AMERICA AT RISK
Denie A. Bode
Oklahoma Corporation Commissoner
Testimony  before
U.S. Senate Governmental Relations Committee
June 29, 2000

Good afternoon, | am Denise Bode, Vice Chairman of the Oklahoma Corporation
Commisson. The Oklahoma Corporation Commisson is a conditutional body composed
of three dae-wide dected officids responsble for the prudent management of our
naturd  resources, as well as regulating gasoline, eectricc naturd  gas,
telecommunications, water utilities, and transportation. Previoudy, | was Presdent of the
Independent Petroleum Association of America during its gpplication for trade reief
under section 232 of the Trade Expanson Act. | greatly appreciate the opportunity to
share my concerns regarding the efficiency and effectiveness of the Executive Branch's
response to rising oil prices.

Mr. Presdent, America is at risk because of our heavy dependence on foreign ail.
Unfortunatdy, the policies of this Adminidration have caused our dependence on foreign
oil to grow twice as fast as during the previous twenty years since the Arab oil embargo.

To understand how and why America is a risk, firsd understand that there is not a
“free market” in the traditiond sense when it comes to oil. There never has been. My
friend, Dan Yergin's Pulitzer Prizewinning book on oil, The Prize, aticulates convincing
rationde that oil markets have aways been manipulated, firs by the Standard Oil Trug,
then by our government through pro-rationing and price controls, and findly by OPEC
through producing nation quotas. While the development of commodity contracts
through NYMEX complicated the ability of oil producing nations to manage the market,
the education of those playing that market about the importance of OPEC has now been
complete and they are back in the drivers seat. And we have watched oil producing
countries manipulate their ail inventories for politics as well as their own economic gan.
Our reliance on foreign oil has gone from 34% during the 1974 Arab oil embargo, to 44%
in 1992, to close to 60% today.

The problem is that each time the OPEC catd manipulates oil supply to cregte
shortages or to flood the market, it causes price shocks making the domestic oil
production industry a less dable busness, which in turn drives away investment,
terminates qudified employees, and destroys vauable infrastructure, both exploration
and refining. And it forces more of US. production, 40% of which is marginaly
economic, to be plugged and lost forever. It is S0 serious now, that even with the latest
OPEC price increases, domestic producers are not drilling new domestic oil wells. Out of
goproximatdy 800 rigs drilling, less than a third of those are drilling for oil. And these
price shocks impact consumers as wedl by making it impossble to make a family budget
without knowing whether gasoline will cogt $0.70 or $2.00 a gdlon.



In 1993, a the beginning of this Adminigtration, OPEC cartedl production and thus
imports to the U.S. were up. Oil prices in the US. fell below $13 a barrel and imports had
risen to 44 percent. Domestic refineries had dropped to around 190 and domestic refining
capacity was dill dose to meeting U.S. consumption.  The Independent Petroleum
Asociation of America petitioned in March of 1994 under section 232 of the Trade
Expanson Act for an invedigation into increesng oil imports and action by the
Presdent. Since the Eisenhower Adminidration, this trade act has been used to affect
American energy policy rdaions with the world. While the Adminigration was
“contemplating” the petition, a bipartisan group of members of Congress presented him
an enagy plan tha would maintain a srong domegtic production and refining option.
Tha plan incuded:

« A tax credit to preserve margind production

« A tax credit to encourage new drilling

o Elimination of tax pendties and updating of tax rules on geologicd and
geophysica cogt, percentage depletion, and enhanced oil recovery

+ Open up access to production in frontier areas on federd lands, like ANWR

« Provide for federa roydty reductions for marginad production and production
in frontier areas like the deep Gulf of Mexico

« Look a environmentad laws that were duplicative and overreaching

+ Resxolve federd roydty collection problems tha limit production of natura

ges

No action was taken on their plan. A year later a presdentid finding of a nationd
security threst was findly issued with no new actions proposed. But the presidentia
finding did warn us of what we would be facing without action. Specificdly it sad, “the
United States and its allies may find themselves constrained from pursuing ether
unilateral or multilateral foreign policy actions for fear of provoking producer
countries into actions that could result in the manipulation of oil prices and
increased prices for consumer countries.”

During that time, domestic oil production dropped by over 500,000 barrels a day,
imports accelerated, and 75,000 Americans lost their jobs.

Congress took the initiative to enact one item in ther plan, a roydty holiday on
Gulf of Mexico degp water drilling. This new production stopped the decline in domestic
production by 1997, clearly demonstrating our ability to spur domestic production.

The mogt sgnificant energy policy initiated by the Clinton Administration during
that time was a 4.3-cent increase in the gasoline tax.

The OPEC cartel clearly understood that U.S. energy policy was based on instant
grdification, seeking low gasoline prices from foreign sources and ignoring future
consequences with a foreign cartd in charge of our transportation fuel and our prices.  So
in 1997, members of OPEC acted to consolidate their control of the American market by
increasing production and reducing world oil prices to historic low prices. Of course,



there were other economic factors they hadn't adequately predicted that drove the price
down even beyond ther control. But the US. took no action and another 30,000
Americans logt their jobs. Domegtic oil production went from holding steady to a 5.4%
decline, an incredible drop of another 600,000 barrels a day. Today we have only 153
refineries down from 198 in 1990. Even when OPEC cut production to raise oil to $30 a
barrel, domestic production has not been increased. Members of Congress clamored for
another invedtigation of the threat to our national security of oil imports. The second
Presdentid finding in this adminidration was released a the end of March, again finding
an incressing national security threst.

