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INDEPENDENT STUDY

ADMINISTRATION OF NATURAL GAS REGULATION

by

Kent Reierson
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I. INTRODUCTION

The purpose of this paper is to analyze the regula-
tion of natural gas and the effects of that regulation upon
the industry, consumers and agency responsible for such
regulation. The energy crisis in general and the natural
gas shortage in particular has produced thousands of pages
of studies, tables and recommendations on how to deal with
the shortage problem. This controversy has pitted portions
of the natural gas industry against other portions, Con-
gress against the courts, and the commissioners themselves

) hold different ideas on how natural gas should be regu-
lated, if at all.

Natural gas presently supplies approximately one-
third of our nation's energy. The one thing everyone agrees
upon is that there are trillions of cubic feet (TCF) of
natural gas which are recoverable within the United States.
The biggest problem has been how to assure a continued
supply at a reasonable and fair price. Another area of
agreement is that the artificially low prices caused the
shortage. The disagreement arises about whether the mod-
erate shortage of the early 1970's and the extreme shortage
of the mid-70's was caused by the producing industry's

failure to produce a product just to force a shortage and
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hence higher prices or whether they truly could not economi-
cally afford to continue to produce natural gas at those
low artificial prices.

The initial job of the Federal Power Commission was
to assure an adequate gas supply at a reasonable cost to
consumers. The subsequent regulation held the price of
natural gas down while the prices of alternative energy
sources were rapidly rising. This of course forced producers
to place their money where the highest returns could be
found. The uncertainty of FPC rate action and increasing
likelihood of adverse changes in the regulation of the in-
dustry caused some companies to simply quit searching for
natural gas.

A common misconception is that the natural gas "in-
dustry" is a unified body. This, however, is not true. The
producers are seeking a higher price for their product
while the pipeline and utility companies desire to keep a
low price so that they are able to increase use and sell
more gas whether it is imported Liquified Natural Gas (LNG),
Synthetic Natural Gas (SNG) or natural gas. The FPC could
only regulate the interstate market. The intrastate price,
therefore, was determined by open market price action. As
alternative energy types increased in cost, so did natural
gas on the intrastate market. Gas producers began diverting

more and more supply to this market. That is why during

the shortage there was an oversupply in some areas while
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others were critically short of natural gas.

Presently there is an oversupply of natural gas on
the intra-state market and an adequate supply on the inter-
state market.

The entire theory of regulation of the natural gas in-
dustry was reviewed by Congress and in 1978 the Natural Gas
Policy Act (NGPA) was passed. The Department of Energy (DOE)
was organized in 1977 and the Federal Energy Regulatory Com-
mission (FERC) was established as an independent branch of
the DOE. FERC's job was to continue regulation under the
NGPA as the FPC had under the 1938 act.

This study will outline the FPC's organization,
function, regulation and its effect on natural gas; the de-
mands for change in regulation and the present structure,

function and effectiveness of FERC under the new act.

II. ORGANIZATION OF THE FPC

When the FPC was originally formed, it had no

powers regarding natural gas. The FPC was created in

1920 : This subchapter was passed for the purpose of de-

veloping and preserving to the people the water power re-=

of the country. The commission was composed of
sources

fi commissioners who were appointed by the President, by
ive

nt of the Senate. The chair-

and with the advice and conse

3 i

i 1o After initial staggered
: d by the pPresiden
man was designate

sioners were appointed for five year terms.

terms the commls
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the Natural Gas industry on the FPC.

4

sioners could be from the same political party.4

It was also required that no more than three of the commis-

Three com-

missioners was a quorum for transaction of business.

Prior to 1930 the commission consisted of the Secre-

tary of Agriculture. Staff was also provided for

statute.5

tary of War, the Secretary of the Interior and the Secre-

by

The Natural Gas Act of 1938 placed the regulation of

6

follows:

: § 717. Necessity for regulation of natural gas companies

(a) As disclosed in reports of the Federal Trade Commission made
pursuant to S.Res. 83 (Scventieth Congress, first session) and oth-
er reports made pursuant to the authority of Congress, it is declared
that the business of transporting and selling natural gas for ultimate
distribution to the public is affected with a public interest, and that
Federal regulation in matters relating to the transportation of natural
gas and the sale thereof in interstate and foreign commerce is neces-
sary in the public interest.

(b) The provisions of this chapter shall apply to the transportation
of natural gas in interstate commerce, to the sale in interstate com-

merce of natural gas for resale for ultimate public consumption for
domestic, commercial, industrial, or any other use, and to natural-gas

companies engaged in such transportation or sale, but shall not apply
to any other transportation or sale of natural gas or to the local distri-
bution of natural gas or to the facilities used for such distribution or
to the production or gathering of natural gas.

(¢) The provisions of this chapter shall not apply to any person en-
gaged in or legally authorized to engage in the transportation in inter-
state commerce or the sale in interstate commerce for resale, of natu-
ral gas received by such person from another person within or at the
boundary of a State if all the natural gas so received is ultimately
consumed within such State, or to any facilities used by such person
for such transportation or sale, provided that the rates and service of
such person and facilities be subject to regulation by a State commis-
sion. The matters exempted from the provisions of this chapter by
this subsection are declared to be matters primarily of local concern
and subject to regulation by the several States. A certification from
such State commission to the Federal Power Commission that such
State commission has regulatory jurisdiction over rates and service of
such person and facilities and is exercising such jurisdiction shall con-
stitute conclusive evidence of such regulatory power or jurisdiction.

June 21, 1938, c. 556, § 1, 52 Stat. 821; Mar. 27, 1954, c. 115, 68 Stat.
36.

The necessitv for

the regulation was set out at the beginning of the act as
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This inauspicious start has evolved into the present
regulatory nightmare created by Congress under pressure to
assure future availability of natural gas by encouraging
production through "deregulation" of prices yet maintaining
sufficient regulation of prices to prevent "windfall"
profits. This transition requires an analysis of the growth

of the FPC's regulatory powers.

A. Growth of FPC's Power to 3§§5}ate

The FPC was probably one of the very few government
agencies that interpreted its regulation capacity very
narrowly. This resulted in its subsequent regulatory ac-
tivity being forced upon the FPC by the action of the United
States Supreme Court.

Prior to the Natural Gas Act of 1938, any regulation
of gas production and gathering was left to the states.

The regulation of interstate pipelines was beyond the power
of state regulatory agencies. In fact, the Supreme Court
had denied jurisdiction over the interstate pipelines to
the state regulatory agencies.7 State agencies, therefore,
could only regulate the distribution prices. These prices,

however, were often dependent upon the prices the distribu-

tor paid to the interstate pipeline for the product.

