity  between  gas  and  other  fuels.     Production  declined

from  22.6  trillion  cubic  feet  to  21.3  trillion  cubic  feet,   and  reserves

declined  5%   from  250  trillion  cubic  feet  to  237  trillion  cubic  feet,   despite

reserve  additions  of  8.7  trillion  cubic  feet.

In  Kansas,   coal   production  decreased   47.9%   to   608,000   short   tons,

crude  oil  decreased   6.8%   to   61.7  million  barrels,   and  natural  gas  decreased

0.3%   to   0.894   trillion  cubic   feet.     Crude  oil  reserves  in  Kansas  on  January

i  were   395,107,000   barrels   as   compared  with  401,089,000   barrels   a  year   ago,

a  decrease  of  I.5%.     Gas  reserves  declined  from  11.722   trillion  cubic   feet

to  11.704  trillion  cubic  feet.
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To  repeat,  we  see  a  situation  of  excess  productive  capacity  in  the  Arab

countries,   large  stocks  above  ground,   excess  tanker  capacity  and  declining

domestic  production  and  reserves.     Actions  at  the  Federal  level  portend  a

period  of  intense  energy  regulation,   with  diminished  consumption  resulting

from  controls  that  will  produce  artificial  supply  shortages.     Ironically,

the  Federal  Government,   which  will  mandate  these  controls,   holds  no  explicit

or  inherent  powers  to  control  energy.     These  powers  have  been  gathered

through  judicial  interpretations  of  Constitutional  powers  to:     a)   regulate

interstate  commerce  -considered  relevent  in  minimum  wages,   rate  setting,

air  and  water  pollution  control,   and  gas  regulation;   b)   provide  for  the

national  security  -  use  of  the  original  power  to  oversee  foreign  affairs  and

defense  has  resulted  in  the  regulation  of  electric  power,   oil  policy,   Fed-

eral  control  of  the  OCS,   and  atomic  energy;   c)   tax  and  spend  -the  Govern-

ment  can  either  support  or  withhold  support;   and  d)   contrc)i  property  -  the

Fifth  Ammendment  requires   just  compensation,   to  be  decided   in  the  last

resort  by  Federal  Courts.

At  the  state  level,   state  regulation  of  energy  derives  from:     A)   police

power  -  relating  to  health,   safety  and  welfare  and  used  in  abatement,   waste

prevention,   spacing  of  oil  and  gas  wells;   8)   taxing  and  spending  -  state

powers  are  used  in  gasoline  taxes,   excise  taxes  and  the  like  for  public

purposes.     State  powers  are  limited  in  terms  of  taking  private  property

without  compensation,   due  process,   and  equal  protection.     The  concept  of

parens  patriae  is  used  by  the  states  to  guard  the  people  through  ability  to

sue  out-of-state  corporations.     The  anti-trust  suits  which  a  number  of  state

Attorney-Generals  have  f iled  against  the  major  oil  companies  are  based  on

this  concept.

For  the  past  several  years,   the  call  for  a  national  energy  policy  has

become  increasingly  intense.     However,   the  Congress  has  responded  with
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legislation  that  ref lects  the  strength  of  the  new  liberal  Democratic  major-

ity  and  the  New  England  caucus,   along  with  the  interest  of  the  eastern

coastal  states  and  the  northern  tier  of  states  of  the  mid-continent.     In  the

main,   this  grouping  has  a  strong  consumer  protection  interest  as  the  states

have  little  or  no  energy  resources.

Developing  slowly  are  political  power-blocks  representing  the  interests

of  the  producing   states.     The   Interstate  oil  Compact  Commission,   composed  of

33  states,   is  one  focus  for  this  interest  under  the  leadership  of  Governor

Edwards  of  Louisiana  who  has   taken  an  exceedingly  vigorous  role   in  present-

ing  the  views  of  the  producing  states  to  the  Congress.     Other  power-blocks

are  forming  as  represented  by  the  recent  organization  of  the  Western  and

Great  Plains  Governors'   Association,   a  regional  non-profit  corporation  to

coordinate  energy  policy.     This  regional  grouping   includes  Arizona,   Colorado,

Montana,   Nevada,   New  Mexico,   Utah,   Wyoming,   North  and   South  Dakota,   and

Nebraska .