Twenty-eght dates have taken the initiative with incentive programs for
production. Since 1998, eeven dates have enacted 25 new incentives to save domestic
production, including Oklahoma, which acted in specid sesson to enact a reduction in
the gross production tax when prices fdl. | proposed a fud tax holiday for consumers,
gmilar to the one passed from the gross production tax for producers, to protect
consumers from OPEC shock.

The Clinton Adminidration says they were “caught napping” when fud prices
jumped. 1 would suggest otherwise. With two Presdentid findings of nationd security
risk in hand, they “knowingly” put American consumers a risk for these high prices with
the foreign policy of looking to the OPEC cartd for more oil imports and gasoline instead
of acting to stabilize domestic production and refining capacity. Of course, not dl of the
OPEC cartel are our friends. Since 1997, Irag has been our fastest growing supplier of
oil, now accounting for about 700,000 barels per day. Current imports ae
goproximately 11 million barrels per day.

Regrettably, after Adminigration policies left America highly vulnerable to
OPEC supply reductions, its requirements for new fud additives actudly aggravated the
problem and contributed to today’s price spikes in the Midwest. Speaking as a regulator
of gasoline and the oil and gas industry in Oklahoma, | am disturbed by the notion that
this Adminigration would sanction the implementation of new dringent standards on
additives to gasoline on June 1 a the very beginning of the peak season for gasoline use.
A responsible regulatory approach would have been to implement new requirements on a
schedule that is less likey to cause severe disruption to consumers. Development of
contingency plans dso should be done when there is potentid for sgnificant disruption.
These are not extraordinary practices. They have been our practice a the Oklahoma
Corporation Commisson when implementing new regulatory requirements on this
indudtry.

The Adminigration knew that the production increases they lauded in March were
not sufficient to bring down prices going into the driving season. But ligening to the
Presdent's comments the day he was lauding his work with OPEC, he s&t up the all
industry as his scgpegoat when the economic redity of too little production was fdt in the
summer. Now some in the Adminigration clam there is not economic reason for such
increases. | disagree. Our current Stuation is a foreseesble result of an indudtry that is
dripped of its infrastructure and sretched thin by government intervention being ordered



to get new products to users in quantities that hadn’'t been predicted.  Experts a the
Congressond Research Sarvice and the Energy Information Adminigration in recently
issued reports agree.

Oklahoma is in the same PADD Il digtribution region as the upper Midwest. We
saw the price begin to increase as demand outstripped product. In fact, demand in PADD
Il exceeds refining capacity in our region this year by close to 25 percent thanks to the
loss of refinery infrastructure. So we dl depend on pipdines from the Gulf. And with
domestic production down to agpproximately 40 percent, we depend on imports getting to
the ports, refined and put into those pipdines. Obvioudy, with such a tight Stuation any
disuption anywhere is going to impact the maket. There were severad pipeline
disruptions in the soring as suppliers were trying to build up inventory. Demand for
gaoline is much higher than indusry andyss had forecasted. And now with
environmenta rules dready requiring as many as 38 different kinds of gasoling it is
predictable that adding the mgor changes required to make reformulated gasolines,
paticularly ethanol which has to be blended a the rack, to go only to specific U.S.
markets would greetly contribute to disruption of the marketplace. In Oklahoma, spikes
in price began in June when this changeover to reformulated gasoline begen.

As these complicated infrasiructure issues are resolved, gasoline prices will
continue to fdl. Hopefully we have learned lessons in regulatory policy from this
government caused disruption.

That is the smaller, more temporary matter. The much more important,
fundamentd issue is whether we as a nation have learned the importance to our nationa
security and economy of maximizing domestic refining and production options. If we
have not learned that fundamental lesson this episode will be replayed in the future with
even more cogly effect.

We have new evidence of the ability in America to reduce our vulnerability by
producing oil here a home. A sudy just rdeased by the Energy Information Agency of
the Depatment of Energy predicts that if production were dlowed from the Alaska
Nationd Wildlife Refuge then there was a 95 percent probability that at least 5.7 hillion
barrels of oil could be recovered. At pesk production this could increase domestic
production by 1.9 million barels per day (bpd). Since the Alaska pipeline could hold
another 1 million-bpd, because of the decline in other Alaskan production, that increase
could dramaticaly increase our energy security. At present we produce around 5.8
million-bpd and import around 10.4 million-bpd.

In addition, the environmenta threat of increesng foreign oil imports is now
coming to light. According to the Senate Energy Committee, a 65 percent dependence
more than 30 giant supertankers, each with 500,000 barrels of crude, would be docking at
US. ports every day. That is more than 10,000 ships passng American coastlines
unloading oil in American harbors. The environmenta risk posed by tanker traffic is
exponentialy higher than American production, according to the U.S. Coast Guard. In
fact, American production is subject to the drictest environmenta requirements in the



world. Elimingtion of domedic production opportunities is an exerdse in pseudo-
evironmatdian.

| agree with former Nationd Security Advisor Perle who bdieves America nesds
a vidble domedic production option to protect American consumears and ded with any
adverse actions towards them by the OPEC catd. The lig provided by the Bipartisan
group of members of Congress to the Presdent in March of 1994 is a good dating point.
Jug think where we would be if we had only encouraged the presarvation of dl those
magind wdls and opened up ANWR for production back in 1994 when the thredt to
Amgican consumeas was dealy aticulaed in that fird Presdentid fmding. There is
tremendous promise for ol and, particulaly, naurd ges in Ameica

Wingon Churchill once sad, “Men occesondly sumble over the truth, but most
of them pick themsdves up and hurry off as if nothing had heppened.” Control of
trangportation fud by the OPEC cartd and the dire condition of the domestic production
and refining infragtructure are compdling truths that Americans cannat aford to hurry by
one more time