Alfred Kahn points to this as the major reason for the regu-

latory legislation of the time:

as the progress of technology in the
1930's made increasingly feasible the

For example
1920's and
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interstate transmission of electricity and natural

gas, local and state commissions found an increas-

ingly large component of the cost of service of the

companies under their jurisdiction--namely the

sleckric current or the gas imported from out of

stateﬂ—fa}llng outside their reach. This growing

gap was filled by the Federal Power Act of 1935

and the Natural Gas Act of 1938, which conferred

on the Federal Power Commission regulatory author-

1ty over those wholesale rates.
The FPC, therefore, was given the power to regulate the
interstate sales of gas. Exempted from the 1938 act, how-
ever, was regulation of "The production or gathering of
natural gas."9 The FPC interpreted this to deny them any

¥
jurisdiction over the sales of natural gas by independent
producers even if the sales were made to interstate plpes
lines. There was pressure on the FPC to exert some juris-
diction over such producers. States in gas—-consuming areas
felt the FPC should have authority over the price at
which the producers could sell their natural gas (the well-
head price), whereas gas—-producing states in the Southwest
bitterly opposed any regulation by the FPC over the pro-
ducer's wellhead price. Those areas which opposed such
jurisdiction by the FPC were able to get the Kerr Bill
4 is bill ted sales b

approved by Congress. This b1 exemp gas Y.
independent producers to pipelines from the jurisdiction of
the FPC. The bill was vetoed by President Truman 1in
1950 because he felt that the ownership of gas reserves was

too concentrated and that, at that time, pipelines could

not go from producer to producer to search for lower prices
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and that it was in the public interest to prevent excessive

prices.ll

The problem of regulation became an issue in the 1952
Presidential campaign. Eisenhower campaigned in Texas and
promised to sign a Kerr-type bill if elected. He would get
his chance but not before a watershed decision concerning
the issue by the United States Supreme Court was issued.
Ignoring prior adverse action by the Congress in the Kerr
bill and an opposing view by the Eisenhower administration,
the Supreme Court decided that the FPC had authority and
was required to regulate the sales price of natural gas sold

by independent producers to interstate pipelines.12 In that

case, Phillips Petroleum Company V. Wisconsin, the Court

found that the exempted processes of production and gather-
ing were completed prior to the sale of natural gas. The
majority opinion dismissed the prior legislative history in
one paragraph. A part of the controversy surrounded the

competitiveness of the gas producing industry. The consumer

representatives entered testimony which tended to show that

the industry was not competitive and that Phillips had a

monopoly which created excessively high prices on their

sales at the wellhead which in turn were passed on to the

consumer Phillips countered with evidence that during 1946

and 1947, about 2,300 independent producers or gatherers
r

supplied gas to pipelines. Therefore the market was su-

ficiently competitive that federal regulation was not required.
e
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In fact, Phillips not only sold gas it produced, but also

sold gas to the interstate pipeline that Phillips had pur-

chased from other producers.

The majority opinion delivered by Justice Minton con-

cluded that sales by Phillips were not part of the "produc-
tion or gathering of natural gas" exempted from regulation
by § 1l(b) of the Act. The exegesis of the Act and the
description of its history were viewed by many observers

as labored and inaccurate, but the result was clear:

Regulation of the sales in interstate commerce
for resale made by a so-called independent natural-
gas producer is not essentially different from regu-
lation of such sales when made by an affiliate of
an interstate pipeline company. In both cases, the
rates charged may have a direct and substantial ef-
fect on the price paid by the ultimate consumers.
Protection of companies was the primary aim of the
Natural Gas Act. [Citation omitted.] Attempts to
weaken this protection by amendatory legislation
exempting independent natural-gas producers from
federal regulation have repeatedly failed, and we
refuse to achieve the same result by a strained
interpretation of the existing statutory language.

Justice Douglas, dissenting, viewed the legislative his-
tory. as. net helpfull and he urged that greater respect be

given the contemporaneous construction of the Act of the Com-

mission itself, which had consistently rejected the authority

to regulate wellhead sales. He also emphasized practical

considerations causing him to conclude that the Commission

should not have regulatory power:

The fastening of rate regulation on this inde-

i tion or gathering

cer brings "the produc ing

pindezﬁrgroggsu under effective federal control, in
afana

:+e of the fact that Congress has made that phase
spi =
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ggetgifgizuizlcgiia?ESLness exempt from regulgtion.
s e to be profound. Thg price at
e € independent producer can sell his gas de-
itrTE?eﬁetEiygréiimhet;s able or willing to pay for
priiel teshpleieg. i o ~other well§). Thg sales price

: profits. And his profits and the
proflts oﬁ all the other gatherers, whose gas moves
into the interstate pipelines, have profound ef-
fect; on the rate of production, the methods of pro-
dgctlon, the old wells that are continued in produc-
tlgn, the new ones explored, etc. Regulating the
price at which the independent producer can sell his
gas_regulates his bUsiness in the most vital way any
business can be regulated. That regulation largely
nullifies the exemption granted by Congress.
xR e e B

[Tlhe battle should be won in Congress, not here.
Regulation of the business of producing and gather-
ing natural gas involves considerations of which we
know little and with which we are not competent to
deal.l4

Justice Clark (with Justice Burton concurring) also
dissented in an opinion emphasizing a different view of the
legislative history. The natural gas industry was seen as
being divided into three parts——production and gathering,
interstate transmission by pipeline, and distribution to con-
sumers by local service companies——and only the second of

these parts was intended to be requlated by the Act. This

opinion also noted certain consequences to be anticipated:

) federal regulation of these sales means an inevitable

.

clash with a complex of state regulatory action, including

. . ||15I 16
minimum pricing.

While this decision forced the FPC to regulate the

sales by independent producers it did not quiet the debate

pout whether the FPC should have jurisdiction over these
about w

producers.

R
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The controvers
arisen for two ver
already described,
Congress intended t
include regulation

Y Surrounding this ruling has

Y lmportant reasons. First, as
1t is certainly not clear that

hat the law be interpreted to

of_wellhead bPrices. Second, the
nature of any market imperfection which one might

Cite as a basis for regulating wellhead prices was
never made clear. Did producers of natural gas have
sufficient monopoly power to warrant the extension
of regulation to them? Kahn points out by analogy
that in the electric power industry the assumption
has been that suppliers of fuel oil or coal to
electricity generating companies have been suffici-
ently competitive to protect the consumer, and
"that as long as they remained financially inde-
pendent, the regulated monopolists had no incentive
to pay more than the competitive price." There is
some debate as to whether the same is true for the
natural gas field market.l7

Contrary to the court's misguided opinion, the Congress

was not ready, yet, to allow the . FPC to regulate the pro-
ducer's sales price. After the Phillips decision the FPC
was slow to act because it expected Congress to amend the
Natural Gas Act of 1938 and specifically exclude any FPC
rate-making authority over the independent producers. By
Congressional standards, Congress was gquick to act. ‘Just

such an amendment, excluding rate-making authority, was

passed by Congress in 1956. It was the Harris-Fulbright

Bill 18 ne bill was passed only by strenuous efforts by

Sam Rayburn in the House and Lyndon B. Johnson in the

Senate Both were said to have cashed in on many of the
e :