The  Mid-West  Governors  Conference,   comprised  of   15   states,   increasingly

is  making  its  views   felt  in  energy  policy.     Finally,   the  Regional  Commissions,

modeled  on  Appalachia,   are  using  the  political  power  of  their  groupings  to

influence  energy  policy.     Included  are  the  Coastal  Plains  Regional  Commission,

comprised  of  North  Carolina,   South  Carolina  and  Georgia;   the  Upper  Great

Lakes   Regional   Commission,   comprised  of  Minnesota,   Wisconsin  and  Michigan;

and  the  Ozarks   Regional  Commission,   comprised  of  Kansas,   Missouri,   Oklahoma,

Arkansas,   and  Louisiana.     All  represent  potential  energy  power-blocks.

Individual  states  have  not  forgotten  their  rights.     In  a  recent  act  of

the  Texas  Legislature,   the  Texas  Railroad  Commission  was  empowered  to  pro-

hibit  the  sale  of  new  intrastate  gas  produced  on  state  lands  to  the  inter-

state  markets  until  all  state  needs  have  been  satisfied.     Louisiana  has
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enacted  a  sweeping  energy  bill  that  pushes  the  limits  of  state's  rights  to

the  point  where  some  parts  of  the  bill  may  be  tested  in  the  courts.

These  power  blocs  have  been  formed  because  of  the  uncertainty  which

sur-rounds  national  energy  policy.     A  comprehensive  energy  policy  was  pro-

posed  by  President  Ford  on  January  15,   1975.     It  incorporated  a  program  of

import  fees  beginning  at  Sl.00  per  barrel  on  February  1;   an  entitlements

program  to  set  up  a  system  of  rebates;   removal  of  price  controls   from  domes-

tic  crude  oil  on  April  i,   1975;   President.ial  power  to  limit  imports  and  add

excise  taxes;   removal  of  Federal  price  controls  from  new  interstate  gas  but.

placement  of  an  excess  tax  of   S.37  per   thousand  cubic   feet  on  natural  gas;

allowing  production  from  the  Elk  Hills  Naval  Petroleum  Reserve;   and  numerous

other  conservation  measures.

The  have-not  energy  states  with  the  liberal  Democratic  majority  moved

rapidly  to  oppose  the  President's  program.     After  much  debate,   HR  2166  was

passed  by  both  houses  and  signed  with  great  reluctance  by  the  President.

This  bill  eliminates  the  percentage  depletion  allowance  for  major  companies

and  reduces  U.S.   tax  credits  on  foreign-source  tax  payments.     Depletion  was

retained  for  independents  who  do  not  own  or  control  retail  outlets,   and

refineries  whose  runs  do  not  exceed   50,000  barrels  on  any  day;   also   for

those  independent  producers  who  produce  no  more  than  2,000  barrels  per

day  or   12  million  cubic   feet  of  gas  per  day  at  22%.     This   limitation   is

reduced  to  i,000  barrels  per  day  or  6  million  cubic  feet  of  gas  per  day  by

1980,   and  percentage  depletion   is  reduced  to   15%   by   1984.     Exempt  are  pro-

ducers  of  regulated  gas  or  gas  produced  under  fixed  contracts,   and  producers

of  secondary  and  tertiary  recovery  oil.     Deplet.ion  is  restricted  to  65%  of

taxable  income.     The  original  wind-fall  profit.s  tax,   without  plowback  fortun-

ately  was  eliminated.     It  is  estimated  that.  the  eliminat.ion  of  depletion

allowance  will  drain  nearly  $2  billion  dollars  a  year  from  exploration,   and
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already  there  is  some  evidence  of  slow-down  and  cancellation  of  drilling

contracts.

Although  the  depletion  allowance  debate  has  received  the  preponderance

of  attention  in  congressional  energy  activities  this  session,   an  incredible

number  of  other  pieces  of  energy-related  legislation  have  been  introduced.

Among  the  bills  are  ones  concerned  with  the  continuation  or  elimination  of

price  controls  on  crude  oil,   regulation  of  nati]ral  gas,   creation  of  a  strate-

gic  petroleum  reserve,   standby  Presidential  powers  for  energy  emergencies,

Outer  Continental   Shelf   (OCS)   issues,   the  creation  of  a  National  Energy

Board  or  a  Federal  oil  and  Gas  Company   (FOGCO) ,   a  gasoline   tax,   strip-mining

regulation,   and  allowable  import  levels  for  oil  and  natural  gas.     Naturally,

this  list  could  be  extended.