19 . =
"1.0.U.'s" they had accumulated. The bill was veto v

Ei hower who basically supported the objectives. Reports
iisenho

£ bribery scandal and illegal lobbying tactics, and
o ribery,

the attempted pribe of Frances Case of South
y

specificall




"doubt
among the American people concerning the integrity of the

w20
governmental process, The President eéxpressed his regret

in having to veto the bill by stating:

I must make it quite clear that legislation conform-
1ng to the basic objectives of H.R. 6645 (the Harris
Bill) is needed. It is needed because the type of
regulation of producers of natural gas which is re-
quired under present law will discourage individual

initiative and incentive to explore for and develop
new sources of supply.Z2l

Despite further efforts by Johnson and Rayburn, a similar

bill could not be passed. While this may indicate the suc-
cess of "questionable lobbying techniques" it did not help
the ppC on whom the burden now fell to try and set rates

for over 4,000 independent gas producers.

B. Independent Producer Regulation

The failure of Congress to amend the Natural Gas Act

left the FPC to "regulate" the prices.

After 1958 the conflict shifted f;om Copg;ess back
to the regulatory arena. The baglc position of s
the F.P.C., which favored exemptlng produceisé re
mained unchanged. However, since Congiesg ac b
failed to amend the Natura} Ggs Aet, &t el O?gisoro_
turned to the problem of finding a formu : cOur%
ducer regulation as decreed by the Suprem

in the Phillips decision in 19547

Th FPC . began wellhead price regulation as the de-
e

. vod method of regulating the selling price of gas to
slre

] i ducers to submit
' i This required the pro
interstate pipelines.
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rates and receive Producer Certificateg Pri
- Or to the 195¢
the Fpc averaged ahoyt 100 ¢

applications and 709 gag—

Phillips decision,
ertificate

rate filings annually. 7Tn the

irst year followin 1113 is 4
£i v 1ng Phllllps, this 1ncreased to 6,047 pro-

ducer certificate applications ang about 11,000 producer
4

23
rate schedules. Between 1954 ang 1960, the FPC had

accumulated 11,091 rate schedules ang 33,231 supplements to

those schedules fronm 3,872 independent producers; in addi-

tion there were 3,278 producer rate increase filings under
suspension and awaiting hearings.24 The Commission esti-
mated that it would finish its 1960 backlog by Jgag1 % It

was described as "the outstanding example in the Federal

o : .26
government of the breakdown of the administrative process.'

The case-by-case rate of return/rate-base regulation was
simply not working. 1In ten out of eleven cost-of-service

cases the FPC approved the requested rate increases based

on the method of FPC used to determine costs. Figure 1 on

page 13 sbows that the new rate regulation was not able to

keep field prices from rising.

: : ‘ : :
This does not mean, as Helms stated in his evaluation o
is

| i ' impose addi-
FPC price constrols, that the regulations did not 1imp
erwing has estimated that the costs

tional costs. "Robert W. G -
f the base price of

' cent ©
imposed come to approximately 6 Per t
ket during the years 1986 to

t mar
natural gas in the Gulf Coast

he industry was estimated to be about
the 1

1958. The total cost to

g and intrastate
By compar

interstate
$84 million per year:
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prices, Gerwing has concluded that producers considered
this cost of requlation in negotiating their prices with
interstate pipelines.28

It soon became obvious that the case-by-case rate-
making over the individual producers was not going to work.
Under increasing pressure to control rates and slow in-

Ccreases the FPC. expressed its frustration and problems

with individual producer regulation in Phillips g% na

its opinion the Commission decided upon, what has come to
be known as area rate making. This approach was upheld by
the Supreme Court which stated:

The Commission's considered judgment, backed by
sound and persuasive reasoning, that the individual
company cost-of—-service method istnotra feasible or
suitable one for regulating the rates of independent
producers. We share the Commission's hopes that

the area approach may prove to be the ultimate solu-

tion. 20

C. Area-Rate Regulation

Area-rate regulation began in 1960 when the EPC

divided the country's gas wells into 23 geographic locations.

The procedure sounded and seemed simple enough. Establish

a maximum price based on the cost of production in each of

these areas. Hearings were to be held for each area to

determine the just and reasonable rates. During this time,

however, the commission froze the prices in each area.

7

This price freeze established what has been called the "in
is

The doctrine was based on the

line" pricing doctrine.
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view that the way to protect consumers was to keep current

3 na 3 " > :
prices "1in line™ with past pr1ces.31 The rates the FPC

established contained a two-tier pricing rate for old and

new gas. It was determined that the two-tier system was

justified since it "was both undesirable and unnecessary

to extend that higher price to old gas. Undesirable because

to do so would confer windfalls on the owners of reserves,
discovered and developed at lower costs in the past (a non-
economic argument), and unnecessary because the investments
in the old gas had already been made (an economic considera-
tion) .3

The Permian Basin area rate hearings began in 1960,
In August of 1965 the FPC finally announced its opinion.33
After three more years the Supreme Court gave its approval.34
While the FPC was undertaking its hearings it became aware
of the statistics which showed a shortage of natural gas
was imminent. pDemand for the clean burning, efficient
asing while exploratory drilling and

natural gas was incre

reserves were declining, .AS the early 1970's passed, 1t

was obvious that area rate making was too slow and inefficient

] 5 ' egulation which was
to satisfy the FpC's justification for reg

to assure an adegquate supply at a just and reasonable BS

The FPC then moved on and decided to use nationwide rate
e

making.
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D. DNationwide Ratemaking

The FPC began to set nationwide rates in 1974. In

determining the national rate the Commission adhered to cost

as the basis. The rate was determined by projecting the

average cost of finding and producing "new gas" over the

estimated life of the producing well and adding a 15 percent

annual rate of return.

The overall cost determination was based on an evalua-
tion of the following components: (1) Successful
Well Cost, (2) Dry Hole Cost, (3) Lease Acquisition
Cost, (4) Cost of Other Production Facilities, (5)
Other Exploration Cost, (6) Exploration Overhead,

(7) Production Operating Expense, (8) Net Liquid
Credit (subtracted from costs), (9) Royalty Expense,
(10) Recompletion and Deeper Drilling Cost (stipu-
lated), (11) Regulatory Expense (stipulated), (12)
Return on Production Investment, and (13) Return on
Working Capital. The Commission did not include an
element of cost for federal income tax but established
a procedure whereby a producer can gain an increase
for taxes paid upon jurisdictional activities by
making an individual showing that such expense was

actually incurred.
The rates were changed rapidly during the coming
months and years in an effort to alleviate the growing gas

shortages.36 At this time control of the wellhead price

regulation was +ransferred to the Federal Energy Regulatory

Commission which was organized as an independent branch

of the Department of Energy when Congress enacted and the

president signed the Department of Energy Reorganization

Kot of 1977- with this act came the end of the FPC in

regulating the wellhead price of natural gas. It also

t+he new era of the Federal Energy Regulatory

ushered in
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Commission and the Natural Gas Act of 1978

Th
e Natural Gas act of 1978 is a confusing bill of

complolil Ses 2 Lobk e = the conflicting data on the develop-

ment of natural gas, itg production and the debate over

what caused the shortage is necessary to understand the ex-

tensive revisions in the natural gas industry

III. EFFECT OF REGULATION UPON THE NATURAL GAS SUPPLY

The development of the method of ratemaking by the
FPC shows a rather classic problem in a public sector pro-
gram. Even though the FPC had a clearly defined goal, to
assure an adequate supply of natural gas at a reasonable
price, that goal was displaced and the means was transferred
to be the goal. As the rate making methods failed, the FPC
did not step back and evaluate how to best assure an ade-

quate supply. Rather it concentrated on solely finding a

method to determine prices at the wellhead. Even when it

became painfully obvious that a shortage was imminent the

FPC continued to focus on only part of its original goal,

keeping prices artificially low at the wellhead.
Even when the shortage was looming all the FPC did

i i esolve
was allow prices to rise as a q'llle fix attempt to r
1 on then arises di the .

c to fulfill its goal

the crises.

of insuring

exist to allow the FP

adequate supply also.




18

A. Causes of Shortage
— = S Ol'tdge

a shortage and hence higher prices.37 The definition of

shortage is when the demand exceeds the supply of a com-

modity. As the shortage approached reserves to production

(R/P)=wereriecreasing. At the same time, demand was in-

creasing. In a free market what happens is that the cost
of using the commodity, which is in short supply, goes up
as users compete. As the price rises certain users no
longer desire the product thus alleviating some demand for
the product. When supply and demand are approximately
equivalent, a fair market price has been reached. If supply
exceeds demand the price should fall. The FPC's job was to
find that price which would assure an adequate supply at a
price which would not allow such a great demand for a
product which has an ascertainable value. What the EFPE
did, however, was only set a low price for those wishing to

use natural gas, who would only use it at sl e

Thus the consumers Were subsidized with a low price with

no method of controlling their demand. Suppliers will not

search for and produce a product if they cannot make a profit.
As the profit potential becomes larger, it is more prob-

able that the effort to supply the product will increase.
Therefore, as prices rise, so will supply. But the FPC

artificially jow level. The price was
an

held prices at
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lo .
w enough and the regulations bothersome enough that inde-

pendent producers did not wish to search for and produce

natural gas. To determine the causes of the shortage more

accurately, it is necessary to examine the demand and supply

more carefully.

1. Increase in Demand

One report to Congress estimated that in times of
shortage the price will not affect demand.

Due to known existence of curtailments, an unregu-
lated price may not affect consumption if only un-
satisfied demand is being bid away. Conversely,

a regulated price would not increase consumption,
but would increase the guantity of unsatisfied
natural gas demand. 39

In other words, once the shortage is created, a lower price
cannot increase the quantity of gas used if it is already

used up. Prior to the shortage, however, price has a dif-

ferent effect on demand.
Between 1956 and 1970, consumption of natural gas

doubled. As a percentage, natural gas increased from one

quarter to one +hird of the energy fuels consumed in the

United States during the FpC's price controls. After PELEES

i ter with a shift
rose consumption fell back to one guar

to petroleum energy. See Figure 2, page 20.

aAs Figure 3 (see page 20) suggests,

the rate of growth of the p%peline and dis-
 ition System was greatest during ghe decade

tributlo crowth started to decllpe in the lgte

after 1945. tarted to £ill up. This

] kets S ;
lgSOS ainriﬁzliaﬁerf growth of retail markets had
change
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FIGURE 2
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u) leumt | gog? Ity | Btu) mlmx gas ? lt{yc‘
25.1 || 63.3 31.3 11.9 3.5 23.9 || 52
X 3 : < 3 4 31.
s gg)g Ba| 200 39| a3olawy| 8] i 30
. 2. 37.0 27.0 3.4 39.2 4 291 44.2 23.3 3.5
41.8 |[ 26.7 35.7 33.8 3.8 44.1122.8 45
1231254 | 36.0| 30.7| 39| a07(2t| | o3 39
-Lf.‘) ?54; 35.4 35.0 4.1 46.8 || 21.5 44.9 20.8 3.8
16.2 _.!0.4 3.6 35.2 3.8 48.6 || 21.7 .5 30.1 3.f
48.0 || 26.8 33.6 35.7 3.0 50.8 || 22.0 43.7 30.6 35
19.7 || 27.0 33.3 35.0 4.2 53.011 22.3 43.6 30.2 3.9
52.51126.4 | 33.5| 36.2 4.0 55.7(22.2| 43.3| 30.8 3.7
55.4 || 25.7 33.7 36.3 4.3 57.9 | 21.0 13.6 3aL.3 4.1
57.1( 24.4 | 33.7| 37.8 4.3 61.3(20.8| 43.8] 3a1.7 4.0
59.4 || 24.0 32.9 38.5 4.7 64.5 ]| 19.6 43.8 32.4 4.3
02.5 || 24.3 32.8 3.6 4.5 66.8 || 18.9 4.0 32.8 4.3
62.0 || 22.1 32.5| 40.2 52| 8.3 17.6| 44.7| 32.9 4.7
62.8 || 23.1 31.9 39.5 5.5 71.6 || 17.3 48.0 31.7 4.9
62.5 || 23.1 31.2 30.7 6.0 74.0 J| 17.8 40.7 30.2 5.2
61.2 || 23.7 30.4 38.7 7.2 72.4 ) 17.7 48.1 20.9 6.3
LR NS T B 60,1 || 25.6 20.5 36.6 8.4 70.7 || 18.2 46.4 28.3 I.’l
LHE0S TN W SN I e 60.1 || 26.5 28.7 36.3 8.5 74.2 lbi 47.0 2.4 7.1
[ 60.4| 2.3 | 289 36.3 8.51 76.6(18.5( 48.6) 26.0 6.¢
1978, prol. ... 61.0 || 24.8 30.1 35.3 9.8 78.0 | 18.1 4841 264 8.1
1

1 Production includes lease condensate. Consumption includes domestically produced crude ofl, natural Kas
liquids, and lease condensate, plus imported crude oil and products. 2 Productlon {ncludes nﬂf.llll]’!ll g;{‘slliqulds,
consumption excludes natural gas liquids. 3 Comprised of hydropower, nuclear power, and geothermal energy.