There  are  four  major  devices  which  Congress   is  attempting  to  combine  to

shape  our  energy  policy.     Interestingly,   each  of  these  tends  to  correspond

to  one  of  the   four  avenues  of  power  through  which  the  Federal  Government  has

gained  its  authority  in  energy  matters:      (i)   regulation  of  interstate   (and
foreign)   commerce  -  the  price  mechanism;    (ii)   provide  for  the  national

sec.urity  -  security  measures  and  some  regulation;    (iii)   tax  and  spending  -

tax  measures  and  withholding  of  federal  funds;   and   (iv)   control  of  property
-entitlements  programs  and  mined-land  measures.

A  strong  argument  is  being  made  for  the  return  to  a  free  market  for

fuels;   the  primary  concerns  are  the  regulation  of  natural  gas  and  decontrol

of  the  price  of  crude  oil.     Economically,   the  most  sensible  price  for  the

various  fossil  fuels  would  be  one  that  was  equivalent  for  each  according  to

its  ability  to  provide  energy   (Btu  content)   with  provisions  for  the  environ-

mentally  premium  nature  of  natural  gas  over  coal.     Unfortunately,   Federal

Power  Commission  regulation  has  resulted  in  just  the  opposite  occurring.
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Senators  Hollings  and  Magnuson   introduced   Senate  Bill   692  which  would  have

perpetuated  and  extended  this  situation.     The  bill  effectively  would  have

placed  intrastate  gas  under  t.he  Federal  Power  Commission  price  control

through  the  device  of  identifying  all  new  gas  produced  on  public  lands  as

interstate  gas.     All  pipelines  carrying  such  gas,   and  all  other  gas  entering

such  a  pipeline,   automatically  would  become  interstate  and  thus,   subject  to

FPC  control.     A  price  ceiling  of   S.50   to   S.75   (compared  to  a  Btu  equivalency

price  of  about  $2.00)   per  thousand  cubic  feet  would  have  been  placed  on  this

gas,   ar.`d  end-use  allocation  would  have  been  with  us.     Interestingly,   this

attempt  at  an  apparent  invasion  of  state's  rights  with  respect  to  public

lands  resulted  in  a  coalition  involving  the  western  states  that  effectively

blocked  the  consuming  states.     Also,   a  substitute  for  S.692   has  been  intro-

duced  by  Senators  Pear§on  of  Kansas  and  Bentsen  of  Texas  with  ten  co-sponsors.

In  it,   all  onshore  gas  will  be  deregulated  and  offshore  gas  will  undergo

phased  deregulation  to  be  completed  by  1981.   The  gas  deregulation  bill  does

not  include  a  excess  profits  tax  as  all  tax  legislation  must  originate  in  the

House  of  Representatives.

A  bill  involving  both  the  regulatory  and  national  security  aspects  of

the  powers  of  the  federal  government,   is  S.622,   the  Standby  Energy  Authority.

The  bill,   which  has  been  passed  by  the  Senate,   authorizes  the  President  to

ration  gasoline,   restrict  imports,   extend  the  Emergency  Petroleurl`  Allocation

Act  to  March  I,   1976,   prohibits  increases  in  the  price  of  old  oil,   requires

the  President  to  set  the  price  of  new  oil  at  the  price  prevailing  January

31,1975,   and  sets  a  price  of   $7.50   for  tertiary  and  secondary  recovery  oil.

Unfortunately,   this  last  provision  creates  a  3-tier  pricing  system  involving

old  oil  at  $5.25  per  barrel,   secondary  and  tertiary  oil  at  $7.50  a  barrel,

and  other  oil  at  roughly  market  price.      (We  won't  even  have  Btu  price  equi-

valency  for  the  same  product.)     The  entitlement  program  would  be  a  nightmare.

The  bill  further  provides  the  President  with  authority  to  mandate  increased
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production  above  maximum  ef f icient  rates   (MER) ,   mandates   state  conservation

programs,   and  provides   for  a  4%  reduction  in  consumption.