Souree: 1940, U.S. Bureau of Mines, Minerals Yearbook; thereafter, U.S. Energy Information Administration,
sAnnual Reporl to Congress, vol. 1.

FIGURE 3

i \
CUSTOMERS SERVED BY NATURAL GAS COMPANIES, 1945-707»

Number of Customers

Year (millions) Percentage Growth
1945 11.8 ;0/

1950 18.3 = o

1955 28.2 i

1960 33.7 s

1965 S :

1970 ik

arbook, various years.

1 e
Source: Bureau of Mines, Minerals Y
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Price ceilings were imposed.&l

While the total number of customers leveled off,
industry increased its use of natural gas due to increasing
environmental concerns since natural gas is an efficient,

clean-burning fuel.

While these figures would seem to show that natural gas
did not have an undue demand, such is not the case. In the
early years, the easiest gas to produce was the source of
supply and many of the large gas deposits had been discovered.
By 1968, the reserve additions had failed to keep up to pro-
duction and consumption. Discoveries were not keeping up to
consumption yet the FPC was still maintaining low prices,

encouraging use and discouraging production.

2. Decline in Supply

The supply of natural gas actually increased until

the mid-1970's; it has been falling slightly since. But
5 r

ith that fall, demand has also fallen off somewhat. As
wi ;

the total production exceeded consumption by

Figure 4 shows,

j the severe shortages
tw i i :c feet even durilng
o trillion cubicC g

] ts in many
d factories to close and curtailmen
which force

areas.
i the country
hortages occurred in areas of
These sNnO

tural gas Therefore, their supply
e natu .

that do not produc
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FIGURE 4

. NATURAL QGag S
—SUPPLY, Propucrion, C
oA : , Con
MARKETED PRODUCTION, BY STATES: 19(?8)1 ':‘rc’)ﬂlofh%
aska. See also Historieql

RESERVES, AND
[Prior to 1960, excludes Al

Statistics, Colonial Times to 1970, sorlog M 147-161)

ITEM
1960 | 1965 | 1970 1972 | 1973 | 1974

E——
—_——

1978 [ 1976 | 1977 | 1978

Producing wells

............. 1,000, .
Pmducﬁion volls.... 00 Bl m | m| x| g 132 137 | ~148 | (vay
wallste oo - o mil. dol._| 1,790 | 2
3 .dol._| 1, ,495 | 3,74 ! 7
P -\\,L‘:lher 1."_09,“11. AR cents_.| 14.0 | 15.g 17[1J 4i!1ssg 4'3?9‘ %rg | B3 (11572 15,604 f1s 08
roved reserves?._ cu-ft..l 26| 286 | 251 | opg _253 333; | Gia| Dol us
2 2

SUPPLY
(bil. cu. 1t.)

Total supply.co. 5 5
Marketed production 1 5 1040 (24200 fa6

Drawn from storage
Imports 3

216 209 | 200

1308 195,213 [24,260 22,821 |02 837 |22 7 &«

________ 16,040 [21,021 122,532 (22!647 [21)501 [20' 100 |15 000 !5:626 19,601

________________________ s | 900 ) 1459 | 1,757 | 1,533 ("1 900 1760 | 1021 | 1750 | vy
........... 4361 821 4 1,009 [ 1,033 | 050 | '0s3 | ogs | 1011 | s

(”1?5;‘}323',‘,?{3,'1" totalf.. ... 12,509 116,033 122,046 (23,009 |22,006 [22,111 20,400 |20.801 |19, 521 19,410 &=
codential,.............. .0 8,193 1 3,903 | 4,837 | 5,126 | 4,870 4,786 | 4.024 | 5'051 | 1.551 | 3 ong
(B 1,020 | 1,443 | 2,057 | 2,267 | 2,288 | 2263 | 2203 | 5383 | 2'013 | 2’300
Eleetrle uiliia s st rvesmiens sg.b,g 10,687 15,152 15,506 16,709 18,062 113,218 (13,368 (12,457 |12 130
b . 1,72 3,804 | 3,079 | 3,005 [ 3,420 | 3,147 { 3,078 | 3180 | 3 2%
2,305 12,364 | 2,412 | 2,385 | 2,209 | 2,488 | 1,650 | 1 620
1,029 | 1,071 | 1,074 | 1,040 | "046 | 928 | 914 | (va)
722\ 766 | 728 | 069| 583 | 18| 833 | 590

Exportsooe. ..., 11 26 70 78 77 7
B R L s e e b i e 4 7 73 65 56 52
’srtorcd_.. st e e 844 | 1,078 | 1,857 | 1,803 | 1,074 1,784 | 2,104 | 1,756 | 2,307 | (Na)
ransmission loss ... ... ____.. 2 319 228 328 198 289 235 216 41 | (N4)
PRODUCTION
(bil, cu. [t.)
Marketed production: t
Alaska. ... 2 : 131 129 160 168 188 203
AR e 158 124 116 110 104 107
Gl 3 b 4490 365 318 354 311 34
C'Olo_. ........ & 138 145 172 184 189 184
Kans - b 900 £93 887 844 829 781 854
B e e S LR 38,242 | 7,754 | 7,091 | 7,007 | 7,215 | 7,230
IS0 B e N Al E RS 6 ( 1,210 [ 1,245 | 1,217 | 1,231 | 1,203 | 1,192
0] 9 | DO RN TR 24 } 1,771 | 1,638 | 1,606 | 1,727 { 1,770 | 1,774
BN S e e e e e ) 8,614 | 8,171 | 7,48 | 7,102 | 7,051 | 6,518
R T TR R ST P 24 200 202 155 153 153 149

358 327 316 329 330 335
Other. .. 560 613 629 670 730 771

World production. ..o oveeenennnn. N N R 2 |4 40,144 |47,179 [47,518 (49,459 31,304 | (N4)
Percent U.S. of world ] . 0.1 | 45.8 | 42.3 | 40.4 ] 39.0 | (NA)

NA Not available.  Z Less than 500 million cubic feet. :

! Comprises gas sold or consumed by producers, including loss due to natural gas llguids recovery, losses in
transmission, amounts added to storage, and increases in gas in pipelines. llegmmng' lﬂus,qdum ?nApressium %nse
of 14.73 pounds per square inch absolute; prior ﬁ'mrs, 14.65. 1 Estimated, end of )lcnr. r?o&lrm. n]lcr c:m as
Assoclation, Arlington, Va. (Copytight.)  ? Beginning 1970, Includes imports of 1 qml:’c natural gas.

« Bepinning 1977, excludes extraction loss. ¢ Includes other use, noll 5;10“ :)1 Szl’(l;rlﬂlc y. T —

: Exce 1975, U.S. Bureau of Mines, Minerals Yearbook (In some cases data huve
regioslclzic%yI;::xlcxtl.?:ttsiascnx-fsilcga},!hl}?slfggnergy Information Administration, Nalural Gas Production and Consumiption,

annual.
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EGdal g pOSSible’ many producers had con-

; i ed
tracted their gas intrastate. Only by alJoq g s
r
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FIGURE 5

LOWER 48 STATES NET

RESERVE ADDIT
INTERSTATE Vs, IONS

INTRASTATE

Total Net Net Interstate Inferred Intrastate
AGA Reserve Reserve Additions Reserve

Additions (Form 15) Additjons *
Year Tef Tef Percent Tef Percent
1964 20.1 10.6 53 9.5 47
1965 - 21.2 13.3 63 7.9 37
1966 19.2 14.2 74 5.0 26
1967 21.1 14.8 70 6.3 30
1968 - 120 9.5 79 2.5 21
1969 8.3 6.1 73 2.2 27
1970 11.1 : 0.0 0 11.1 100
1971 9.4 2.0 21 7.4 79
1972 9.4 (0.2) 0 9.6 100
1973 6.5 11 17 5.4 83

Source: American Public Gas Assn v. FERC, — F.2d —, 14 F.P.S. 6-140 at note
b (D.C.Cir. 1978).

¥ Derived by assuming that intrastate reserve additions are efn.ml to the_dltfer—
ence between total AGA reserve additions and the reserve additions commxttedgtg
the interstate market. Brief for Petitioners at 8 (clting data from _Dccember 1 '.'S
Staff Report, of FPC's Bureau of Natural Gas, entitled “A Realistic View of U.S.
Natural Gas Supply”).

During this time not only was gas being sold to the
i h
intrastate market rather than the interstate market, the

i ntl
United States total reserves peaked 1n 1967 and subsequently

: by Figure
gross additions fell off sharply, as can be seen D} g

6 (page 24).

1 v and llllcreaSing use
In the face of fa[l][lg reserves

1 fi at they fel
1 as the FPC chairman teStlfled th t
of natura g ’

t incentive to
proach provided "the greates
the area rate ap

hei gearch for needed additions to
thelr

producers to continue

ts in
i ive was 7.4 cen
43 That great lncentl

our gas supply-" ares available while the

: e fig
eight years! Looklng at th
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3 FIGURE ¢

INTERSTATE PIPELINE
COMP :
AND GROTS%TQBD?%gﬁgTIT% RESER@S‘ES'
RESERV :
(trillions of cubic feet) ES, 1963 72

e

Pipeline Domestic i

vour ROl e ML o a0
IxAT NESsiveS _N_r_’__i_Pr_oductmn Additions  Production
1963 ‘ 188.5 9.4 20.1 =

1964 189.2 10.0 18.9 106 L;;
1965 192.1 10.4 18.5 13.3 1.28
1966 195.1 111 175 14.2 1.27
1967 198.1 11.8 16.8 14.8 1.25
1968 195.0 12.6 15.5 9.5 75
1969 187.6 13.4 14.0 6.1 45
1970 173.6 14.1 123 0.04 .003
1971 161.4 14.2 11.5 1.9 134
1972 146.9 14.2 10.3 —-0.24. -.017

Source: FPC, The Gas Suppiies of Interstate Natural Gas Pipeline Companies, 1972
(Washington, D. C.: Federal Power Commission, May 1974), pp. 2-9. Gross addi-
tions are the lotal of revisions to pipeline-owned ‘or ‘contracted reserves, pius;new...
additions.
s

oG =

industry was telling the FPC that rates needed to be higher

and predicting a shortage because of shifting supplies to the

' irman
intrastate market and falling reserves, the FPC chairma

ici ish a
stated that there was insufficient data to establ

i elationship between
"supply curve that will show us the r

44 : X
of reserves." His conclu

the price level and discovery

sion stated: ‘
s no immediate solution

We conclude that thers lNo single factor is de-

0 roblem. : as supplies
EO o giiesigpagsgring ey do?g;:;ccgnsiderations
ermina mands - stra 4 or on the North

nts abroa

i e
to meet growing der .
g inves e economi

' d
overning relate B
glope of Alaska, the effe
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tal commitment to
gas and the magnit
distribution facil

the search for
ude of investp
1ties. The pr

defined supply in relation
mand. Analysis of delivera

investor ;nterest pending precise measurement or
"mathematical nicety." The public interest requires
full, continuous and expeditious examination of the
gas supply problem and regulatory and governmental

and industry action to assure adequate service to the
consumer.45

On the threshold of a supply crisis and he is calling
for a study on the effect of price on supply.

In the uncontrolled intrastate market, prices rose
650 percent from 1969 to 1975 on new gas contracts. On the

interstate level, prices rose from .19¢ per MCF to .51¢ per

MCF, a 158 percent increase. Even with these fantastic per-

. L d
centage increases, natural gas was still the lowest price

1 26’
fuel available per BTU. See Figure 7, page

' on-
By maintaining this low price the FPC encourages C

i ke
Popl liater iyears, showevery (ehe [PriecBen e
o

e controlled price.

tinued demand.
While the

is held low by the interstat

: i inter and intra
rice into 1
own the p

i break d ; :
figures do not probably in line with
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intrastate prices a
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n existing contracts

state prices, The interstate

o)
the energy price per BTU £
intained only ©

i bably ma
market is pro i intrastate cOnsSumers.

e Shifted to
ne supPlY'