At  one  time,   it  appeared  that  t.he  Federal  Government  would  become  the

sole  importer  of  crude  oil  and  products.     Additionally,   the  government  has

been  unwilling  to  lift  price  controls;   the  Senate  voted  three  times  to

reject  decontrol  of  price  of  crude  oil.     However,   recent  indications  are

that  the  administrative  complexity  of  some  of  the  price-control  measures  is

resulting  in  gross  inequities.     Many  Congressmen  are  adopting  the  President's

position  that  pricing  and  distribution  would  be  more  efficiently  handled  by
the  free  market  as  long  as  the  monopoly  nature  of  current  crude  oil  prices

is  recognized  and  measures  are  taken  to  ensure  the  proper  distribution  of

the  resultant  profits.

This  philosophy  is  most  completely  embodied  in  HR  7014,   the  congressional

version  of  President  Ford's  omnibus  energy  package  designed  to  increase

domestic  energy  supplies  while  reducing  the  rate  of  increase  in  domestic

energy  consumption.     The  major  points  of  the  Energy  Conservation  and  Oil

Policy  Ac.t  are  the  gradual  removal  of  price  controls  wit.h  an  excess  prof its

tax  and  a  plowback  provision,   creation  of  a  strategic  petroleum  reserve,

rationing  subject  to  a  congressional  veto,   prc)duction  rates  in  excess  of  MER

for  90  days,   and  provision  for  international  agreements  among  oil  companies

with  ilrmunity  from  any  anti-trust  suits.     The  bill  also  provides  for  a

review  of  pricing  and  allocation  in  the  PEA,   a  2%  reduction  in  consumption

of  gasoline  over  1972  with  minimal   inconvenience  to  motorists,   provision  for

prohibition  of  minimum  price  setting  by  the  President,   control  of  refinery

operations,   and  prohibition  of  natural  gas  use  as  a  boiler  fuel.     Other

portions  of  the  energy  package  such  as  opening  the  Naval  Petroleum  Reserves

for  commercial  development  and  a  guarantee  of  the  purchase  of  I  million

barrels  per  day  of  synthetic  oil  at  S15.00  per  barrel  were  spun-off  as
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separate  pieces  of  legislation  because  they  involve  issues  outside  of  the

basic  energy  picture   (nat.ional   security  and  government  subsidies)   which  have

yet  to  be  resolved.

The  Democratic  counterpart  to  the  President's  proposals   is  HR  6860,

Ways   and  Means  Coll`mittee  Chairman  AI  Ullman's  Energy  Conservation  Tax  bill.

This  bill  was  originally  planned  to  be  a  portion  of  the  Democrats'   legislative

package  on  energy,   but  the  rest  of  the  package  has  failed  to  materialize.

Instead,   Ullman  is  working  with  Representative  John  D.   Dingell,   chairman  of

the  Interstate  and  Foreign  Commerce  Subcolrimittee  on  Energy  and  Power  to  make

HR  7014   and   6860  compatible.     The  Ways  and  Means  bill  was  originally  designed

to  be  based  on  a  gasoline  tax  of  S.37.     The  unruly  majority  in  the  colrmittee

has  scuttled  those  plans  and  is  aiming  in  the  direction  of  mandated  quotas,

with  a  maximum  gasoline  tax  of   S.23.     They  want  no  more  than   6  million

barrels  per  day  of  imported  crude  oil  and  products  by  1975  and  a   25%   cut  by

1985.     A  2%  duty  on  imported  crude  and   5%   duty  on  products  are   important  to

the  program,   as  are  import  licensing  which  requires  sealed  bids  to  the

Government,   restrictions  on  imports  from  other  than  friendly  countries,   tax

credits  for  solar  heating,   and  taxes  on  inefficient  automobiles.     Representa-

tive  of  the  power-block  politics  i§  the  amendment  introduced   (and  passed)   by

Representative  Cotter  of  Connecticut  who  would  allow  2  million  barrels  a  day

of  distillates  to  be  imported,  regardless  of  other  restrictions,   in  order

that  the  New  England  states  would  have  plenty  of  heating  oil.     When  the

bill  reaches  the  f loor  of  the  House  the  Democratic  majority  will  attempt  to

increase  the  penalties  which  fall  on  the  oil  companies  and  lessen  those  to

be  assumed  by  the  consumer.      (Note:     This  has  come  to  pass  with  the  complete

removal  of  the  gasoline  tax  and  most  other  measures  which  used  the  price  mech-

anism.     Allocation  instead  of  conservation  seems  to  be  the  preference  of  the