Now ,
which could not b

: icie
however, there is suff




IIn cents per million British thermal unitg (Btu),

<()f slroduction a3 possible. Seo text, D. 509, for

except ag lndiu\led. All fuel prices take 1S close
¢

explanation of Bty conversions frqo to the point

m mineral {yq]s, Minus sign

PERCENT CHANGE—
FUEL 1960 | 1965 | 1970 | 1972 | 174 107411975 | 1976 | 177 | 197 ——
prel. { 1960~ | 1970~ 1973~
e ol 1970 | 1973 1978
CURRENT DOLLARS e
Composite'...._._____ 30.0 | 28.5 | 32.5 36.8 | 43.2 | 72.4 86
. 8.5 | 3 o3| 3.2 | 72.4 | 80.4 ] 04.9 {107, ;
Crudeoll............ .. 30T 1478 1 62,1 | 8505 | 67 118.5 1322 141.3 }Q;g :;g gg 32‘?-9 168.0
Natural gas liquids.. 2. Poog | 11 [ 8071 800 | 7234 fiaa's (g g 1412 1478 T e
Natural gas (dry). .70 55| 181 118.8 | 18y | o7a [5977 100 (1410 774 oo | g b ory | SE)
Bituminous conl 2... "7 oo | 3151285 | 810 (3575 | 65’4 | gag | ood 805 078 | 290 lag'é 324.5
Anthracite coal....._.__ 33.0 1353 | 47.1 | 5300 | 802 | 03.4 |12 s 7.6 (1505 [162.2 | 427 | 05 | 2mrs
CONSTANT (1972) DOLLARS
Composite ' .____.__._ 43.7 | 38,3 | 35.6 { 36.8 | 40.9 02.4 | 68.0 | 70.0 | 75.8 | 75.5 |- 7] 12,4 4
Crude ofl______7"""77777" 733|040 1 57.0 | 885 | 034 10271 [104.0 (1030 f10os 006 (012 | 112 | Goca
Natural gas Hquids..____ 80.4 1 05.0 | 55.4 | 560 | 3 4 107.7 | 91.8 1105.4 [122.8 (NA) [—31.3°) 23,5 | (wa)
Natural gas (dry). ... e | D31 18.2 (18,1 | 2000 | 2570 | 343 | 42,5 | gy | N —27.0 | 9.9 | 106.0
Bituminous cosl 2,200 a0 | D51 200300 ) a6 | 57 |62 | 62y | &2 | ega| 20.4 | 914
Anthracite coal ._._______ 48.0 [ 47.4 | 51.6 | 53.0 | 47.5 84.8 1108.5 |110.3 [109.1 |106.6 [ 7.5 —8.0 | 124.4
GNP price doflators
1972 =100..] 68.7 | 74.3 | 91.4 [100.0 |105.8 |116.0 [127.2 |133.8 [141.6 |152.s 3.0 | 158 | 3.8

NA Not available. 1 Weighted by relative importance of individual fuels in total mineral fuels produc-.
i tion. * Includes lignite. 9 1

Source: U.S. Energy Informatlon Administration, Annual fteport to Congress, vol. 2. e -
The theory of supply and demand and the effect of
price on both can only occur when there is a free market
hat
with competition. Many decontrol opponents feel that t

R : resent market.
competition is absent from the p

3. Competition in the Gas Industry
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the number of producerg which
control 4

ducti j la
pro ~OR 1N any one fiegg. 48 '9€ percentage of

: x They a1 :
operating interest ; SO point tg i
S and joint leaseq B the joint
The large ong the oj :
gest producer of natural g ©ll companies,
as, however
I

ten percent of the interstate mark
et

sold less Y
wlth the largest 4,8

and 20 firms supplyi
PR-Ying 260, 45,4 ana 69.6 p
. ercent respec-

tively. See Figures 8§ and 9
FIGURE 8

—RANKING OF LARGEST COMPANIES IN THE PETROLEUM INDUSTR\; (1970)

_;-.4 s
S Natural
Liquid 12 g4
hydgoca_rbocl Petroleum  U.S. refined intiz?lsar:{:
production refining product sales pipelings.
1 1 1
_____________________________________________ 2 2 2 ;
_______________________________________________ 3 5 7 2
.............................................. 4 1 3 3
______________________ 5 4 5 1l
.................. 6 6 4 4
7 8 8 8
8 3 6 6
9 10 11 9
_______________ 10 15 17 17
Sun_... e R e 11 9 10 12
PHIlIPS - - oo e emmemmmcmm oo m e mmemmmmmnme o 12 1 9 5
Contmental. . e emememammmcmmamemamemmmam—a- 13 14 14 10
1 Ranking 1s by domestic production in volume.
_ Source: !iatural Gas Survey, 1975, vol. 1, table 3-1,p.55. o A s
FIGURE 9
_SELECTED CONCENTRATION RATIOS FOR PRODUCERS
Haliopal lnle:
percentage of annual volume under of natufal gas
9 to intarstate
new sales contract, 196 pipelmes,‘1971'
| . ermi Texas Guif  percentage 0
| Concentration ratic, including &“ﬁg’;ﬂg B . Coast lotal sales

’ this number of |argest firms
| R S
— 3 9.8

Sources: National Gas Survey, vol. I, pP- 57-58.
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bower, there is ap
t is national rather

Additionally many of the figures proponents of regula-
tion use to show a lack of competition are taken from off-
shore leases where there is a high number of joint leases
among the producers. The number of joint leases is to
spread the risk of a very high cost venture over several

Companies. Additionally, the leases sold for very high
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Prices which necessitated joint ventures. The federal g

1 i o be able to
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the energy industry is

On i
a per BTU basis, natural gas is

still priced lower
than alternatj
ative forms of
energy 3

C. Effect of Deregulatiop
=5t O Deregulalion

The prospect of increasing pri
tion has greatly increased the jeiri:ei and'future .
is often found along with oj h i
oil; such gas is called associated
gas. Some areas, however, produce natural gas without any
oil. - Many of these areas which were unprofitable to work be-
fore because they contained only gas are now worth drilling

at the higher prices for which the gas may be sold. The

number of wells has increased dramatically. See Figure 10.

FIGURE 10

CRUDE PETROLEUM AND NATURAL GAS—WELLS DRILLED, FOOTAGE, AND
DrILLING CosT, BY TyPE oF WELL: 1960 To 1977

iIncludes all costs Incurred for drilling and equipping wells to polnt of completion as productive wells or abandon-
ment after drilling becomes unproductive. Based on sanple of operaters of difTerent size drilling establishments]

Aver- .
WELLS DRILLED DRILLING COST AVERAGE COST Aver-
foge (mil.dol) | geBty, | PER WELL (51,000) | age
ITEM AND YEAR anthea - pi‘;srtz
off- | (mil. ft) oft- | well o =
Total shora Total SHom (tt) Total shore (dol.}
: 5 2 208 | 4,223 55 386 | 13.01
e {32(5): 23'?,33 1,6§§/ 17,7 g::of 28| 4,813 61 g | 1.4
70| a7l17r | 108 |  130.0 | 2,57 509  5.07 1?: ggf: ;5‘50
w|maw | s ol tes| @laml g G B
5| 56 i 57 174 | 4,800 178 | 142 .
ve| 360000 | 1,028 | wm.ey  esrl ) LIG L3 ml LgE e
1076.-| 38,041 | 1,028 o L) b8 m7| 180 | 4680
1077.| 43,826 | 1,217 2. ' = : . o
95 | 3,048 52 g | 13.22
O1l wollsaam-oo 1060..| 21,204 | 301 Sgg Hk',} 103 | 4,050 57 306 | 13.04
1085..| 18,857 487 56.4 1,088 282 | 4,490 87 528 | 19.20
1070._| 12,547 | 533 . L Sl o il s
1g7a.| 9,708 | 2| MT LS 10 | 3'e60 110 o0 | 2.8
1074._| 13,073 | 288 S Seam 253 | 4,050 130 s | H.I8
1975..| 16,270 | 283 3| 2850 322 | 4,044 151 1172 38
1076..| 16,878 [ 273 27| 3078 19 ] 4130 170 | 1454 .
1977...| 18,077 = ' 50 53| 5.2 103 600 | 18.58
Gas wells 1060..| 8,262 87 20'; 486 67 | 3,852 102 9';3 lg?g
il saeeTs 1005.-| 4,772 118 33'1 618 139 | 6,007 161 [
1070..| 3,844 103 e 008 164 | 5,654 155 7-‘ 27.46
27 193 36.3 2 152 | 5,548 189 978 | 38411
1973..| 0.42 55| | 1207 e gg2 | 147 | 40.2
1974..] 0,695 | oon | gs4) 2,00 ol 0| 14w | 49.78
1075..| 7,654 573 48.4 2,407 o5 | 5446 314 1,716 | 581.87
1076..| 8,904 el 02.5 3,599 { ' = 10068
1977, 1,479 [ 998 e g7 | 4,168 4 L0
i | B3 9 167 [ 4,789 & ol I
Dry holes.----- 1060..| 17,87 & 75.7 . 178 | 5320 81 535 .
1005.-| 15,967 | 432 o4 87 = e 10.m
1970--] 10,786 070 242 | 5,504 5 s50 | 26,70
wo| 87| D 360 | 5.297 142 B R
1973.-| 10,112 2 2.0 1,660 34 | 5234 177 1,282 | 33.80
1074.-| 11,713 %t 632 2,300 57| 582 100 1,577 3.8
.| 18,080 | AL ) 2 g | a2 20| 176 | 1849
1070, 13,189 | G| 78S gas| Tl v L e
10770 14,200 | M7 - dtmm“ Assoclj\g&n ofnﬂr : s Sats B
BTG ] b, Indepence il and Gas Producing Jna &
oleum I“ngl:‘ﬁm riey of the U.S. Ok “

urce: Amerlean Potroleirs
Oif?mif Cios Assoclation, ;\!omt Ass
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AS Figure 4 ]
showeg Previously, oyr Proved re
serves

have decreased from 259 trillion cubic feet
ee

f Ay (TCF) in 1973
i B 1m 1978, With the tremendous amounts of drilj]

Arig and. ArSeeNery Phillips' petroleup spokesman
says

such discoveries, M"yj
r Will at least arrest the decline in our

reserves, even if th ' : 51
’ ey don't reverse ket What has caused

the inereased SRS urg frenzy of drilling? Increased

prices and decontrol.

VI. NATURAL GAS POLICY ACT OF 1978

While the decontrol prospect has helped encourage in-
creased drilling, it has not been all good. In an attempt

to raise prices to encourage production, Congress also had to

satisfy those wishing to retain regulation. The result is

a complicated set of rates and regulations sixty-si1x pages

i j es. It
long. The regulations igsued occupy another 364 pag

is tremendously complex. Administering the bill may re-

th-
quire 300 additional employees above the 300 alase el

The bill established

orisdd FoR'FERE, Said Charpzmen Curtis.

ategories and 13 price categories.

about 29 different gas C e
timated that the NGPA will cost $5 billi
It was estl . ‘
: n consumers 1S substantial.
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A. Future of Regulatiop
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Complete decontrol of wellhead prices should assure

an adequate supply and the competition within the energy

field including the new sources of power should keep prices

at a fair market level.

B. Continued Regulation

If regulation is reestablished, such regulation must

have as its goal assuring adequate supply for demand and
that the price is in line with the costs of alternative

energy sources. Only by sssuring that gas is priced at
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A. Future of Regulation

The present act will decontrol prices at the wellhead

in 1985. FERC will still have other responsibilities so

it will still have much work to do. 1In fact, it will prob-
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processing rate. The FERC had a backlog in 1978 and indi-
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an adequate supply and the competition within the energy
field including the new sources of power should keep prices

at a fair market level.
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a valuable commodity should be

not the ballot booth.

C. Energy Foliey

Natural gas is but one quarter of the total energy re-

SOUrces our country consumes. The rise in prices of all of

these resources has been tremendous. See Figure 7 on page

26. This has encouraged production and discouraged use.
Americans have favored highly efficient cars over the luxury
models. Insulating homes has become a national pastime.
Use of mass transit has increased. Even the price of fire
wood has increased. All of this because of higher energy

costs in all fields.

But was it American policy which was successful in

providing us with increased supplies by discouraging use and

encouraging production and the search for alternative

sources/ The answer is a definite no! Our policies were

forced upon us because of ourselves. The Arab oil boycott

and the natural gas shortage showed us that our polices had
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g This raises an interesting questio
n. Was

the FPC's natural j
gas regulation power taken from it simply

pecause 1t could not do the job?

I think the answer to that question is no. By the

time the NGPA was passed, prices had reached a point where

production was being encouraged and natural gas prices were

falling in line with other costs. Admittedly, only because

of a crisis did this come about. The FPC's power over regu-
lation was shifted in order to form a better, more efficient
organization for making and implementing an energy policy.
The new policy of deregulation has been expensive to the con-
sumer but it has worked. Reserves are being stabilized and

alternative sources developed. I believe the regulation

scenerio shows the folly of regulation directed at keeping

prices artifically low. Wwhat may be an interesting turn

of ‘events, however, will be if alternative sources are de-

veloped too successfully and our petroleum and natural gas
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The demand schedule f tur '
labeled D in Fig. 9, A}n L?mf,o‘l; ;11[5}]%1;31 ,glﬂés Is represented by the curve
consumers would be willie i 4 BEICS (e.g., p1) the quantity which

A o mcmDMdmmmrwmmMMbvm itv
on D corresponding to p, (q,° in the example). Giver t] = duans
other fuels, consumers can be expected to pug(-hnf;c Iggqe :ats l? %NCOS.-OE
of gas rises. For example, if the price of gas rises an(.lutﬁe\ )‘r? mfp‘é ]C*‘l
oil remains unchanged, some consumers may find it chea lm- if) 2wi'rm}
Trom gas to fuel oil. A higher gas price may lead other Eolnqnn;m“m
cut back on their gas consumptibn, even though they do not éubst:il?utt?'
other fuels for gas. These effects mean that the demand schedule will
have a negative slope, as shown in Fig. 9.

At point I in Fig. 2 the market is said to “clear,” since the quantity
anﬂndodCquahfhequmﬁﬂysupphed“Ataprkdbdow}n,ﬂmqumi
tity demanded will exceed the quantity supplied. In other words, if
regulators were to set a wellhead price such as p, (below pg), then a
1msu1hru:gnsshortagexvonhlbeoxpcdod.Ifthelngu]aﬁon}uﬂdingthe
wellhead price at p, were removed, those consumers willing to pay
more than p, to get gas would bid the price up. Only when the price
has risen to pg will consumers stop bidding the price up, for at ihat
price can all consumers who are willing to pay pe or more for gas
actually purchase it.

‘The supply and demand framework will be used in the next section
to 1llustrate several effects of regulation, although some modifications
will be required to capture certain important features of natural gas
markets.
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