HOuse. )
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The  Federal  Goverrment  controls  the  development  of  the  OCS  through  its

monopoly  over  foreign  affairs,   a  situation  which  was  recently  reaffirmed  by

a  Supreme  Court  decision.     In  Congress,   Outer  Continental   Shelf  discussions

center   around   S   521    (.ackson),   S.   426    (Hollings)    and   S.   740.      These  bills

would  expand  the  Federal  role  in  exploration,   delay  development  in  terms  of

state's  responsibilities,   and  provide  for  revenue  sharing  among  the  coastal

states.     S.   740  provides  for  a  National  Energy  Production  Board.     With  the

Supreme  Court  decision  retainirig  the  mineral  rights  to  t.he  Federal  Govern-

ment,   the  way  is  open  for   leasing   10  million  acres  of  the  OCS  annually  as

the  Administration  has  proposed.

Tied  up  with  Outer  Continental  Shelf  exploration  and  development  is  the

great  problem  of  reserves,   a  subject  which  still  seems  to  confuse  Congress.

However,   Congress   can  hardly  be  blamed   for   its   confusion  as   the  U.S.G.S.   has

steadily  reduced  its  reserve  and  resource  estimates  over  the  past  f ive

years.     Until  this  spring,   the  U.S.G.S.   was  pegging  our  undiscovered  reserves

of  oil  at  200  to  400  billion  barrels  and  I,000  to  2,000  million  cubic  feet

of  gas  while  many  others  were  estimating  about  one-half  of  that,   113  billion

barrels  of  crude  oil  and   530   trillion  cubic   feet  of  gas.     In  May  1975,   the

U.S.G.S.   again  revised  its  estimates  downward  to  the  point  where  they  nearly

agree  with  those  of  their  critics.     All  forecasters  show  very  little  room

for  new  discoveries  onshore  in  the  United  States,  with  the  great  majority  of

the  remaining  resources  to  be  found   in  Alaska  and  on  the  OCS.     While  these

figures  indicate  how  limited  our  resource  is,   the  monetary  value  represented

is  still  enormous.     Congress  wants  to  make  sure  that  a  National  Energy

Production  Board  does  the  exploration  so  that  no  one  is  cheated,   a  move

which   the   U.S.G.S.   opposes.

The  Federal  power  of  the  purse  and  control  of  public  lands  have  supplied

the  basis   for   the  Strip  Mining  Act   (HR   25,   S.   7)   which  has  been  passed  by
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Congress,   but  vetoed  by  the  President.     The  initial  confidenc.e  of  its  support-

ers  that  they  would  override  the  veto  was  destroyed  by  the  prediction  of  large

negative  economic   impacts  which  its  enactment  could  cause.     The  bill   is

tough  and  requires  extensive  submission  of  reports  concerning  environmental

protection,   prohibits  mining  on  steep  Slopes  and  in  alluvial  valleys,   and

prohibits  increased  siltation  of  streams.     Estimates  indicate  that  48  to  141

million  tons  of  production  will  be  lost,   which  is  the  equivalent  of  1.7

million  barrels  per  day  of  crude  oil.     Small  producers  will  be  hit  hardest,

especially  in  the  East  and  losses  of  52  million  tons  of  spot  production  of

surge  coal  are  predicted.

The  PEA  has  increased  its  activity,   requiring  a  market  shares  question-

naire  to  be  f illed  out  each  month  by  all  sellers  of  distillate  and  residual

fuel  oil  to  ultimate  customers.     It  is  anticipated  that  the  proposed  monthly

questionnaires  will  be  mailed  in  May  1975  to  approximately  i,500   respondents,

whose  time  required  to  f ill  out  the  forms  is  estimated  at  an  average  of  40

man  hours.     The  FEA  has  also  held  hearings  to  exempt  production   from  stripper

wells  from  price  control,   even  though  production  exceeds  10  barrels  per  day.

Under  the  Energy  Supply  and  Environmental  Coordination  Act  of   1974    (Pub.   1„

93-319)   the  PEA  has  ordered   25   (of   an  ultimate  target  of   79)   power  plants   in

Kansas,   Iowa,   Nebraska,   and  Missouri  to  cease  burning  petroleum  products  and

natural  gas  as  a  primary  energy  source.     Power  plants  in  the  early  planning

process  must  be  designed  and  constructed  so  as  to  be  capable  of  using  coal

as  their  primary  energy  source.

The  implications  of  this  order  and  of  riatural  gas  curtailments  within

the  State  have  made  natural  gas  policy  the  number  one  concern  of  the  State

Legislative  interim  session.     State  SB   564,   which  provided  for  price  regula-

tion  of  intrastate  gas  by  the  Kansas  Corporation  Commission,   was  referred  to

the  committee  which  will  deal  with  natural  gas.     SB   557,   which  extended  the
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participation  of  Kansas  in  tbe  Interstate  Compact,  was  signed  by  the  Govern-

or  as  was   SB   13  which  established  a  Kansas  Energy  Office.     This  office

replaces  the  Kansas  Fuels  Allocation  Office.     Its  duties  include  those  of

the  old  office  but  have  been  appreciably  expanded  in  recognition  of  the  need

of  the  Stai-.e  for  a  central  focus  for  energy  matters.

Returning  briefly  to  the  Federal  energy  policy  situation,   the  review  of

the  bills  presented  here  indicates  both  the  com.olex  nature  of  the  energy

problem  and  the  appallingly  piecemeal  approach  that  is  being  taken.     There

is  one  consistent  feature  of  all  of  the  current  legislation  however,   it  is

all  focused  on  the  extreme  short-term,   at  most  the  next  five  years.     The

only  long-term  policy  we  have  is  expanding  energy  research  and  development

and  encouraging  the  use  of  atomic  energy.     This   is  hardly  a  complete  or

realistic  approach  when  the  planning  and  construction  of  any  major  refinery,

synthetic  fuel  plant,   pipeline  or  other  energy  facility  takes  a  minimum  of

five  years.     Those  who  would  develop  these  facilities  must  know  the  specifics

of  our  energy  policy,   not  simply  that  we  are  aiming  for   "energy  independence"

by   1980   or   1985  or   2000.     Hopefully,   Congress   and  the  Administration  will

recognize  this  soon  and  will  refocus  their  attention  once  the  basic  legisla-

tion  they  are  now  working  on  is  passed.

Predictions

i.     The  availability  of  natural  gas  will  cont.inue  to  decline,   perhaps

as  much  as   30%  during  the  next  three  or  so  years,   affecting  the  use  of

natural  gas  in  Kansas  and  elsewhere  rather  dramatically.     Industry  will  be

severely  affected.     End-use  allocation  of  gas  will  be  with  us,   and  we  will

see  a  large  increase  in  coal  use.
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2.     Within  a  relatively  short  time,   the  price  of  gas,   crude  oil,   and

coal  will  begin  to  equalize  through  a  process  of  political  accommodation  in

tthe  Congress   (Btu  equivalency) .     Even  the  Washington  Post  editorial  referred

to  earlier  noted  that  "the  way  to  deal  with  the  gas  shortage  is  to  deregulate

the  price.     In  present  circumstances  it  ought  to  be  done  in  stages,   over

several  years,   to  cushion  the  impact.     No  one  can  say  exactly  where  fuel

prices  will  be  several  years  from  now.     But  they  will  not  return  to  the

level  of  two  years  ago.     The  basic  reason  for  the  great  upswing  in  fuel

costs  is  not  the  producers'   cartel,   but  a  world-wide  surge  of  demand  for

cheap  fuel.     Higher  prices  are  a  signal  that  supplies  are  not  unlimited  and

tthat  we  have  to  begin  conserving.     Price  controls  merely  suppress  the  warning

signal . "

3.     Enhanced  recovery  will  loom  increasingly  important  in  adding  to  our

reserves  and  production.

4.     Kansas  production  of  oil  and  gas  is  not  likely  to  increase  signifi-

cantly,   nor  will  reserves.  We  look  only  for  a  possible  flattening  of  our

decline  curve  in  Kansas  and  in  the  U.   S.   generally,   unless  offshore  production

comes  soon  and  at  a  greater  rate  than  expected.

5.     We  will  see  accommodation  with  the  Arab  states  and  other   foreign

producers,   as  interests  of  both  consuming  and  producing  states  become  more

evidently  coincident.

6.     The  states,   including  Kansas,  will  begin  to  take  an  active  interest

in  conservation  measures,   either  on  a  voluntary  basis  or  through  Federal

mandate.     Requirements  will  be  promulgated  that  new  state  buildings  be

designed  in  a  conservative  mode  with  respect  to  insulation,   fenistration,

orientation,   and  reclamation  of  heat.     Our  legislators  are  beginning  to
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